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FISCAL SUSTAINABILITY – THE ROLE OF 
SAIs IN THIS CONTEXT(
INTRODUCTION

Modern states are confronted with growing pressure in terms of public finances. 

The Economic and Monetary Union (EMU) countries are confronted with the need to respect the rules of the Stability and Growth Pact, which is an arduous task, in light of other requirements imposed upon them by their respective Constitutions and the demands inherent to the Welfare State, together with international fiscal competition and the limits in terms of the tax burden that may be imposed upon taxpayers. 

Other industrialised countries are also confronted with the phenomenon of globalisation and the need to attract foreign investment and promote national investment, and therefore must take heed of the degree of economy, efficiency and effectiveness of public expenditure. International fiscal and commercial competition obliges modern States to be rigorous in their management of public finances. 

Developing countries, dependent on foreign investment and foreign aid from international bodies, also experience pressure in order to be as credible countries from the financial perspective. This inevitably poses the need for an equally credible financial auditing system. 

The financial sustainability of States and the respective evaluation process is therefore a key question to which SAIs cannot remain indifferent. Basically, SAIs must attempt to answer the following questions: (1) should SAIs stand apart from the evaluation process of the financial sustainability of the respective States?; (2) If not, what role should SAIs perform? 

The response to these questions cannot overlook the technical/instrumental problem of the methodologies to be adopted in the pursuit of this goal, given that the evaluation criteria of the sustainability of public finances adopted by international organisations (e.g. World Bank, IMF) or supranational organisations (e.g., European Union institutions) increasingly are in favour of a convergence between public accounting methods (budgetary) and national accounting methods, drawing closer towards patrimonial accounting, together with a greater emphasis on results. 

This text aims to discuss this set of issues, attempting to emphasise recent key evolutions in terms of States’ external ties that clearly are related to the activity pursued by governing bodies that have some form of competency over public finances (legislative, executive, managing and auditing bodies), inevitably emphasising the role that, in this context, should be fully assumed by the SAIs. 

1. THE PROBLEM OF FINANCIAL SUSTAINABILITY 

1.1. In the European Union countries

a) The Stability and Growth Pact

Adoption of the Stability and Growth Pact (SGP) reflected recognition by Member States (MS) of the need for fiscal consolidation efforts as an indispensable pre-requisite for the efficient functioning of the Economic and Monetary Union (EMU).

The SGP is based on two essential aspects: a preventive system and a corrective arm of budgetary imbalance. The Member States participating in the euro zone undertake to adopt, at the national level, the objective of attaining balanced financial situations over the medium-term. 

As is common knowledge, application of the SGP has proved to be difficult and somewhat controversial, above all in contexts of economic downturns and/or in situations where there is still a need for some type of public intervention, namely in order to induce development. 

As a result, after the initial years of application of the SGP, a broad and in-depth debate arose concerning the insufficiencies of the SGP. Thus, the European Commission presented some proposals on this subject, included in a report endorsed by the European Council within its conclusions of March 23rd, 2005
, in the wake of which the initial Regulations were altered, in order fully to guarantee improved application of the SGP.
    

Revision of the SGP reinforced the following ideas:

· The medium-term objective should be differentiated for individual MS, in order to be able to take into account the diversity of economic and budgetary positions;  

· The fiscal risk to the sustainability of public finances should be taken into account, in particular in view of prospective demographic changes. 

Thus, for each MS considered on an individual basis, the medium-term budgetary objective may diverge from the objective of attaining budgetary situations “close to balance or in surplus position”, although the foundations of the system continue to be the established limits in terms of public debt and deficit, in the framework of the Protocol on the excessive deficit procedure annexed to the Treaty establishing the European Community (3% and 60% of GDP, respectively)
.

Reform of the SGP strengthened the economic logic and flexibility of the framework. In particular, the revised Pact attributes greater attention to evolution of debt and implementation of structural policies aimed at strengthening the long-term growth potential and sustainability of public finances, in harmony with the Lisbon growth and employment strategy. It requires Member States to double their efforts with regard to fiscal consolidation in economic good times, which proves to be necessary in order to create room for budgetary manoeuvres in less favourable phases of the economic cycle. 

In the framework of the excessive deficit procedure, the decisions and recommendations are currently adopted after a global economic analysis, with greater emphasis placed on budgetary consolidation efforts of a structural nature, in detriment to attention focused solely on nominal short-term results.
  

In this manner, the MS should be able to cope with normal cyclical fluctuations while at the same time maintaining the deficit below the reference value of 3% of GDP, and rapidly progress towards fiscal sustainability, without impeding the viability of incurring public investments. 

In addition, important structural reforms that have been implemented and which deliver long-term economies, inclusively by means of reinforcement of potential growth, should be taken into account, in order to strengthen the Pact’s orientation towards growth, in definition of the path of adjustment to the medium-term objective for countries that have not yet attained this objective
.

It should be noted that, in order not to impede implementation of structural reforms that deliver an unequivocal improvement to the sustainability of public finances over the longer term, special attention should be paid to reforms of pension systems, introducing a multi-pillar system that includes a mandatory fully funded pillar.
 

It should also be noted that MS that implement such reforms shall be allowed to deviate from the adjustment path to the medium-term budgetary objective, or from the objective itself, with the deviation reflecting the net costs of the reform to the publicly managed pillar, provided that this deviation remains temporary and that a suitable safety margin with respect to the reference value of the deficit is preserved. 

b) The European System of National and Regional Accounts (ESA 95) 

In the field of appraisal of Member States’ public accounts, for the purposes of “multilateral surveillance” by the European Union, ESA 95 was adopted, whose concepts are harmonised with internationally accepted standards on such matters and assumes growing importance, that can be understood within a logical framework in which emphasis is increasingly placed on economic criteria for appraisal of the sustainability of public finances (for example, within the framework of the reformulated SGP)
.  

It should be noted that the European system of national accounts (ESA 95) is an accounting framework applicable at the international level, that aims to provide a detailed and systematic description of the entire economy (i.e. a region, country or group of countries), and their respective components and relationships with other economies. Records are drawn up on an accrual basis, taking into account the date of the economic fact, rather than on a cash basis (the date of receipts and payments). 

For the European Union and its Member States, the values obtained within the framework of the ESA play a key role in the formulation and monitoring of the respective social and economic policies. There are also certain very important specific applications, as follows
:

i) Auditing and guidance of the European monetary policy: the convergence criteria of the European monetary union were defined in terms of the values of the national accounts (budgetary deficit, public debt and GDP);  

ii) Concession of monetary support to some regions of the European Union: the expenditure of the structural funds of the European Union are partly based on regionalised data of national accounts;  

iii) Determination of the European Union’s own resources: depends on national accounting data.  

It should be noted that ESA 95 employs many concepts and nomenclatures that are used in other economic and social statistics of the MS of the EU, and are also harmonised with concepts endorsed by the United Nations and with the main international guidelines on economic statistics, in particular the Manual of the Balance of Payments and the public finances’ statistics of the IMF and the income statistics of the OECD.
  

The identities included within the accounting system, reinforce the coherence of the concepts used in order to describe the different stages of the economic process. As a result, statistics from different parts of the accounting system may ultimately be inter-related. In this manner, it is possible to calculate, for example (in terms of public finances) the ratios that express the budgetary deficit and public debt as a percentage of gross domestic product. These values require coherence between the respective concepts. It should also be noted that it is the internal coherence of concepts that makes it possible to produce obligatory and fundamental estimates, programming and planning, with regard to the sustainability of public finances.  

For the purposes of the Protocol on the excessive deficit procedure, the Stability and Growth Pact also consecrates the principle that the terms used are defined in accordance with the European System of Integrated Economic Accounts (ESA 95) 
.

In this manner:

The budgetary deficit or surplus constitutes the financing requirement or capacity of the public administrations sector (central administration + local administrations + social security administrations), excluding commercial operations. 

Public investment consists in the public administrations’ gross fixed capital formation. 

Public debt is the nominal value of gross global debt (cash and deposits, short-term securities, bonds, other short, medium and long-term credits) of the public administrations in course at the end of the year, with the exception of those administrations whose financial assets are held by other public administrations. The nominal value of an amount is the face value, adjusted by the reinforcement of capital related to indexation, verified at the end of the year
.

Obviously the national accounting criteria established within the framework of ESA 95 (in particular, in terms of the accounts of the public administrations) a decisive role is played by the values attained by the reference indicators on the sustainability of public finances.
Hence, it has recently been felt that it is necessary to introduce additional clarifications to Regulation no. 2223/96 on specific matters that have not been sufficiently addressed. This has been achieved by means of the introduction of new chapters to the Manual of the ESA 95 on the Budgetary Deficit and Public Debt, as a result of various decisions taken by EUROSTAT from October 2003 to March 2004 specifying the treatment in national accounts related to transactions made in classified units within the framework of the government sector.
 Guidelines were also issued in relation to the injection of capital in public sector companies and military expenditure. 

Amongst EUROSTAT’s recent guidelines on key questions in the field of sustainability of public finances, several points considered to be of relevance, in general terms, are indicated below:  

Social Security – Capitalisation systems with risk profile  (“defined contribution funded scheme”)

If a government is responsible for the management of a system of this type, without the concession of government guarantees for risk coverage, the system is not processed within national accounts as a public sector social security system. In these cases, the State neither finances nor defines the level of pensions to be paid (the decisions are taken by the members). As a result, the contributions and payments related to these systems have no impact on the public deficit. 

In the case of mixed systems, with definition of a portion of the contribution and benefit, the different parts should be registered in national accounts on a separate basis.

Capital injections into companies    

· An existing company that does not alter its activity: 

· If the company has accumulated net losses and there are no private shareholders 

As a general rule, the capital injection is recorded as a non-financial transaction at its full amount (with several exceptions foreseen), thus influencing the deficit of public administrations.  

· If there are private shareholders that participate in the capital injection and have a controlling and significant shareholding.  

The operation is recorded as a financial transaction. 

· If the company doesn’t have accumulated losses

The operation is recorded as a financial transaction.

· New company or new activity/new assets 

· If the company is structurally profitable

The operation is recorded as a financial transaction.

· If there are doubts concerning the long-term profitability 

The operation is recorded as a non-financial transaction.

Expenditure on military equipment

Also in this field, the Member States should provide statistical-economic information, including information on public finances, on a basis of economic specialisation (“accrual”). In this manner, there is an impact on the public debt and deficits with reference to the date on which the equipment is placed at the disposition of the military authorities, rather than the date of actual payments (instalments via a financial leasing system, for example). 

Registration as cash flow (or modified cash flow) is only admitted as an intermediate solution during periods in which accounting systems are being fine-tuned, in specific circumstances. 
c) Recent developments in several European countries 

In awareness of the problems and challenges that result from the need to guarantee the financial sustainability of States, in a framework of growing technical complexity inherent to the phenomenon of economic and financial globalisation, several European countries have implemented important reforms within their accounting and legal-financial systems. 

For example, in the case of France, the “Loi organique relative aux lois de finances” – LOLF
 has been regarded as representing an opportunity and challenge for the French Public Administration, containing the potential to achieve the following decisive transformations: 

· Profound reform and modernisation of public management.

· Revitalisation and deepening of democracy
.

In relation to modernisation of the State, it should be noted that the new organic text foresees passage from a resources budget to an objectives and results budget (“performances”), articulated via missions and programmes. 

Credits/resources will be justified via annual targets in terms of results, wherein there should be specific presentation of the following: initiatives, associated costs, objects pursued and expected results (to be evaluated by means of precise indicators whose choice should be justified)
.

In terms of accounting principles, the rules applying to the State’s general accounting are not distinguished from those applying to companies except for reasons related to specific characteristics of the State’s actions. Otherwise, since 1999 there has been progressive introduction of financial year accounting principles in the State’s accounting, in order to achieve a better description of the State’s assets and liabilities in terms of rights and obligations, and connect these to the accounting period in which they were created (“accrual” principle).   

One thereby notes the general trend observed over several years (above all in countries with an Anglo-Saxon culture) whereby public accounting systems have drawn closer to the accounting concepts of the private sector, thus also consecrating in France, the passage from a flow-based logic to a stocks-based logic (in connection to the emphasis placed on budgeting by objectives, as stated above)
.

The progressive application of the reform should lead to generalisation of this new administrative culture in France, founded on holding managers responsible for their acts and auditing of results.  

In terms of auditing, it should be noted that the French Court of Auditors is consecrated within the LOLF as an external controller of the new financial system. In this sense, one may even affirm that LOLF has made a “strong commitment” to the Court of Auditors
, to the extent that, in accordance with the Constitution, henceforth the Court of Auditors will provide explicit assistance to Parliament in the context of the new “financial device”
, thus posing a significant challenge to this SAI. It should also be noted that the French Court of Auditors, in its capacity as financial auditor of the State accounts, should also certify the State accounts in the new context. 

In the United Kingdom, the Treasury published, in July, 1998, the document, Whole of Government Accounts (WGA), which defines the central objective that the Central Government’s accounts may be audited from the perspective of the accounting principles in force in the United Kingdom for the Public Sector (Generally Accepted Accounting Practice in the UK – UK GAAP), which it should be possible to conciliate with national accounts organised in accordance with the European System of Accounts (ESA 95).

This document suggested “a staged approach to producing GAAP-based WGA, starting with a set of consolidated financial statements covering central government (CGA), and work in parallel to establish a basis for consolidating other parts of the public sector before deciding whether to mode immediately to a consolidation of the whole of the public sector into WGA”. 

Alongside the consolidation reform that was implemented in the meantime, the British Government also introduced wide-ranging reforms to the budgetary and accounts provision system, in particular the so-called Resources Accounts, organised in accordance with a system that draws up costs and activities budgets (Functional Budgeting) from the perspective of the production of goods and services by the Public Administration, wherein the budget includes the expected results that have been defined and quantified for the objectives set in relation to each activity or function. 

In the document entitled, Long-term public finance report: fiscal sustainability with an ageing population, published in December, 2003, the British Government outlined the strategy for drawing up national accounts and determination of the value of net indebtedness, the introduction of a resource accounting and budgeting system and the drawing up of consolidated accounts of the central Government on an accrual basis, identifying the following objectives/benefits of the proposed system: improvement in the transparency of public finances in order to guarantee comparability and contribute towards increasing the full and comprehensive overview of the financial records of the public sector in general. 

Accounts structured and organised in this manner from a perspective that draws close to national accounting, will be audited by the Controller and Audit General which demonstrates the integrality and universality of public accounts in the United Kingdom, from the perspective of article 104.º of the European Court of Auditors, and the respective Annex Protocol related to Excessive Deficits, and the Stability and Growth Pact.  The process whereby budgetary public accounting will draw closer to national accounting will thus be fully guaranteed in the United Kingdom. 

In the case of Italy, the procedural practice of drawing up the Budget, based on a merely incremental logic in relation to the Budget approved in the preceding year, has tended to be overlooked given the need to guarantee financial sustainability, and the reform of accounting legislation over the last twenty years has tended to be guided by a “revised programming model”.
 

In effect, Italy’s public accounting-information system has evolved in order to permit the programming and the auditing of the conditions upon which sustainability depends, and also in order to make political decision makers and managers responsible for results attained (economic-financial, patrimonial and technical-operative results).

In relation to legislation on public finances in Spain, emphasis should be placed on the fact that widened amplitude has been given to the public sector, for the purposes of national accounting, wherein the respective entities fall under the framework of control of Spain’s Court of Auditors. Hence, according to article 139 of the altered text of the Ley General Presupuestaria (in the framework of the chapter on the economic accounts of the public sector), for the purposes of national accounting, the public sector is divided into the following sub-sectors: 

a) Public Administrations, including Social Security;

b) Public companies;

c) Public financial institutions.

It should also be noted that, in Portugal, the law of Budgetary Stability and Framework, makes the Tribunal de Contas (Court of Auditors) responsible for the auditing of budgetary execution and the issue of Opinion on the Consolidated Financial Statement of Central Government and Regional Governments, including the dimension of financial sustainability, namely the compliance with the Stability and Growth Pact. This subject was treated for the first time by the Court within the Opinion on the General State Account (CGE) of 2004
.     

1.2. In other Countries

One should not conclude however that the aforementioned concerns of certain European SAIs are a response to an exclusively European problem, arising from the process of European economic integration. 

In fact, concerns related to financial sustainability are shared by the SAIs of non-European states – both industrialised nations and developing countries. 

The GAO - United States Government Accountability Office – for example, although it considers the document, Financial Report of the United States Government, presented by the US executive, to be useful to the extent that it “provides useful information on the government’s financial position at the end of the fiscal year and changes that have occurred over the course of the year”, it nonetheless emphasises that “in evaluating the nation’s fiscal condition, it is critical to look beyond the short term results and consider the overall long-term financial condition and long-term fiscal imbalance of the Government – that is, the sustainability of the federal government’s programs, commitments, and responsibilities in relation to the resources expected to be available”.
  

“In the opinion of the GAO, the current financial reporting model does not clearly, comprehensively, and transparently shows the wide range of responsibilities, programs, and activities that may either obligate the federal government to future spending or create an expectation for such spending. It provides, consequently, a potentially unrealistic and misleading picture of the federal government’s overall performance, financial condition, and future fiscal outlook”.

Developing countries, wherein development aid programmes play a crucial role, must also pay attention to the credibility of the public accounts presented and the financial sustainability of the respective States..


According to the IMF, States’ budgets should be accompanied by documentation that specifies the objectives of the budgetary policy, the macro-economic structure, the policies on which the budget is based and the main identifiable fiscal risks.

Notwithstanding the fact that the budget is drawn up from an annual perspective, it should be accompanied by documentation that contextualises it within the framework of broader objectives of long-term budgetary policy and financial sustainability.

The guidelines of the OECD on best practices also recommend the issue of a pre-budget report, at least one month period to presentation of the annual budget, where the executive’s medium term economic and fiscal objectives will be stated, with emphasis on total revenues, expenditure, budget deficit or surplus and debt. The OECD also recommends that a long-term report be published, evaluating the sustainability of current budgetary policies, once every five years or at shorter time in the event of significant policy changes related to public expenditure or revenues. The forecasts underlying the analysis should be presented, together with alternative scenarios. Over the long-term, it is important that commitments that have a financial impact in the future be taken into consideration, in addition to the public debt.

2. ACCOUNTING STANDARDISATION IN THE MEMBER STATE OF EACH NATIONAL ACCOUNTS SYSTEM AND THE ABSENCE OF AUDITING PRINCIPLES THAT ARE GENERALLY ACCEPTED BY THE PUBLIC SECTOR REGARDING THE AUDIT OF PUBLIC FINANCES, ON THE STANDPOINT OF THE SYSTEM OF THE NATIONAL ACCOUNTS 

Notwithstanding the existence of accounting standardisation at the level of the system of national accounts set up under the aegis of the United Nations and the European System of Accounts (ESA/95) there has not been systematic development of standardisation of auditing principles in the public sector, from the perspective of evaluation of public finances in accordance with national accounting criteria. This evaluation has been made exclusively by international financial institutions such as the World Bank or International Monetary Fund, in accordance with their own internal rules. 

It should be remembered that the financing granted by these institutions is conditioned, in particular to the discipline of public finances and the observance of a reference pattern of public debt in relation to GDP by countries that aim to benefit from such financing. 

Within the framework of the European Union and the Economic and Monetary Union, there is also an absence of generalised and uniformly accepted auditing practices. Furthermore, until now few national audit institutions of public finances have concerned themselves with public finances from the perspective of budgetary stability. 

In fact major financial and economic information systems should obey a common set of norms and principles that guarantee that they have internal coherence and comparability. It is crucial to achieve harmonised application of a system of national accounts. But it is not enough that a system exists, such as for example the ESA 95; it is necessary to guarantee uniform application of this system by all States covered by the system, at the risk that the accounts presented won’t be credible and that comparability between the results of the various States will be impossible.

The fundamental question that arises in this regard is the following: can the SAIs remain at the fringes of the need to guarantee the reliability of the accounts of the respective States? 

If one believes that SAIs should assume responsibilities in this field, what should be their modus operandi?

3. SAIs’ CONTRIBUTION FOR FINANCIAL SUSTAINABILITY, STABILITY AND GROWTH 

3.1. Background framework justifying the intervention of the SAIs 

As stated above, the States are faced by budgetary constraints, resulting from internal and external conditioning factors. 

These constraints make it necessary to reorganise the public sector in order to implement rational, more efficient and less burdensome management in terms of the costs borne by taxpayers (adoption of financial sustainability criteria).

The requirements faced by the Public Administration may only be fulfilled via adoption of strategies that incorporate the following concerns: 

· Application of far-reaching reforms in the systems of social security, health, education, financing, management and provision of public goods (e.g. via recourse to public-private partnerships);

· Budgeting of the public sector based on multi-annual programming that emphasises performance/objectives rather than only resources, including the definition of (well-grounded) criteria for evaluation thereof;
· Development of accessible, transparent and rapid economic-financial information systems, that include statistic data and indicators based, as far as possible, on harmonised criteria, in external and internal terms; 

· As a corollary to the previous points: adoption and application of public accounting systems by public organisations that achieve greater accordance with harmonised systems of national accounting, in order to permit economic evaluation, international comparability and “multilateral supervision” (one example is compliance with the stability and growth programmes by the EMU Member States).

According to the IMF, budgetary information should satisfy the quality norms of the information provided.

Budgetary information should reflect revenue and expenditure trends, the evolution of the underlying macro-economic outlook and well-defined policy commitments. The annual budget and definitive accounts should also indicate the accounting regime and norms used in the compilation and presentation of budgetary data. Specific guarantees should also exist in relation to the quality of information provided.

These requirements, in relation to the quality of information, imply that such information be subject to public and independent scrutiny. According to the IMF, a basic requirement of budgetary transparency is the presentation, by an SAI, of reports addressed to the Legislative Power and the general public, concerning the financial integrity of the Government’s accounts.

Also according to the European Commission, Supreme Audit Institutions may make an important contribute to budgetary discipline, by virtue of their autonomy, independence and credibility.
 

Within the European Union, emphasis should be placed, from the perspective of appraisal of public finances, on either the reports presented by governments to the Commission, or the national stability and growth programmes, that convey information transmitted in the form of indicators based on concepts of national accounting. 

National parliaments also have a growing field of intervention in terms of appraisal of the public finances to which the SAI’s intervention is associated (in different manners, depending on the respective constitutional frameworks). 

However, SAIs are not always considered to be suitable to focus these concepts and the indicators derived thereof, and perhaps are not always equipped for such a task. 

In relation to the question of accounting information requirements that are currently placed on the public sector, and their need for harmonisation with national accounting criteria (of a statistical/economic nature), the following observation should be noted, taken from the context of the French situation:  

«One of the essential devices for appraisal of the future budget by the national representation is renovation of the economic, social and financial report (RESF) associated to the draft Finances Law. 

This should present the revenues, expenditure and balances of the public administrations (State, social security, local authorities, various central administration organisations), for the following four years, in accordance with national accounting conventions. 
In particular, this signifies that it should include the implementation project of France’s stability programme in the sense of the agreement concluded in the European Council of Amsterdam in June 1997 that decided in favour of the transition to a single currency for eleven members of the European Union. 

Even if, from a legal perspective, the Finances law may not be subordinated to the stability programme, nor may the stability programme be subordinated to the finances law, it seems clear that, in relation to the State and social security, for the financial year under consideration, the accounts produced by the RESF can only be the translation into national accounting of the draft Finances law and the draft social security financing law, respectively. 
 »

In this manner, a trend is outlined whereby parliaments will request from the SAIs of the respective States, appraisal interventions from the perspective of their obligations in terms of budgetary stability. In the event that these institutions fail to provide satisfactory responses at the technical level, they will certainly opt for creation or recourse to other institutions that will satisfy the growing demand for greater intervention at the national level, in terms of auditing of public finances (from the perspective of stability and growth criteria and the ESA/95). 

This is a challenge posed to SAIs.  

3.2. Reflection on the role of SAIs in relation to the problem of financial sustainability 

From the perspective of external audit of public finances and public management (i.e., of the activity of the Supreme Audit Institutions – SAIs), the aforementioned requirements in relation to the public sector imply the need for in-depth reflection by these institutions concerning their role in the aforementioned context. 

Firstly, a basic question naturally arises that deserves a clear and unequivocal response:

· Do or don’t the competencies of the SAIs include making statements on the financial sustainability of the public sector?  

Indeed, it does not seem possible that the organisation and performance of the SAIs activities do not also reflect in some manner the demands for profound reforms within the Public Administration which States currently face, and these reforms are intrinsically linked to the problem of financial sustainability, independently, even, of any definition of analytic criteria
. 

One should also take into account the above cited references concerning the role that certain constitutional and legal frameworks of public finances, introduced in the context of the aforementioned reforms, reserve to external audit institutions
, including, in some cases, the certification of Consolidated Financial Statements of Central Governments. 

Naturally one will commence with the assumption of a positive response to the basic question presented. 

Various types of questions arise in this regard, including those listed below: 

· In what manner should the SAIs approach such a matter? Under what terms should analysis of financial sustainability be carried out by the SAIs?  

· Should this competency be understood within the framework of the pursuit of activities that they exercise in compliance with their organic laws? 

· Will it be necessary to carry out alterations to the organic laws (widening fields of competency, for example) in order to enable the SAIs to make statements on the financial sustainability of the public sector? 

· Will it be necessary to classify new forms of legal responsibility, developing a new concept of financial responsibility associated to the issue of sustainability and its evaluation criteria? 

· Should the SAIs concern with financial sustainability be reflected in financial audits? In conformity audits? In good financial management/results audits?  Should these concerns be reflected in internationally consecrated audit norms? 

· Will new resources be required (e.g. admission of specialists within their permanent staff and/or training of officials in order to be able to respond to the new requirements) in order to enable the SAIs to comply with these tasks? One should take into account the fact that the evaluation criteria of financial sustainability subject to “multilateral supervision” will observe the methodologies for drawing up national accounts, which is an eminently statistical and economic work, and which normally involves central banks, national statistics organisations and departments of the Ministries of Finances of the Member States. 

· Or should the SAIs make statements on financial sustainability in “ad-hoc” reports? 

· Or is the alternative to follow the path that leads to accounts certification (which implies that SAIs will make a statement on the public deficit)?  

CONCLUSIONS

In relation to the above, we can highlight the following aspects:

· Public expenditure has attained such high levels that Governments are challenged to adopt innovative management techniques of public goods, enabling a reduction in the proportion of expenditure financed by taxpayers;  

· Budgetary restrictions have led to the need for public budgets to start foreseeing not only financial resources/means, but also objectives;  

· In association to the defined budgetary options, results evaluation indicators should be established (on the basis of economic criteria, rather than purely financial criteria);

· As a consequence, the evaluation of public expenditure and public debt will also have to increasingly fall upon results and performance (the “quality” of expenditure – “spend better”) and not only regularity in the use of resources; 

· At the international level, the financial sustainability of States is evaluated by several entities in various circumstances, in particular: 

· In the context of the European Union; there are external ties which determine the obligatory nature of balanced public finances, with provision of appraisal elements to supranational authorities, and wherein various dissuasive, corrective and sanctionary mechanisms are foreseen (Stability and Growth Pact);

· In relation to developing countries: emphasis should be placed on the need to comply with the rules established by the IMF and World Bank (the so-called “conditionality” of International Financial Institutions). 

· The external constraints are not only formal (of a regulatory character with foreseen sanctions, as in the case of the EU), but also have a practical nature, in particular those induced by globalisation of economic activity – “fiscal competition” for example, does not permit an indiscriminate increase in the level of taxation; 

· External ties, globalisation and the consequent international comparability have led to the need for accounting harmonisation, via adoption of national accounting norms; 

· These external constraints have created the need to establish national rules that will lead to the sustainability of public finances, that are associated to reforms of the public accounting systems and establishment of new management methods, with greater emphasis placed on results rather than focusing solely on means/resources;

· Financial stability is today a concern shared between most Member States and presents a challenge to SAIs – these institutions, in exercise of their external audit activity, necessarily have to provide resources and “know-how” that permit them to appraise, in a due manner, the management activity of public resources; 

· Regardless of the precise modus operandi adopted by each ISC, the important aspect to be highlighted is that it is difficult to foresee each SAI’s role in Modern States without stating something about the sustainability of public finances. 

In truth, if this task is not undertaken by such institutions, who will assume this responsibility? And at what cost for society? 

This is a horizontal subject, common to all areas of Goal 1 of Strategic Plan for 2005-2010, which should be discussed inside the Professional Standards Committee of INTOSAI (namely, the Subcommittees on Compliance Audit, Guidelines for Financial Audit and Accounting Standards), in order to the definition and endorsement of audit standards and guidelines, regarding this matter, for all SAIs. 
Item 7








( This document has been prepared under the supervision of the Vice-President of the Portuguese Court of Accounts by two experts of the Court, Mr. João Parente and Mr. Paulo Costa, both professors assistants of public economics, public finances and public law of economics at Universidade Autónoma de Lisboa.


� Annex 2 of conclusions of the European Council of March 22 and 23, 2005.


� The Stability and Growth Pact (SGP) initially included Regulation (EC) no. 1466/97 of the Council, of July 7, 1997, on the strengthening of the surveillance of budgetary positions and the surveillance and co-ordination of economic policies, Regulation (EC) no. 1467/97 of the Council, of July 7, 1997, on speeding up and clarifying the implementation of the excessive deficit procedure, and the Resolution of the European Council of June 17, 1997, on the Stability and Growth Pact. On March 20, 2005, the Council (Ecofin) endorsed a report entitled Improving Application of the Stability and Growth Pact that aims to foster governance and appropriation at the national level of budgetary framework, strengthening the economic basis and effectiveness of the Pact, in both its preventive and corrective aspects. Following the said report, approval was granted for Regulation no. 1055/2005, of the Council, of June 27, 2005, that altered Regulation (EC) no. 1466/97, and also for Regulation no. 1056/2005, of the Council, of June 27, 2005, that altered Regulation (EC) no. 1467/97. 


� On these concepts, see the point related to ESA95.


�See the Communication of the Commission to the Council and the European Parliament: Public Finances in the EMU in 2006: the first year in which the revised Stability and Growth Pact has been in force, {ESA(2006)751}, COM(2006) 304 final, Brussels, 13.6.2006.





�And, in relation to countries that have already attained this objective, in the authorisation of a temporary deviation in relation to this objective.  


�Given that these reforms lead to deterioration of short-term public finances during the implementation period.


� See a) “The Stability and Growth Pact”. 





� See Regulation (EC) no. 2223/96, of the Council, of June 25, 1996, in relation to the European System of National and Regional Accounts in the Community [Official Journal L 310 of 30/11/1996, pp. 0001-0469].


� Idem.





�See. a) “The Stability and Growth Pact”.


�See Regulation (EC) no. � HYPERLINK "http://eur-lex.europa.eu/smartapi/cgi/sga_doc?smartapi!celexplus!prod!DocNumber&lg=pt&type_doc=Regulation&an_doc=1993&nu_doc=3605" \o "texto integral do acto" ��3605/93� of the Council, of November 22, 1993, in relation to application of a protocol on the procedure related to excessive deficits annexed to the Treaty that established the European Community [Official Journal L 332 de 31.12.1993].


�These new chapters of the Manual were submitted in order to receive an opinion from the Committee on Monetary and Financial Statistics and the Balance of Payments, and were adopted by the latter. See the document of Eurostat Three new chapters for the ESA95 Manual on government deficit and debt and Opinion of the Committee, of August 30, 2004. 





� In relation to financing of defence activities, see SINNASSAMY, CHRISTOPHE, Finances Publiques de la Defense, Objectifs budgétaires et gestion publique dês politiques d’armement, Ed. L’Harmattan, Paris, 2004. In this work, the author provides in-depth analysis of subjects such as the manner in which the EMU influences defence policies, the frontiers between national and trans-national policies, the financing of research connected to this area and cross-checking between these matters and budgetary constraints.    





� Loi organique no. 2001-692 of August 1, 2001 (on finances laws).


� In this perspective see, in particular, « La loi organique relative aux lois de finances: une chance et un défi », de YVES CANNAC, Revue Française de Finances Publiques (RFFP), no. 82, June 2003 (subordinated to the general title : Mettre en œuvre la loi organique relative aux lois de finances) and also « Un double objectif : modernisation de l’État, approfondissement de la démocratie », de DIDIER MIGAUD, RFFP, no. 76, November 2001. Various other articles included in these magazines present similar theses, with a more developed focus, naturally, on the potential for modernisation of the State. On the same subject, see also the following editions of RFFP: no. 91, September, 2005 (Le budget 2006 en regime LOLF – Loi organique relative aux lois de finances); no. 93, Février 2006 (“La nouvelle comptabilité de l’Etat”).  


� See DIDIER MIGAUD, op. cit.


� See, in this regard, the following articles published in no. 2.907, of September 27, 2006, of the magazine, Problèmes Économiques (L’État en quête de performance): “Performance: nouveau mot d’ordre de la gestion publique”, by HUGUES BIED-CHARRETON; “La LOLF prefigure-t-elle une réforme profonde de l’État?”, by JEAN-FRANÇOIS CALMETTE; “Après 20 ans de modernisation de la gestion publique, où en est-on ? », an interview with ALEX MATHESON, and « La réforme de la gestion publique est-elle « exportable » ? », by CHRISTOPHER POLLITT.


� See, in this regard, JEAN-RAPHAËL ALVENTOSA, « Les nouvelles modalités du contrôle des services », in Revue Française de Finances Publiques, nº 82, Juin 2003 (under the general title: Mettre en œuvre la loi organique relative aux lois de finances).





� Ibidem


�See RICCARDO MUSSARI, I Sistemi di Contabilità e Bilancio dello Stato Nell’Europa Comunitária, Milan, 2005, pp. 122 e ss.; BORGONOVI, E., Principi e sistemi aziendali per le amministrazioni pubbliche, Milan, 2002, pp. 417 e ss..





�See LUCIA GIOVANELLI, I Modelli Contabili Pubblici Nel Processo Di Integrazione Europea, Milan, 2005.


� See Section III of Volume I of the Opinion of CGE/2004.


� GAO, Fiscal Year 2005 U. S. Government Financial Statements: Sustained Improvement in Federal Financing Management Is Crucial to Addressing Our Nation’s Financial Condition and Long-term Fiscal Imbalance, Washington, D. C., March 2006, cit., p. 2.


� Idem, p. 3.


� See IMF Revised Manuel of Fiscal Transparency, February 28, 2001, pp. 53 e ss..


� Ibidem.








� Ibidem.


� ARMINDO DE SOUSA RIBEIRO, II Encuentro de los Tribunales de Cuentas de España y Portugal, León, September 23 and 24, 2004, cit. p. 238.


� See IMF, Revised Manual of Fiscal Transparency, February 28, 2001, pp. 80 and ss..


� Ibidem.


� Idem, pp. 87 e ss..


�V. EUROPEAN COMISSION, Public Finances in EMU – 2006, available via the site: � HYPERLINK "http://europa.eu.int/comm/economy_finance/publications/publicfinance_en.htm" ��http://europa.eu.int/comm/economy_finance/publications/publicfinance_en.htm� .


� ROBERT, FABRICE, “La rénovation des pouvoirs du Parlement”, in RFFP, n. º 76, November 2001  (our italics).





� While some of these criteria are internationally consecrated, as stated above, these concern base methodologies for the provision of economic-statistical information, including indicators that are subject to multilateral supervision (such as National Accounting - ESA95, within the framework of the EU). Nonetheless, it should be maintained that the drawing up of public Budgets and the respective Accounts remains within the area of the sovereignty of States, and there is no harmonisation of rules to this effect (one may speak of growing convergence but not of obligatory convergence). 


� See point 1.1.c) “Recent developments in several European countries”. 
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