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PFM System Failure: Risk or Reality?

Need for oversight: Role of SAIs

The PFM Reporting Framework

Apresentador
Notas de apresentação
The Agenda: how big is your risk appetite
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What is happening? 

Government 
service delivery crisis

• Increasing demands of growing
populations

• Rising inequalities, urbanisation, youth
unemployment, obesity, security threats

• Government deficits at 3 trillion USD 
worldwide shrinking fiscal space

• Growth slowdown
• Corruption scandals and inefficiencies

Mc Kinsey Centre for Government: 
Government productivity: Unlocking the 
$3.5 trillion opportunity 2017

Apresentador
Notas de apresentação
Let us zoom into one aspect here: shrinking fiscal space
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GFG in Africa

22/10/20184

“ What matters is not cash flow or debt, but 
the net worth of the public sector as a 

whole, and the balance between long-term 
inflows of revenue and requirements for 

expenditure and debt service”
John Quiggin, Research Council, University of 

Queensland, Australia

Apresentador
Notas de apresentação
The picture is bleak – but in addition to external factors such as growth prospect, it is a reflection of policy choices. Not a given.In terms of risks in the PFM space, this is arguably the most important one
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The Budget is an Expression of Policy Choices 
– and Policy Choices are inherently risky

22.10.2018

„The tendency in democracy is for 
utility-maximizing politicians to 
borrow and spend rather than to 

tax and spend, and to spend much 
rather than little. “

„James M. Buchanan, International Encyclopedia 
of the Social Sciences”, 1968, p. 377

“Greece in chains”, @Eurodad

Apresentador
Notas de apresentação
James Buchanan, a nobel laureate, was one of the first to advance the idea that public debt slows economic growth and burdens future generations of taxpayers. According to Buchanan, public debt will be an ever-present phenomenon, and that is due to elementary public-choice theory. (Also todays taxpayer will approve this – no need today to pay tax, future taxpayers will) As a result: National capital, once destroyed by debt creation, will not be restored. Or, to put this point differently, public debt, once created, is permanent,  regardless of the initial usage to which the funds might have been devoted James Buchanan 1986, p 377Hence, despite the fact that we have a very old  - 2 centuries at least - debate to confront, the picture from the current debate over Greece and whether its debts should be restructured or whether it should exit the Eurozone shows that this is far from an irrelevant debate. The crux of the matter is that the correct political choice is not easy to make, ex ante, and even ex post, there are no clear indications that a different policy response – say to the Argentinian crisis, or to Turkey ‘s economic woes -  would have produced a significantly better outcome.“Elected politicians enjoy spending public monies on projects that yield some demonstrable benefits to their constituents. They do not enjoy imposing taxes on these same constituents. The pre-Keynesian norm of budget balance served to constrain spending proclivities so as to keep governmental outlays roughly within the revenue limits generated by taxes. The Keynesian destruction of this norm, without an adequate replacement, effectively removed the constraint. Predictably, politicians responded by increasing spending more than tax revenues, by creating budget deficits as a normal course of events. (Buchanan and Wagner. ([1977] 2000a, 95–96”“The public loan is, in and of itself, neither a good nor an evil” A puzzle to think about: Countries that are characterized by large national debts, measured proportionately to GNP, tend to be those that have enjoyed reasonably stable government, that have been victorious in wars, and that have experienced reasonable monetary stability over a relatively long period -  it is counterintuitive to think so, yet it is also clear why so – large debts only emerge when governments are stable enough to carry them. creditors of unstable governments simply be subject to confiscation by inflation or through default.Now, if we put this in correlation with what we are seeing now – debt defaults by the weaker economies, and only recently becoming a first world debt crisis – it rings a bell of truth. 
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Truism 1: Public Financial Management is important

22.10.2018

HR, capacity building

Data analytics

Focal areas: 
procurement, SOE 
mgt, Project mgt

PFM to assume key
leadership role01

02

03

04

4 Areas for improvement

Apresentador
Notas de apresentação
Government could obviously alternatively also cut expenditures. But this is difficult, and data shows most governments change spending on budget programs only marginally every year – not in accordance with results. Diagnosis: 4 areas need to be improved:Public finances to assume key leadership role, provide strategic information, insights, and guidance to ensure that government expenditure translates into clear improvements in outcomes.Procurement, project management, SOEDigital technology and data analytics to improve citizens‘ experienceHR: talent management, capacity buil
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2009 PEFA Assessment: 11 out of 17 
indicators scored „A“

Core risk areas: 
 management of fiscal risks related to state owned 

enterprises, 
 lack of multiyear perspective in fiscal planning,
 insufficient predictability of funding of executing entities, 
 accounting standards not in line with international 

standards
 almost inexistent legislative scrutiny of external audit 

reports

22.10.2018

Brazil: PFM Gold Star (2009)

Apresentador
Notas de apresentação
This is a question for you. Do you recognise any of those risk factors in your current economic and public financial situation?Since 2009, no other PEFA (public expenditure and financial accountability assessment) carried outCurrent IMF Article IV Review March 2018 A mild recovery supported by accommodative monetary and fiscal policies is currentlyunderway. But the economy is underperforming relative to its potential, public debt is high andincreasing, and, more importantly, medium-term growth prospects remain uninspiring, absentfurther reforms.In some sectors the influence of government is particularly pronounced  such as in the oil, power generation, and financial sectors. The complexity and size of state owned enterprise represent a challenge in terms of supervision, control, and transparency even considering a legal framework that imposes sophisticated governance rules.
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Collection of Tax 
Arrears

Procurement –
Competition

Procurement –
Transparency

SAI – Independence

Expenditure Arrears
Budget Credibility

Procurement –
Blacklisting

Cash Management

Accounts 
Reconciliation

Internal Control –
Payroll

Financial Reporting 

Parliamentary 
Scrutiny

Core PFM risks in Africa (data analysed for 23 countries) 

Apresentador
Notas de apresentação
The top 12 most common areas of poor performance – and you will note that all procurement indicators belong to this category, they are a concern in about 60% of countries reviewed.



22.10.2018 Seite 9Page 9

Role of SAIs in improving Public Finance 

Transparency and oversight

• Analyse and assess
• From entity level findings to the aggregate picture
• For the whole of government, what are the most

relevant risks?
• Report and debate

Know what you know

22.10.2018

Apresentador
Notas de apresentação
This is where SAIs come inNote: i am not saying audit.
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Truism 2: Knowing your PFM System is not a once-off

• To what extent are underlying systemic weaknesses causing the day-to-day
malperformance that you are witnessing?

• How would you rate the functionality of your PFM system?

• Do you know the risk areas for your PFM system?

• Are you convinced the government is taking adequate actions to tackle those
risk areas?

• Is your Supreme Audit Institution a competent partner in promoting a 
functionally sound PFM system?

• Is it easy for Parliaments to understand your reports?

• Is government implementing Parliament‘s resolutions on improving PFM?

• Have you seen visible improvements?
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Lack of follow up 
to audit reports

Lack of 
political will to 

make the 
necessary 
changes

Lack of technical 
understanding of what 

needs to change

Lack of 
resources to 

implement the 
necessary 
changes

Audit findings 
are difficult to 
understand 

and interpret

Audit findings are not 
sensitive to, or situated 

within, wider 
understanding of PFM 

systems and therefore lack 
relevance to PFM 

managers

Apresentador
Notas de apresentação
Not just identify the problem, but root causes, and then draw some recommendations/ideas on why the problems are arisingImprove relevance of audit findings by relating them to actual program / sector operations Improve impact of audit findings by making them more cognisant of wider PFM interlinkages Support the development of wider-ranging focus on functionality that goes beyond narrow compliance/control focus or full-fledged Value for Money approachKey is to understand how the PFM system operates
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- there is a need for a common 
reporting framework

- a simple concept that includes 
guidance on a common 
understanding of a PFM system 

- assist with categorizing findings 
and aggregating and comparing
results amongst SAIs. 

- Aim: to emphasize the value and 
benefit of SAIs to the lives of 
citizens as per ISSAI 12.

2017 AFROSAI-E Governing
Board agreed
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PFM Reporting Framework

• The PFM Reporting Framework is for SAIs to identify the most
relevant PFM risks present in their country

• It draws on existing information by collecting findings in a light
diagnostic tool.

• It allows for a systemic thematic synthesis across all individual
entities that a SAI audits

The tool highlights
weaknesses for each
department or entity.
The dashboard generates
a graphic picture and
allows for a comparison
across all core
stakeholders

Benefits
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The PFM RF looks at policy and spending level..

- Covering 80% of spending 
- Most important Ministries / Departments Agencies or
- most relevant SDG areas 
- Reports on SDG 16.6.1 and 2 indicators

Apresentador
Notas de apresentação
This includes also uncomfortable entities, such as Ministry of Defense, or Interior / Police, or Local Government.
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Multi-
departmental

Multi-
jurisdictional

Multi-
international 
government 
departments

Multi-
disciplinary

.. to ensure alignment with 3 fundamental PFM objectives

Key Stakeholders

Ministry of 
Finance

Revenue
Authority

Spending Ministry 
Health

Parliament Spending Ministry
Education

Financial Sustainability is a system’s capability of delivering prudent fiscal 
decisions such that over the medium-to-long term the budget is balanced 

Implementation of policy priorities occur when budgets are 
credible and institutions are capable of delivering on national 
priorities through their planning and allocation processes.

Service delivery depends on 
reliable and efficient use of 
allocated funds implemented by 
accountable institutions.

Apresentador
Notas de apresentação
Given that there is no conclusive view on what constitutes a functioning PFM system, we started with the 3 core objectives it must fulfil. Agreggate spending controlEffective allocation of funding to prioritiesOperational efficiency of allocated fundsAnd discussed, in our workshop last year October, what core risks and evidence of good performance are.
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.. with a focus on form over function 

• Spending decisions
are affordable

• Contingent liabilities
known

Financial 
Sustainability

• Budgets are
comprehensive and 
credible

• Spending reflects
budget as approved

Policy 
implementation

• Cash provided on 
time to Ministries

• Quality procurement
executed as planned

Service 
Delivery

2018/10/22

Apresentador
Notas de apresentação
Important to have a balance between form and function: Form is easy to check, function much less. Which is why we may have an emphasis on form. Is there an MTEF – yes. Does it determine the spending and provide a reliable fiscal framework for 3 or 5 years – you have to go through the entire budget documentation for this. Rather difficult. 



22.10.2018 Seite 17Page 17

What the tool can do: 
Assessing and Reporting on Government PFM 
Performance 

Apresentador
Notas de apresentação
What if an Ags report looked like this? A translation of audit findings into PFM language – which government understands. Which donors understand.
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Reporting on SDG indicator 16.6.1: deviation between
budget proposal and actual expenditure

Overall Process Performance Key Risk Area? Quality Assessment

Performance by Institution Root Causes of Underperformance
Average of all Key Questions assessed for this process for each institution Percent assignment of each Root Cause of Underperformance across all Key Questions for this 

process (excludes Key Questions with a performance grade of 4 which were not assigned a Root 
Cause of Underperformance)

Average of the performance of all the 
institutions engaged in this process 2,2

Risk Area if the performance grade is less 
than 2 No

Number and percent of Key Questions with 
response of "No information" 

2,2

1,5

2,3

2,3

2,7

0 1 2 3 4

Ministry of Finance

Revenue Authority

Ministry of Health

Ministry of Education

Ministry of Agriculture

30,0%

0,0%

0,0%

50,0%

16,7%

3,3%

(1) Policy and legal framework

(2) Organizational structure and human
resources
(3) Information systems

(4) Governance and oversight

(5) Communication and stakeholder
management
(6) Other
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Budget Preparation

Are core sectora l  SDGs  
appropriately reflected in the 
budget proposa l? 

Is  the budget 
submitted to 
Parl iament a l igned 
with long term 
Government 
objectives  as  set out 
in the NDP including 
core SDG targets? 

Assessed for MoF Assessed for RA and MDAs
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Monitors 
integration of
SDGs 

- into
budget planning

- and budget
execution
(monitoring of
implementation)

Does the MoF regularly
monitor and review 
performance against
SDG targets, including
corrective action?

Does the Revenue 
Authority /Ministry 
regularly monitor and 
review its performance
against SDG targets, and 
is there a sufficient
performance level?
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Possible use

• In reporting
 As national PFM performance report
 As chapter in annual report on PFM
 As contribution to analysis of

cross-cutting concerns such as
procurement or non-tax revenue

• In audit planning
 Risk analysis as input to annual

audit planning
 Risk analysis for specific questions or

entities

• In analytics / research
 Review change of performance over time
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Roll out of the Framework

Apresentador
Notas de apresentação
Capacitated trainers piloting the tool Anglophone roll-out (Ghana, Kenya, Zimbabwe, Rwanda, Zambia)Application to SAI court model for Lusophone SAIs (OISC-CPLP – Angola, Guinee, Cabo Verde, Sao Tome, )Application to Francophone system (Senegal, Gabon, Benin)
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Next                              steps

Continue Piloting
OISC-CPLP Countries

Crefiaf

Afrosai-E region

Consolidate findings
Quality assurance

Individual country reports

Regional Report

Input for UN / INTOSAI
HLPF 2019

INCOSAI 2019
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SAIs are empowerd to understand their respective PFM 
environments in a holistic way, and actively participate in 
shaping and improving it in order to deliver upon SDG 16.4 

(effective efficient transparent institutions)

2018/10/22

23

Apresentador
Notas de apresentação
Taking the role of SAIs in auditing PFM systems serious, a systematic viewpoint must be applied that attempts to holistically understand the current situation of the PFM system, its strengths, its weaknesses, the core risk areas, and the resulting implications for service delivery and SDGs. Furthermore, existing information must be compiled (as done in the heat maps) and utilized in strategic audit strategy and yearly audit planning. Finally, applying a whole of government approach in which the audits no longer only result in obtaining findings only for single government entities, but in which these results are holistically compiled to determine those core PFM areas that underpin and pose a risk for the non-achievement of development results. 
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10/22/2018

Thank You
for your attention!
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