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Glossary

Accountability

Accountability is about calling and holding institutions and officials to account
in undertaking their functions or duties

Auditing Standards

Auditing standards are professional standards against which the quality of
audits are performed and may be judged. Professional standards, and
associated guidance material, are essential to the credibility, quality and
professionalism of public sector auditing. Auditing standards for SAls are found
in the ISSAl Framework.

In relation to a SAIl, autonomy refers generally to the has availability of
sufficient resources (financial, human, material) to discharge its duties, and the

Autonomy ability to manage those resources and allocate them appropriately.
The term Civil Society Organisation (abbreviated to CSO) is generally
Civil Society understood to mean a non-market or non-state organisation or structure in

Organisation

which people organise to pursue shared objectives and ideals.

Corruption

Corruption is the abuse of vested power or decision-making authority for
private gain at the detriment of society

Executive

The Executive refers to the executive power of the state, or the executive
branch of the system of government. In a democratic system with the
separation of powers, it is the branch that executes and enforces law made by
the Legislature, subject to the oversight of the Judiciary.

Governance

Governance is described as the manner in which power is exercised in the
management of a country's economic and social resources.

Head of SAI

This refers to the leadership level of the SAI. The Head of SAl may be an
individual or a board. In some countries, there is no distinction between the SAl
and its head.

Independence

SAl independence should be understood with reference to the Lima and
Mexico Declarations (ISSAls 1 and 10). It should be considered in respect of the
SAl as an institution; the Head of SAl; the SAl’s professional activities including
planning and conducting audits, reporting results, and follow-up of audit




recommendations; and its external relationships.

Integrity

The term integrity is derived from the Latin in-tangere, meaning untouched. It
refers to virtue, incorruptibility and the state of being unimpaired. Integrity is
about honesty and fairness, so is a cornerstone of good governance. It is a
precondition for legitimacy of government activities and more generally for
trust in government. Integrity is closely related to the absence of fraud and
corruption, but it also entails common decency. In this context, it is a positive
and broad concept related to ethics and culture.

INTOSAI

INTOSAI is the International Organisation of Supreme Audit Institutions.

ISSAI

An ISSAl is an International Standard for Supreme Audit Institutions. The ISSAI
framework, formally established in 2007 and accessible at www.issai.org,
reflects the ambition of INTOSAI to provide its membership and other
interested parties with a framework of professional high-quality auditing
standards. Pronouncements issued by INTOSAI are included in the ISSAI
framework as either ISSAls (International Standards of Supreme Audit
Institutions) or INTOSAI GOVs (INTOSAI Guidance for Good Governance).

Judiciary

The Judiciary is the system of courts that applies the law and interprets it in the
name of the state. Sometimes, it is referred to as the judicial system or court
system. In some systems of government, the Judiciary is responsible for the
investigation and prosecution of crimes, as well as adjudication. In other
countries, investigation and prosecution is the responsibility of the Executive.
Consistent with the language of the Mexico Declaration and the SAlI PMF, this
guide uses the term Judiciary in the former, broader, sense.

Legal framework

The set of laws (referred to by principle 1 of the Mexico Declaration as the
constitutional/statutory/legal framework) that establish a SAl and/or the Head
of SAl, including institutional status and form, appointment and tenure
provisions, mandate and powers, reporting obligations and powers, funding,
operational powers, and accountability. The legal framework may include
provisions in the country Constitution, legislation or other forms of law enacted
by the Legislature, and subsidiary laws and regulations.

Legislature

The Legislature is the institution or deliberative body of persons, usually
elected, empowered to make the laws of a country, authorise taxation and
public expenditure, and hold the Executive to account for its implementation of




the national budget.

Lima Declaration

ISSAI 1, the Lima Declaration of Guidelines on Auditing Precepts, adopted at the
IX Congress of INTOSAI at Lima, Peru, in 1977.

Mexico Declaration

ISSAI 10, the Mexico Declaration on SAl Independence, adopted at the XIX
Congress of INTOSAI in Mexico, 2007, and ISSAI 11 containing associated
guidance material.

Non-governmental
Organisation

A Non-Governmental Organisation (abbreviated to NGO) is a non-profit,
voluntary citizens' group which is organized on a local, national or international
level.

PEFA

PEFA is a programme designed and used by the World Bank to provide a
snapshot of PFM performance at specific points in time using a methodology
that can be replicated in successive assessments, giving a summary of changes
over time. The PEFA framework includes a report that provides an overview of
the PFM system and evidence-based measurement against 31 performance
indicators, one of which assesses the extent to which countries are served by
independent SAls.

PFM

The Public Financial Management system, the system for raising and controlling
the use of public resources. Sound public financial management (PFM)
ensures accountability and efficiency in the management of public
resources, and is an essential underpinning to improve governance and
fight corruption.

SAI

SAl is the generic term for a Supreme Audit Institution. A SAl is the highest
public finance oversight entity within a country, and should be independent of
the Executive and the Legislature. Its main role is to audit the proper execution,
by the Executive, of the budget as approved by the Legislature. Countries with
federal systems of government or overseas territories may have similar
institutions which function at state, provincial, or territorial level. While not
strictly speaking a SAl, they may function in the same manner and be subject to
the same principles of independence as the country’s SAl itself.

SAl model

The term SAI Model is used to describe the different models of SAls throughout
the world. Models vary in terms of legal mandates, reporting relationships, and
internal governance systems, depending on the country political, social,




cultural and PFM environment and history. INTOSAI categorises SAls under

three broad models:

e The Westminster model, also known as the Anglo-Saxon or parliamentary
model, used in the United Kingdom and most Commonwealth countries.
Key features include an independent institution headed by an individual
Head of SAIl, which submits audit reports to the Legislature and/or a
committee of the Legislature (often known as the Public Accounts
Committee).

e The Board or Collegiate model, used by Germany, the Netherlands, Japan,
South Korea, and other countries, is similar to the Westminster model,
except that the SAl Head comprises an audit board (or boards) that
produces audit reports and submits these to the Legislature.

e The Judicial or Napoleonic model used by France and many Latin countries
in Europe, Africa, and South America. The SAl is often known as a Court of
Accounts, that judges the accounts of public accountants which are a
specific category of civil servants. A Court of Accounts is generally an
institution independent from the other three branches of the system of
government. But in some countries, the SAl is part of the Judiciary.

There are other SAl models, or a mixture of the three models above. For
example, most Arabic and Russian speaking SAls have a specific model that
does not fall in any of the above. Some countries in the CREFIAF region have
particular variations. The Congressional model is a variant of the Westminster
model, and is used in the United States of America and a number of other
countries.

SAlI PMF

The SAl Performance Measurement Framework, known as the SAl PMF, is a
tool designed for SAls to measure their performance and enhance their
development over time.

Sustainable
Development Goals

The Sustainable Development Goals (abbreviated to SDGs), adopted by the UN
in September 2015 under the United Nations Agenda 2030.

Stakeholder

A SAl stakeholder is understood as a party that has an interest in the SAl and
that can either affect or be affected by its work. Typically, the main
stakeholders of a SAl include other public institutions (including the Executive,
Legislature, and Judiciary), as well as citizens, media, non-government or civil
society organisations, and development agencies or partners.

A full description of SAl stakeholders is in Chapter IV, section IV.1.

Transparency

Transparency refers to the duty of public institutions, office holders, and
officials to act visibly, predictably and understandably to promote participation
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and accountability. In a free society, transparency includes a government's
obligation to share information with citizens.




Executive Summary

SAl Independence — a pre-requisite to success

A country’s SAl should be its primary public sector auditing organisation. A well-functioning SAl can
play an important role in confirming that controls over public expenditure are operating effectively,
identifying waste, and suggesting ways in which public sector entities can operate more effectively
and transparently.

A modern SAl also plays a vital role in providing assurance to citizens that governments are using
their taxes and assets well. One of the key ISSAls, ISSAI 12, recognises that a SAl’s ability to do so
depends not only on how well it can contribute to strengthened accountability, transparency and
integrity of government and public sector entities, but also to demonstrate ongoing relevance to its
stakeholders and be a model organisation through leading by example.

However, it is difficult for citizens to trust that assurance if the SAl is not independent.

Much of the discussion around the independence of SAls focuses on constitutional and legal
provisions, and other formal aspects. This is described in the guide as the “legal framework” of a SAI.
The importance of a SAl’s legal framework was first identified in the Lima Declaration of 1977. The
Mexico Declaration of 2007 refers to this as “de jure independence”, i.e. the aspects of the SAl’s
independence that should be reflected in the Constitution, legislation, or other forms of law.

But it also has to be understood that independence involves much more than a set of rules. As much
as the constitutional and legal expressions of independence are important, it is also fundamental for
SAls to build and consolidate their independence in their day to day operations, within such
independence as the law confers in a formal sense.

The Mexico Declaration refers to this as “de facto independence”. This guidance uses the term
“practical independence”, or “independence in practice”, in contrast to independence in the
constitutional and legal sense. Practical independence refers to conditions which must exist to
effectively maintain the independence of the SAl within the existing legal framework, such as:

e the ability to be protected when the SAl's independence (or that of its Head) is challenged;

e the ability to have access to resources when needed, and the willingness to be held
accountable for their use;

e the ability to recruit and be supported by professional and well rewarded staff;

e ensuring the SAl is led and staffed by people of impeccable character, leadership and
integrity; and

o the effective use of the SAl's powers to select and conduct audits, make and follow up on
its reports, and communicate its work to stakeholders.

The evolving nature and context of SAl independence

Equally, achieving independence is a process, not a product. It involves a “journey”, a process with
milestones and roadblocks, and an evolving construct. It also requires vigilance to remain relevant
and involved, as governments adopt new ways of delivering services and new forms of
communication with stakeholders develop and evolve at an alarmingly fast rate.
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This is quite to be expected. Independence is “an evolving construct”. The fundamental precepts of
SAl independence originated in the Lima Declaration in the 1970s, but the more detailed Mexico
principles are of more recent origin. Many countries’ constitutional and legal frameworks have yet to
capture the full range of the Mexico principles (for example, by recognising the SAl as an institution
in its own right, with financial independence and managerial/operational autonomy). The UN
General Assembly resolutions! now encourage them to do so.

Moreover, since the Mexico Declaration, the ISSAI framework has encouraged SAls to see
themselves as professional institutions, undertaking the professional work of risk-based auditing.
This has further implications for independence, and becomes progressively more important as a SAl
makes use of the level-4 ISSAls in its work and engages professionally qualified staff.

SAls do not therefore speak of having “achieved independence”. Like the Lima Declaration which
preceded it, the Mexico Declaration acknowledges the aspirational nature of many of its principles.
It also implicitly acknowledges that a SAI may be more advanced against some principles (for
example, the strength of the Head of SAl's constitutional status and protections) than others (for
example, the power to report at a time of the SAl's choosing, or the system by which the SAl is
financed).

This also requires an acknowledgment of the inherent challenges of achieving, and being,
independent. Regardless of the SAl model to which a SAl belongs, repeated global surveys show that
a majority of SAls across the INTOSAI regions lack the level of independence they aspire to. Many
SAls also face active threats to their independence, either as part of their country context or as a
result of doing their job well. Identifying the challenges and threats that a SAl faces with regard to its
independence is a fundamental prerequisite to assessing its needs and understanding what it will
take to reach the level of independence it aspires to.

All of these developments have implications for how a SAl in the modern era understands its
independence and gives effect to it, in both a legal and a practical sense.

Why this guidance?

Given these needs and the importance of independence to the effectiveness of SAls, IDI has initiated
a programme to contribute to the ongoing efforts to enhance independence of SAls globally. The
objective of the programme is “greater SAl independence”.

This guidance is a key element of the programme. It aims to build on and bring together the various
international declarations and the work done by many stakeholders with a practical focus.

! See section 1.3 in chapter |.
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The two part structure
The guidance is structured in two parts.

Part 1 examines in detail the founding basis of SAl independence and their origins in the Lima
Declaration and the Mexico Declaration (chapter I); the principles of the Mexico Declaration and
their meaning in practice, together with the problems and solutions for putting them into effect
(chapter 11); and the challenges and threats which SAls can encounter in relation to their
independence (chapter lll).

This sets the scene for Part 2, which describes independence as a strategic objective, expanding on
the notion of independence as a “project” or a “journey”. Chapter IV provides guidance on how a SAI
can assess its current state of independence, identify priorities, and place these in the context of a
long-term independence strategy. Chapter V then provides guidance on implementing a strategy,
including the importance of advocacy and engagement with stakeholders in doing so.

The guidance is intended to be accessible to SAls from all over the world, irrespective of their system
of government or the SAl Model they belong to. To make it a truly global document, it also contains
a body of reference material in the form of “stories” contributed by SAls themselves.?

IDI expresses its thanks to all the SAls which responded to the call for these “stories”.

A reminder of key principles

Finally, it is helpful to state some key principles that emerge from this Executive Summary and which
need to be kept in mind — both when understanding and applying SAl independence in a legal and
practical sense and when undertaking a process of developing, and then implementing, an
independence strategy.

In particular:

¢ Independence is not an absolute concept: As it is said by the Lima Declaration, SAls as state
institutions cannot be absolutely independent, because they are part of the state as a whole.?
SAls also have to keep in mind that independence (whether in functional terms or as an
institution) is subject to country context. This can include political, constitutional or legislative,
administrative, and resourcing constraints.

¢ Rules alone cannot guarantee independence: Rules may provide independence in theory, but
cannot guarantee it. SAl independence is also a state of mind. Independence can be
strengthened on both fronts through a strategic approach. As part of that approach, a SAl also
needs to appreciate the value of its independence and how it can be given effect in the quality
of its institution and its work. The recognition and support which the SAIl can gain by its activities
is, thus, the greatest safeguard of its independence.

¢ Independence and interaction are not mutually exclusive: In similar vein, an independent SAl
does not isolate itself from the outside world (whether other institutions of government or civil
society and citizens). Rather, a sound understanding of its independence (in both the legal and

2 To come later, including inserting references through the text.
3 Article 5(2), under section Il (Independence).
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the practical sense) gives the SAl a framework to interact with the Executive, the Legislature, and
the Judiciary, and other auditees, with confidence. Good relationships inspire better results.

And finally, SAls should help each other to achieve independence, drawing on the resources and
opportunities for collaboration that are available at the global, regional and bilateral levels.

13



Background

Effective SAls deliver value and benefits and make a difference to the lives of citizens by contributing
to accountability, transparency and integrity, staying relevant and leading by example. To be able to
deliver these value and benefits as envisaged in ISSAI 124, a SAl needs an enabling and conducive
institutional framework. This includes independence as a primary requirement.

INTOSAl's Lima and Mexico Declarations are the primary reference points in defining SAl
independence.

SAl independence also finds central place in the December 2011 UN General Assembly Resolution
A/66/209 promoting the efficiency, accountability, effectiveness and transparency of public
administration by strengthening SAls. The resolution recognised that SAls can accomplish their tasks
objectively and effectively only if they are independent of the audited entity and are protected
against outside influence.

Building on the December 2011 resolution, the General Assembly passed another resolution, No.
A/69/228, in December 2014 which encourages member states to give due consideration to the
independence and capacity-building of SAls in a manner consistent with their national institutional
structures.

The importance of independent SAls is also underlined by the SDGs contained in the United Nations
Agenda 2030 and adopted in September 2015. Goal 16 of the SDGs provides for the building of
“effective, accountable and inclusive institutions at all levels.” Target 16.6, which aims at developing
“effective, accountable and transparent institutions at all levels,” is of particular importance for the
contribution of independent SAls to sustainable development.

In reality, many SAls in the INTOSAlI community still fall well short of the aspirations for
independence identified by the Mexico Declaration. Much work has already been done to promote
independence, especially by the INTOSAI General Secretariat, INTOSAI regions, individual SAls
providing bilateral support to others, and development partners. However, the 2014 IDI Global
Survey” indicates that SAls continue to face challenges and threats in terms of their independence.

Given these needs and the importance of independence to the effectiveness of SAls, IDI has initiated
a programme to contribute to the ongoing efforts to enhance independence of SAls globally. The
objective of the programme is “greater SAl independence”. This guidance is a key element of the
programme. It aims to build on and bring together the various international declarations and the
work done by many stakeholders with a practical focus.

The guidance is accordingly in two parts:
Part 1: What does SAl Independence stand for?

e Introduction

e Chapter I: Rationale for SAl Independence

e Chapter IlI: Interpreting SAl Independence

e Chapter lll: Independence challenges and threats faced by SAls

4 SSAI 12: The Value and Benefits of Supreme Audit Institutions — making a difference to the lives of citizens.
5 Reference to be added.
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Part 2: moving towards greater Independence:

e Introduction
e Chapter IV: developing SAl Independence Strategy
e Chapter V: Implementing SAl Independence Strategy

The Appendices contain stories and lessons learned from SAls across INTOSAI community in their
journey towards greater independence, together with some model provisions for SAIl constitutional

and legislative status.®

6To come later.
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How to read and use this guidance

This guidance is meant to give practical help and support to SAls wishing to enhance their
independence in line with the principles of the Lima and Mexico Declarations. It has been written as
a global resource, with the different SAl models in mind.

The guidance should not be understood to establish legally binding standards or responsibilities.
Instead, it describes the fundamental principles of independence as articulated by the two
Declarations, and places them in the modern context of SAls as professional institutions and their
stakeholder context. It discusses a number of challenges and threats that some SAls have faced in
their quest to achieve greater independence, and then outlines strategies that SAls could use in
identifying their needs for greater Independence and planning to achieve and operationalise them.

While the guidance should therefore be viewed only as recommendations, users should be aware of
the UN General Assembly resolutions which encourage member states to recognise and give effect
to SAl independence. Country constitutions or legal systems may also recognise the independence of
the SAIl and require it to be given effect through national laws.

The guidance is written primarily for use by SAls, and has been prepared with all types of SAl models
in mind. However, it could also be used as reference material by other stakeholders intending to
help their SAl in its journey to greater independence.

The diagram below (Figure 1) illustrates a framework for SAls in their journey towards greater
independence, reflecting the structure and chapters of the guidance.

16



Strategising for greater independence
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Figure 1: Journey towards greater SAl independence
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What does SAI Independence stand for?

Eight Pillars defining the Independence of Supreme Audit Institutions (SAls)

VIIL

S2INOsay

VIL

SIS B LI
dn-mojjoy ampayl

suodas Jpne
Jo Bupwiy pue juajuo)

sy nsas Jpne Bupaoday

V.

UOLIRWLIOJUL O3 S50V

IIL

suoryeaad

IL

SIVS 40 speay

snyeys 1eban

18



Part 1 explains the principles of SAl independence in their modern context. It acknowledges the
multidimensional nature of independence, and the need to consider independence in both legal and
practical terms. It also recognises that every SAl has its own independence needs and challenges. It
is structured in three chapters.

Chapter | explains the basic rationale of SAl independence. After describing independence in a SAI
context, it explains the benefits of an independent SAl to a country, and their consequences for
audit quality, value to stakeholders and more broadly in promoting the values of accountability,
good governance, transparency and integrity (including the contribution of the SAI to corruption
deterrence and the achievement of international objectives like the SDGs).

Chapter Il interprets SAl independence through the 8 “pillars” of the Mexico Declaration. This
provides context for Chapter Ill, which identifies the challenges and threats which SAls around the
world typically encounter with regard to their independence. This can help a SAl to map the specific
challenges it faces in enhancing its independence, and to prioritise them according to its own
context.

This provides context for Part 2, which contains guidance on developing and implementing an
independence improvement strategy.
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Chapter I: The rationale for SAl independence

Introduction: Why is SAl independence necessary?

A country’s SAl should be its primary public sector auditing organisation.’ Its main tasks are to audit
public expenditure and examine whether public funds are spent economically, efficiently and
effectively in compliance with existing rules and regulations and in line with national priorities. A
well-functioning SAI can play an important role in confirming that controls over public expenditure
are operating effectively, identifying waste, and suggesting ways in which public sector entities can
operate more effectively and transparently.®

A modern SAl also plays a vital role in providing assurance to citizens that governments are using
their taxes and assets well. ISSAI 12 recognises that a SAl’s ability to do so depends not only on its
ability to contribute to strengthened accountability, transparency and integrity of government and
public sector entities, but also to demonstrate ongoing relevance to its stakeholders and be a model
organisation through leading by example.

However, it is difficult for citizens to trust that assurance if the SAl is not independent.

This concept of independence is central to the role of all external auditors. In the private sector, it is
widely recognised that the auditor should be independent from the client company, so that the
audit opinion will not be influenced by any relationship between them. Shareholders need to know
that the external auditor can give them an unbiased and honest professional opinion on the
company’s financial statements. There are many examples of catastrophic company failures where
cosy relationships have been allowed to develop between the external auditor and the company’s
management, and this unbiased professionalism has been eroded. One of the best known of these
scandals was the collapse of ENRON in the late 1990s.

Similarly in the public sector, the SAl as the external auditor needs to be able to deploy the same
professionalism and integrity to report openly and honestly to the Legislature, the Executive, and
citizens on its audits. To do this effectively, it needs to be independent both in a constitutional and
legal sense and in practice. If citizens want a SAIl that can speak truth to power without fear, they
need to provide the conditions in which the SAl can act with full independence.

More broadly, independent SAls play an important role in strengthening democracy. This includes
providing a check and balance against overly strong executives who, once power is gained, can be
reluctant to share that power and be held accountable to the Legislature, the Judiciary, and citizens.
A SAl can help limit the scope for fraud and corruption by conducting hard hitting and rigorous
audits and recommending that proper controls are in place.

A strong, independent SAl can enhance these contributions to good governance if it is prepared to
lead by example and demonstrate best practices itself. The same is true in reverse. Through ISSAI 12,
INTOSAI recognises that one of the most effective ways SAls can promote and protect their

7 There are many SAl models, which vary according to the legal, financial and political traditions of each
country. INTOSAI operates on the basis that there can only be one SAl for each country. If a country has more
than one organisation involved in public external audit, the country should determine which organisation it
wishes to identify as the SAI. See the

8 Good Practices in Supporting Supreme Audit Institutions, OECD. [Need full reference??]
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independence is by clearly and consistently demonstrating the value and benefits of the SAl and its
work.

Independence is not a simple construct. It encapsulates all the features which enable a SAI to
produce rigorous, high quality audits and reports. To be independent, and be seen to be
independent, a SAl needs to:

= be protected by the Constitution and legislation which clearly mandates it to examine public
funds wherever they are raised or spent, with unrestricted access to information;

=  be able to choose auditing methods and ways of reporting which are consistent with best
international professional auditing standards;

= beled by people of impeccable character and integrity;

=  be supported by properly trained and rewarded staff;

= have the resources it needs to provide an adequate coverage of all public expenditure and
income;

= be able to place its findings in the public domain in a timely manner of its choosing; and

= be able to follow up on its findings and recommendations to ensure appropriate action has
been taken.

The Lima and Mexico Declarations

INTOSAI has long recognised the centrality of independence for SAls. There are two key documents
which define what is meant by independence.

The first, endorsed in 1977 and known as the Lima Declaration, determines the principles of
independence of public sector auditing in methodological and professional terms. The Declaration
was the first INTOSAI document to comprehensively set out the importance of SAl independence, by
reminding INTOSAlI members that SAls can only be objective and effective if they are independent
from the audited entity and are protected from outside influence.

The principles laid down in sections 5 to 7 of the Declaration can be summarised as follows:

1. Organisational independence is to ensure independence of SAl members (acting free from
instructions; no possibility of arbitrary dismissal), and supreme authority of the Head of SAI
in all staff-related matters, as well as non-interference on auditors by external sources.

2. Functional independence implies that the audit powers of the SAl are laid down in the
Constitution, at least in general terms; the SAl is free to set up its own audit programme,
and the SAl is free in drafting reports intended for publication.

3. Financial independence implies that SAls can directly apply for the required funding to the
body adopting the state budget (Parliament), as necessary, and SAls can freely dispose of
the appropriated budget during the financial year.
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The course was set, and, in the years that followed, the subject of independence would come up at a
variety of INTOSAI events.The second key document, known as the Mexico Declaration, was
endorsed 30 years later in 2007. It defined the Lima principles in more concrete terms, and also
drew on decisions made at the Congress of INTOSAI in Seoul, Korea in 2001, as essential
requirements of proper public sector auditing.

The Mexico Declaration contains eight principles. They refer to:

1. The existence of an appropriate and effective constitutional/statutory/legal framework and
of de facto application provisions of this framework.

2. The independence of Head of SAls and members (of collegial institutions), including security
of tenure and legal immunity in the normal discharge of their duties.

3. A sufficiently broad mandate and full discretion, in the discharge of SAl functions.
4. Unrestricted access to information.
5. Theright and obligation of SAls to report on their work.

6. The freedom to decide the content and timing of audit reports, and to publish and
disseminate them.

7. The existence of effective follow-up mechanisms on the SAI’'s recommendations.

8. Financial and managerial/administrative autonomy, and the availability of appropriate
human, material, and monetary resources.

The authors of the Mexico Declaration also developed a document entitled Guidelines and Good
Practices Related to SAl Independence (now ISSAI 11). This is still relevant today, and should serve as
a source of good practices to share means of increasing and improving SAl independence. However,
it was also intended to be a living tool that could be maintained and updated.

Chapter 2 of this guidance explores the Mexico Declaration principles in more detail.

The ISSAl Framework

The Lima and Mexico Declarations sit within, and are complemented by other elements of, the
framework of ISSAls that have served as a global set of professional standards for SAls since
2007. There are four levels of ISSAIls, as shown in Figure 1:

e SAl founding principles (level 1)

e The prerequisites for the functioning of SAls (level 2)
e The fundamental auditing principles (level 3)

e Auditing guidelines (level 4).
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The Lima Declaration (ISSAI 1) forms Level 1 . The
Mexico Declaration and guidance (ISSAI 10 and ISSAI
11) sit within Level 2.

ISSAI Framework

1 Founding Principles Lima Declaration 1
2 Prerequisites for Independence 10-40
functioning of SAls  Transparency and Accountability
Ethics .
Quality Other Level 2 ISSAls that relate to SAl independence
3 Fundamental Basic Principles 100-400
Auditing Principles General -, Field - and Reporting are:
Standards :
4  Auditing Guidelines Financial Audit Guidelines 1000-2999
Performance Audit Guidelines 3000-3999
Compliance Audit Guidelines 4000-4999
Specific Guidelines S000-5999 .
e ISSAl 12: The Value and Benefits of SAls -

INTOSAI

I@_ making a difference to the life of citizens: where

independence appears as a key enabler of SAls
ability to perform and produce value and benefits to the citizens;

e |SSAI 20: Principles of Transparency and Accountability;
e ISSAI 30: Code of Ethics; and

e ISSAI 40: Quality Control for SAls.

Even though independence is strongly related to the institutional and organisational levels
addressed by Levels 1 and 2, the practitioner or professional level should not be overlooked. New
trends within PFM practice, characterised in particular by the movement towards accrual
accounting, had a significant impact on INTOSAI’s auditing standards and the adoption of the ISSAI
framework. The Level 4 ISSAls reflect INTOSAI’s the ambition to provide its membership and other
interested parties with a framework of professional high-quality auditing standards analogous to
those used by private sector auditors.

Levels 3 and 4 of the ISSAl framework establish a direct relationship between the independence of a
SAl and its ability to deliver quality products consistent with the requirements of the auditing
standards, whether through financial audits (ISSAl 200 and 1000 series), performance audits (ISSAI
300 and 3000 series), or compliance audits (ISSAI 400 and 4000 series).

This means there is a mutually reinforcing relationship between the institutional independence of a
SAl, its professionalism and that of its staff, the quality of its work, and the credibility it has achieved
over time.

The Strategic Management Framework for SAls and the SAl PMF

In conjunction with INTOSAIl's regional groups, the IDI has recently developed a Strategic
Management framework for SAls. The framework is pictured in Figure 2.
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Figure 2: SAl Strategic Management Framework

The Framework envisages a well-functioning, independent SAl as one that delivers value and
benefits for the citizens of its country, in accordance with ISSAl 12. As such, SAl independence is not
an end in itself, but one of the most critical capacities required by a SAl to fulfil its larger mission of
delivering value.

The Framework is also aligned with the SAI PMF, the measurement tool developed by INTOSAI's
Capacity Development Committee in 2013 and finally adopted by at the 2016 Congress of INTOSAI in
Abu Dhabi, United Arab Emirates. The SAl PMF enables a SAl to measure its independence against
the Mexico Declaration principles within the context of its broader institutional framework.®

The structure of the SAlI PMF is depicted in Figure 3. [Enhanced version to be inserted]

% The use of the SAI PMF as an assessment tool for independence is discussed further in Chapter IV.
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The Working Group on the Value and Benefits of Supreme Audit Institutions (WGVB S)
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Figure 3: SAl PMF

The Strategic Management Framework and the SAl PMF also recognise that the Mexico Declaration
principles are aspirational and were designed to be applicable in different ways in different
environments. SAl independence thus needs to be looked at not only in relation to the international
principles and standards, but also in relation to the local context and environment of the SAI.
Independence is a continuum, and each SAl may be at a different place on the continuum.

SAls also need to be able to demonstrate that they “deserve” their independence before they get
support to lobby for greater independence. This also means that when a SAl embarks on its
independence journey, it needs to ensure that it is ready to take on that independence. This is
regarded as important because independence may come with more responsibilities in terms of the
SAl’s outputs and increased expectations from its stakeholders.

I.2. How independent SAls can make a difference, and the benefits of an independent
SAl
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As explained in the Introduction to this chapter with reference to ISSAI 12, public sector auditing is
an important factor in making a difference to the quality of country governance and, consequently,
the lives of citizens. Independent auditing of government and public sector entities by SAls has a
positive impact on trust in society because it focuses the minds of the custodians of public resources
on how well they use those resources.

It is possible to expand on this contribution with reference to a number of recognised success
factors for country governance. They are:

e accountable governance;,
e strengthening fiscal transparency;
e enhancing public sector integrity; and

e contributing in the fight against corruption.

16 PEAGE, JUSTICE
el These factors are also recognised by Goal 16 of the SDGs10, which the UN

%= General Assembly adopted on 25 September 2015 under the 2030 Agenda for
'_z— Sustainable Development. Building on the lessons from earlier development

initiatives, such as the Millennium Development Goals, INTOSAI has recognised
that delivering on the SDGs will require more attention to effectiveness and efficiency by
governments, as well as greater accountability and transparency to meet the growing expectations
of citizens, and that SAls will have a critical role in doing so. SAls can make significant contributions
to the SDGs, through their audits, by confirming that controls are operating effectively, identifying
waste, and suggesting ways in which public sector entities can improve their service delivery to
citizens.

Each factor is discussed in turn.

a. Promoting accountable governance

Accountable governance refers to the collective responsibility
of officials to preserve the public’s trust in government by
delivering on policy outcomes and safeguarding taxpayer
funds. In today’s uncertain global economic and financial
environment, which emphasises “doing more with less”,
governments are called upon by their citizens to account for

105pG 16 aims at promoting peaceful and inclusive societies for sustainable development, providing access to
justice for all, and building effective, accountable and inclusive institutions at all levels. It envisages this will be
achieved mainly by substantially reducing corruption and bribery in all their forms; developing effective,
accountable and transparent institutions at all levels; and ensuring public access to information and protect
fundamental freedoms, in accordance with national legislation and international agreements.
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how public funds are spent through the execution of the public budget and are helping to deliver
results and better public services, through an effective, efficient and economical use of taxpayers’
money.

This is not a new trend. Indeed, it can correctly be pointed out that the article 15 of the French
Declaration of Human and Civil Rights reads “Society has the right to ask a public official for an
accounting of his administration”!. However, recent global developments have strengthened the
need for greater accountability and more effectiveness and efficiency in the delivery of public
services.

Accountable governance involves systems and coordinated actions through which the public sector
ensures the effectiveness, efficiency and economy of public expenditure. It relies on tools that
promote value-for-money, integrity and transparency in government, such as external control,
internal control, sanctions, and enforcement.*?

Even though accountable governance is not the responsibility of one Institution, SAls play a key role
in creating and maintaining an enabling environment for greater accountability and improved
governance.

b. Strengthening fiscal transparency

Fiscal transparency refers to the comprehensiveness, clarity, reliability, timeliness, and relevance of
public reporting on the past, present, and future state of public finances. It is critical for effective
fiscal management and accountability. Transparency helps ensure that governments have an
accurate picture of their finances when making

. .. . . - 1L Fiscal 111, Fiscal Risk IV. R

economic decisions, including of the costs and sl Forecasting Ana Reveniie
e 9 & Budgeting & Management Management
benefits of policy changes and potential risks to public § 3.1 Risk 4.1 Ownership,
. . . analysis contracting,
finances. It also provides the Legislature, markets, &disclosure & fiscal regime
ey . . . i 3.2 Risk 4.2 Fiscal

CSOs, NGOs and citizens with the information they ; e i

need to hold governments accountable.® ' 33 Fiscal 43 Fiscal

i forecasting
coordination o B

The degree of fiscal transparency has been shown to

be an important predictor of a country’s fiscal Figure 4: components of fiscal transparency. Source IMF
credibility and performance. A growing body of
empirical research has highlighted the positive relationship between the degree of fiscal

transparency and measures of fiscal sustainability.*

Independent SAls can play a key role in identifying gaps in the quality and reliability of government
accounts and financial information produced by governments. As such, external audit by the SAl

11 French Declaration of human and civil rights of 26 august 1789
12 0ECD

13 |MF, fiscal transparency Code

14 |MF, fiscal transparency, accountability and risks
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provides a key means by which the Legislature, on behalf of the taxpayer, scrutinises how the
Executive uses the resources allocated to it.

Through their assessments of the fiscal reporting, whether it is by the means of financial audits or
thematic audits, such as public debt audits, SAls can also contribute to enhancing the coverage,
frequency and timeliness, quality and integrity of the country’s fiscal reporting, which will help
mitigate the occurrence of fiscal risks.

c. Enhancing public sector integrity

Public sector integrity is a cornerstone of good governance. It is a pre-

condition for legitimacy of government activities and — more generally

— for trust in government. Efforts to strengthen public institutions need

to be comprehensive and multi-faceted. In this context, fostering

integrity in the public sector and its interactions with other

stakeholders is essential to establish public trust in government and lay

the foundations for long-term sustainable growth. Promoting a culture

of integrity requires coherent efforts to define expected standards of

conduct, provide guidance and incentives, as well as monitor them in daily practice to ensure
compliance.?®

Independent SAls contribute to integrity in the public sector not only through their auditing activity
(including audits of compliance and propriety) but also by demonstrating their own integrity and
adherence to ethical values in their daily operations. This enables them to be considered as model
organisations in the public sector, as encouraged by ISSAI 12.

d. Contributing to the fight against corruption

Corruption is most commonly defined as the misuse or abuse of public office for private gain. It can
come in various forms and a wide array of illicit behaviour, such as bribery, extortion, fraud,
nepotism, graft, speed money, pilferage, theft, and
embezzlement, falsification of records, kickbacks,
influence peddling, and campaign contributions.
Corruption causes tremendous damage to public
institutions ranging from financial loss, to loss of
organisational performance, reputation and
credibility.

15 OECD, integrity framework
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SAls are among the key players in the fight against corruption. Through their oversight function, they
can play an important role in creating an enabling environment for good governance. Audits as
exercised by SAls, make risks visible, and help build robust and effective internal controls that
contribute specifically to the prevention of corruption. By reporting their audit findings to the
citizen, their representatives and other relevant stakeholders, SAls create a climate of transparency
that largely contribute to detecting and more importantly preventing corruption?.

While many SAls are not directly responsible for detecting fraud during audits, an independent SAI
ought to be able refer suspected cases of fraud to the Executive and/or the Judiciary (unless the SAI
has its own investigative and/or prosecutorial powers). In turn, the SAl can monitor the Executive
and the Judiciary to follow up and report on the extent to which cases are taken forward and result
in prosecutions.

An independent, effective and credible SAIl is therefore an essential component in a democratic
system where accountability, transparency and integrity are indispensable parts of a stable
democracy.

The importance of SAl independence has been increasingly recognised by global and regional
governmental organisations since the Mexico Declaration was adopted in 2007.

In December 2011, the UN General Assembly passed resolution 66/209 which recognised the need
to promote the efficiency, accountability, effectiveness and transparency of public administration by
strengthening SAls. The resolution recognised that SAls can accomplish their tasks objectively and
effectively only if they are independent of the audited entity and are protected against outside
influence.

The General Assembly reinforced this in November 2014 with a further statement which recognised
“that supreme audit institutions can accomplish their tasks objectively and effectively only if they
are independent of the audited entity and are protected against outside influence”.

Similarly, in November 2013, the Commonwealth Heads of Government issued a communique in
which they:

recognised the contribution that strong, properly resourced and independent supreme audit
institutions play in improving transparency, accountability and value for money to ensure that
public funds are appropriately spent.

In July 2015, the Third International Conference for Development held in Addis Ababa, Ethiopia,
brought a clear commitment to strengthening SAls, by reaffirming in the Addis Ababa Action Agenda
issued at the end of the Conference:

18 |DI program on SAls fighting corruption.
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the will of the Heads of State and Government and High Representatives, gathered in Addis
Ababa, to strengthen national control mechanisms, such as supreme audit institutions, along
with other independent oversight institutions, as appropriate... with the goal of improving
the quality of governance and government services.

These statements are evidence of a growing consensus in the international community on the need
to recognise the importance of, and strengthen, the independence of a country’s SAl It is
increasingly accepted that an independent, effective and credible SAl is an essential component of a
system where accountability, transparency and integrity are indispensable parts of a stable
democracy.

SAl independence is also gaining increasing recognition within key international tools used to assess
government financial systems, such as the PEFA programme and the Open Budget Index.

Within the INTOSAI community, the Paris Declaration of SAls with Jurisdictional functions, issued by
the Forum of SAls with Jurisdictional Functions in November 2015, strongly advocates for greater
independence, especially for SAls with jurisdictional powers, including the ability to exercise their
duties independently from the Legislature and Executive.” The endorsement of the SAI PMF in 2016
is another useful development. As discussed in chapter IV, the SAI PMF enables a SAl to measure the
degree of its independence as identified by the Lima Declaration and the Mexico Declaration. This
recognises that the foundation for a SAl’s existence needs to be recognised in the legal framework,
providing the independence necessary for the SAl to act without the risk of being perceived as
influenced by the Executive and other entities.

Much of the discussion around the independence of SAls focuses on constitutional and legal
provisions, and other formal aspects. The Mexico Declaration refers to this as “de jure
independence”, i.e. the aspects of the SAl's independence that should be reflected in the
Constitution, legislation, or other forms of law. De jure independence encapsulates most, and in
some cases all, of the dimensions of independence recognised by the Lima Declaration, namely
institutional, functional, and financial independence — or, with reference to the Mexico Declaration
principles:

e theindependence of both the SAl as an Institution and its Head (principles 1 and 2);

e the SAl's legal mandate and powers of access to information (principles 3 and 4);

e the SAl's reporting powers (principles 5 and 6) and, in some cases, follow-up powers
(principle 7); and

e the SAl's funding arrangements under legislation (if any), the extent (if any) of the Head of
SAl's legal autonomy over its resources, and any legal requirements of accountability
(principle 8).

7 Paris Declaration of SAls with jurisdictional functions, 13™ November 2015.
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But it also has to be understood that independence involves much more than a set of rules. As much
as the constitutional and legal expressions of independence are important, it is also fundamental for
SAls to build and consolidate their independence in their day to day operations, within such
independence as the law confers in a formal sense.

The Mexico Declaration refers to this as “de facto independence”. This guide uses the term
“practical independence”, or “independence in practice”, in contrast to independence in the
constitutional and legal sense. Practical independence refers to conditions which must exist to
effectively maintain the independence of the SAl within the existing legal framework, such as:

e the ability to be protected when the SAl's independence (or that of its Head) is challenged;

e the ability to have access to resources when needed, and the willingness to be held
accountable for their use;

e the ability to recruit and be supported by professional and well rewarded staff;

e ensuring the SAl is led and staffed by people of impeccable character, leadership and
integrity; and

o the effective use of the SAl's powers to select and conduct audits, make and follow up on
its reports, and communicate its work to stakeholders.

Equally, achieving independence is a process, not a product. It is a process with milestones and
roadblocks, and an evolving construct. In that regard, each generation of Heads of SAl and auditors
needs to be vigilant that their SAl remains professional, relevant, and able to provide its
stakeholders with the assurances they need. As governments adopt new ways of delivering services,
for example using private companies to deliver public services, being independent means the ability
to adapt, as well as to propose new legal powers such as the right to audit the flow of public funds to
NGOs.

These matters will be explored in depth in Chapters 3, 4 and 5 of this guidance. But it is considered
important to state the dimensions of independence here too. In building a case for stronger
independence, it can be helpful to understand that the constitutional and legal (de jure)
manifestations of independence go hand in hand with how well the SAl uses the powers and
resources it has to in a practically (de facto) independence sense.
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Chapter IlI: Interpreting SAl independence

Introduction

This chapter examines the eight principles, or pillars, of independence under the Mexico
Declaration, exploring what they mean in practice.

The Mexico Declaration reminds us (in its preamble) that absolute independence is neither possible
nor desirable. A SAl is an organ of a state, dependent ultimately on the will of citizens through their
elected representatives to provide the resources to enable a SAI to function. As chapter | has noted,
the Declaration also acknowledges that independence has both a legal (de jure) and a practical (de
facto) application. There are many ways SAls have found to put independence into practice, and it is
important to recognise that the political and legal context of each country is unique.

The examples provided in this chapter are therefore illustrative, not definitive, of how the pillars of
independence should be given effect.!®

II.L1. Principle 1: The existence of an appropriate and effective constitutional/
statutory/legal framework and of de facto application provisions of this framework

Principle 1 recognises the importance of a constitutional and statutory/legal framework for the SAI.
The aim is to ensure that the SAl is formally recognised in the country’s law and system of public
sector governance. This is important because it provides legitimacy, clarity, and a stable basis for the
SAl to function. It also reduces the opportunity for arbitrary change driven by political or other
expediency (as discussed in chapter Ill).

It is important to understand the framework in terms of the SAl both as an institution and for what
it is mandated to do. As a minimum, a SAl needs legal recognition of its:

e institutional form and structure, including its institutional independence;

e Head and office holders (whether the SAl as an institution takes the form of, or is headed by,
a court, a board, or a single public office-holder) — their independence is discussed under
principle 2 below;

e mandate (including which entities and/or accounts it audits, and what types of audits it can
perform) — discussed further under principle 3;

18 The case studies/success stories provide useful examples from around the world of how SAls have enhanced
their independence. See also the examples provided in ISSAI 11, which records the results of a 2006 survey by
the INTOSAI subcommittee which was responsible for preparing the text of the Mexico Declaration.
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e legal powers to support its auditing work (including powers to obtain or require production
of documents and obtain information from officials or other persons) — discussed further
under principle 4; and

e powers to report and/or disclose information (whether to the Legislature, the Executive, the
Judiciary, or other agencies or persons) — discussed under principles 5 and 6.

Principle 1 expects these fundamental provisions to be either enshrined in the Constitution or set
out in specific legislation (such as an Act or Law) devoted solely to the SAIl or the work of public
sector auditing. ¥

Legal recognition of the SAIl as an independent institution is increasingly important in the modern
context of professionally-based auditing, as discussed in chapter I. It is also a pre-requisite to the
implementation of principle 8 (discussed below), which concerns financial independence of the
institution and the autonomy of the Head of SAl to govern and manage it. %

The legal framework should also, therefore, address how the SAI:

e develops and either gives or obtains legal authority for its auditing plans;

e sets (oris given) its auditing standards;

e prepares and either confirms or seeks approval of its operational budget, obtains its funds,
and reports on its financial and other performance;

e obtains and manages its personnel and other resources.

Other important institutional arrangements include how the SAI:

e functions in a professional and ethical sense, including in relation to conflicts of interest, the
confidentiality of information, and staff conduct; and
o follows up or enforces its reports or findings — discussed further below under principle 7.

Depending on the country system, matters of this type may be either set out in the SAl's specific
enabling legislation or included in other legislation (such as a public finance law dealing with all
public sector agencies’ budgeting and financial management). Alternatively, they may be addressed
in standards, protocols, or MOUs with other agencies (or a combination).

There are risks in specifying the SAl’s governing law in too much detail. A less detailed or prescriptive
approach can leave space for matters of operational significance to be worked out over time, and
put into practice through subsidiary legislation, internal regulations, or operational policies?! —
depending what is appropriate in the country context.

Developing the constitutional or statutory/legal framework is not simple. Part 2 of this guidance
describes it as a strategic activity for a SAl. Globally, there is considerable experience of the areas
which are often overlooked or which can be contentious. These are outlined in the sections below.

19In this discussion, the “legal framework” therefore includes the Constitution, legislation, and other forms of
law. Principle 1 recognises that the exact mix is a matter for country context, although it is widely accepted
that the Constitution should demonstrate fundamental recognition of the SAl, its Head, and its mandate.

20 Some countries’ Constitutions or other laws recognise the Head of SAl as an individual office holder or
board, but do not refer to an institutional form separate from the Executive.

21 Referred to in principle 1 as “the de facto application provisions” of the legal framework.

34



Principle 2 recognises that the people chosen to lead a SAl, and who are recognised by the legal

framework established under principle 1, must have the freedom to carry out that role without fear

of arbitrary dismissal or the risk of being subjected to legal action (whether criminal, civil, or some

other form) by those unhappy with the SAI’s audits or reports.

Principle 2 has four key elements. They are:

The process of appointment: This should be set out clearly in the legal framework, and
should be transparent and free of political influence or faction. It should result in the
appointment of the Head of SAl (and, where applicable, senior office holders within the SAI)
on merit. Important personal attributes include leadership ability, integrity, managerial
skills, reforming passion, and the professional skills to lead the SAl and bring about its
continued growth and transformation as an institution.

It is good practice for the process of appointing the Head of SAl to be set out in the
Constitution, and to be made by, or require the approval or recommendation of, the
Legislature.

The term of office: Principle 2 recognises that Heads of SAl (and those appointed to senior
SAl positions) should be given sufficient tenure to make a difference. Too short a period and
little can be done — too long and the organisation can suffer from a lack of turnover.

There are several possible options. They include appointing the Head of SAl on a permanent
basis subject to an age of retirement; providing for a renewable appointment (for example
for a term of five years); or providing a single, non-renewable term (for example of seven,
ten or more years). This is likely to be the subject of debate, especially if it requires a
different approach to that taken for other public officials. The outcome may be influenced
significantly by country context, including the terms of the Constitution, approaches to
political authority, and cultural factors.

Protection from removal from office: The legal framework should state clearly the basis on
which the Head of SAlI may be suspended or removed from office. Ideally, this should be
stated in the Constitution and should confer the same level of protection as that available
for members of the Judiciary or other important office holders (being, for example, limited
to incapacity or misconduct). As with appointments, a clear and transparent process for
suspension or removal from office is essential, protecting against arbitrary or politically
motivated action.

Legal immunity: The Head of SAl, and where applicable the SAl as an institution and its
senior office holders, need to be immune to any prosecution, civil action, or other form of
punitive legal sanction for any act, past or present, that results from the normal discharge of
their duties. Without clear immunity, those wishing to silence the SAl or suppress
uncomfortable audit findings can use legal processes to prevent the SAl going about its
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work, or prohibit or delay release of its reports and other information into the public
domain.

Finding the right mechanisms and balances for these provisions can be among the most difficult
aspects of developing the SAl’s legal framework. They can require careful drafting, to ensure
transparency and avoid loopholes which could be used against the SAl or its personnel in a
retaliatory fashion.

The SAl’'s mandate should be specified in law. There are several elements to this.
The types of audit the SAI can perform

To meet international standards according to the ISSAls, the legal framework should state clearly
that the SAIl can conduct financial, compliance and performance audits.

How this is expressed is a matter of country context. For example, some SAls’ legislation provides for
a single audit, but incorporating the three audit types. Other countries separate them into distinct
audits.

Whatever approach is taken, care is also needed to allow flexibility, giving the SAl freedom to
respond and carry out new and emerging types of audits e.g. environmental audits, investigations,
forensic audits, and other forms of assurance. In developing countries, the SAl may also be called
upon to audit development projects or the use of donor funds. Other types of audits may be
mandated, of a nature specific to the country level

This suggests that the law should be drafted with a mix of mandatory auditing duties (in particular,
specifying which audits such as annual financial audits the SAlI must perform and when) and
discretionary auditing functions (without being prescriptive or over-specific as to what such audits
might entail or when they should be performed).

The IDI's Global Survey of SAls in 2014 showed that SAls almost universally have mandate to carry
out financial and compliance audits, and also increasingly performance audits.??

The "field of audit”

The legal framework should specify the extent of the SAl’s auditing jurisdiction clearly, and as simply
as possible. Principle 3 makes it clear that SAls should be empowered to audit:

e the use of public monies, resources, or assets, by a recipient or beneficiary, regardless of its
legal nature;

e collection of revenues owed to the government or public entities;
e management of public entities;
e legality and regularity of government or public entities’ accounts;

e quality of financial management and reporting; and

22 The Global Survey is discussed in more detail in chapter lIl.
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e economy, efficiency, and effectiveness of government or public entities’ operations.

How the field of audit is expressed is a matter for country context. In some countries (including
those with a SAI under the court model), the mandate is expressed in terms of a responsibility to
audit public money or resources, or particular accounts. In others, the approach is entity-based.

It is important for the law to state clearly which approach is being used. This is especially so for a
country that is transitioning from a government-wide accounting system to an entity-based PFM
system. A lack of clarity can give rise to uncertainty or confusion.

The reality is that the frontiers of the mandate are often contested. For example:
o the SAlI may be able to audit expenditure but not revenue;

e particular forms of revenue may be excluded from the mandate (such as oil or extractive
industry revenue); or

e the SAlI may be unable to audit sensitive areas of government activity (for example the
defence and secret service budgets) or entities such as the central bank or state-owned
commercial entities.

Chapters IV and V explore how these issues can be identified and factored into a strategy for
advocating broader independence.

”Following the money”

The ability to follow public resources to their point of final expenditure is another important
element in achieving the aims of principle 3. Irrespective of how the mandate is defined (for
example, whether in terms of resources, accounts, or entities), it is important that the SAl is able to
follow and audit the use of public resources from the point where their use is authorised by the
Legislature (or otherwise received by the Executive as revenue) to the point where they are spent or
applied.

This is especially important in those countries where public resources are made available to NGOs or
private sector companies sitting outside the public sector, for example to deliver public services or
to construct and operate public infrastructure assets. The SAl may find its mandate to audit funds of
this nature challenged. Clarity of expression in the legal framework is therefore important, and
vigilance is needed to ensure that changes in the way governments carry out their activities remain
subject to the SAl’s audit oversight.

Where the SAlI's mandate is confined (for example to public sector entities), it is important for its
powers of access to information (see principle 4, below) to extend to information held by third party
entities outside the public sector. This enables the SAl to use the information when auditing the
public sector entity that is responsible for the activity concerned. Alternatively, the right to audit or
to have access to information can be written into the contract with the third party.

Achievability of the mandate

While breadth and flexibility are crucial in defining the SAlI’s mandate, it is also important for the law
to be realistic about what a SAl is required to do and what is affordable and achievable.

37



In less developed countries, it may be desirable to allow the SAIl to set auditing targets rather than
requiring it to carry out annual financial audits of all accounts, or every entity, within its jurisdiction.
That will ensure that the law does not place the SAl in a position of being unable to comply with its
legal obligations.

Making provision for the contracting out of audits (under the SAl’s supervision and direction) is
another means of enabling full coverage of the public sector while not imposing unrealistic burdens
on the SAI.

Selection of audit activity

Principle 3 also deals with the need for independence in how the SAl's mandate is given effect. Not
only should the SAl have the broadest possible mandate and field of audit, but it should also be free
from direction or interference from the Legislature or the Executive in the:

e selection of audit issues;
e planning, programming, conduct, reporting, and follow-up of audits; and
o enforcement of decisions where applicable to the mandate.

Principle 8 also addresses the autonomy of the Head of SAl to allocate resources as considered
necessary to audit activity.

The selection of audits should not happen in a vacuum. There should be scope for the SAI to discuss
its work programme intentions with the Legislature, and be open to accommodating requests for
particular audits or areas of audit emphasis. This may also extend to discussion of audit priorities
with other stakeholders, including CSOs and the public, as part of the SAI's willingness to remain
relevant and credible to citizens. Practices of that nature are consistent with ISSAI 12, as discussed in
chapter .

However, the ability to say “no” is crucial. Maintaining the SAl's independence from political
processes is an important proviso to any good working relationship with the Legislature and other
stakeholders. For example, if the SAl believes a request to carry out a particular audit is “political”, it
must have the power to decline such requests. Likewise, the SAl should be aware of community
preference or pressure, but retain the decision as to which areas of audit work are most important.

This needs to be made clear in the legal framework. Ideally, it should be expressed through a
constitutional provision which guarantees the independence of the SAl and its Head, including
freedom of direction from any person or body in relation to its selection of audits and its power to
report.

However, this aspect of principle 3 also has important practical dimensions. Independent audit
selection can be controversial, or unsettling. In practice, it can be enhanced by means such as:

e using a transparent, risk-based audit selection methodology, which includes interaction with
auditees or committees of the Legislature;
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e explaining the reasons for audit selection decisions, both directly to auditees or legislators
and to the public and other stakeholders through the SAl’s relationship management
practices?3;

e explaining the nature of a proposed audit with reference to the mandate, standards, and
methodology, and providing reassurance about audit quality (for example by explaining the
quality control and quality assurance processes); or

e in relation to a performance audit, explaining that (unless the law allows otherwise) the
audit will not involve questioning or commenting on government policy choices but will be
restricted to the audit of policy implementation.?*

The SAl should also be willing to explain that independence in audit selection does not mean that
the SAl regards itself as above the law, or unaccountable for its work.?

Auditing standards and methodology

The legal framework should also ensure that the standards and methodology for the SAl's work are
not set by the Executive. This is an important element of independence in functional terms.

In many PFM systems, the Minister or Ministry of Finance sets the accounting standards for the
government’s financial reporting. However, it would be inconsistent with auditor independence for
the same authorities to set the standards by which the accounts are to be audited. This would, in
effect, result in the SAl’s primary audit client setting the standards and thereby determining the
scope of its audits.

There are several options for achieving independence in this area. One is for the law to give the
Head of SAl autonomy to determine the standards which will be applied. Preferably, this should be
with reference to internationally accepted standards (such as the ISSAIs), with a power to modify for
local circumstances. Another is to give the standard setting responsibility to an independent
commission. However, in that case it is important that the members have sufficient knowledge and
understanding of auditing standards to perform this task appropriately.

In either case, the standards should be publicly available, to ensure transparency. Many SAls put
their standards on their websites. In some countries, they are presented to the Legislature and made
publicin that way.

Independence in relation to the mandate should also extend to the broader audit methodology. The
SAl should be free to use appropriate working practices and methods, including computer-assisted
auditing techniques, and to set standards and expectations of its staff (including through a code of
ethics). These questions are also important in relation to principle 8, which concerns the operational
autonomy of the Head of SAI.

23 Reference to Relationship Management guidance.

24 This distinction can be hard to make, but is a useful way to emphasise the responsible use of the SAl’s
independent auditing responsibilities.

25 Reference can be made to, for example, the use of the SAl PMF assessment tool, peer reviews by other SAls,
or requirements for the SAI to report annually to the Legislature on its activities.
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A SAl's legal framework should also give it all the tools it needs to discharge its legal duties fully
within the law. If a SAl is to perform its mandate effectively, it must be able to gather the evidence it
needs to reach appropriate and defensible opinions. The SAl needs to know that the entities or
officials it is auditing will put no barriers in its way to access all the necessary documents and
information, in whatever format they are stored, freely and quickly, and that it will be able to obtain
copies of such information to use when preparing its audit reports.

Over and above documentary evidence, the SAl needs access to the appropriate officials and staff
within the government or audited entity, so that it can interview them when necessary, check their
understanding of the internal control systems, and verify facts collected during the audit process.?®

The power to access information should also extend to information not held by the audited entity.
This can include, for example, bank records, tax records, or information held by officials in their
personal capacity. The SAl’s powers should be expressly able to override other obligations applying
to such information, for examples duties of secrecy in relation to bank or tax records, or
“commercial in confidence” obligations in relation to information received from third parties.

When there is any doubt about the SAI's mandate to audit resources or entities outside the public
sector (as discussed under principle 3, above), it is important to ensure that the SAl has power to
obtain information held by those persons.

It is essential that the SAl's powers are written into the legal framework, with clarity and precision.
They should be capable of delegation to authorised personnel of the SAl under the oversight of the
Head of SAl or other senior office holders.

Reserve powers are also necessary to address extreme situations. They should include powers to
enter premises, seal documents or working spaces, and require officials or others to attend the SAl
for questioning. Sanctions may also be needed, for example in the form of criminal offences for an
entity or individual to wilfully obstruct the SAI or its officers in the performance of their duties —
including failing to provide information within a reasonable time period.

Principle 4 also has important practical dimensions. The ISSAls refer to the need for audit opinions to
be formed on the basis of sufficient appropriate audit evidence. An audit under the ISSAls is
conducted within the context of a relationship with the entity and its personnel (including its
management and those charged with its governance). Principle 4 can be enhanced by understanding
the need for information in this context.

On the other hand, the SAl's power of unrestricted access to information can in practice be
threatened when officials or audited entities seek to frustrate the SAl’s attempts to gather
information. This can happen in many ways, even in the context of an audit relationship as just
described. They include delays in responding to requests, providing only partial responses to
guestions, or, at worst, denying the existence of documents which the SAl knows exist or must exist.

%6 |nternational auditing standards also increasingly recognise the importance of the auditor being able to
interact with those charged with governance of an entity, both in planning and reporting on the results of an
audit. Those charged with governance can include (in the government context) the permanent secretary or
administrative head of a ministry, or (in an entity context) the board of directors or an audit committee.
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As well as being able to resort to the SAl’s reserve powers, these problems can be addressed
through intervention by senior officials or the Head of SAl, or use of the SAl’s reporting powers to
draw the Legislature’s attention to the lack of cooperation.

Principles 5 and 6 both refer to a SAl's power to report, and can usefully be considered together.
They seek to establish the important principles that a SAl should have the autonomy to decide what
to include in its reports, should be able to issue reports which contain observations and
recommendations (taking into account the views of the audited entity as appropriate), and should
issue reports which are timely (as determined by the Head of SAI, except where the law prescribes
specific reporting requirements).

These powers are fundamental to SAl independence, and to the effectiveness of the SAl as an
auditing institution. They should be addressed in the SAl's legal framework, but they also have
important practical dimensions. For example, the reference to the dissemination of reports should
be seen in the modern context of ISSAI 12, which has emerged since the Mexico Declaration was
written. This encourages SAls to consider their reporting practices as part of a wider approach to
communications and relationship management.

There are several distinct aspects to these principles, which also need to be considered carefully if
modernising the legal framework.

Frequency of reporting, and to whom

The notes to principle 5 say that SAls should be required by law to report “at least once a year on
the results of their audit work”. This is a fundamental principle of accountability — if a SAl does not
produce at least one report a year, then what value can the SAl's work have for citizens and the
Legislature?

The Legislature should be the primary recipient of the SAl’s. Some SAls that are required to report to
the Legislature must also send copies of their reports to the President, the Prime Minister, or other
Ministers. The audited entity should also, of course, be aware of the report and its contents.

The requirement to report “at least annually" is often understood to mean that a SAl should only
report once a year on the results of all its audits. This is also written into some countries’ legal
frameworks. In some countries this is because the SAl is expected to issue a single opinion on the
public accounts, or the financial statements of all ministries and other entities, each year and report
on them to the Legislature.

While that reflects a strong basis in principle, it can lack flexibility. This is especially so if the SAl is
reliant on a single reporting power to communicate the results of all its various audit work. Single
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reporting powers are less common in countries where the SAl can undertake a range of different
types of audits, or audit accounts or entities other than those of the central government. A power to
report “at least annually”, but also at other times, enables the SAl to report more frequently and at
times of its choosing.

SAls also have different reporting practices. Some, for instance, place their audit reports in the
public domain as soon as individual audits, particularly performance audits, have been finalised — so
providing the Legislature and other stakeholders with a steady stream of audit results. But in other
countries it is the practice to produce one comprehensive report covering all audits produced in the
year, and deliver this to the Legislature — sometimes in more than one volume.

In general terms, a more flexible approach to reporting is considered desirable. This may also extend
to a power to report to other persons — for example, to Ministers or the Judiciary in relation to
matters of improper behaviour, fraud, or corruption detected in the course of an audit.

The ISSAIs can also be significant to the scope of a reporting power. They can also be a potential
source of confusion, for example, if the SAIl uses the ISSAls (or equivalent standards) to prepare an
“audit report” containing the SAl’s opinion on an entity’s financial statements. While the issue of
that report may be considered part of the audit, principle 6 regards it as the exercise of a reporting
power (saying that legislation should specify the content of a formal audit opinion or certificate). The
legal framework should make the distinction clear.?’

Timing of reports

Principle 6 makes it clear that SAls should be free to publish and disseminate their reports. However,
this freedom is then qualified by reference to the reports being “tabled or delivered to the
appropriate authority — as required by law”. This has proven contentious in some countries. In
practice, it can result in audit reports rarely reaching the public domain because of technicalities or
delays in the process of presentation to the Legislature or other recipient. If an audit report does not
reach the public domain shortly after completion, it serves little purpose in enabling citizens and
others to hold a government to account and undermines the value and benefits of the SAl's work.

Balancing the rights of the primary recipients of the SAl's reports against the need for timely
dissemination of audit results can be a difficult question to resolve when drafting new reporting
powers. While it may be appropriate for the Legislature (or the audited entity, or other office
holders such as the Prime Minister) to be the first recipients of audit reports, this should not result in
a lack of timeliness or provide a means to delay publication of reports which may be politically
uncomfortable. Good practice internationally is that a SAl should be able to release its reports to the
media, and on its website, at the moment or soon after the report is delivered to the Legislature.
Many SAls do this, but others are restricted in their ability to do so. Some SAls are even prohibited
by law from reporting publicly under any circumstances.

Determining the content of reports

27 For example, by providing that the SAl must report to the Legislature on the results of the audits, including
the audit opinions reported to each entity.
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Principles 5 and 6 also make it clear that SAls should consider the views of audited entities or other
affected persons before completing a report. In some countries, this is a legal requirement, or part
of an overall duty to act fairly. In other countries, and under the ISSAls, it is a matter of good
practice.

However, this also has the potential to undermine independence. If an auditee wants to slow down
the release of an audit report, they can take a long time providing feedback to the SAl on the draft
reports.

To overcome this problem, if the law requires the SAIl to include auditee comment in a report it
should also require responses to be given in a reasonable time. What is reasonable should be within
the power of the Head of SAIl to determine. It is important for this to be fair — too short, and the
auditee will not have time to provide a thorough response; but too long and the report may be
unjustifiable delayed or the audit findings may cease to be relevant.

Principle 7 recognises that SAls have two roles. One relates to holding public bodies to account. The
other is about helping to achieve meaningful improvements. One of the main measures of a SAl's
effectiveness is whether governments and auditees act on its findings and recommendations.

A SAl therefore needs the power to follow up its audit reports. It should also be able to report to the
Legislature and the public on the extent to which its recommendations are being implemented. If a
SAl issues reports recommending improvements to internal controls or the better management of
public services and these recommendations are ignored, then, it may be asked, why have a SAI?
There should be a reasonable expectation on the part of audited entities that, once an audit report
has been completed in accordance with principle 6 (taking account of the views of the audited
entity, as discussed above) and the SAl's recommendations accepted, the public can expect that the
recommendations will be implemented in a timely manner — and where they have not been, the
audited entity should be expected to explain to the Legislature and citizens why not.

This principle does not specify who should undertake the follow up, nor where the results of such
follow ups should be reported. The appropriate mechanism is widely regarded as a matter for the
country context. As noted under principle 1, the extent to which follow up processes need to be
implemented through the legal framework or as a matter of practical application is also a point for
consideration.

The options for follow up mechanisms may include some or all of the following:

e alegal duty on the SAI to follow up its recommendations, with a responsibility to develop
appropriate systems and an obligation to produce a follow up report to the Legislature at
least annually;

e the role being taken on by a government ministry (such as the Ministry of Finance), which
must prepare a report to the Legislature which is tabled and made public;

e each audited entity being required to produce an annex to its own annual report noting
progress against the SAl's recommendations; or
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e a committee of the Legislature itself carrying out the follow up, with the power to hold
hearings and examine the affected entities, and a requirement to report to the full
Legislature.

Other approaches can have an emphasis on enforcement and sanction. Enforcement of audit
findings and recommendations is important for many SAls, especially those which operate under the
judicial model or in countries with strong cultures of compliance and sanction. Finding the best
approach requires careful attention in law drafting, to achieve the desired level of compliance
without undermining the fundamental precepts of public sector auditing as they apply in the
particular jurisdiction.

These SAls should inform the citizens about the results of their sanctioning procedures, whether
conducted internally or through other jurisdictions.

When considering enforcement in an anti-corruption context, it is also important that the SAl has
the ability to communicate findings to the Judiciary or other agencies responsible for law
enforcement. This may happen, for example, in cases where the SAl detects possible corruption
during an audit, or has specific authority to undertake forensic investigations that could result in
prosecution. As noted under principles 5 and 6, it is important for the SAl’s reporting powers to have
enough flexibility for this purpose.

Whatever follow up system is in place it needs to be robust, based on real evidence of
implementation, timely and publicly available.

Principle 8 has three dimensions:
e To be able to act independently, SAls need sufficient resources to implement their mandate.
e The SAl should have financial independence from the Executive.

e Heads of SAl should have sufficient autonomy to deploy the allocated resources as they see
fit.

As noted under principle 1, these elements all relate to the SAIl as an institution. In return for its
independence, the SAl should be prepared to be accountable for its use of the resources entrusted
to it. The following discussion explores this in greater detail.

Financial independence

As noted under principle 1, the legal framework should make clear how the SAl is to be funded. This
is a complex question, which requires careful consideration and explanation.

As a minimum, the SAl should be responsible for preparing its own annual budget proposal. It makes
sense for the proposal to be based on the SAl’s annual work programme that it has also developed,
in accordance with its mandate. The advantage of preparing the budget in tandem with the work
programme is that it enables the programme to be costed and then reflected in the budget
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proposal. This lends strength to the budgeting process, even if the approval of the budget may
remain subject to some form of control or oversight by the Executive.

However, the process for approving the budget should also, as far as possible, remove the risk that
funding is controlled by the Executive, including Ministers or Ministry of Finance officials (who have
a natural incentive to limit the freedom of the SAIl to carry out an adequate level of audit and
scrutiny). Instead, it is best practice for the Legislature, or another body independent of the
Executive, to either determine the budget (subject to fiscal parameters set by the Ministry of
Finance) or be able to make a recommendation to the Executive following discussion with the SAL.

This should happen before the Executive presents its national budget (including the SAI’s budget) to
the Legislature for scrutiny and enactment.

Models which see these processes implemented by a non-partisan committee of the Legislature, or
a politically neutral commission, can enhance the independence of the SAl both as an institution and
in its freedom to carry out audits as it sees fit.

Other forms of revenue

A SAl’s financial independence can be enhanced by having the power to charge audit fees. Practice
on charging fees varies internationally. It is more common for the audits of state-owned enterprises
or other entities which the SAIl can contract out to external auditors.

Moving to a fee-based approach can be a point of difficulty in those countries where the SAI has
traditionally been funded solely from the national budget (and often without the power to employ
its own staff). Also, in many countries SAls are asked, or may wish, to take on additional audits — for
example, an international audit or an audit of donor funded projects. In such cases, it is desirable for
the audit to be funded by the project in question. The SAl should also seek the ability to retain the
additional earned income (and employ additional staff). This should come, of course, with the
normal expectation of being expected to report annually on its use of such income.

Operational autonomy

Operational autonomy includes the power to allocate the resources given to the SAIl through its
budget. This has links with principle 3, and the power to decide on the content and direction of the
SAl's auditing operations. It should also extend to powers of procurement, including the
development of information and communications technology capability, the acquisition and use of
computer-assisted auditing techniques, and the development and control of a website.

Autonomy in human resources is a critical capability. In many countries, the SAl is dependent on the
Executive or a powerful body such as a public service commission which controls all aspects of
staffing in the public sector. Such bodies are not always attuned to the specialist skills needed to
carry out professional audits according to international standards. There may not be appropriate
grading categories to allow a SAl to retain some professionals needed to deliver high quality audits.
Equally there may not be systems in place allowing the SAl to promote staff on merit or remove
underperforming staff. This can mean that it is difficult to recruit staff with the right skills, offer
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competitive salaries to recruit and retain professionally qualified staff, promote staff on the basis of
ability and dismiss staff who are under-performing.

Principle 8 anticipates these matters should be under the direct control of the Head of SAI.
Autonomy can help the SAl to be flexible, responsive and able to produce high quality work.
However, it is also important to use these powers in conformity with broad government guidelines,
a structured approach to recruitment, performance management, and remuneration, and good
employment practices. These matters require careful consideration and discussion with the relevant
authorities.

Accountability

In return for financial independence and operational autonomy comes accountability. ISSAI 12, the
SAl PMF, and other documents encourage SAls to demonstrate that it is practising the highest levels
of internal control and judicious use of public resources.

A willingness to be accountable can be a powerful counterpoint to government concerns about
extending the SAl’s financial or operational independence. A new law may therefore establish
arrangements for the SAI to report annually on its performance. Where the country system allows it,
this should include the production of separate and audited financial statements (with the external
auditor being appointed by a transparent process to ensure objectivity). Independence can be
enhanced by providing that the SAI must make its report to the Legislature, especially if the
Legislature also has the power to approve the SAl’'s budget.

Again, this can require extensive discussion and, in some instances, acceptance that the SAl needs to
be treated differently from other public sector agencies.

More challenges and threats to SAls’ independence will be presented in detail in the following
chapter.
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Chapter Ill: Independence challenges and threats faced by SAls

Chapters | and 1l have shown why SAls need to be independent if they are to be credible and
effective. The degree of independence that SAls enjoy is a cornerstone to successful and effective
audits. It is essential in ensuring that public sector auditing is genuinely free from outside influence
and can result in objective audit findings. Independence will always therefore be a concern for SAls.
A major challenge for all countries is to ensure that their SAls’ independence is effectively ensured,
practised and protected.

Regardless of the SAI model, repeated global surveys show that a majority of SAls across the
INTOSAI regions lack the level of independence they aspire to. This impedes their ability to hold the
Executive to account for its use of public resources. SAls often face significant challenges and threats
that curtail their independence in crucial ways.

This chapter focuses on some of the challenges and threats that are most common to SAls across the
INTOSAI community. It also summarises the recent baseline data on SAl independence from two
global surveys, the IDI’s Global Survey of 2014, and the Open Budget Survey of 2015.

Identifying the challenges and threats that a SAl faces with regard to its independence is a
fundamental prerequisite to assessing its needs and understanding what it will take to reach the
level of independence it aspires to. For the purpose of this discussion, a “challenge” arises from
weaknesses or an absence of opportunities inside the SAl, or within its power to address, that can
affect the SAI’s ability to act independently; and a “threat” is an external factor or reality which lies
outside the SAl or is beyond its control but can affect the SAl independence legally and in practice.

The discussion of challenges and threats in the first sections of the chapter can be cross-referenced
to the discussion of the Mexico Declaration principles in chapter Il, and to the baseline data
summarised in the final section of this chapter. Cross-references have been included for ease of
reference. Chapters IV and V then discuss in more detail how to develop and implement effective
strategies to achieve greater independence.

Many countries have established strong constitutional or legal frameworks for their SAls. Despite
relatively strong legal frameworks, a number of challenges hamper the achievement of effective
independence in practice. This section focuses on four key independence challenges:

e theidentity of the appointing authority, and the nature of the tenure of the SAl Head;
e the existing process for developing the SAl's budget and obtaining its funding;

e the extent to which the SAl has managerial and administrative autonomy; and

e the SAl's ability to engage with stakeholders to achieve greater audit impact.
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a. Challenges related to the appointing authority and the tenure of the Head of SAI

The interpretation of principle 2 of the Mexico Declaration has been discussed in Chapter Il. This has
included a discussion of the different options for appointment and tenure of the Head of SAI.
However, this remains an area of significant challenge for many countries and their SAls.

In most countries, the head of state or the head of the Executive appoints the Head of SAI. In others,
the head of the Executive nominates or proposes the Head of SAl for approval by the Legislature. In
countries where these systems prevail, the head of the Executive retains equivalent powers to
propose the dismissal or suspension of the Head of SAI. In these cases, even though by law the SAI
may report to the Legislature, the head of the Executive is the de facto appointing authority for the
Head of SAl. This is a challenge to the SAl's independence because it provides a significant
opportunity to exercise influence over the SAI It also creates challenges for the Head of SAl in
selecting, conducting, reporting on, and publishing high-impact audits. This influence can then
extend into direct threats to independence (as discussed later in the chapter), sometimes taking
forms that are as severe as denying the SAI full access to financial and other relevant information, or
putting restrictions on what the SAl can report or publish.

In other countries, the Head of SAl is either directly appointed by the Legislature or appointed by the
head of state or the head of the Executive on the recommendation of the Legislature, with reporting
responsibilities to the Legislature clearly defined in the legal framework. Irrespective of which of
these systems is used, challenges still exist. The Legislature may be open to influence by the head of
state or the Executive if the ruling party has a dominating majority in the Legislature. It may be
difficult for the Legislature not to follow the wishes of the Executive with regard to who the Head of
SAl should be, or in an extreme case to remove the Head of SAl from office.

Another area of challenge arises from the type of tenure the Head of SAl should have. Even with a
relatively strong legal framework, many countries still have relatively short terms of office. Principle
2 of the Mexico Declaration recognises the potential of a short term to affect the ability of an
appointee to complete a meaningful programme of work, or to develop or reform the SAl as an
institution, during their tenure. If the term is short but renewable, the Head of SAl can face
challenges since renewal is never objectively guaranteed. In some countries, this may result in the
Head of SAl spending most of their time struggling for political survival, including having to bend on
unjustified demands by the Executive.

For information arising from the IDI’s Global Survey, see page 54 below.

b. Challenges related to budget and funding

The IDI Global Survey and the Open Budget Survey both confirm that the budgeting process and
funding of the SAl is one of the major challenges to SAl independence (see page 55 and 59 below). It
is also a particularly delicate issue in many countries, and perhaps the most controversial one with
regard to SAl independence under the Mexico Declaration (see the discussion of this in Chapter II,
under the heading of principle 8).

48



In many countries the SAl’s budget is developed and controlled on the same basis as government
ministries. This means that the SAl has to engage in the very subtle process of budget negotiation
with the ministry of finance or its equivalent. This weakens the SAl and puts it in uncomfortable
position of bargaining with its principal audit client. In countries in which the national budget is
affected by cash rationing, and in which the SAl does not have an independently determined budget
or an entitlement to a fixed amount or proportion of the budget, the SAl is likely to experience
unpredictable fluctuations in funding.

In reality, Executive control over the SAl’s funding is a direct control over the SAl’'s audit coverage,
including in terms of how much it can audit and how effectively it can carry out its audits.
Inadequate levels of funding also imply that the SAI will not have sufficient mechanisms to report its
findings or to monitor, follow up or enforce its findings, recommendations, judgments or sanctions.
This limits its operational independence, a key feature of a truly independent SAI.

Chapter Il has identified the options for independent budgeting and funding of the SAl, in particular
giving the Legislature control or influence over the budgeting process. But even in countries where
to the Legislature can take the responsibility of preserving the SAl’s budget, or where the budget of
the SAl is classified as “charged” expenditure, it can again be constrained by the ruling party’s
dominance.

Chapter Il has also discussed audit fees. Some SAls can charge audit fees for some of their audits, or
have the power to do so. This makes them able to generate their own resources. This can be an
advantage to the SAl in terms of being able to develop its work programme on a costed basis using
its own business model. However, excessive reliance on audit fees presents the risk of the SAl
focusing on those auditees that are able to pay even when they do not present the highest audit
risk. A failure by the auditee to pay the fees may also affect the business model of the SAIl, and
complicate the process by which the SAl determines the fees to be charged.

Legislatures as well as other stakeholders therefore have an important role in ensuring that the SAl
gets sufficient financial resources to perform its mandate.

While in many countries this is a matter of dealing with the inherent challenges of a less-than-ideal
funding system, it can also become a matter of direct threat. Possible forms of threat, including the
withholding of approved funds from the SAl, are discussed further in the next section of this chapter
and confirmed by data from the 2014 Global Survey of SAls.

c. Challenges related to managerial and administrative autonomy

Managerial and administrative autonomy is also addressed by principle 8 of the Mexico Declaration,
and has been discussed in Chapter Il. The term refers to the ability of the SAl to manage its staff in
terms of recruiting, rewarding, promoting and dismissing in accordance with the national
employment law and prevailing remuneration rates for the types of staff involved, including
professional auditors. Even if the legal framework defines and guarantees the SAl’s independence,
its ability to prepare an annual audit plan and implement it without interference becomes
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theoretical if it cannot hire the necessary staff, dismiss those who do not perform, remunerate its
staff adequately, and change or adapt its structures as needed to enhance its effectiveness.

Many SAls lack autonomy in these areas. Fundamentally, this prevents or limits their ability to
develop organisational structures and systems that suit the nature of their business, and to develop
as independent and professional auditing institutions. Instead, they must rely (depending on the SAl
model) on the Executive, a body such as a public service commission, or the Judiciary to determine
their organisational and managerial approach on their behalf. In some cases this may require the
organisational structure and other systems to be determined by Ministers; in others it is determined
by regulation or requires the approval of the Legislature. This affects the SAl's independence
because it enables, in practice, those branches of government to restrict the SAl's ability to
discharge its mandate due to poor or outdated structures, inadequate or inappropriately qualified
staff, poor remuneration, weak auditing methodologies and processes, and therefore ineffective
auditing. Many SAls are far from being able to escape this trap.

It is important to be able to respond to these challenges, both in seeking legal reforms and in being
able to manage the independence challenges as far as possible within the existing framework. A
parallel could be drawn between the SAl and other independent institutions such as the national
central bank, ombudsman or anti-corruption agency which need to be established with similar
safeguards of independent funding, independence from political control, and autonomy in matters
of staffing and resource allocation. Many countries have not understood, or have been unwilling to
accept, that the SAl should be in the same position as those types of institutions.

d. Challenges preventing stakeholder engagement and enhanced audit impact

ISSAI 12 emphasises the importance of SAls engaging with stakeholders. This is a key element in
enhancing its audit impact.

Citizens are the SAl’s ultimate stakeholders. Others include (within the system of government) the
Legislature, the Executive, and the Judiciary, and (outside the government) CSOs and NGOs, the
media, donors, and other development or cooperating partners.

Stakeholders can act as both users and replicators of information produced by the SAl, thus
increasing the impact of its audits and contributing to building bonds with other agents that may
benefit from the SAlI's work. Nowadays, there is increasing evidence demonstrating the added value
of stakeholder engagement around the audit process and budget oversight. SAl-stakeholder
engagement mechanisms create complementarities that allow both parties to leverage and amplify
their capacity and voice respectively. This is necessary to ensure a response to the audit
recommendations presented to the Legislature and the Executive. Increased engagement leads to
synergies that raise the effectiveness of the SAl and stakeholders alike, and ultimately translates into
improved service delivery and more effective use of public resources. Stakeholder engagement is
also an effective mechanism, in itself, for the SAIl to gather support to enhance and maintain its
independence.
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However, for this to happen, a SAl needs a sound legal framework and mandate supportive of
stakeholder engagement. This will set the baselines for stakeholder engagement, create an enabling
environment for increased collaboration, and pave the way for the institutionalisation of that
agenda by and within the SAI.

If the baselines for engagement are clearly specified in the legal framework, they enable the SAIl to
acknowledge the importance of stakeholders’ participation opportunities in the process of public
sector oversight. This becomes a way to exact transparency and fight corruption. In particular, the
discussion of principles 5 and 6 of the Mexico Declaration in chapter Il has recognised the
importance of a flexible set of powers to report and communicate information about audit findings.
In many jurisdictions the SAl's power to communicate its findings (and, in doing so, to engage with
its stakeholders) before, during and after the audit process is not clearly recognised or specified in
the law. This limits the SAl’s ability, or discourages it, from fostering interaction with its stakeholders
— even given their role within the broad accountability system. This works against the active
participation of stakeholders in the broader accountability process.

The Legislature is the primary institution representative of citizens in overseeing and holding the
Executive to account. It therefore plays a key role in following up on the SAl's audit
recommendations. In turn, this enhances the impact of the SAI’s products. This relationship between
the SAI and the Legislature is supported by Section 8 of the Lima Declaration (ISSAI 1), which states
that “the relationship between the SAl and parliament shall be laid down in the constitution
according to the condition and requirements of each country”.

The independence of the SAl is in danger, or may face serious challenges, in countries where there is
no Legislature, or where the Legislature or its relevant committees entrusted with the oversight
function are weak, or where the relationship between the SAl and the Legislature is not clear — for
example, where the legal framework does not require the SAl to submit its reports to the
Legislature.

In addition, a lack of guarantees of managerial and administrative autonomy (discussed in the
previous section) can seriously undermine the SAl’s ability to successfully engage with relevant
stakeholders — especially in countries where the SAl is subject to undue political or other external
influence. This challenge also applies in jurisdictions where the SAl is experiencing undue
interference in completing and publishing its audit reports.?

SAls can also face threats to their independence that arise from factors external to the SAI. Threats
can be linked to problems that the SAl is already aware or, or may be identified as future risks.
Threats to independence can arise even if the SAl has already achieved a certain level of
independence.

28 The 2014 INTOSAI Global Survey (discussed later in this chapter) showed that 15% of SAls had not published
any audit reports in the public domain since the previous survey.
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Common threats to independence can be categorised into two broad groups: those affecting the
legal framework and mandate; and those affecting independence in practical terms.

a. Threats affecting the SAl’s legal framework and mandate
The SAl’s constitutional or legal independence can be threatened by:

e Amendments to the law that introduce (or facilitate) political dependence of the Head of SAl
or the SAl’s senior managers, and open the way for political interference in the SAl's work.

e Politically driven governmental initiatives that will have the effect of limiting the SAI’s legal
mandate, without consultation with the SAl, appropriate policy analysis, or obtaining the
opinions of independent experts.

This group of threats arises in relation to principles 1 and 2 of the Mexico Declaration. Obviously,
governments and politicians are entitled to propose amendments to laws, and no SAl is above the
law. But legal changes should be undertaken in a principled way, after due consideration, and should
not violate international audit principles. Unfortunately, this sometimes happens.

b. Threats affecting the SAI's independence in practical terms

In a more practical sense, the SAl's independence can be threatened by actions and omissions that
have the effect of undermining the SAl’s ability to function independently. They can be grouped as
follows:

Interference in the appointment of Head of SAl and staff

The first section of this chapter has discussed the appointment process for the Head of SAl. Common
types of threats arising from the process may include:

e Delays in the nomination or appointment of the Head of SAl (sometimes resulting in a
prolonged vacancy).

e Rejection by the Legislature or the Judiciary (and/or other bodies), for political reasons,
candidates proposed by the SAl for membership of the SAl or appointment as a senior office
holder or manager.

Many countries have experienced delays in the nomination of a new Head of SAI, sometimes more
than a year after the term of office of the previous Head has expired. This may happen because of
complications in the nomination or decision-making procedure, for example when the law requires
the head of state to propose a candidate and the Legislature must give its approval but parties
represented in the Legislature cannot agree on one candidate. Long vacancies can have a negative
effect, since the acting Head of SAl may have limited responsibilities under the law, or may be
prepared to undertake only a limited number of audit initiatives or internal reforms to enhance the
effectiveness of the SAIl as an institution. Moreover, in some countries an acting Head of SAl is not
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authorised to engage with key stakeholders such as the Legislature or the Judiciary, or to
communicate with the media.

Similar threats to independence may arise when the Head of SAl submits proposals to nominate SAI
members or staff that are delayed or rejected for political reasons. This has been the experience in
some countries where motions to nominate candidates with professional experience have been
rejected by the Legislature, sometimes with suggestions that the Head of SAl should propose
‘suitable’ candidates.

Interference in the selection and conduct of audits
Threats to the SAl’s independence in relation to its auditing activity can take many forms. Here are
some:

e The Legislature, Ministers, or the Judiciary making frequent requests, or (when they have
the power to do so) ordering the SAI to carry out specific audits. This can have the effect of

diminishing the SAI’s right to say “no”?°

and its capacity to undertake audits in other areas).

e Politically driven external reviews of the SAl’s auditing plans or methods (for example, by
appointing an external reviewer to assess the relevance of the audit subjects chosen by the
SAl, its audit methods, or the costs of individual audits).

e Politically engaged media, CSOs, or lobbying groups attacking the SAI publicly in order to
undermine or destroy its reputation and credibility.

e Denying the SAl access to information for its audits, despite the SAI having unrestricted
access to information under the legal framework. This commonly happens in areas of
sensitive audit activity or where there is a high risk of corruption, such as information
related to defence or security expenditure, or oil and extractive industry revenues. Such
conduct has the potential to restrict the SAl’s ability to audit in such areas and to carry out
its mandate effectively.

e External parties then trying to influence inappropriately the results of audits, or questioning
the SAl’s political neutrality. This can also happen by the SAl being accused of “politicising”
its work or of being biased.

e Stakeholders such as the Legislature, the Executive, or the Judiciary (including an anti-
corruption agency) trying to influence, reject or question the results of the SAl's audits or
investigations. This threat is heightened if the SAl does not have the capacity or resources to
undertake high quality audits or investigations, leading to reputational risks for the SAI.

These types of threats are not uncommon, even in SAls which have strong legal independence and
reputations. It is always possible that an auditee, or someone with a political interest in the outcome
of an audit, will attempt to undermine the credibility of the audit selection, restrict the SAl in its
conduct of the audit by subtle ways such as delay and denial of access to information, or then
influence or question the audit results. This has happened in many countries where, after publishing
an audit report on a sensitive issue or a matter of political significance for the Executive, the SAls is
accused of “politicising” its work. The risk of this happening is heightened if the report attracts
special media attention.

29 See the discussion of this in Chapter Il, under the heading of principle 3 of the Mexico Declaration.
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In some cases, the negative response to an audit result may extend to a questioning of the SAl's
capability or working methods. SAls are of course accountable for their work, and stakeholders can
rightly ask the question “who audits the auditor?”. But mechanisms exist for a SAl to make itself
accountable for its work and the use of the resources it is given, in a manner that is consistent with
independence principles. They include the production of an annual accountability report (with
financial statements audited by a suitably appointed and independent auditor, where the country’s
PFM system allows), and internally generated reviews using the SAl PMF or a peer review process
with another SAl.

But a politically driven external review or audit of the SAl’s activities, including its approach to
planning and selection of audits and the use of its audit methodology, is of a different nature and
could seriously undermine independence. A review should not be initiated by the Executive or any
other audited entity, which has a vested interest in the work of the SAl. If such reviews are proposed
or required in a context of criticism of the SAl’s audits or performance, it can be helpful to limit the
scope to matters such as the SAl’s financial management, procurement activity, or investments,
rather than exposing the SAl’s audit results or methods to inappropriate external scrutiny.

Threats arising from denial of adequate resources

Limiting access to resources is the last, and in some countries the most significant, threat to
independence in practical terms. The first section of this chapter has noted that independence in
relation to funding and resources is the most challenging independence challenge for many SAls.
Those challenges can develop into distinct threats, for example through:

e Cuts being made to the SAI’s budget, either in relation to funding proposed for specific tasks
or more generally to retain low funding levels or staffing levels.

e The Executive withholding or delaying the release of the SAl's budgeted funds approved by
the Legislature. This can happen even if the SAI has financial independence in relation to its
budgeting process.

e The Executive, the Legislature or the Judiciary Imposing new tasks on the SAl without
allocating additional resources.

No SAIl has an absolute or unquestioned entitlement to resources. Its budgets must be open to the
same level of scrutiny as other public sector entities, and be subject to the same broad fiscal
constraints. However, again there should be means of dealing with such factors in a manner that
does not undermine independence.

The IDI's Global Survey (summarised discussed in the next section of this chapter) contains useful
evidence of Executive-driven threats that SAls can experience in relation to their budgets. The threat
to independence from arbitrary or politically-driven budget reductions, denial of budget proposals,
or delays in the release of approved funds can be greater for those SAls which have their budgets
controlled by the Executive and do not have autonomy to allocate resources to audits (for example
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to carry out necessary visits to auditees across the country) or to recruit and retain professionally
qualified staff.

The second section of this chapter provides an empirical basis for considering and responding to the
challenges and threats to independence that have been discussed in the first section. The intention
is to highlight the results of a few surveys that have been done to assess the level of Independence
of SAls in the INTOSAI community and to present a broad picture of the 8 pillars of SAl independence
under the Mexico Declaration.

a. The IDI's Global Survey of 2014

In 2014 the IDI undertook a global survey of SAls to ascertain their capacities and needs, and to
provide baseline information on matters such as SAl performance, independence and
professionalism. The survey had a response rate of 84% of the 177 SAls that were approached to
participate. The following is a summary of the results on the section of the survey report dealing
with some of the aspects of SAl independence that are discussed in this guidance.

i.  The Financial Independence of SAls

A key element in the capability of a SAIl to act independently is financial independence, which is the
subject of principle 8 of the Mexico Declaration. The principle refers to the importance of the
Legislature (or one of its commissions) being responsible for ensuring that the SAl has adequate
resources, and the right to appeal to the Legislature if the resources provided are insufficient to fulfil
its mandate.

The Global Survey found significant variations among SAls having reasonable structures to facilitate
the process of securing the resources they need to discharge their responsibilities. In addition, a
number of SAls reported that they had faced interference from the Executive in the course of the
budget process. The key results were:

e Budget Approval: Overall 80% of the SAls that responded to the survey confirmed that their
budgets were approved by the Legislature. This varied little between income groups.
However, there was considerable disparity between the INTOSAI regions. All the SAls from
the EUROSAI region that responded to the survey confirmed that their budgets were
approved by their legislature. In contrast, 41% of ARABOSAI members and 53% of CREFIAF
members who responded said that their budgets were approved by the Legislature. The
budgets of the other SAls were approved by the head of State or the Ministry of Finance, or
alternatively were the subject of a chain of approvals encompassing both these and the
Legislature.
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Budget approval by income level
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Figure 4: Percentage of SAl Budget Approving Authority per OECD-DAC list and per regions (N=172)

o The presentation of SAl budgets direct to the Legislature: Results suggest that less than
40% of SAls operate within a legal framework that enables them to present their budgets
directly to their Legislatures. In contrast, just one of the fifteen CREFIAF members who
responded said that it submitted its budget directly to its Legislature. EUROSAI members
confirmed that 68% present their budgets directly to the Legislature.
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Figure 5: Percentage of SAls where budget is presented directly to the legislature (Total, OECD-DAC

and regions) N=169

e Right to appeal to the Legislature: The independence constraints arising from the inability
of SAls to present their budgets direct to the Legislature may be somewhat mitigated by
other safeguards, such as a right to appeal to the Legislature against an inadequate budget
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allocation. Overall, just 55% of SAls indicated that they have such a right. This response by
income classification shows that relatively fewer SAls from low income countries have the
right. Wide regional variations were also noted. Out of the 39 EUROSAlI members who
responded, 32 confirmed they had the ability to appeal to their Legislature about
inadequate budget allocations. In contrast, just two of the fifteen CREFIAF members and
four of the thirteen CAROSAI members reported a right to appeal.

g D 4
Right to appeal by income level and in Right to appeal by regions
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Figure 6: Percentage of SAls having right to appeal against inadequate budget allocation (N=165)

Executive interference in the SAl budget process: The survey revealed a relatively high
percentage of incidences of Executive interference in the budget process. 40% of SAls
reported that they had experienced interference in the process of formulating their budget.
This manifested itself in different ways. Some respondents reported the budget of the SAI
had been cut as part of a wider reduction in government expenditure, but without specific
approval by the Legislature. In other instances, the Executive had unilaterally cut the SAl's
budget allocation without any prior dialogue with the SAIl. The SAls who responded
attributed these actions predominantly to the ministry of finance or its equivalent and, in

some cases, to the head of the country’s government.
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Figure 7: Percentage of cases of interference from executive (total, OECD-DAC, regions) (N=165)

ii.  Independence of the Head of SAl

Principle 2 of the Mexico Declaration relates to the independence of the Head of SAl. It requires,
specifically, that the Head of SAIl should be “appointed, re-appointed or removed by a process that
ensures their independence from the Executive”. Against this background, the Open Budget Index
2006 (OBI) indicator 90 assesses the independence of Heads of SAl and asks whether a branch of
government other than the Executive (such as the Legislature or the Judiciary) has to approve the
removal from office of the Head. For the group of developing countries, there has been an overall
increase from 71% in 2010 to 74% in 2012. For middle income countries, the figures are steady at
around 80%. The group with the least independence is the low income group, where only 62% of
countries have this important constitutional check in place. However, for this group the 2012
performance is a considerable improvement from the 2010 figure of 52%.
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Figure 8: Percentage of Countries in which Non-Executive Consent is required to remove the Head of
the SAl (N=73 and N=78). No data for CAROSAI

iii. The mandate and remit of SAls

While a SAl may be given the legal mandate to undertake audits annually, principle 3 of the Mexico
Declaration elaborates that it should also be from interference in its operational conduct of its
mandate. The survey results showed somewhat different tendencies across the INTOSAI regions.
OLACEFS shows an improvement from 2010 to 2012, which means that all SAls included in this
dataset now have full or considerable discretion to undertake audits as they wish. There was also an
improvement in AFROSAI-E. While the percentage of SAls which have considerable discretion in
general is high, there are two regions where the trend appears to be negative, ASOSAI and CREFIAF.
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Analysing the data by income classification, there is a slight improvement in upper-middle income
countries, attributable to improvements in countries such as Tunisia, but otherwise no noticeable
change.
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Figure 8: Percentage of Countries in INTOSAI regions where the SAl has Full or Significant Discretion
in Law to Select Audits (N=78, no data for CAROSAI)

b. The Open Budget Survey 2015

The Open Budget Survey is an independent global comparable measure of budget transparency,
participation, and oversight. The bulk of the questions in the Survey examine the amount of budget
information that is made available to the public through eight key budget documents. Based on the
answers to 109 questions, each country is given a score between 0 and 100 on the Open Budget
Index (OBI) — a broad, comparable measure of budget transparency. Previous results have been
widely used by individual country governments and CSOs, as well as by multi-stakeholder and sector-
specific transparency and accountability initiatives, to improve the disclosure of budget information.
The Survey also consists of 16 questions examining opportunities for public participation in budget
processes, and 15 questions examining the strength of the two formal oversight institutions, the
Legislature and the SAL.

The Survey uses four indicators to measure the strength of SAls, thus considering whether the
conditions necessary for effective oversight are present. The first two indicators consider
independence from the Executive based on factors such as who has the power to remove the Head
of SAl and determine its budget, as well as the level of discretion provided to the SAl under its legal
framework to audit whatever it wishes. The Survey also examines whether SAls have established an
independent quality control system to assess the quality of their audit reports. Finally, the Survey
considers whether the SAl has adequate resources to fulfil its mandate.

The Open Budget Survey 2015 found that the average strength of SAls in survey countries was 65
out of 100. Specifically:
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e Fifty-nine countries scored 61 or more, placing them in the “adequate” category. While SAls
in these countries generally enjoy independence from the Executive and have access to
adequate resources to carry out their work, improving their quality assurance systems could
further bolster the reliability of the reports they produce.

e Twenty-nine countries scored between 41 and 60, placing them in the “limited” category.
The vast majority of these SAls had not established an independent quality assurance
system, or their systems had serious drawbacks that undermined their effectiveness.

e Further, SAls in these countries often lack sufficient funding to enable them to meaningfully
exercise their mandate.

e Fourteen countries surveyed scored 40 or less, placing them in the “weak” category. In these
countries, important conditions for effective oversight are typically missing. They often lack
full independence from the Executive and sufficient funding, and have failed to establish
systems to ensure the quality of audits. Unsurprisingly, other aspects of the accountability
framework, including transparency, the extent of public participation in the budget process,
and the strength of the Legislature, are also typically deficient in these countries.
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Figure 10: Countries grouped by Supreme Audit Institution strength. Source: International Budget
Partnership (1BP)
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INDEPENDENCE
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Part 2 contains two chapters:

e Chapter IV first describes the key elements of, and how to develop, a strategy to strengthen
a SAl's independence. Such a strategy should be developed following an assessment of its
current state of independence, with reference to its particular circumstances and country
context. The strategy may identify objectives for increased independence, in either a legal or
a practical sense (or both). It should also sit within the SAl’s broader strategic plan, or
development action plan. Leadership, readiness, and an understanding of context are
important pre-requisites, as with any strategic planning process.

e Chapter V then contains guidance on implementing an independence strategy. The guidance
is in three parts: suggestions on advocacy, communication, and stakeholder education;
guidance on constitutional or legislative strengthening projects; and information about the
importance of preparing the SAl as an institution for a more independent existence.

Running through this Part are the themes of leadership by the SAl and the SAl Head, partnership
with stakeholders both within and outside the public sector, support from citizens, and “buy-in” by
the SAl's own staff. As with any strategic process, leadership and commitment from the top of the
organisation are essential factors in its success. Also, the SAl cannot achieve independence on its
own. This makes stakeholder commitment an essential factor.

Most SAls can identify stakeholders who will understand its need for, and be willing to support it in
enhancing, its independence in line with international standards and practices. They include its own
staff, and natural allies such as Legislatures, development partners, and CSOs. Other stakeholders
may be less familiar with the concepts explained in this guidance. They may need to be educated or
convinced, through a process of advocacy and constructive engagement.

Such interactions are critical success factors, both when identifying independence objectives (during
the strategy development phase) and working to achieve them (as part of the implementation). This
sits within a broader context of stakeholder engagement and communication.
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Chapter IV: Developing an independence strategy

Part 1 has explained that independence for a SAl has both legal and practical dimensions.

Strengthening independence in the constitutional or legal sense can take time. To a large extent,
changing or developing the legal framework may be outside the SAI’s direct control. It may require
ongoing engagement with the Executive to promote the need for change, and then working with the
Legislature to achieve it.

But there are also many things a SAl can do to enhance its independence while working towards
such longer-term objectives. Principle 1 of the Mexico Declaration refers to the SAl's legal
framework and the de facto application provisions of the framework. A SAl can work within the
existing legal framework to enhance its application. As discussed in Part 1, there is much that a SAl
Head and senior managers may be able to do by:

e enhancing the SAl's operational strategies (such as seeking access to greater resources, and
being prepared to be accountable for their use);

e continuing to develop the SAIl as a professional institution (for example, by improving staff
management and developing human resources systems to the extent the legal framework
allows);

e developing the SAI’'s working practices (such as its use of the ISSAls, auditing methodologies,
IT systems, etc); and

e enhancing the SAl’s key relationships, improving its reporting and communication practices,
and continuing to develop systems to follow up on its audit recommendations.

A SAl seeking to strengthen its independence thus needs to prepare itself for a concentrated effort
over many years, with realistic objectives and plans. Experience shows that:

Independence rarely happens to an SAl by accident. Independence needs to be planned for
carefully and can take years of persistent work by many different partners. Like any project,
it is important that the SAl is clear about what it wants to achieve, has a full appreciation of
what the barriers and risks are, and can make a strong case to those who can help the SAI
achieve the greater independence it is seeking. In planning how to obtain greater
independence, it is important to set milestones and be clear about which SAI staff are
responsible for which part of the campaign to achieve greater independence. ¥

This chapter explains how a SAl can develop an independence strategy, and engage with key
strategic partners and stakeholders when doing so.

Developing an independence strategy should involve a number of steps. This is no different from any
process of strategic review and planning. This chapter identifies four key steps in developing a
strategy:

30 “Making Independence a Reality: Some Lessons from across the Commonwealth”, Commonwealth

Secretariat, March 2015, para 11.
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e Assessing the SAl’s current state of independence, with reference to its environment, its
constitutional and statutory/legal framework, and the practices that enable it to be
independent in a practical sense.

e Undertaking a SWOT analysis (encompassing strengths, weaknesses, opportunities, and
threats), using as a basis the Mexico Declaration principles and any available assessment
tools or benchmarks.

e Identifying priorities, through its own analysis and stakeholder engagement.

e Formulating and writing a strategy document, including key priorities and objectives
(recognising that a strategy may encompass both constitutional/legal reform and other
actions), a blueprint for strengthened independence, an analysis of threats to independence,
and a plan for implementation through resourcing and ongoing stakeholder engagement.

These steps are set out in figure 10, and then discussed in turn.
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Figure 11: steps for developing SAl independence strategy

IV.1. Step One: Assessing the SAI’s current state of independence

Assessing the current state of independence enables a SAl to identify current barriers to its
independence, with the aim of addressing them through a combination of legal or practical changes.

The state of independence can be assessed in two stages, by understanding:
e the SAl's environment in a general sense; and

e the current state of independence with reference to that environment.
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a. Understanding the SAl's environment

The SAl's environment can be understood as depicted in Figure 11. The diagram, and the discussion
which follows, draws from the IDI’s guidance on Stakeholder Engagement.3!

SAl Country Institutional Environment

SAl inner
environment

Figure 12: SAl Environment

In this diagram, the SAI Inner Environment (Green Circle) represents the environment within the SAl
itself. This is an important pre-cursor to obtaining the “buy-in” of officers and staff for the
independence strategy, and any change it may bring about (discussed further in Chapter V). The staff
of the SAIl are the SAl’s best ambassadors for its independence in practice. Their understanding of,
and commitment to, independence, as well as their ethical behaviour and conduct, are critical for
the SAl to effectively execute its mandate and deliver value and benefits to citizens.

The SAI Related Institutional Environment (blue circle) represents the environment where the SAl
interacts with those stakeholders that it can regard as partners with whom it has a natural
relationship. The relationship could arise through the legal framework (for example, a legislated
requirement to work together with other entities within the PFM system), or through practices that
have emerged to enhance the effectiveness of the legal framework (for example, protocols
developed with a committee of the legislature to enhance the SAl's reporting process), or a
combination thereof. Examples of partners in this context therefore include audited entities, the
legislature or its committees, the Ministry of Finance and other government ministries, judicial
bodies or investigative agencies, other integrity institutions, and development partners or donors.

The SAl Country Institutional Environment (red circle) represents the environment of non-
traditional actors with whom the SAI may never have been linked in the past, but are emerging as
pivotal in the legitimisation of the SAl's work. Examples of these actors include the media,
professional private associations, academia and federations of university students, embassies and
other institutions of the foreign service, non-governmental organisations of civil society, religious

31 Reference to be added.
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institutions and groups, minority groups, and the non-audited business sector (including chambers
of commerce and other private sector entities and organisations).

The environmental context is important because independence is, in many senses, given effect
through relationships. Different types of relationships require different types and levels of
interaction. This is reflected in the Mexico Declaration, for example in principle 3 (which requires
discretion in the discharge of the SAl’'s mandate — relevant to the Related Institutional Environment),
and in principle 6 (which stresses the importance of the freedom to decide the timing of audit
reports and to publish and disseminate them — relevant to the Country Institutional Environment).

As noted in Chapter lll, relationships can also raise different forms of challenge and threat to a SAl's
independence, in both a legal and a practical sense. Those challenges and threats can also be
understood with reference to the SAl’s Environment.

Mapping independence principles and challenges in this way against the SAl’s environment can help
to identify opportunities for independence to be strengthened, at the next steps of the process.

If the SAI has a stakeholder engagement strategy, it can be used to enhance those steps.

b. Assessing the current state of independence

The SAIl can then assess its current state of independence with the benefit of the environmental
analysis. A number of tools are available to do this.

Using the SAl PMF

As explained in chapter |, the SAl PMF is an assessment framework developed by the INTOSAI
Working Group on the Value and Benefits of SAls, which was endorsed by the Congress of INTOSAI in
2016. ltis intended to be used to establish how well a SAl performs compared to international good
practices, as well as to identify its strengths and weaknesses for further performance enhancement.

The SAlI PMF has a broad coverage. Its domains include internal governance and ethics, audit quality
and reporting, financial management, human resources and training, and communication and
stakeholder management. It is also aligned with the Strategic Management Framework for SAls.

Importantly, however, the framework includes a domain on SAl independence (Domain A). The
assessment tool enables a SAl to assess independence under seven dimensions. These are closely
aligned with the Mexico Declaration principles, but are presented in a different order:

(1) an appropriate and effective constitutional framework;
(2) financial independence and autonomy;

(3) organisational independence and autonomy;

(4) independence of the Head of the SAI and its officials;
(5) a sufficiently broad mandate;

(6) access to information; and

(7) the SAl's right and obligation to report.
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An assessment of Domain A can be undertaken either on a stand-alone basis or as an element of a
full assessment.

More information about the SAl PMF is available on the IDI’s website.3?
Assessment of legal independence

A SAl may need to undertake a more in-depth assessment of its legal framework, especially if it has
identified a strong need to reform or enhance the legal framework.

Such an assessment can involve examining each of the Mexico Declaration principles, and the
specific requirements they refer to, with specific reference to the legal framework. This can help to
identify specific strengths and weaknesses, and where to focus attention on strengthening
independence.

A methodology developed for the Audit Office of the State of Victoria, Australia provides a standard
framework and common language for assessing independence in this way, designed to be used to
promote legislative reforms. It uses the extent of Executive influence over the SAIl as the primary
benchmark, but requires a degree of judgement if the legislation is not clear.®

Benchmarking with other SAls

Besides these self-assessment tools, a SAl may be able to access studies undertaken by other SAls
across the INTOSAI community, either within the SAl’s regional working group or at national level.
Such reports can provide useful benchmarks, especially where the SAI can identify similar challenges
and opportunities to those it faces.

Chapter Il contains a summary of the IDI’'s 2014 Global Survey of SAls and information from the
2015 Open Budget Survey. Other resources include:

e the AFROSAI-E independence toolkit;

e the EUROSAI survey on the independence of SAls in the European region (2013);

e the 2009 and 2013 studies of the SAls and offices of Australia and New Zealand, referred to
above; and

e PASAl's transparency and accountability reports of 2011 and 2015, which include data on
the independence of SAls in the Pacific region.

A useful source of this information, and other materials on SAl independence, is the independence
resource kit on PASAI's website.3* Alternatively, region-specific resources are available through the
other regional working groups or sub-groups, or among groups of SAls of the same SAI model or
operating under similar PFM systems.3®

32 http://www.idi.no/en/sai-pmf/sai-performance-measurement-framework

33 http://www.pasai.org/vago-methodology/

It was used for comparative studies in 2009 and 2013 of the SAls of Australia and New Zealand, and the state
audit offices of Australia.

34 See www.pasai.org.

35 References to be added.
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IV.2. Step two: the SWOT analysis

Following the assessment of the SAl’s environment and independence, a SWOT analysis can be used
to assess the impact of its state of independence — including opportunities for strategic action.

This type of analysis is commonly used to identify strengths and weaknesses, and then the
opportunities and threats facing an organisation in developing a strategic plan. It is readily adaptable
for use in relation to a SAl's independence.

Figure 13 shows the SWOT analysis tool, and how the SWOT can be applied using the eight pillars of
SAl Independence under the Mexico Declaration.3®

Weaknesses

Figure 14: Example of a SWOT Analysis applied using the eight pillars of independence.

8 Pillars of Independence Strengths Weaknesses Opportunities Threats

The existence of an
appropriate and effective
constitutional
/statutory/legal framework.

The independence of the
Head of SAl and members of
collegial institutions.

A sufficiently broad mandate
and full discretion to
discharge SAIl functions.

36 It is not the place of this guidance to provide a full description of how to use the SWOT tool. However, it can
be noted that “strengths” and “weaknesses” should be considered internal to the SAI (for example, its
mandate, or its reporting powers, or its lack of resources), while the “opportunities” and “threats” are usually
understood as externalities to the SAl (for example, an opportunity to advance a constitutional reform
proposal or to advocate for change with a key stakeholder, or a potential reduction in independence through
action taken against the SAl).
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Unrestricted access to
information.

The right and obligation to
report on SAl work.

The freedom to decide the
content and timing of audit
reports and to publish and
disseminate them.

The existence of -effective
follow-up mechanisms on SAIl
recommendations.

Financial, managerial and
administrative autonomy.
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Opportunities and threats are likely to be country-specific. For example, a country that is in
transition from one party state to a democracy may bring with it large opportunities for the SAl to
enhance its independence within the new system. The opposite may be so where power is becoming
more centralised in the president or Executive , which could be perceived as a threat to the SAl’s
future independence.

As noted, independence can be a long term project. Also, the environment in which a SAl operates is
not static, but can change in different ways. A SAl might therefore need to consider undertaking a
SWOT analysis not once, but on repeated occasions. This can help in maintaining an independence
strategy as a “living document” over a number of years (or for the duration of the Head of SAl's term
of office).

The third step in developing an independence strategy is to identify priorities for inclusion in the
strategy, using the results of the SWOT analysis.

It may be unrealistic to expect that the SAl can achieve independence across all the matters
contemplated by the Mexico Declaration and other ISSAls all at once. Therefore, the SAl may need
to prioritise those independence matters that are the most important to it, and target its effort on
those matters. As noted in the introduction to this chapter, it is possible that much could be
achieved by enhancing independence in the practical sense without the need for, or in anticipation
of, a lengthy and uncertain process of reforming or enhancing the SAl’s legal framework through
constitutional or legal change.

A useful approach in this instance is:

e as a first step, to identify a “top 5” list of priorities that require reform or enhancement of
the legal framework, ; and

e as a second step, to identify other gains that could be achieved without the need for
legislative reform.

Each set of priorities (legal and practical) can then be placed into a list or matrix for inclusion in the
strategy document.

Practical steps towards independence can take many forms. For example, a SAl may identify as a
legislative priority the need for greater operational autonomy in relation to its staffing, which would
require a change to a law which says that the SAl’s staff are provided by the public service
commission.?” But, while that reform is pending or if it may prove complex to achieve, the SAI could
identify means of enhancing its working relationship with the public service commission, in order to
achieve greater practical recognition of its independence within the existing legal framework.

Another approach is to identify priorities that will help the SAIl to consciously “earn” its
independence. A SAl can strengthen its case for independence by ensuring that both its day-to-day
conduct and its own transparency and accountability meet the highest standards. This will show
decision makers that it is a credible organisation that justifies broader independence.

37 See the discussions of this issue in chapter Il (under principle 8 of the Mexico Declaration) and chapter lll (in
relation to challenges to a SAl’s ability to operate autonomously).
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Examples of practical steps of this type that a SAIl could take include:

e Deciding to comply voluntarily with ISSAI 20 Principles of Transparency and Accountability.
This will show that the SAl is willing to be a credible and accountable public sector
institution, by ensuring that it makes its mandates and strategy public, adopts audit
standards and methods that are objective and transparent.

e Voluntarily adopting the INTOSAI Code of Ethics (ISSAI 30). This will show that the SAl is
willing to apply the highest standards of integrity and ethics for its staff at all levels. The SAI
can also demonstrate internally it has met all the requirements for staff to remain and act
with independence when carrying out audits. For example, disclosing and managing
conflicts of interest when carrying out audit is a good example of how to demonstrate this
degree of independence.

e Undertaking and publishing SAl PMF assessments.

e Reporting on the state of independence, including shortcomings, in the SAl’s annual
accountability report to the Legislature.

These steps should, of course, be in addition to the SAl demonstrating and documenting the results
of its audits clearly and openly, and seeking to remain relevant but independent through its
selection of audits.

Prioritising these types of actions in a practical sense may also help the speed of legislative change,
by ensuring that the most important matters are identified for legal attention. But they may also
identify things that can be achieved within the legal framework as it exists.

Engaging with key stakeholders to identify priorities

Stakeholder engagement is an essential aspect of developing a credible independence strategy. The
extent to which stakeholder engagement is feasible, or realistic, will depend on the SAl’s particular
environment and the political system or culture within which it operates.

However, a process of engagement provides an opportunity to test ideas, and to obtain external
validation of the priorities the SAl has identified. It can also help in assessing the risks associated
with each priority.

The SAIl should use its assessment of its environment (at step 1, above) to identify stakeholders
which could usefully be involved in this process. If the SAl has a stakeholder management plan or
strategy, it should be used to guide the engagement process.

Examples of stakeholders that can be engaged with, and the types of support they could be
expected to provide, include:

e members and committees of the Legislature;

e the ministry of finance or its equivalent, and other organs of the Executive;

e if the SAl lacks managerial autonomy, the body that is responsible for its human resources;
e professional bodies and academics; and

e (SOs, NGOs, and donor or development organisations.

The SAI may also see benefit in a broader process of engagement with citizens, consistent with the
principles of ISSAI 12.
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Chapter V discusses ongoing stakeholder engagement during the implementation of the strategy.

The final step of the process is to formulate the strategy for achieving the identified priorities, and
prepare the strategy document.

This involves bringing together all the findings from the self-assessments completed, the SWOT
analysis, and the prioritisation of key matters (including those prepared in any discussions with key
stakeholders). It should also include an assessment of risks, and the development of an
implementation plan. The ultimate objective is to map out a comprehensive strategy which sets out
the SAl’s strategic objectives and includes a pathway to achieving them.

a. Identifying strategic objectives

The strategic objectives should be developed from the priorities identified in step 3, placed into a
strategic context. They should identify what the SAl wishes to achieve in relation to its
independence, either as specific targets (for example, a constitutional reform guaranteeing the
independence of the Head of SAI) or through strengthening of its existing independence (for
example, by a program of staff training in ethics and integrity). The strategic objectives should be
placed into the full time-frame of the strategy.

Some strategic objectives for independence will have links to the SAl’s broader organisational
strategic plan or its capacity development plan. For example, the SAl may identify as a strategic
objective to enhance its independence by publishing its reports on the internet or through social
media. But it might lack the capacity to do so. The objective should therefore be linked to the
institutional plan to develop an enhanced website or social media presence. It is especially
important to do this for strategic independence priorities which have resource implications for the
SAl.

The strategic objectives, once identified in this way, then provide the basis for a detailed plan of
action.

b. Identifying risks and threats

As with any strategic plan, it is important to be aware of the risks that, if they materialise, could
undermine the achievement of the strategy. Chapter Il has identified and discussed the types of
threats to independence which may jeopardise a SAl’'s ongoing work.

It is important to identify these types of risks and threats, with reference to the SAl’s specific context
and environment, and write them into the strategy document along with plans for dealing with them
should they arise.
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PASAI’s independence resource kit contains a checklist of independence risks and mitigations, which

1.3 That can provide a useful template for

identifies similar threats to those discussed in chapter Il
this part of the strategy, but it should be customised for the SAl’'s own context. The checklist should
ideally then form part of the strategy itself, and can also be operationalised within the SAI —

including the way it reports on risks and threats in its annual accountability reports.

c. Planning for success

It is important to have a plan for implementing the strategy. Implementation planning is essential to
success, especially if the strategy will remain active over a long period of time. This should include:

e identifying additional skills the SAI will need (for example, in its communications with the
media or CSOs); and

e having clear timetables that are aligned with external factors (for example, a forthcoming
constitutional review)

Ongoing engagement with stakeholders, and education of government officials, legislators, and CSOs
and/or NGOs about the strategy and its objectives can also make a strategy more effective and
credible. The SAI as an institution should also prepare itself and its own staff for any changes that
might result from achieving enhanced independence.

Chapter V contains practical guidance about these matters. However, the strategy should address
them in a part dealing with implementation. It is essential to identify who in the organisation will be
responsible for the strategy implementation (including monitoring, responding to changing
circumstances including risks and threats, and periodic refreshment), the resources that will be
made available to support it.

A successful strategy also requires leadership and “buy-in” from staff and stakeholders. This should
be seen as a permeating factor throughout the process of developing an independence strategy and
in its implementation.

Finally, as with any initiative of this nature it is important to plan to evaluate the results of the
strategy and to report on its implementation to the SAl's key stakeholders and citizens. If the
strategy is complex or long term, it is desirable to plan for periodic evaluations as well as a final
evaluation based on the strategic objectives and external measures such as those of ISSAl 12.

The SAl should be prepared to report on progress in each annual accountability report to the
Legislature.

A suggested format for an Independence Strategy

The format for the strategy is set out below.

38https://staticl.squarespace.com/static/57019a6db6aa607cbb909ab2/t/57993debe58c6248509303a5/14696
60651609/7.2+Mitigation+Strategies.pdf
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Chapter V: Implementing an Independence strategy

Introduction

The focus of this chapter is on implementing an independence strategy, and preparing the SAl as an

organisation for a stronger approach to its independence in its various forms.

The chapter recognises that implementing an independence strategy can involve at least four

distinct forms of activity:

The need for advocacy, communication, and stakeholder education, either at specific stages
or as an ongoing activity. Section V.1 includes guidance on how to make the fundamental
case for greater independence in its broadest sense.

The need for the SAl to be fully engaged with any project to strengthen the legal framework;
and to understand the legal processes involved. Section V.2 explores these questions in
depth, and offers guidance about how the SAl should position itself in relation to a legislative
process.

The opportunity to enhance the SAl’s independence in practice. Section V.3 discusses ways
of promoting independence through the SAl’s institutional development, and its external
relationships.

The need to prepare the SAl as an institution for a more independent existence, as it is
achieved in either a legal or a more practical sense. Section V.4 contains guidance on these
aspects, including the need for organisational readiness and support from the SAl’s staff.

Figure 16 sets out these steps in diagram form:
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Figure 16: Implementing an independence strategy

This guidance is presented in a generic format, but will need to be considered with reference to the
SAl’'s own environment and the type of SAl model to which it belongs.

It is also helpful to reiterate the points made in the Introduction to Part 2 about the themes of
leadership, partnership, support, and “buy-in”. Ongoing leadership and commitment from the top of
the organisation are essential factors in the implementation of any strategy.

A SAIl cannot achieve independence on its own. It needs allies and partners on the independence
journey. Stakeholder commitment to the concept of SAl independence, and an understanding of
where it comes from and why it is important, are therefore essential factors in implementing an
independence strategy.

But independence can be a highly sensitive issue for many SAls and their governments. It therefore
requires great care. The SAl needs to be prepared to advance the case for independence on an
informed, considered basis.

A key message is, therefore, “never stop engaging”. Independence and interaction are not mutually
exclusive concepts. A SAl can also learn from stakeholders about the concepts of independence as
others see them. This can be beneficial in developing the case for change.

a. Identifying external stakeholders and developing partnerships

Stakeholder engagement has been discussed at length in Chapter IV. In this chapter, it is discussed in
the context of strategy implementation. Stakeholders include those who can be counted on to
support the SAl’s initiatives in an ongoing sense. But it may also include those who may have less
understanding of what SAl independence means, or why it is important, and who may need to be
convinced of the SAl’s case.

Stakeholders can be found both outside and inside the public sector. Non-public sector stakeholders
can include:

e the accounting profession and its advocacy groups;

e the academic community; and

e (SOs, the news media, and those which can benefit from independent scrutiny of public
finances and the use of public resources.

The SAI should also consider how it can engage, and where possible develop understandings and
agreed points of principle, with other significant players in the public sector. This requires careful
consideration and a planned approach.

SAls are public institutions, but a SAl may already be independent from the Executive to a greater or
lesser extent. The SAl needs to conduct itself in a manner consistent with that independence. It must
be prepared to state the case for independence fearlessly and objectively. But it should avoid
becoming involved in politically-driven debates.
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The case for independence may not be fully understood, or supported, by everyone. Some

stakeholders may see increased independence as either unnecessary or having unacceptable
consequences. For example:

The ministry of finance (or equivalent organisation) has a responsibility for the overall PFM
system, and for ensuring that the national budget is prepared in a fiscally responsible
manner. Some officials may see a removal of the SAl's budget from its direct control (in
accordance with principle 8 of the Mexico Declaration®®) as potentially undermining that
responsibility. In making its case for financial independence, the SAl needs to be able to give
confidence that such consequences can be avoided, for example through procedural
safeguards and overall fiscal controls. It can also state its case by reference to the results of
its audits, such as improved fiscal controls.

If the SAl is seeking greater operational autonomy, the Executive or another public sector
organisation will be currently responsible for the civil or public service or the staff of the
Judiciary, including the recruitment and oversight of the SAl’s personnel. Its officials may
see operational autonomy for the Head of SAl as something that undermines their
responsibilities, or that sets an undesirable precedent for other institutions that may also
seek such autonomy. The SAl needs to be able to give confidence that it will act responsibly
as an employer of staff, and take due account of issues that could have a wider impact (for
example, in relation to public sector rates of remuneration).

Significant audited entities may also be concerned by enhancements to the SAl's
independence. For example, officials of government ministries may not have a full
understanding of what is meant by auditor independence in the professional sense, and may
benefit from explanation. In another situation, entities such as state-owned enterprises may
be facing the prospect of coming under the SAl’'s mandate for the first time, or having an
increased exposure to its audits (such as performance audits). This also requires
engagement to obtain acceptance and understanding.

There are also those in key positions who may just need to be convinced of the soundness of the

case for independence in legal, financial, or operational or administrative terms. They may include:

The country’s political leaders, whose support can be critical in the general sense, but also in
overcoming objections from within the government system.

The ministry of justice, or other agencies responsible for constitutional law and policy, law
reform, and/or drafting.

For SAls following the court or judicial model, the Supreme Court and bodies such as the
union or syndicate of magistrates.

Legislators, in particular those who are members of the financial or economic oversight
committee or a committee responsible for law reform, but do not have a full understanding
of the concepts of SAl independence in relation to (for example) its mandate, audit selection
responsibility, reporting, and follow-up of recommendations.

The SAIl can draw upon the knowledge of persons and groups external to the country. They include:

39 As discussed in chapters Il and 11l
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e INTOSAI and the SAl's regional working group, which may be able to provide valuable
resources and support (including advice on strategies, model clauses, etc).

e Other SAls, especially those which have been through the process of reform and may be able
to offer examples and precedents from their own legislation, or SAl Heads who play an
influential role in the INTOSAI community.

Development partners and donors are another important source of support and knowledge. SAls
and the donor community*:

share common goals of ensuring accountability, transparency, good governance, and sound
utilisation of public funds in partner countries.

Some SAls have development partners working directly with them to develop their capacity,
including to strengthen their legal capacity and independence. The partner’s support will be
invaluable when the SAl is both developing and making its case for strengthened independence to
the Executive or the Legislature.

In other instances, a SAl could usefully engage with donors with which it does not have a direct
relationship, for example those working with other agencies in the PFM system (such as the ministry
of finance or the Legislature). Such donors may have an influential role in policy dialogue at country
level, but at the same time may be less aware of the concepts of SAl independence, or may not be as
supportive as those working directly with the SAl. This may require a more careful approach,
including some education about the benefits of independence. Other donors may understand the
role of the SAlI more strongly. They could be encouraged to promote the need for a stronger and
more independent SAl as part of the controls within a strengthened PFM system.

Donors can also lead by example in asking the SAI to audit donor-funded projects. This can increase
the credibility of the SAl.

b. Making the case

When approaching an advocacy task, most SAls will have some understanding of the principles of
independence through their own work and international cooperation activities. A SAl can draw on
the materials in Part | of this guidance, explaining:

e the nature and importance of independence (chapter |);

e how it should be understood in the international context, in particular the Mexico
Declaration), and the difficult issues and choices that can arise under each principle; and

e the challenges and threats to independence that can commonly arise (chapter Ill).

Chapter IV has also identified how a SAIl can assess its current state of independence against the
international principles, and which stakeholders that a SAI can engage with when developing its
independence strategy.

In making the case for reform in its most fundamental sense, the SAl can develop an overall case to
present to those who lack understanding or may be sceptical of the rationale for SAl — even to

40 INTOSAI Donor Cooperation MOU dated 20 October 2009, Preamble clause 1.
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answer questions like “what is this term ‘supreme audit institution’, and what is ‘SAl independence’
all about?”

The case can be encapsulated in a manner such as this*::

There is growing international recognition of the importance of a SAIl that is independent
from the Executive, as encapsulated in the General Assembly resolutions (which have status
in international law).
The professional concepts of auditor independence, in particular the proposition that the
executive government as the SAl’s primary audit “client” should not be able to determine
the SAl's programmes of work or control the SAl’s resources, is reflected globally in the
approach to financial auditing, in both the private and the public sectors.
There are quantifiable benefits of an independent SAl, sitting as a key agency in the
country’s governance, which are encapsulated in standards such as ISSAI 12. The benefits
include better audit reports, more transparent reporting on government performance,
improved public access to information about the use of public resources, and in some cases
guantifiable savings for the country.
Under best practice internationally, the SAl should:
- be aseparate organisation, and not a government ministry;
- have a budget that is reviewed and approved by the Legislature, based on the SAl's
work programme of audits.
- beable to engage its own staff, separate from the civil or public service; and
- have full financial and operational accountability — including a requirement to produce
an annual accountability report (including with its own financial statements, which
should be independently audited, where the PFM system permits) — and also be able to
make use of assessment tools such as the SAl PMF.

Legislators can be convinced of the benefits of an independent SAI that reports to, and is resourced

by, the Legislature. This can be explained in the sense that:

Accountability is an important goal of a PFM system. Both the Legislature and the SAl have a
role to play in achieving accountability at different points of the budgeting, financial
reporting, and auditing cycle.

The Legislature and the SAI work to similar ends, but by different methods. A coordinated
approach can improve the effectiveness of each, and the overall effectiveness of the
accountability process.

The principles of SAl independence provide a useful framework for exploring points of
cooperation between the SAl and the Legislature, and for jointly focused effort in the
accountability process.

Resourcing and development of capacity are important on both sides of the relationship,
especially because of the growing complexity of financial reporting, auditing, and public
financial management.

Building on these propositions, a holistic approach to the SAl's planning, budgeting, and

accountability can recognise tha

t42:

41 Refer to the more extended discussion of these points in chapter I.
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e The Legislature can be given an opportunity to discuss the SAl's work programme during its
development, and that the SAl may accommodate requests for specific audits (subject to the
principle that the Head of SAl is responsible for determining the programme and has the
power to say “no”).

e The SAl's annual funding can then be considered with reference to the cost of delivering the
work programme as determined, from which the Legislature will benefit through the SAl’s
delivery of its independent reports.

e The SAl can then be accountable to the Legislature for its use of the resources provided,
through an annual accountability report on its operations (with audited financial statements,
where the country system permits).

It is a useful idea to develop a standard set of propositions or speaking notes, which can be used by
the Head of SAl or other staff when interacting with these stakeholders. It can also be useful to
present these types of arguments in booklet form, or on the SAI's website, for public education and
support. Experience shows that it is important to present the case for increased independence in
terms of what benefits it will it have for different stakeholders, with international context such as
the General Assembly resolutions as points of background, rather than the other way round.

Changing the Constitution or the law can be a complex process. It has dimensions of both policy and
law, and requires political decisions. The country system will determine how familiar the SAl is with
the legal process, and how much it can expect to be directly involved in a project to develop or
reform its own enabling legal framework. Heads of SAl and staff may have different levels of
familiarity, or comfort, with the process.

This section is intended to help SAls and their personnel to navigate their way through a legislative
process. It addresses three aspects of the process:

e what aspects of the SAl’s independence should be included in the legal framework, and how
this affects the type of reform that may be envisaged;

e how a reform may be initiated, and then progressed to the point of introduction to the
Legislature for consideration and enactment; and

o what role the SAl may expect to have in the process.

This should provide a basis for ongoing advocacy and engagement with key decision-makers.

a. What aspects of the SAl’s independence should be in the legal framework?

A constitutional or legislative reform process may involve a zero-based reform. This will be the case
when the SAl is newly-established, or when the SAl’s governing law is very old or outdated and
needs a complete overhaul.

42 Refer to the more extended discussion of these points in chapter Il, under the heading of principles 3 and 8
of the Mexico Declaration.
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Alternatively, the SAl's existing constitutional and/or legislative framework may be fundamentally
sound, but be in need of updating to strengthen the SAl’s independence in accordance with current
international standards and practices.

Chapter Il has discussed the nature of a SAl’s legal framework, and the minimum requirements for
what it should contain.®® It is important that the framework address both the SAl as an institution
and the status and protections for the SAl’s Head.

b. How a constitutional or legislative reform is to be achieved

Any independence strategy must recognise, fundamentally, that the power to change the
Constitution or the law does not rest with the SAIl. In most countries, the institution (or branch of
government) responsible for approving such change is the Legislature (whether described as a
parliament, congress, or assembly, or by other name). How proposals for a new or amended law are
introduced to the Legislature, and what role the SAl has in the process, will vary from one system of
government to another.

For example:

e Under some government systems, the SAl or the Head of SAIl can directly propose reform of
its governing legislation, which can then be introduced to the Legislature and debated by
legislators with the possibility of public input through legislative systems.

e Under other systems (in particular, the Westminster system) the SAl depends on the
Executive to make policy decisions adopting the need for change, and either introduce or
promote the introduction of proposals to the Legislature for debate.

Other processes can assist the development or reform of the SAI’s independence. For example**:

e Constitutional reforms are important processes. They may not occur often, but they can
provide a significant opportunity for a SAl to demonstrate a need for change. A
constitutional reform process may involve independent constitutional panels, or
constitutional conventions enabling public input. In making its contribution, the SAI can
draw on the increasing body of international resources supporting the case for constitutional
status and independence. Academic support can also be valuable in achieving acceptance of
the need for the SAI to have constitutional recognition.

e Where a constitutional change specifically relates to the SAl, a symposium or international
conference can be a useful means of bringing to attention the need for reform and gaining
acceptance by the Executive or legislators.

e Countries that have law reform commissions can seek to have the need for SAIl legislative
reform referred to the commission for independent study and formulation of proposals,
with opportunities for SAl and possibly also public input.

e The Legislature itself may also decide to take up the proposal for reform, for example
through its committee responsible for budget oversight and consideration of the public
accounts.

43 See the discussion under the heading of principle 1 of the Mexico Declaration.
44 References to be added to the “success stories at a later stage.]
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The benefit of these approaches is to allow independent scrutiny of the SAI’s existing situation and
proposed legal changes. This can be done with reference to international standards, the General
Assembly resolutions, and academic research. The resulting proposals will have standing and their
own authority, alongside the standing of the Head of SAl as an advocate for its own interests.

This can also have an important strategic outcome for the SAl. For example, the results of a
convention or symposium can be used to convince political leaders and other opinion leaders of the
benefits of a reform. This can be used to override entrenched objections and interests (for example,
those of government officials who, as explained earlier, may have a natural resistance to change).

c. The SAl’s role in a reform process

The SAl and the Head of SAIl should obviously be key participants in any process to develop or reform
the SAl’s legal framework. That can benefit the SAl’'s own interests, but is also important in the
broader public interest. The SAl is best placed of anyone to bring the full international perspective
justifying its own independence, with reference to principle (including the Mexico Declaration) and
the benefits of independence (including ISSAI 12).

How this contribution is made depends on the particular system of government, and the SAl’s place
in it. For example, if the SAl is institutionally separate from the Executive, it may be unable to
participate directly in the process of policy making and law reform. Indeed, the SAl's independence
from the Executive may make it inappropriate to do so. The greater the independence, in other
words, the more the SAl may be removed from the process and depend on others to drive it.

In other countries, the SAl may be in a position to participate directly, for example by preparing
reform proposals for the Executive, the Judiciary, or the Legislature, or participating in government
policy teams or working parties (either directly or with observer status to preserve independence).

In any circumstances, this requires careful consideration and “positioning” of the SAl with reference
to the political, policy, and legislative processes. As a general principle, it is preferable to work as far
as possible inside the system, seeking to influence the government or judicial officials responsible for
developing policies and drafting the proposed law, while maintaining independence as necessary. If
legislative proposals require approval by the President, Ministers, or senior officials of the Judiciary,
it is important for the SAI to engage with their officials at an appropriate stage and, if possible, to
have the Head of SAl’s views included in any policy paper that will be considered.

The alternative of working entirely outside the system is less optimal. It can place the SAl in the
position of having to make public statements to advocate for reform of its own enabling laws, or to
make public submissions to the Legislature on a draft law once it has been introduced for
consideration. This can raise perceptions that the SAl is speaking against the government, and place
the Head of SAl in a sensitive position. However, if the SAl does find itself in this position, it is
important to work constructively and continue to use international standards as the basis for the
ongoing advocacy.

In an extreme situation, being outside the system may mean that the SAIl finds itself excluded
entirely from the process of developing the parameters or policies for the new law, or from being
able to see and comment on drafts of the law before they are presented to the Legislature and made
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public. This should be avoided at all costs. It may require advocacy with Ministers or with legislators,
to ensure that the SAl is involved in the process to the greatest possible extent that the country
system allows.

Finally, law reform processes can take a long time from inception to final enactment. The
introduction to Part 2 describes gaining independence as a “journey”. A journey may take many
years, or involve many iterations of a proposed new law. There are many examples of legislative
reform projects which have at first appeared to gain government support, but have then been put
on the “back burner” due to other government or legislative priorities. Dealing with these types of
setbacks and disappointments can require patience and persistence. This reinforces the need for an
agreed approach to the SAl’s involvement.

Even where a constitutional or legislative reform process may be prolonged or difficult, there are
other ways a SAl can enhance its independence in practice. This can happen throughout the
implementation of the independence strategy, or at particular stages. Many of these have been
discussed in chapter IV, in relation to the development of an independence strategy. However, the
following points can be useful in the ongoing implementation of the strategy.

a. Growing independence institutionally
A strong institutional approach to independence can be fostered through:

e Understanding the Strategic Management Framework for SAIs*, and applying it in a way
which keeps independence “front of mind”. Central to this is the importance of strong
ethical standards, and their implementation throughout the organisation and at all levels of
staff.

e Providing training to all staff on independence, and what it means in its various dimensions
(including in respect of international principle, as well as through professional and ethical
standards).

e Developing internal resources on independence, and making these available on the SAl's
website and to stakeholders.

As noted in chapter IV, these initiatives may need to be integrated with the SAl’s broader strategic
planning and institutional development. They also go in tandem with the professionalisation of the
SAl’s auditing practices (especially as the level 4 ISSAls come to be used and applied) and of its staff.

For example, professionally qualified staff may be subject to a professional code of ethics which
requires threats to independence to be identified and addressed by avoiding conflicts of interest or
situations such as self-audit. These requirements can be integrated with the SAl's own institutional
requirements (such as the Code of Ethics). This will help to strengthen its independence in a practical
sense.

b. Growing independence through the SAI’s external relationships

4> See chapter |, page 24.
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Independence can also be promoted through the SAl’s external relationships. This can happen, both
at the auditing interface (whether with the ministry of finance or with individual ministries and
entities of the Executive) and with the Legislature.

As mentioned earlier, documented statements and protocols can be valuable in achieving an
understanding of the SAl’s sense of independence by those it deals with. This can be achieved even
when the SAl has to operate under a sub-optimal legal framework.

Examples may include?®:

e Protocols agreed with the committee of the Legislature responsible for receiving and
scrutinising the SAl’s reports. These may include understandings about when and how the
SAl will publish its reports (to the extent the law permits), the arrangements for the Head of
SAl and staff to provide information to the committee, and combined approaches to the
review and follow-up of audit recommendations.

e Protocols agreed with the ministry of finance about the annual government budgeting
process, especially where the SAl’s budget is developed as part of that process and without
an opportunity for legislative scrutiny. These could include, for example, recognition that the
SAl is responsible for developing and determining its own work programme priorities, which
should not be questioned by ministry of finance officials even while they remain responsible
for reviewing the budget proposal.

Resources may be available through the INTOSAI regional working group to develop such
understandings.

Chapter lll has identified the types of challenges and threats that can arise in relation to a SAl's
independence, whether in a legal or a practical sense. Chapter IV has stressed the need to monitor
the implementation of the strategy, using an active risk management approach.

But threats to independence cannot always be foreseen. Sometimes they can arise from “left field”,
for example in response to a report by the SAl which finds disfavour with political leaders.

Dealing with such threats requires knowledge, leadership, and communication. If the SAl is aware of
the international principles of independence, that knowledge can be used to respond to threats, for
example, to curtail the SAl's resources or to change the law to limit its mandate or reporting powers.
As in a situation of promoting change, defending the SAl's independence may require engagement
with political leaders but also active communication with other stakeholders and the public. These
are matters for judgement and leadership by the Head of SAl. Having a pre-existing strategy for
enhancing the SAl’s independence provides a source of knowledge and a context for dealing with a
specific threat.

Access to legal advice is an important element of responding to any threat to curtail the SAl's
independence in a legal sense. The Head of SAl should also be prepared to draw on collegial support
from within the global or regional SAIl community.

46 See the discussions in chapter Il, under the heading of principles 7 and 8 of the Mexico Declaration, and the
discussion of the similar challenges and threats in chapter Ill.
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Organisational readiness is a key element in any independence project. With increased

independence comes greater responsibility, and sometimes increased cost. In particular:

The SAl may need new systems to give effect to its independence. This has implications for
its resourcing and staff capability.

Chapter IV has emphasised the importance of leadership and role allocation in relation to an
independence strategy. Staff “buy-in” to the strategy, and its objectives, is essential.

These factors are now discussed in turn.

a. Giving effect to new forms of independence

Independence gains can come in many forms. For example:

A commitment to adopt independence standards in the professional sense has implications
for the SAl’s operational manuals, ethical documents, and staff training requirements.

An independent budgeting process requires new systems for developing budget proposals.
This is especially so if the budget is to be linked to work programming and require audit
activity to be fully costed. Financial performance will then need to be monitored, and where
applicable reflected in the SAl's annual financial statements. Its performance will then need
to be captured in the SAl’s annual accountability report.

Operational autonomy may require a completely new system for human resources
management, including the development of staff competencies, recruitment procedures,
and performance management systems.

An enhanced approach to reporting of audit recommendations could have implications for
the SAl’s external communication systems, including its website capability.

The budgetary implications of these enhancements may need to be discussed with the body

responsible for approving the SAl’s funding.

Gains in independence should then be monitored, using assessment tools of the type discussed in

chapter IV (including SAl PMF assessments at particular intervals).

b.

Leadership and staff management

All the SAl's staff should be aware of, and understand, the SAl's objectives for enhancing its
independence. This includes understanding how change may affect staff personally. Particular need

for reassurance may arise if the SAl is to become responsible for staff employment and performance.

For example:

Staff of a Court model may be currently employed by the Judiciary, and regard themselves as
independent judicial officers. Coming under the authority of the SAl as an employer may be
unsettling, and require measures to preserve judicial status.
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e Staff who are currently civil or public servants may be anxious about a loss of entitlements
(such as superannuation rights) when they move under the employment of the SAl. This
again requires reassurance, and may also need to be addressed in transitional measures in
the new law.

Managing these types of concerns and expectations is a leadership responsibility. Staff will naturally
look to the Head of SAIl for information and reassurance. Communications and staff training are
therefore essential elements of this preparation. Failing to manage this effectively could result in a
loss of staff “buy in” to the gains that have been achieved.
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