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1. BACKGROUND 

1. For the present round of accession negotiations the Commission decided in 1996 to introduce a special negotiation chapter for assessing the internal control systems in the new wave of candidate countries seeking accession to the European Union. The switch to market-oriented policy approaches and modern economic and financial policies also covered developing sound financial management and control in the public sector. 

2. In fact, the latest round of accession negotiations has been the first in which the issue of sound financial management and control has taken such an outspoken role. Not before was the Commission involved in providing support to new candidate countries to establish systems of managerial accountability and functionally independent internal audit beyond those national areas that deal with the management and control of EU-funds. Indeed, the EU Treaty does not give the Commission any remit to interfere with the Member States’ internal control systems, if there is no direct link to the use of EU-funds. 

3. This restriction did not, however, prevent the Commission from making the general statement that national control and audit systems should be of the same high quality and following the same high professional standards which are applied to EU budgetary funds. To find out what quality and standards were being used in the candidate countries became the subject of the Grand Questionnaire in 1996. The replies to this questionnaire gave the Commission a basis to provide the Council with its opinion on the current internal control systems in candidate countries. The recommendations also led to the question on how to optimally advise the relevant authorities in their search for the best available control and audit systems in the Member States and elsewhere.

4. In the early phases of the negotiations the Commission took a neutral position and left it to the individual candidate country to develop its internal control structures on the basis of best practice in the Member States, that would fit in into the existing national control structures. However, a broad analysis of these national structures showed that the existing internal controls were mainly based on complaints and transaction-related inspections, aiming at punishment rather than at prevention. Some form of classical financial audit did exist, but systems-based and performance audits taking into account risk assessment methodologies were virtually non-existent. Managerial accountability was also a concept that had few followers.

5. There was also much confusion in the use of new internal control terms and concepts. The confusion widened with the arrival of an ever-increasing number of consultants and organisations in the field of financial controls and with an ever-increasing diversity of opinions on best practice. 

6. The candidate countries started soon to ask for Commission’s guidance in this rather underdeveloped area. Since the Commission has a direct interest in the establishment of sound financial management and control of the use of pre-accession and post-accession European Funds, a decision was relatively quickly made to help the streamlining of the many opinions and bits of advice that were given to candidate countries. Some internal resistance within the Commission also had to be overcome, as it had been standard policy for the Commission not to favour a national control system of one Member State above another. However, developments in both the candidate countries, but also in the public internal audit field in the West, made it clear that the Commission had to move towards one global policy approach.

7. As a result the Commission looked for best practice in Europe and for the most authoritative international standards (INTOSAI, EUROSAI, IIA). In 1997 the principles of the new approach (which are now well known under the acronym PIFC - Public Internal Financial Control) were 

introduced into the requirements of Chapter 28: Financial Control.

2. Public Internal Financial Control 

8. The PIFC strategy consists of three basic concepts that have to be embraced by the public administrations in the accession countries: 

1. Managerial responsibility and accountability for the sound financial management and control of national budgetary funds (responsibility for first line control back to where the financial decisions are made) and ipso facto of EU-funds; 

2. Functionally but also politically independent internal audit capabilities and 

3. Centralised harmonisation responsible for developing and harmonising methodologies and guidelines for implementing both control and audit systems throughout the public sector, including quality assessment through on the spot checking whether guidelines are properly followed-up. The CHU has special interest in the early phases of developing internal audit in establishing a working audit-net and in awareness raising. 

9. It has thus become clear that the acquis of Chapter 28 is more an acquis of international standards than an acquis of relevant European legislation. To help the candidate countries to achieve progress with the adoption of this acquis, the Commission concluded administrative co-operation agreements with Ministries of Finance. As a result of this co-operation a vast network could be built to support cross-fertilisation of best practices between candidate countries and Member States.

3. Acquis Negotiations 

10. The Commission directed the overall process of replacing or adapting outdated and deficient national control systems, which could not respond well to the new set of control and audit criteria. The longer term and on the spot support was provided for by technical assistance from representatives of the Member States under Twinning Programmes Another most valuable instrument was created, on the request of the Commission, and organised in a highly adequate way by SIGMA of OECD. I mention the Sigma Peer Reviews in candidate countries on PIFC that have been so instrumental in raising awareness at top and middle level management responsible for the introduction of the basic elements of PIFC. 

4. Results and Progress 

11. All these efforts brought more or less uniform control and audit strategies, policies and laws in the thirteen candidate countries of today within a time frame of 6 to 7 years. Whereas I fully agree with SIGMA that much remains to be done in the area of implementation and that the legal and organisational bases are vulnerable to serious misinterpretations, we have to acknowledge that the acceding countries have worked hard to make the best of structures on their way to further develop sound financial management. Most of them are now in the various stages of implementing the adopted laws. Some candidate countries may not yet be as advanced as others, but overall the governments in those countries have been solidly in favour of the internal control model suggested by the Commission. In the annex to this intervention you will find two tables that give an overview of PIFC progress in the acceding and applicant countries. 

12. Progress is being measured in three areas: policymaking and broad discussion in the public sector, legislation and organisational set-up. Policymaking is mainly reflected in the drafting of a PIFC Policy or Strategy Paper (8 countries have done so, one is in the process of drafting, the other four do not have specific policy papers, but have more or less adequately introduced PIFC into their legislation). 

13. Legislation is incorporated in either framework laws to be followed by implementation or secondary legislation. Some countries (six) have decided to develop specific laws on the issue of Internal Audit. 

Tertiary regulation also needed to be adopted. The Commission insisted on the approval of government-wide directives relating to Internal Audit Manuals, Internal Audit Charters and Codes of Ethics for internal auditors. The Commission also suggested developing audit trails, at least fully developed for the use of auditing EU-funds, but also in template formatting for the other sectors of national budget spending. It is good to see that the progress over the last year in tertiary regulation has advanced very quickly and in virtually all countries (with the exception of Turkey) all such regulations have been adopted or are in a very advanced stage of drafting.

14. Finally, on the organisational set-up, we see that in nearly all candidate countries the Ministry of Finance is responsible for the introduction of PIFC and that most countries have chosen for decentralised internal audit, meaning that major spending centres have established internal audit services and that the entire national budget has become subject to internal audit. Only in Malta, Cyprus there are exclusively centralised internal audit services. In all but four candidate countries Central Harmonisation Units have been established, in three others they are about to be established, while in Turkey the establishment of such Unit is waiting for the parliamentary approval of the Public Financial Control and Internal Audit Act.

5. Road ahead 

15. With the financial control and internal audit laws now in place, the attention has shifted from understanding, policy development and law drafting towards implementation and training. What is very difficult for the Commission to establish is the quality of the implementation of the new systems. But we do know that the implementation of PIFC meets with understandable resistance, conservative attitudes and inexperience. The process is tantamount to cultural change, requiring steady persuasion and relevant training, especially in the years to come. Some may say that a determining factor in the negotiations has of course been the fear of embarrassment for getting bad notes in the monitoring reports, but it is my experience, that this fear has been gradually but steadfastly replaced by the genuine feeling that PIFC is good for government, rather than something cumbersome and unnecessarily complex. 

16. In December last year the Copenhagen Council concluded that Chapter 28 for ten acceding countries was finally closed, because many most of the essential requirements had been fulfilled. At present the Commission is monitoring to assess whether the remaining commitments of the acceding countries are being met. The progress on compliance of the remaining commitments by governments in the framework of Chapter 28 will be reflected in the Comprehensive Monitoring Report, which the Commission will present to the European Council of December next. I think I can safely say that in terms of compliance with the acquis, most if not all of the ten acceding countries will have delivered in time. As far as implementation of this acquis is concerned, that is a different matter altogether. 

6. Link between PIFC and SAI’s 

17. As I said before, as soon as the Acceding countries will become Member States, the Commission will no longer be responsible for coaching the further development in PIFC for the general national budgets. In fact, the task of externally assessing the soundness of the PIFC systems, developed by governments will become the subject of external audit.

18. Mr Chairman, already in 1999 the SAI’s of the candidate countries together with the ECoA agreed to give high priority to the use of the so-called “Recommendations” in the future development and work of their institutions. The Recommendations relate to the functioning of SAI’s in the context of European Integration. Recommendation 11 urges SAI’s to focus on the development of high quality, effective internal (management) control systems in audited entities. This seminar e.g. is devoted to that task.

19. It is indeed very much in the interest of the work of the SAI’s that such systems perform adequately, as they should reduce considerably the risks to sound financial management. Also, a well functioning internal audit body within the government, will, in the long run, reduce the work and workload of the external audit. It is thus most important that the external audit bodies are closely involved in the assessment of the newly developed efforts by government to create adequate control and audit systems. This would certainly strengthen their status as watchdog and, as protector of the financial interests of the public at large.

20. It has been my experience that when talking to the SAI’s during monitoring missions, there is still considerable hesitation to speak out about the government’s ways to introduce functionally independent audit and managerial accountability. Perhaps this is because the SAI's had to bring to working order their own houses first and create basic tools for the new tasks ahead. However, governments are right now in the process of building the elements that will have a great influence on the future work of the SAI’s. I think that is has therefore become very important for the SAI’s to provide their opinions publicly about the quality or lack of it of the ways government is building up its PIFC systems. In this respect the SAI’s will become the only source of independent opinion after May 2004.

21. There is one special area where I would like to ask the SAI’s for careful consideration. In some acceding countries it would seem that political interests are hijacking the development of public internal audit. For a number of reasons this is most undesirable. The most important feature of internal audit is the professional integrity to provide management with objective and honest advice on the status of FM/C systems. If that task is being compromised, the entire purpose of internal audit and its usefulness for bringing the control systems for the efficient use of tax payers’ money to the highest levels possible, will crumble. It is important that in the build-up of good control and audit systems, those who will fulfil the audit functions, should be trained foremost in modern audit methodology and audit practice. Furthermore, the government, through the central harmonisation units, should strengthen the adherence to the best examples of ethical behaviour of all those involved. Ethics need to be backed by the top. These early stages of developing internal audit and the dangers involved should not escape the watchful eye of the SAI’s and the SAI’s should not hesitate to openly criticise governments where flaws in relation to ethical behaviour are perceived. 

7. Concluding remarks 

22. Finally, Mr Chairman, I would like to spend some words on the future of PIFC. Two weeks from now the Commission will organise a workshop for Central Harmonisation Units from the candidate countries to discuss their day-to-day problems and bottlenecks in developing PIFC. They are considered to be the driving forces behind PIFC, the engine so to speak and supposed to create strong networks for the benefit of the public internal audit function. We already have analysed their replies to a questionnaire on their concerns and there are three issues, which are considered to be of direct importance:

1. Raising the awareness of internal auditors about their new roles and responsibilities (becoming pro-active and self-assertive); 

2. Raising the awareness and understanding of the higher echelons of management of their new roles and responsibilities and about the meaning and role of the internal auditor and what it means to be functionally independent;. 

3. Expressing the need for pilot joint audits with colleagues from Member States, both relating to the more classical financial audit, but also to the new systems-based and performance audits, to increase the hands-on experience of internal auditors. 

23. The purpose of this workshop is to find common areas for improvement, where the Commission might still be useful in providing support to the fledgling PIFC structures in the acceding countries. The Council has decided to create a Transition Facility to continue providing assistance to the new Member States where their administrative and institutional capacity is still not capable of delivering on par with present Member States. Issues to be addressed by this Facility will be identified in the conclusions of the CHU Workshops and in the Comprehensive Monitoring Report. An amount of € 426 mio in 2004 prices have been set aside for most of the negotiation chapters dealing with administrative and institutional capacities for the three years following the accession date.

24. The Commission will of course continue to further develop with the acceding countries the instruments needed for the extended decentralised implementation systems (EDIS) for the Structural Funds. In fact, DG REGIO is taking over the co-ordination for internal control of the Structural Funds and organises for the first time an annual meeting for Homologues together with the new Member States in October next. 

25. DG BUDG will also reorganise its own services and make efforts to safeguard the networking developed over the past seven years in the framework of PIFC. These efforts are being considered right now and will be made public in the near future. In this context I would like to express my hope that further co-operation between the Commission and EUROSAI will remain possible and fruitful.

