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ABSTRACT

The aim of this thesis is to establish the existence of a discourse of independence in
Australian state audit during the period 1901-84. Since Federation the Australian
Commonwealth Auditor-General (state auditor) has been widely accepted as an
independent officer as a consequence of a persuasive discourse of independence
sustained by successive executive governments. This has arisen primarily from clauses
of the Audit Act of 1901 which relate to the person of the Auditor-General. These
provisions include guarantees of access for the Auditor-General to Parliament and
security of tenure, although not financial autonomy for his Office. The state auditor's
financial dependence on the Executive has meant that his independence has been
conditional and not substantive. The discourse which developed around state audit has
been successful in allowing these flaws in independence to go almost unchallenged.

Interpretations of independence for Australian state audit were borrowed from the
British Audit Act of 1866 which was the culmination of the development of state audit
over the period 1785-1866. This constitutes the first episode or epoch in the
development of modern state audit. The 1866 Audit Act, while providing a measure of
-protection for the person of the Comptroller and Auditor General, had no intention of
creating an independent Audit Office. Not only was this thought unnecessary to ensure
basic checks on the accounting procedures and spending levels of the Executive but, at
the time, it was contradictory to the form to which state audit had evolved in
Westminster governance.

After over a century of dominance the 19th century form of state audit and its
conception of independence borrowed from Britain were seriously challenged for the
first time in the 1970's. Economic and political problems pressured Westminster
governments to change their traditional Westminster conceptions of accountability and
responsibility. This marked the start of the second significant episode in the
development of state audit. The reactions of Britain and Canada at this time provide
models and a foil to understand the coincident changes made to Australian state audit.
Both Britain and Canada responded by widening the mandate of state audit and
instituting a substantive form of independence which gave the state auditor financial
and staffing autonomy from the Executive for the first time.

Following the recommendations of the RCAGA (1974-76) Australia modified the
mandate of the state auditor but refused to enhance his Office's independence. The
state auditor was given explicit authority to conduct efficiency audits but was not given
financial and management autonomy similar to the Canadians to carry out these new
audits. The partial nature of state audit reforms placed state audit in a position where
the imperfections in its independence and therefore the deception of the discourse of
independence became obvious.

The difficulties experienced by the Efficiency Auditing Division (EAD), which was
established in 1978 to conduct efficiency audits, and the state auditor's reactions to
these provide a unique opportunity to highlight the limited nature of Australian state
audit independence and to expose the presence and perpetuation of a discourse of
independence by self interested executive governments.
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FOUNDATIONS



CHAPTER 1

INTRODUCTION

Like most big subjects in the modern world, the problem of
public audit is in its essence hard, dry and technical ... Yet, the
subject is explosive. Without audit, no accountability; without
accountability no control; and if there is no control, where is the

seat of power? [Normanton 1966, p.xii]
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CHAPTER 1

INTRODUCTION

1.1 THE THESIS: THE DISCOURSE OF INDEPENDENCE

The aim of this thesis is to establish the existence of a discourse of independence in
Australian state audit!, as promoted by executive governments, through a study of the
history of the British Exchequer and Audit Act of 1866 (1866 Audit Act) and the
assumption of efficiency auditing between 1978-84 as part of the Australian state
auditor's mandate. These constitute the two most important episodes in the evolution

of Australian state audit.

In order that the independence of the office and position of the state auditor be above
reproach, the discourse of independence used a complex array of constitutional myths,
imagery and ritual to portray the state auditor as free from Executive interference and
control when the reality was that the Executive had at its disposal numerous controls
which had the ability to have a marked effect on the work of the state auditor’. The
very existence of these controls, irrespective of their use, was sufficient to inhibit the
independence of the state auditor. The thesis also shows that the Executive has resisted

any moves to improve state audit independence.

State audit can be conceived as a legitimising institution which provides a means by

which current political arrangements can be sustained. Information from state audit

1. The term state audit is used to refer to the public sector body responsible for auditing the accounts
for the central government. It does not apply to auditors of the governments of individual states, such
as Victoria in Australia, nor does it refer to local government auditors. The state auditor is often
referred to as the Supreme Audit Institution.

2. Normanton has hinted at this darker aspect of state audit by characterising British state audit as
"less exclusively the instrument of parliament than has sometimes been supposed” [1966, p.20].
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gains its legitimacy from the technical, professional skills of the auditors but more by
its projection as a function carried out by independent evaluators. For this process to
be successful, in the sense that it is accepted by groups which need to be convinced,
the legitimacy of state audit as a legitimising institution needs to be placed beyond
contest or dispute. This hegemonic perspective of legitimisation [see Richardson 1987,
p.342] by state audit has been dependent upon a discourse of independence. The key
elements in this discourse have been: accounting numbers which can be regarded as
objective evidence of past actions; a group of trained experts which is seen as a very
select cabal possessing arcane knowledge and characterisation of this priestly sect as
incorruptible, independent agents. When combined, these elements have constituted a
very persuasive discourse of independence in the service of the Executive. By
capturing state audit the Executive has been able to use the rhetoric of independence to

legitimise its actions and position.

The independence of state audit has been more a statement of constitutional fiction
rather than a reflection of the reality, which probably accounts for a general reluctance
in the past to examine too closely the nature and sources of state audit independence.
It is as if state audit independence has been treated very much with Miss Havisham's
wedding cake? in mind: while ever it is left untouched it will stand. More generally,
despite the importance accorded to the role of Auditor General (AG) within
Westminster democracies it has received very little critical attention in the literature,
independence much less. Instead, most examinations of state audit have been limited to
heavily descriptive surveys of past practices and institutional histories [Chubb 1952;

Cathro 1980; Kimball 1976].

This study does not argue that state audit has been devoid of independence or that

confirmations of independence by the state auditor have been a sham. What it does

3. In Dicken's Great Expectations, the wedding cake kept for 50 vears by the jilled Miss Havisham
crumbled to dust at the first touch.
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show is that there have always been limits to the independence of state audit, that these
limits were well known to successive Executive governments and were consistently
maintained by them in their own interests. When the state auditor encounters periods
of stress it is then that these limits become discernible. Then the reality of the
independence of state audit rather than the image is allowed to be visible, if only for a
short period. As a result of the investigative opacity of state audit, particularly in its
relations with the Executive® at high levels, and the secrecy of government, heavy
reliance must be placed on insights gained through windows provided by significant
stages and crises in the evolution of state audit. Richardson, following Giddens, agrees

that

the values which accounting embraces and enacts are implicit in action
and, therefore, invisible to conventional methodologies. One way
around this problem may be to focus on "critical situations” ... where
social routines are disrupted and the implicit become problematic.
Legitimation crises in accounting may provide cases where the premises
of accounting become observable [p.352].

By examining the responses of the state auditor under stress during the introduction of
efficiency auditing between 1978-1984 an attempt is made to lift the mask of social and
political acceptance of the discourse of state audit independence which has been

carefully and strategically crafted over many years.

1.2 THEORETICAL AND METHODOLOGICAL BEARINGS

1.2.1 Westminster Governance and the Responses of State Audit

This thesis is grounded in Westminster constitutional theory which stresses the
constitutional preeminence of Parliament and the accountability of the Executive,

chiefly through its Ministers, to Parliament. The constitutional sovereign power of

4. The term Executive will be used to refer to the sum total of the members of the majority party in
parliament and the agencies used by the elected majority to put its policies into place. The term
‘Government' will be used synonymously with "Executive'.
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Parliament in the 1970's in Australia still bore the unmistakable features as Blackstone

had described them in the late 18th century:

It hath sovereign and uncontrollable authority in making, confirming,
enlarging, restraining, abrogating, repealing, reviving and expounding
laws, concerning matters of all possible denominations ... It can ... do
everything that is not naturally possible [Blackstone's Commentaries
(1765-9), Bk.1, Ch.2].

State audit, according to Westminster constitutional conventions, has come to be
accepted as the most important mechanism which enables Parliament to force the
Executive to be financially accountable and thereby sustain the constitutional, although

not necessarily the practical, pre-eminence of Parliament.

Few writers on politics and constitutional history would agree that the operation of the
Westminster system of democracy has remained unchanged since the 19th century. It
is, instead, well recognised that the model of governance under which we now operate
in Australia is vastly different to that at the turn of the century when the Audit Act of
1901 was passed and it is significantly different to the model of governance which
applied to Australia up until the 1970's. A substantial volume of literature has
addressed the implications of these political changes for the traditional model of
governance perpetuated as Westminster democracy in Australia [Royal Commission on
Australian Government Administration (RCAGA) 1976; Emy 1976; Butt 1967; Cole
1988b]. However, throughout this self examination state audit has largely remained

forgotten.

All legislation is the product of a unique set of social and political forces. State audit is
no different. State audit legislation has not arisen solely out of a constitutional or
political desire in either British or Australian Westminster democracies to provide a
public sector audit function which is entirely independent. Instead of state audit
legislation reflecting purely constitutional needs it has been the result of a vortex of

forces and influences which mask their intent under the convenient banner of
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constitutional propriety. This thesis will show that the circumstances surrounding the
passing of the /866 Audit Act produced a form of audit which was particularly suited
to the set of forces pertaining at the time. Until the latter decades of the 20th century
the core Westminster constitutional principles which evolved around the nucleus of
Parliament in the 19th century in Britain remained remarkably stable as did the practice
and mandate of state audit. A century after its 19th century development the same
audit, with slight modifications, was expected to meet the requirements of very
different combinations of social and political forces but still within the traditional
Westminster structures of governance. Unlike audit in the private sector, state audit is
conducted within a unique set of constitutional and institutional relationships and
forms. State audit cannot operate successfully unless it is consistent with the
constitutional relationships in which it is embedded for it is the constitutional, or more
simply governance, form which determines the objectives of public sector audit. If state
audit attempts to anticipate the form and demands of governance then it moves into a

more contestable arena.

In Britain between the 1830's and the 1860's Westminster governance changed from
what is referred to in this work as a Patronage Model, founded upon what Weber
describes as “tradition based authority’, to an *Administrative Model' of governance.
Tradition based authority is derived from historical understandings or traditions which
have acquired a respect and reverence because of their age and use well beyond living
memory. Weber noted that "(d)omination ... rests ... upon piety for what actually,
allegedly, or presumably has always existed" [Quoted in Mayer 1979, p.527]. In

Gramsci's terminology this is domination by "social hegemony' which arises from

the spontaneous consent given by the great masses of the population to
the general direction imposed on social life by the dominant
fundamental group: this consent is "historically' caused by the prestige
.. which the dominant group enjoys because of its position and function
... [quoted in Mayar 1979, p.524].
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Administrative governance is characterised, in Weberian terms, by ‘legal rational

authority' which is derived from

a belief in the legality of enacted rules and the right of those elevated to
authority under such rules to issue commands ... Submission under legal
authority is based upon an impersonal bond to the generally defined and
functional duty of office. The official duty ... is fixed by rationally
established norms, enactments, decrees and regulations, in such a
manner that the legitimacy of the authority becomes the legality of the
general rule [Weber, quoted in Mayer 1979, p.527].

Each form of governance, and therefore authority, relies upon a congruent set of
institutions and constitutional and administrative conventions to operate. To maintain
their claims as the rightful rulers, as the form of governance shifted in the 19th century
the power elites had to alter the basis of their legitimisation from traditional to legal
forms, hence, the rise of a permanent bureaucracy in the service of the Executive in the
middle decades of the 19th century and the development of modern state audit.
Governance of an administrative form gave rise to a form of state audit which

emphasised legality, regularity, form and economy of operation.

With a very formalised, objective mandate which kept the state auditor out of policy
issues for nearly a century there was little pressure for the reform of state audit. In the
1970's this began to change as the form of governance entered a period of
transformation from a 19th century 'administrative' form with its attendant formal
concerns for financial stewardship, legality and regularity to one which valued good
decision making in the use of public sector resources. In the 1970's tentative
expressions of a managerial philosophy in the public service signalled the most
significant changes to Australian governance since Federation. This was accompanied,
however, by only a partial realignment of the role and the position of the state auditor
with the new demands of the emerging 'managerial' form of governance. In the context

of this thesis, in the period 1978-84 Australia's governance was in a state of transition
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between administrative and managerial models of governance. Accordingly, when
efficiency auditing was introduced in the seventies it was a response to a form of

governance which was not well developed.

The difficulties experienced by the state auditor in implementing efficiency auditing
between 1978-84 were largely due to a misalignment between audit technologies,
concepts, principles and objectives and the governance model in which efficiency
auditing was to operate. Both institutions and individuals found themselves forced to
accept a mode of audit which could not easily or properly be accommodated during a
period of governance transition. While the issue of congruence between governance
and state audit is a pervading concern of this thesis, the consequences of a mismatch

for state audit are its most arresting feature.

The overwhelming of the traditional public service culture by rival, prosaic, managerial
philosophies in the eighties, which owed their attraction to the axioms of positive
economics, threw state audit into a crisis of identity. It was forced to grapple with
changed interpretations of accountability which could not be easily accommodated
within traditional audit methodologies and technologies. More serious has been the
underlying inconsistency of new forms of accountability demands on public service
managers with traditionally accepted interpretations of the state auditor's

independence. This conundrum is a key concern of Parts II and III of this thesis.

1.2.2 History as Narrative

Examination of a discourse inescapably demands that this be embedded in historical
description. By definition, a discourse's predominant characteristic is its historical
ancestry. Accounting history has been defined by the American Accounting
Association's Committee on Accounting History as "the study of the evolution in
accounting thought, practices and institutions in response to changes in the

environment and societal needs" [1970, quoted in Napier 1989, p.237]. History
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informs the present by illuminating the path to the present ie. the underlying forces and
influences which produced the historical positions [Previtts, Parker and Coffman 1990,
p-3; Napier 1989, p.2395]. Researchers in accounting (auditing) have been reminded
that to "the extent that the social construction of reality is generally a long-term,
gradual process, the research strategy should also focus on building a knowledge of
context” [Covaleski and Dirsmith 1988, p.548]. Accounting (auditing) is not an
ideologically sterile technology [Laughlin and Lowe 1990, p.16; Laughlin 1987, p.480;
MaclIntosh and Scapens 1990, p.468, Chua 1986, Hopwood 1987, p.213]: the
framework of accounting is society and can only be understood in this framework

[Dillard 1991, p.9]. The study of accounting history can be used

as a way of demonstrating that the legitimacy of a particular body of
professional knowledge, its status as a naturalized and neutralized body
of techniques, is a historically contingent state of affairs [Miller, Hopper
and Laughlin 1991, p.395].

In a similar vein, Hopwood and Johnson have praised the emphasis of many historians

on

taking temporal sequences seriously when attempting to understand the
emergence of outcomes and events. They strive to ask questions of
social structures and processes when they are understood to be situated
concretely in time and space [1986, pp.38-39, quoted in Poullaos, 1992,
chapter 2].

Given that auditing is now well accepted as a subset of accounting practice these

descriptions are taken in this work as equally applicable to the study of state audit.

English and Guthrie have recently complained that most public sector research has
treated audit in isolation from its sociopolitical context and called for future research to
correct this neglect [1991, p.347]. Numerous other studies have also referred to the
"web of social factors" in which the meanings of accounting have been imbedded and

the way that these have been "seriously underresearched" [Laughlin 1990, pp.16,34,35;

5. See Arrington and Francis [1989] for more on the role of history in the process of social
illumination.
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Neimark and Tinker 1986; Burchell, Clubb and Hopwood 1985; Miller and O'Leary
1987]. This thesis has taken these injunctions as its motive force. Accordingly, it sets
out using the two central episodes in state audit to build a history of the interplay
between the social and political context of state audit and the requirements of
Westminster constitutional theory to illustrate the role of the Executive in

constructions and interpretations of state audit independence.

An historically informed study enables identification of the major players, forces and
institutions as well as clarification of social and political events in which lie the seeds of
a critical analysis. These elements, according to Megill, constitute a narrative form of

history composed of:

action (carried out by an agent) and happening (an impingement on a
character) ... , character (which acts) and setting (which impinges).
Two of the elements (action and happening) occur; two (character and
setting) simply are. The first two we call "events"; the last two,
"existents" [Megill 1989, p.645].

In terms of the historiographical approaches described by Stone [1979], Megill [1989]

and Porter [1981] this study can be described as narrative, if

(n)arrative is taken to mean the organisation of material in a
chronologically sequential order and focussing of the content into a
single coherent story, albeit with sub-plots [Stone 1979, p.3].

Porter believes that "traditional historical narratives are the most effective way to
express our understanding of temporal events" [1981, p.ix]. Guthrie and Parker [1991]
have called for accounting history researchers to reconsider the significant
contributions which a narrative form of history can provide to reconstructing the
socio-political context of accounting development. They argue that historical events
cannot be understood as solitary objects or unique historical artefacts but only as part

of an ongoing temporal process. Following Porter [1981], Guthrie and Parker state
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that the best way to make sense of historical events is to examine the prior conditions
from which they arose through the use of the technique of the narrative [p.5].
Polkinghorne favours the narrative for the way it orders individual events, thereby

making them

comprehensible by identifying the whole to which they contribute. The
ordering process operates by linking diverse happenings along a
temporal dimension and by identifying the effect one event has on
another, and it serves to cohere human actions and the events that affect
human life into a temporary gestalt [1988, p18, quoted in Poullaos
1992, chapter 2].

Narrative has long been the traditional approach to history writing which, until
recently, had fallen into disfavour in the face of aggressive universalist, so-called
scientific historiographies [Burke 1991b, pp.14,15]. The privileging of these 'scientific'
paths to history caused a narrowing of historical perspective and at the same time,
laments Hamerow [1989], exclusion of historical writing's traditional audience of

amateur enthusiasts through its arcane statistical and theoretical discourses.

Scientific or analytical histories had to have a central research problem, usually in the
form of 'Why did X occur?', as opposed to research agendas seeking answers to 'What
happened?'. Critics of the scientific approach have argued that what seems to have
been forgotten is that when historians ask the question, for example, "Why did the
1789 French Revolution oécur?" they are relying upon general acceptance that an
event which could be described as the French Revolution did indeed occur and in
1789. Historians cannot begin to ask "Why iz occurred"” if there is no agreement about
the temporal existence of "it”. Accordingly, in the initial stages of historical
investigation questions of Why may have to take second place to questions beginning

with What [Megill 1989, p.648]. Historians do not

simply ... explain, as some contend. On the contrary, they first of all
recount, in delight or fascination or horror or resignation. Upon
recountings (descriptions), explanations arise [Megill 1989, p.653].

Z NNN9 03132037 2
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Thus, integral to the narrative in history is both description and analysis.

Analogously for this thesis, to ask the question 'Why has Australian state audit not
been independent? must be premised on acceptance by an interested audience that
state audit was not independent. If, as this thesis argues, state audit has been widely
accepted as being independent of the Executive the 'Why' question is immediately
contentious and cannot be settled until agreement is reached about the subject of the
question ie. the lack of independence. Explaining why state audit was not permitted to
be independent is far less problematic than gaining recognition for the proposition,
which is the endeavour of this work, that independence was not present in the period

which encompasses the episodes which are the subject of this thesis.

Before historians can begin to ask and then to answer a significant question they must
be aware of the need to ask the question. Often, therefore, the first task of the historian
is to raise the consciousness of the observer, to part the veil of deceptive experience,
to question comfortable conventions by "telling what was the case" [Megill 1989,
p.647]. Fay's 'self estrangement theory' determines that most people are unaware of
the dichotomous existence they experience; that "human existence is split into two
spheres, the manifest/ordinary and the hidden/ extraordinary” [quoted in Dillard 1991,
p.15]. The former is seen and sensed. The "hidden' consists of those belief systems,
conventions, social structures and practices which by their ancestry and diffusion
remain unchallenged. These constitute the substance of a discourse. Kress [1985]
defines discourses as "systematically-organised sets of statements which give
expression to the meanings and values of an institution"¢[p.6]. Discourses provide the

means to construct a persuasive reality through their unobtrusive ability to

define, describe and delimit what it is possible to say and not possible to
say (and by extension- what it is possible to do and not to do) with

6. This work is not a linguistic or semantic study of "discourse" which would be concerned with the
architecture of a discourse. Instead, it is an examination of the discourse through empirical practice.
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respect to the area of concern of that institution ... A discourse provides
a set of possible statements about a given area, and organises and gives
structure to the manner in which a particular topic, object, process is to
be talked about. In that it provides descriptions, rules, permissions and
prohibitions of social and individual actions [Kress 1985, pp.6-7 in
Yeatman 1990, p.164].

An important aim of this work is to raise the level of consciousness in the debate
surrounding state audit independence, to enlighten by providing alternative
explanations for the observable and accepted. In terms of Dillard's definition, this thesis
is radical structuralist to the extent that it is concerned with power and privilege which
arise from these exploitive, hidden structures contained within the discourse of
independence [1991, p.14]. In terms of Morgan's schema of 11 major metaphors
relevant to accounting, this thesis sees the discourse of independence as stemming
from "accounting as politics”" and "accounting as mythology" [1988, p.481]. In the first
instance, accounting and accounting systems are seen to "reflect and support the values
and needs of specific interest groups" [p.481]. As mythology, "accounting systems
provide a societal resource to be used in sustaining myths of rationality, and as a means
of justifying rationalizing, and legitimising decisions that ultimately serve other
individual and sbcial ends" [p.481]. Both of these metaphors will be shown to be
mutually consistent and mutually sustaining in the context of the discourse of state

audit independence.

1.2.3 The Tools of Research Used in this Historically Informed Study

Generating the historical narrative of this study has relied upon naturalistic, qualitative
methods [see Covaleski and Dirsmith 1988, p.8]. These included a thorough search of
archival material at various repositories in Britain and Australia and a study of the vast
quantity of public sector reports, with their associated Minutes of Evidence, emanating
from numerous public sector inquiries in Britain and Australia throughout the 19th and
20th centuries. Chapter 3, for example, is mainly based upon documents found at the
Public Record Office at Kew in England, the British Museum and Gladstone's St.

Daeniol's Library in Wales. Also, most sections of the thesis drew heavily from a
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detailed examination of legislation relevant to state audit and the record of

Parliamentary debates in Hansard.

While publicly available material provided the bulk of the foundations for this study it
was only of limited assistance when it came time to follow the establishment of
efficiency auditing in Australia in the late 1970's. For this, research had to rely upon
interviews with people who had in some way played an active, key part in the
establishment of efficiency auditing, usually at a very senior level, and internal
documentation provided by sources outside the Australian Audit Office (AAO). The
main purpose of these interviews was to fill out the organisétional sociology of the
AAO and to get behind the public face of the Executive. In light of the reluctance of
the AAO to open any of their files to the researcher’, access to documents in the
possession of past AAO members provided information on the internal, hidden
workings on the AAO which proved crucial to the writing of Chapters 5 and 6. The
secrecy which has surrounded the inner operations of st‘ate audit, indeed all
government departments, in the absence of 'whistle-blowers' will continue to limit
severely the public sector subjects open to academic study. This study is therefore
unique in that for the first time a researcher has been able to map some of the tides of

change occurring within the AAO.

1.3 THE EPISODIC NATURE OF THE STUDY
To accomplish its aims this study focuses on the two key periods in the development of
Australian state audit, as illustrated in Figure 1.1 below. The first covers the period

1785-1866 and encompasses the extended lead-up to and the passing of the British

7. Throughout the research for this work the Australian Audit Office (AAO) has provided only a
minimal level of assistance. No access has been allowed to the Office's records in deference to the
secrecy provisions of the Audit Act [section 14(C), part (3)]. The AAO's reticence to open any of its
files raises the suspicion that the secrecy provisions of the Audit Act can be used as a means to protect
the Office from external examination. Reliance upon the need to maintain secrecy to preserve the
national interest traditionally has been used by public sector administrations to keep out prying eyes.
Open government has not been the preferred modus operandi of Australia's Westminster democracy
[see for example the comments of Wilensky, Sydney Morning Herald, 13 June 1994].
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Audit Act of 1866 which formalised the office of the state auditor within the
Westminster form of democracy and set the pattern of audit which was later adopted
by the Australian Commonwealth Government after Federation. The /866 Audit Act
was a belated response to constitutional apprehensions of the actions of the Executive.
Even as late as the mid 19th century it was difficult for the English Parliament to forget
the constitutional crises of the 17th century when the Executive, led by rogue
monarchs, had sought to usurp the authority of Parliament. Parliament came away
from these threats to its existence convinced that the best control over the Executive
was achieved by holding the purse-strings of the nation's treasury. The /866 Audit Act
was designed to reinforce this means of control by ensuring that the Executive had

spent only as allowed by the Appropriation Acts [see Funnell 1989].

The second episode covers mainly the decade between 1974 and 1984 during which
the audit mandate of the Australian state auditor expanded to include efficiency audits.
Examination of efficiency auditing will be limited to this period. Auditor-General
Steele Craik described efficiency auditing as "perhaps the single most important
innovation to confront Auditors-General in Australia in this century" [1980b, p.19]. In
1978 a new audit division, which was to operate separately from the rest of the
Australian Audit Office [AAO]®, was established and given sole responsibility for
efficiency auditing. In 1984 this division, the Efficiency Audit Division [EAD] or
Division E, was disbanded and the efficiency auditing responsibilities were assumed by
the other operating divisions of the AAO. The EAD's active life was contained entirely
within the time that the Fraser Coalition was in government, 1975 to 1983. As a
consequence, the party-political context of efficiency auditing was uniform throughout
its existence. The life of the EAD, therefore, provides a good opportunity to examine

the relationship between the state auditor and the Executive. Shifts in the Executive's

8. A change in title for the Auditor-General's Office to the Australian Audit Office was approved in
1981. It was subsequently changed in 1989 to the Australian National Audit Office (ANAO). In this
thesis, for ease of reference and where it would not otherwise confuse, the Office of the Auditor-
General of the Commonwealth of Australia subsequently will be referred to as the AAO.
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attitude towards efficiency auditing can be seen to be the reactions of the midwives of
efficiency auditing and indications of a government which had changed its mind and

wished to temper the behaviour of the offspring of its misplaced and ill conceived early

confidence.
Figure 1.1
EPISODES IN THE EVOLUTION OF STATE AUDIT
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Between the two episodes selected there was little change in the Westminster state
audit paradigm. Audit technology may have advanced from detailed transaction audits
to systems based auditing but the objectives, role and form of independence of state

audit were still very much as they were at the turn of the century. Within the existing
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administrative form of governance there were no compelling reasons to question and
revise the conventions and understandings which surrounded the office of the state
auditor and which served each side of Parliament. The observation of the Joint
Committee on Public Accounts (JCPA) in 1988 that there had never been a major
review of Australian state audit underlines the neglect which the state auditor has

experienced at the hands of the Executive over an extended period.

As part of the examination of the second episode of state audit, reforms in Britain and
Canada are examined to provide a broader context in which to examine Australian
changes and to establish a standard of audit reform with which to compare Australian
state audit. Canadians reforms are particularly relevant because of Canada's close
similarities with Australia's governance and state audit and because the Canadian
reforms preceded the Australian reforms. Canada's experiences are also important for

the radical improvements they brought to the independence of state audit.

A close examination of the events surrounding the two pinnacles of state audit in this
study ie. the British /866 Audit Act and the 1978 efficiency audit amendments,
highlights audit reform as the reaction to the convergence of a unique set of forces on
each occasion and not the primacy of overarching Westminster constitutional demands.
During the second episode the audit changes when implemented placed state audit
under considerable stress as it sought to grapple with new audit challenges by
extending existing responsibilities and implementing new audit technologies but
without supporting changes to the form of governance. It is in periods of induced
stress when state audit was under threat that the superstructure of conventions, myths
and accommodations which shaped unseen the practice of state audit can be detected.
It is not unusual for stress to illuminate the hitherto unsuspected or previously
conjectured. It is the reactions of the state auditor under extreme stress which provide

the most important conclusions from the early experience of efficiency auditing and
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insights into the ‘real' relationship between the state auditor, the Executive and

Parliament.

While ever the Australian state auditor was occupied with matters of legality and
regularity and made observations on economy, the existing form and extent of state
audit independence did not present a significant problem for the Executive. This did
not mean that the Executive was immune from criticism from the state auditor. Rather,
the narrow focus of state audit meant that any crticism would be of very limited
consequence and unlikely to overly embarrass the Executive. When the mandate of the
state auditor was extended in 1978 to include efficiency auditing the nature of state
audit's relationship with the Executive and therefore the quality of its independence
which had lain relatively dormant since 1901° rose to prominence as the state auditor
began to move his questioning gaze to matters of policy implementation. The state
auditor now had the legislated right to examine the Executive's ability to manage the
resources entrusted to it by parliament. This moved the level of interest in the
operation of the Executive's departments to top management levels and opened the
state auditor to more frequent and virulent criticism, criticism which he!'® found
difficult to meet without retreating from his efficiency auditing mandate. The thesis
argues that the movement of the state auditor back towards the relative safety and
familiarity of traditional compliance audits was a consequence of the shallowness of

state audit independence.

1.4 THE PLAN OF THE THESIS
The purpose of chapter 2 is to place state audit within the context of Westminster
democracy and to examine various interpretations of independence which have been

used in the discourse of state audit independence. It will be shown that these

9There have been investigations of the work of the Auditor-General, one being a consequence of
financial control and audit deficiencies which were exposed during the First World War [Royal
Commission on Navy and Defence Administration, 1918, Commmonwealth Parliamentary Papers).

10. Throughout this thesis the masculine form of address will be used only because there have never
been women appointed to the post of state auditor in Britain, Canada or Australia.
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interpretations have supported a definition of independence which contradicted
relevant legislation and audit practice. Particular emphasis is placed on the difference
between independence for the person of the state auditor and independence for the

Junction of state audit.

Chapter 3 is concerned with the British antecedents of Australian state audit which
encompass the first significant episode in state audit; the evolution of traditional
financial/compliance audit and attendant conceptions of state audit independence. Of
particular concern in this chapter is explication of the motives which gave rise to the
state audit reforms of the 19th century and the level of Executive control over state
audit through provisions in the /866 Audit Act which gave the Treasury a central,
powerful role in state audit. It is within the study of the forces shaping British state
audit in the 19th century that lies an understanding of the form of independence which
has characterised Australian state audit in the 20th century and the difficulties it later

experienced with the introduction of efficiency auditing.

Chapter 4 introduces the second episode in the development of state audit. Attention is
initially focussed on a study of traditional Westminster conventions of accountability. It
then examines the new emerging economic, social and political context in the
development of state audit in Australia, Britain and Canada in the 1970's and the
implications of these for changing conceptions of public sector accountability. For
comparative purposes the responses of the Westminster democracies of Canada and
Britain to new accountability demands arising from the rise of a managerial form of
governance are examined. Both these Westminster democracies couple an expanded
audit mandate, to include efficiency auditing, with radical improvements in the

independence of state audit.

Chapter 5 covers Australia’s responses in the 1970's to the growing pressures on its

traditional administrative form of governance. It examines the recommendations of the
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RCAGA for reform of the Commonwealth public service and corresponding changes
to the state auditor's mandate. In contradiction to the extensive Canadian and British
reforms to state audit independence, as covered in Chapter 4, this chapter shows that
the Fraser Government had no intention of emancipating state audit. Instead, giving the
state auditor responsibility for efficiency auditing in the absence of reforms to the
conditions impinging on the independence of the audit office was to place state audit in
a very vulnerable, even impossible position. This chapter therefore highlights Executive
resistance to enhancing independence and its intention to play a waiting game in the

reform of state audit.

The purpose of Chapter 6 is to use the state auditor's problems with efficiency auditing
to show the flaws in the independence of his Office. Executive and state audit reactions
to efficiency auditing provide rare examples of the nature and strength of the discourse
of independence which has regulated Australian state audit. It shows that Executive
attempts to muzzle or hobble the state auditor can be covert, operating as they do
through personal representations and public sector conventions or through more overt
financial controls. Chapter 6 firstly traces the establishment of efficiency auditing in the
AAQ through the creation of the Efficiency Audit Division [EAD] in 1978. It then
shows, on the basis of the state auditor's early difficulties with efficiency auditing, how
the Executive through its departments was successful in forcing the state auditor to
retreat from the intrusive investigations of efficiency auditing because he saw the
pressures arising from within the Executive as compromising his independence.
Restricting the number of efficiency audits provided the state auditor with the means to

reduce his exposure to criticism and to regain some of his lost credibility.

Chapter 7 summarises the conclusions reached throughout the thesis and proposes a
direction which state audit could follow into the 21st century. It argues that the
requirements of a managerial public service culture make it inevitable that the greater

managerial freedom given to all other departments of state cannot be withheld from the
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state auditor much longer. Thus, paradoxically, no matter how reluctant they may be to
give the state auditor "more teeth" the hand of the Executive will be forced by its own
managerial reforms which have emphasised devolution of authority and greater
financial autonomy for public sector agencies. The longer it delays with reforms to the
independence of the state auditor and the more impatient he becomes with the
handicaps which govern his operations the more obvious the self serving nature of the
Executive's resistance will become and the less able will they be to sustain the

discourse of independence.



CHAPTER 2

THE EXECUTIVE, STATE AUDIT AND INDEPENDENCE

We recognise that there is ambiguity about the present status of
the Comptroller and Auditor General in that, although he is
described in the Exchequer and Audit Department's Acts of
1866 and 1921 as acting "on behalf of the House of Commons',
he is nonetheless required ... to undertake certain activities on
the instructions of the Treasury ... This situation is clearly
unsatisfactory. That cardinal principle of independence is neither
apparent nor, under existing statutory provisions, real. If the
Comptroller and Auditor General and his staff are to carry out
their functions on behalf of the House ... without any element of
direction or control by the Executive, the existing statutes
require amendment to provide safeguards against Executive
control. [Great Britain, 1977-78, First Report of the Select

Committee on Procedure, Vol I, p.ciii.]
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CHAPTER 2
THE EXECUTIVE, STATE AUDIT AND INDEPENDENCE

2.1 INTRODUCTION

The purposes of this chapter are: to clarify the role of state audit within Westminster
governance, to investigate the importance of independence for state audit and to
establish interpretations of independence usually associated with state audit. The bases
upon which these meanings have been constructed will be examined to show how they
have been used successfully to sustain an image of an unfettered, autonomous state

audit function.

The need for a state auditor and for the state auditor to be independent are undisputed
in the literature and in practice [Recommendations of the 9th INCOSAI 1977, 30
Years of INCOSAI, 1983, p.85; AAA 1973, p.13; Bishop, Senate debates, 17 June
1991, p.4686; ASCPA 1994]. To deny the relevance of independence to the office of
the state auditor is to question the value and, as a consequence, the need for the very
existence of audit. Pois in his study of the United States General Accounting Office

(GAO), observed that:

there is such widespread acceptance of independence as a sine qua non
of state audit that there seems to be little point to engage in the
academic exercise of marshalling the arguments in support of this
proposition [1981, p.70; for similar conclusions see also Kimball 1976,
p.40].

Adoption of this position has tended to circumvent discussion of the genesis and the
role of independence in state audit'. By starting with acceptance of the importance of
independence an implicit presumption is made that independence is not only inherent to

state audit but that independence in this context has a clear meaning. This thesis will

1. Unless indicated otherwise the term state audit will refer to audit as practiced in Australia by the
Commonwealth Auditor-General and in Britain by the Comptroller and Auditor General (C&AG).
Throughout the discussion in this chapter reference will be made to the British ancestry of Australian
state audit. It is left to Chapter 3 for a detailed history of British state audit in the 19th century.
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show that the former is certainly not true and, as this chapter will demonstrate, the
latter is also incorrect. To question the very existence as well as the nature and
meaning of independence in state audit is to make a deep incision in the discourse
which has developed around state audit independence from the middle decades of the
19th century in Britain. From this time until the latter decades of the 20th century, the
state auditor in Britain and, in the 20th century, Australia has been consistently
projected as carrying-out his work without any significant interference from the

Executive, at any level.

Independence is a qualitative characteristic of audit. There are no universal criteria to
detect its extent or even its presence. Any measurements of independence depend upon
external referents or proxies which are designed to give it empirical verification. By
itself independence has no meaning or significance. Independence has strong political
dimensions, in the sense of being implicated in the contests of rival power groupings; it
is of interest only because it can be seen to be of sectarian service to interested parties,
certainly not to improve the precision and engineering of audit for its own sake. As a
consequence, interpretations of audit independence have been the target of capture by
powerful interest groups. The work of Cooper and Sherer [1984] has shown that
accounting practices, of which auditing is a prominent component, can never be merely

technical instruments. Rather, they need to be

recognised as being consistently partial; that the strategic outcomes of
accounting practices consistently ... favour specific interests in society
and disadvantage others [Quoted in Likierman, 1989, p.626].

Independence in the context of state audit has meant that which dominant interest
groups have allowed it to mean, hence its nature as a discourse. There is no absolutist,
apolitical meaning to independence. It is a socially constructed belief. In the case of
state audit in Britain and Australia, it has been the Executive which has been extremely

successful in creating and sustaining a discourse of independence, with attendant and
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privileged interpretations of independence, which has been very much in the

Executive's own best interests.

Independence only makes sense in relation to some objective to be achieved. Being
restricted to this objective does not detract from independence, even though other
objectives are precluded. It is not the goals which impose upon independence but
attempts to deflect the state auditor in the pursuit of those stated goals. In the case of
the state auditor, goals are derived from his mission as expressed in his enabling
legislation. Within the parameters of this legislation the state auditor is expected by
those not party to the audit to act independently in the achievement of the objectives
stipulated. Independence can, therefore, be seen as a "relative and not an absolute
quality" [Great Britain, 1981, Committee of Public Accounts, /nquiry into the Role of
the Comptroller and Auditor General, Appendix V, p.12]. There must be some limits
to the auditor's independence otherwise, believes Schandl, audit would "degenerate
into the anarchy of autism or the autocracy of the ... auditor [1978, p.192; for similar

judgements see Sutherland 1986, 1991].

Independence can be conceived as a relational state: one is independent from or in
respect to something. For state audit the relational state is most often taken to be in
reference to the Executive, although in Australia the state auditor has argued that he is
also independent of Parliament [AAO, Annual Report, 1991-92. p.3]. According to the
AAO's Auditing Standards

an essential element in the independence of the Auditor-General is the
absence of any direction by the executive government in relation to the
Auditor-General's performance of his or her mandate. In particular the
Auditor-General should not carry out, modify or refrain from carrying
out an audit, or suppress or modify audit findings at the direction of a
minister of the government [1987, para.2.2.2.2].

Mosher recognises that independence in the context of state audit
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concerns the freedom of an individual or agency from outside pressures
or influence in the reaching of its decisions and carrying out its
activities. In this sense, independence is nearly synonymous with
objectivity, freedom from hierarchical, political, special interest,
personal, or other partial bias [1978, p.235].

It would therefore follow that in order to ensure the state auditor's independence from
Executive pressures that the state auditor be administratively and financially
independent of the executive. This chapter will demonstrate that this has never been
the case in Australia, and only recently in the Westminster democracies of Britain and
Canada [see Chapter 4]. Instead, the executive has had recourse to numerous controls
over the work of the state auditor. Most importantly, the office of the state auditor in
Australia has never been financially independent of the Executive. Further, the state
auditor in Australia has never enjoyed administrative control over his own Office, free
of executive prying and final say. It was not the intention of the Australian /90/ Audit
Act” or its predecessor the 1866 British Exchequer and Audit Departments Act [ 1866
Audit Act | to create a state auditor who was beyond the influence of the Executive.
This was not only inconsistent with the development of Westminster state audit from
the mid 19th century, as Chapter 3 demonstrates, but was also antithetical to Executive

interests.

Despite the very obvious extent of legislated Executive influence over state audit, the
Executive was instrumental in the construction and promotion of a convincing and
resilient discourse of state audit independence which was successful in embedding an
interpretation of independence which has been at odds with the operational reality.
This has led to multiple and often conflicting beliefs about what is and what ought to
be the nature of independence in state audit’. Through a well managed discourse of

independence the Executive was able to have very extensive controls over state audit

2. Or any subsequent amendments to the Audif Act

3. Chapter 6 will examine some of the problems which these differing interpretations of state audit
independence caused at the time when efficiency auditing was introduced in Australia in the late
1970's.
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accepted as benign and untainted by political interests, thereby maintaining an illusion
of independence for state audit [see Transcript of interview of Auditor-General Taylor
with Pru Goward, Radio 2CN, 14 September 1989]. The discourse of independence
has overlain the imperfections of the state auditor's independence with institutionalised
constitutional myths, rituals and belief systems. The British Committee of Public
Accounts (PAC) in 1980, in comments equally pertinent to the Australian clone of
British state audit, alluded to this persistent subterfuge and the dichotomy between
actual or legislated independence for the person of the state auditor and beliefs about
the independence of Office of state audit by concluding that "theoretically he (the state

auditor) is not independent" [Report, p.3].

Section 2.2 following provides the definitons of independence which will be used in the
remainder of this thesis. Section 2.3 establishes the importance which state audit has
come to acquire in Westminster governance and the reasons why it is accepted as an
essential element of Westminster constitutional theory. The chapter then examines
reasons why independence is regarded as essential if state audit is to play the
constitutional role it has been allotted. This is followed with a discussion of how
independence has been interpreted and the sources of these interpretations. The
chapter concludes by pointing out the flaws in these interpretations and how these have
not stopped Executive governments using the image of state audit having substantive

independence for their own purposes.

The structure of the chapter can be represented as follows:
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CHAPTER 2 PLAN
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2.2 DEFINITIONS OF INDEPENDENCE WITHIN THE DISCOURSE

2.2.1 Substantive Independence v. Conditional Independence

The discourse of state audit independence has generally been successful in
masquerading a very limited form of independence as substantive independence. For
the purposes of this work state audit will be defined as having substantive
independence if: the Executive is not permitted to determine the organisation of the
state audit office, including staffing levels and position categories; the Executive
cannot influence the program and conduct of audits and the dismissal and appointment
of the state auditor are beyond the sole discretion of the Executive. Independence of
this form requires that the state auditor be staunchly independent in attitude and that
his Office is not directly financially dependent on the Executive*. State audit in
Australia has never experienced substantive independence. Substantive independence
will also be affected by: the cooperation of auditees, parliamentary support, Executive
reactions to unfavourable reports and the co-operation of central co-ordinating

departments.

Belief in the substantive independence of state audit depends heavily on the perception
that the state auditor is unfettered in the governing of his office and that there are no
impediments to the state auditor's direct access to Parliament. Substantive
independence cannot be conditional or of a variable quality which is contingent upon
powers and events outside the state auditor's control. Thus, substantive independence
is built upon a state of exclusion whereby potential sources of influence must be
precluded for it to exist. To admit a degree of intervention or control is to abnegate
control and to relinquish substantive independence. At the heart of substantive

independence, therefore, is a system of beliefs about the standing of the state auditor's

4. Mautz and Sharaf in their classic study of audit referred to audit independence having three parts:
programming independence, which provides freedom from control or undue influence in the selection
of audit techniques; investigation independence, which gives the auditor the freedom to select audit
targets and reporting independence, whereby the auditor is not inhibited in the reporting of the results
of audits [see Knighton 1979, p.6].
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authority as compared to potential sources of threat to his independence. It is a matter

of relative power.

In order to enhance the appearance of substantive independence, intervention by the
state auditor in the management of the auditee should be limited [AAO, Auditing
Standards, s.2.2.2.1, 2.2.3.10]. This does not mean that the state auditor must
maintain a position of strict isolation from the management of Executive agencies,
although this has been a marked feature of state audit. It has also been the source of
considerable conflict within the state auditor's office and between the state auditor and
auditees as diverging interpretations of the role of state audit emerged in the late

. 5
seventies.

Other definitions of independence can be identified in the literature and are used in
practice. Three types of independence can be distinquished: legal, fiscal and political.
Legal independence is is derived from relevant statutes and can only be interpreted in
this context. It refers to provisions which are designed to identify and proscribe
behaviour which could be construed as interfering with the duties of a public officer.
Fiscal independence can be of two types. One describes relaxation of central financial
controls by the Treasury while the second meaning refers to the ability of the auditor to
generate and to retain revenues without going to the Treasury. Political independence
is present if no overt or covert attempts are made by political actors to influence the
work of the state auditor. Substantive independence will only be present if state audit

independence encompasses all three of these types of independence.

Statements of auditing ethics of the professional accounting bodies, following Mautz
and Sharaf [1961], refer to professional independence. This will exist when a member
"at all times performs his work objectively and impartially and free from influence by

any consideration which might appear to be in conflict with this requirement"

5. The subject of Chapters 5 and 6.
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[ICAEW, 1988, Guide to Professional Ethics]. The emphasis in this description of
independence is on the ‘professional' and personal qualities of the private sector
auditor which encourage the appearance of independence. In public sector auditing
professional independence, in the sense of having regard for the obligations imposed as
a member of a recognised profession, has not been the dominant factor in the work of
the state auditor. Instead, constitutional interpretations of the allegiances of the state
auditor and his auditing obligations have held priority [see AAO, Auditing Standards
1987, sections 1.4.7 and 2.1.2]. This, particularly prior to the late seventies, was both a
reflection of the political environment in which the state auditor operated and also the
low priority given to association with the accounting profession at large [AAO, 1974d
and 1978a]. Auditor-General Steele Craik gave notice that, while standards of the
professional bodies are relevant to the state auditor, the first allegiance of the officers
of his department must be to the needs of Parliament, even if these caused a conflict
with the demands of the profession [AAQO, Further Study for Officers in the
Commonwealth Auditor-General's Office, 1979a]. By the early eighties this attitude
became increasingly outdated with the changes introduced in public sector accounting
as a result of management improvement programs. As Figure 2.1 below demonstrates,
the allegiances of the state auditor and private sector audit have been very differently

directed.
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Figure 2.1
THE HIERARCHY OF AUDITOR ALLEGIANCES
STATE AUDIT PRIVATE SECTOR AUDIT
First:
MEMBER OF THE STATE AUDIT | MEMBER OF THE
OFFICE ACCOUNTING PROFESSION
Second:
OBLIGATIONS AS AN OBLIGATIONS AS AN
INDEPENDENT EXTERNAL ACCOUNTANT AND AUDITOR
AUDITOR
Third: OBLIGATIONS TO EMPLOYER
OBLIGATIONS TO THE OR 0 CLIENTS
ACCOUNTING PROFESSION

State audit independence has always been, and continues to be, a form of conditional
independence or functional independence, as Senator Walsh® preferred to refer
euphemistically to the Auditor-General's independence’ [Senate debates, 26 November
1987, pp.2479]. The state auditor is conditionally independent if he is capable of being
free of detailed day-to-day direction in the determination and conduct of audit and if
his appointmént and dismissal are beyond the sole discretion of the Executive. In other
words, the state auditor can be expected to be unhindered in carrying out the functions

associated with audit. To operate under a conditional form of independence the state

6. Minister for Finance

7. The AAO in its Auditing Standards also refers to functional independence but does not define the
term [1987, 5.2.2.2.9]. This is the only instance of the use of the term in the Standards. In an earlier
section of the Standards the AAO does note that "the Auditor-General would not look to the
Parliament for specific guidance in the programming, planning and execution of audits" [s.2.2.1.3].
The reader is left to tie the term “functional independence’ with this definition of the state auditor's
independence. Auditor-General Monaghan later uses the term in his submission to the JCPA Inquiry
into the AAO in 1988 [Minutes of Evidence, p.535].
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auditor will have limited control over his staffing levels and appointments and will not
be financially autonomous.8 This is very much the form of independence which the
AAQ refers to in its Auditing Standards [see sections 2.2.12, 22.1.3, 2.2.2.2,
2.2.2.9]. Humphrey, the Victorian Auditor-General confirmed for the JCPA that he

would object to

the executive government, having decided on an allocation of funds,
decided that it was going to examine how I was going to spend it- in
other words, try to interfere with the process of my allocation of those
resources. That I would consider an infringement of my independence.
So in terms of the aggregate allocation that goes to me I feel that I have
to operate within reasonable bounds as judged by the rest of the public
sector community [JCPA, 1988, Inquiry into the AAQO, Minutes of
Evidence, p.475].

Not only has the state auditor in Australia never been beyond the financial
proscriptions of the Executive but the Executive has seen this freedom as inconsistent
with its constitutional right to determine spending levels for all organisations requiring
appropriations from Parliament [Walsh, Senate debates, 26 November 1987,
pp.2479,2480]. Given the imperfect nature of conditional independence it has been
crucial for acceptance by interested parties of a belief in state audit's independence that
state audit be seen to maintain a stance of strict separation from auditees. In this way
conditional independence can be promoted as substantive independence as part of a

carefully maintained discourse.

2.2.2 Persistent Perceptions of State Audit Independence

The discourse of state audit independence began to take hold in Britain after the
passing of the /866 Audit Act . Prior to this event there had been references to the
need for the state auditor to be more independent but, as Chapter 3 will demonstrate,
this had been met with paternalistic assurances from the Treasury ie. the Executive,

that the state auditor had sufficient freedom or independence to carry out his functions

8. For an example see the Report of the Victorian Commission of Audit, May 1993, p.208.
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as required by the legislation. Increasingly throughout the 19th century the
relationship between the British Treasury and state audit became more parasitic to the
advantage of the Treasury. The ascension of the Treasury as the central department of
the Executive owed much to the work of the state auditor for, apart from audit
legislation, the Treasury had very few formal means available to enforce its control
over departments. Successive audit legislation, culminating in the /866 Audit Act |
provided the Treasury with a watchdog and partner, in the form of the Comptroller
and Auditor General (C&AG) and his department, in the enforcement of Treasury
directions and the oversight of Executive finances. Without the assistance of the state
auditor the Treasury's penetration into departmental administration would have been
diminished and the Treasury's rise in the 19th century severely retarded. It was
therefore incumbent on the Treasury, for it was to the Treasury's immediate and direct
advantage, to build a belief in the substantive independence of the state auditor. This
disguised the direct and indirect roles of the Treasury in state audit and therefore the

impoverished nature of state audit's independence.

With the adoption by the Australian Commonwealth Government of the main tenets of
British state audit in 1901 also came an implicit belief in a form of independence
desirable for state audit and the sufficiency of the existing mechanisms to protect it
from threat [Tickner, House of Representatives (HR) debates, 6 April 1989, p.1155;
Senate debates, 6 April 1989, p.1109]. This belief continues to the present day to
frustrate the attainment of substantive independence for the Auditor-General. A
comparison of the Australian Audit Act 1901 [No.4 of 1901] and the British Audit Act
of 1866, clearly reveals the debt that the Australian Act owed, and still owes, to the
British 19th century legislation. The Australian and British state audit legislation are

strikingly similar in: the duties required of the state auditor and his relationship to the

9. Senator Stone, formerly Secretary of the Treasury, referred to the British Audit Act prior to the
audit reforms of 1983 as "virtually identical with our present system” [Senate debates, 1 November
1989]. Auditor-General Steele Craik noted that most of the features of his office compared very
closely with that of his British counterparts [see Lusher, HR debates, 13 October 1981, p.1915].
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central financial departments; the considerable role allowed the Treasury in state audit;
the status and control of audit staff by the Executive and conditions governing the
appointment and dismissal of the state auditor. In both audit jurisdictions the state

auditor was to act as comptroller over the issue of state funds and also as auditor'®.

Extension of the state auditor's mandate in the 1970's demonstrated the fragility of
state audit independence and exposed the methods which had been used to bolster a
manipulated form of state audit independence. At this time there was still a strong
belief in the community that the independence of state audit, as interpreted by long
established custom and with that which was thought to be legislative underpinning,
was beyond reproach; that it bore more similarities with substantive independence than
with conditional independence. The Sun Herald [Sydney] referred to the Auditor-
General as running "possibly the most independent and uncompromising agency in the
federal structure" which made him "a man feared by those at the top of the federal
bureaucracy" [22 September 1977]. The Adelaide Advertiser described the Auditor-
General as "an independent official whose integrity was beyond reproach" [10 October
1977]. Both of these expressions of confidence in the Auditor-General's independence
betrayed implicit and therefore unexpressed interpretations of independence which
substantially relied upon beliefs about legislated provisions. They also indicate the
success of the Executive's endeavours in creating the appearance of an officer who

goes about his work entirely free from Executive constraints or influence.

Community expectations of independence have been primarily conditioned by the
appearance of state audit, in contradistinction to its substance, and the pious
expressions of homage paid to it by the Parliament and, especially, by the Executive
[for examples see HR debates: 13 October 1981, p.1914; 6 April 1989, p.1153 and 3

May 1989, p.1773]. Nuances in the meanings attributed to state audit independence in

10. Further comparisons will be made throughout Chapter 2.
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apparently unreserved Executive expressions of support for state audit can easily be

lost by the public:

it is common ground in this chamber that the independence of the
Auditor-General is fundamental to his or her role and it cannot be
compromised ... (T)here can be no question but that this Government
will defend and preserve the Auditor-General's functional independence
(emphasis added) [Walsh, Senate debates, 1 November 1989, p.2717,
see also Button, Senate debates, 7 June 1989, p.3527].

A public ignorant for the most part of the very existence of state audit cannot be
expected to appreciate the finer points of the nature of the relationship of the state
auditor with the Executive and the Parliament [Nehl, HR debates, 6 April 1989,
p.1158].

In order to appreciate the importance for the Executive of maintaining the illusion of
substantive independence the next section places state audit within the framework and
conventions of accountability of Westminster governance. It shows both the
importance which state audit has acquired, the reasons for this and the way this

importance is used by the Executive.

2.3 ACCOUNTABILITY, STATE AUDIT AND RESPONSIBLE
. GOVERNMENT
2.3.1 State Audit and Accountability in the Public Sector

State audit is to be found in all democratic countries!!; it is now widely accepted as an
indispensable element of responsible and representative government [Short, Senate
debates, 9 October 1991, p.1672]. The establishment of a state audit office is often
taken as a sign of coming of age when newer democracies achieve their independence
[Geist 1981b, p.4]. In most, if not all, audit jurisdictions both the symbolic and
practical roles of state audit are implicated in its establishment. As symbol, the
establishment of a state auditor projects an image of propriety and responsibility in

government as well as the appearance of participatory government. In practice, where

11. It should be noted that state audit is not restricted to democracies.



Chapter 2 page 37

the Executive is supreme in the land, state audit can be a very powerful means of social

surveillance and control.

Like all participants within the machinery of government of a Westminster democracy,
the state auditor plays a role in the theatre which is known as responsible
government!2. A system of governance is said to be responsible when the legislature
has the power to make the Executive accountable to the legislature ie. the Executive is
“collectively responsible'. Holding the Executive answerable to the Parliament has
evolved to become so important to Western democracy that "it is impossible to
imagine how a responsible democratic polity could survive without the principle and
some tools of accountability”" [Mosher 1978, p.234; see also Chubb 1952, p.19]. The
Australian Auditor-General, John Taylor, described disclosure and accountability to
the Parliament as "the cornerstone of the Westminster system" [Paper presented for the
Senate, 28 August 1989, p.2]. Government and Opposition parties have expressed

their belief that both accountability and disclosure are essential if

the Westminster system is to survive ... They both have an integral role
in guaranteeing that the public accountability obligations of government
departments and instrumentalities are fully met. The importance of this
function of democracy should not and cannot be overlooked [Jones, HR
debates, 15 November 1979, p.3131;, Watson, Senate debates, 10
December 1987, p.2908; see also Short, Senate debates, 18 October
1990, p.3405].

Figure 2.2 summarises the relationship between disclosure and democratic

government.

12. See Connolly [1980] for a description of Parliament as an arena of "thesbian performances”

[p.14].
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Figure 2.2

AUDIT, ACCOUNTABILITY AND DEMOCRACY

State Audit

|

Executive Accountability
to Parliament

Democratic Government

The ability of the Executive to satisfy the accountability demands of the legislature will
determine, in theory at least, whether the present Executive will remain as the
government [Marshall and Moodie 1971, p.55, as referred to in Sutherland 1991]13.
The requirement that only members of the legislature can form the Executive was
thought to be a sufficient constitutional safeguard to ensure that the legislature would
always be able to hold the Executive accountable through the Ministers [Earl Grey
1858, in Chester 1981, p.81; Management Advisory Board, Accountability 1991, p.2].
It was this "nearly complete fusion, of the executive and legislative powers" which
was, according to Bagehot, "the efficient secret of the English Constitution" [1963,

p.20]. To Blackstone it was an ideal form of governance for it ensured that

all the parts of it form a mutual check upon each other. In the
legislature, the people are a check upon the nobility, and the nobility a

13. Spann [1984, p.494] and Thynne and Goldring [1987] point out that responsibility is a broader,
more encompassing term than accountability. Thynne and Goldring believe that responsibility
encompasses the following meanings: task, appropriateness, accountability, blame and cause [p.7].
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check upon the people; by the mutual privilege of rejecting what the
other has resolved: while the king is a check upon both, which
preserves the executive power from encroachments. And this very
executive power is again checked and kept within the bounds by the
two houses... Thus every branch of our civil polity supports and is
supported, regulates and is regulated, by the rest [Quoted in Chester
1981, p.1].

Although a strict interpretation of ministerial responsibility has been recognised for
some time as no longer appropriate for complex forms of governance and
administration [see Chapters 4 and 5], the primacy of Executive accountability first to
the legislature and through the legislature to the electorate is still regarded as the key
to democratic government [Smith 1971, p.26; Watson, Senate debates, 10 December
1987, p.2908 and 7 May 1987, p.2487; Management Advisory Board, Accountability,
1991, p.2; Hague, Makenzie and Burker 1975 in Stewart 1984, p.20]. The working-
out of this in practice, however, has been shown to be problematic. Smith [1971] refers
to a "crisis of authority" in Westminster democracies as a consequence of a burgeoning
state bureaucracy which has accompanied the huge expansion in government
responsibilities'* and the proliferation of different forms of executive intervention this
century, which he sees as increasingly escaping accountability to Parliament [1971,
p.27; see also Hawker 1979, p.1; Watson, Senate debates, 7 June 1989, p.3523]. The
creativity of the Executive in devising new agency forms has been extensively criticised
as these new off-budget organisations seem to be structured to enable the Executive to
escape traditional forms of accountability through the state auditor to Parliament [HR
debates, 11 May 1987, p.2933; Watson, Senate debates, 7 May 1987, p.2487; Senator
Bishop, JCPA, 1988, Inquiry into the AAQ, Minutes of Evidence, p.559]. This has led
to a decline in confidence in traditional forms and mechanisms of accountability and the

introduction of alternative forms of accountability.

14. Weber was sufficiently prescient to predict that "in the modern state the actual ruler is ... the
bureaucracy, since power is exercised ... through the routines of administration" [Quoted in Hawker

1979, p.1].



Chapter 2 page 40

There are numerous means at the disposal of Parliament which it can use to exercise its
constitutional right to make the Executive accountable. These have included Royal
Commissions, Question Time in Parliament and inquiries by parliamentary committees,
most notably the JCPA. Other accountability mechanisms, including the hawkish
scrutiny of the press which, although not carried out directly on behalf of Parliament
nevertheless provide Parliament with access to information about the operation of the
Executive. Amongst these are the office of the Ombudsman (established 1977), the
Administrative Appeals Tribunal (established 1975), Freedom of Information
Legislation and Interdepartmental Committees. Many of these external accountability
mechanisms are very recent responses to demands by the electorate for more
information surrounding Executive decision making and for evidence that the
Executive is using the resources entrusted to it in an efficient and effective way. At

issue with these reforms is more than financial accountability.

The introduction of agencies outside the Parliament which are responsible for
monitoring and enforcing Executive accountability has significant implications for the
constitutional role of Parliament. Any extra-parliamentary body composed of non-
elected, unrepresentative members who are entrusted with a function previously
reserved for Parliament results in a reduction of the powers of Parliament to the benefit
of the Executive [Cronin 1990, p.11; Bishop, Senate debates, 6 April 1989, p.1110].
These bodies, unlike the state auditor and other parliamentary bodies, do not report
directly to the Parliament. They are not agents of Parliament but appointees of the

Executive.

A significant proportion of results of reviews of Executive performance are not made
available to Parliament. Thus Joint Management Reviews by the Public Service Board
(PSB), budget orientated reviews by the Department of Finance (DOF), departmental
initiated management reviews, the findings of internal audit and the Program Policy

Reviews of the Department of Prime Minister and Cabinet (PM&C) have been
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regarded by the Executive as not the legitimate concern of Parliament. On the
contrary, it is argued that should the Executive make the findings of these Executive
initiated reviews available to Parliament it would defeat the purpose of the reviews
which is to facilitate improved public sector management. By ensuring the
confidentiality and restricted access to results of these enquiries it is argued that the
management of Executive agencies will not feel as threatened and may come to see the
reviews as motivated by a desire to assist managers and not to expose them to public
criticism and opprobrium. Further, the Executive sees that it is its right to implement
its policies as it sees most appropriate without the interference of Parliament in what

are substantially day-to-day administrative decisions.

Proliferation of accountability mechanisms has meant that state audit is now one
component in enacting accountability. The implications for state audit of the belligerent
wielding by the Executive of its supremacy was of considerable concern to some

members of the JCPA in 1988:

where the Government is in clear and obvious total control of the
Parliament, is the responsibility of the Audit Office to the Parliament,
and not to the Government, dependent upon legislative constraints on
the extent to which the Government can exercise overt or covert
control over the Audit Office? [JCPA, Inquiry into the AAO, Minutes
of Evidence, p.586].

With review mechanisms weighted so heavily in favour of the Executive, Parliament's
access to the services of a state audit function which has substantive independence
from the Executive has even greater importance. Non-government Members are prone
to see the state auditor as their only reliable ally in making the Executive accountable

[Stone, Senate debates, 10 December 1987, p.2912].

At the heart of public sector accountability is a
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responsible person or institution ... on whom is laid a task, function or
role to perform, together with the capability to carry it out. There is
also conferred some discretion and the liability to account for the
performance of the duty, which should induce the person or institution
to act with concern for the consequences of the decisions made and, in
so deciding, to act in conformity with the wishes and needs of those
who conferred the authority and receive the account [Jones 1977,
quoted in Stewart 1984, p.15; see also Management Advisory Board of
the Australian Government, Accountability, 1991, p.ix].

In the last resort "if the system of auditing by the Auditor-General breaks-down, the
system of accountability breaks down" [Bishop, Senate debates, 17 June 1987,
p.4686]. On a later occasion Senator Bishop stressed that "we cannot afford, in a
democracy, ... to allow scrutiny to become a second-class function of the Parliament"

[Senate debates, 10 December 1987, p.2911].

Understanding the motives for promoting an audit function in the public sector
provides the key to understanding the importance which has come to be attached to
having a state auditor who is perceived to be independent of the Executive. The
general objective of audit as defined by the American Accounting Association (AAA)
is:
a systematic process of objectively obtaining and evaluating evidence
regarding assertions about economic actions and events to ascertain the
degree of correspondence between the assertions and established
criteria and communicating the results to interested users [Report of the

Auditing Concepts Committee, Statement of Basic Auditing Concepts,
1973, p.2].

This definition, which is representative of numerous others, is predicated on the
monitoring of performance by a third, disinterested party and the communication of the
findings to a principal. It is the state auditor's primary role to ensure that the Executive
keeps Parliament informed of executive spending and revenue raising [AAO, Auditing
Standards, 1987, s.1.2.1.1]. To fulfil this role the state auditor is required to act as the
financial policeman of Parliament, detecting recalcitrant Executive behaviour and
thereby reinforcing the wishes of Parliament. To Normanton, so important has this role

of state audit become that state audit is "an activity sui generis, not merely a part of the
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financial control system, but an important element of the constitution itself" [1966,
.15 . g .o .. . .
xvi] ~. It is the overriding constitutional and political context of state audit which sets

it apart from private sector audit.

The Canadian Royal Commission on Financial Management and Accountability, the

Lambert Commission referred to fiscal accountability as

the essence of our democratic form of government ... Accountability is
the fundamental prerequisite for preventing the abuse of delegated
power and for ensuring, instead, that power is directed to the
achievement of broadly accepted national goals with the greatest degree
of efficiency, effectiveness, probity, and prudence [Quoted in Cousins
1988, p.89].

At its 1985 conference the Asian Association of Supreme Audit Institutions (ASOSAI)

defined accountability in the public sector as the

obligations of persons/authorities entrusted with public resources to
report on the management of such resources and be answerable for the
fiscal, managerial and programme responsibilities that are conferred
[Tokyo Declaration of Guidelines of Public Accountability; see also
Sharkansky 1975, p.284].

This definition indicates that accountability in the public sector is far more complex
than that which pertains in the private sector. Various authors refer to a hierarchy or
‘ladder’ of accountability in the public sector [Cutt 1977a; Stewart 1984, pp.17-18]. At
the lower extreme is the fiscal accountability referred to by ASOSAI which
encompasses the, primarily, constitutionally important features of the legality and
probity of expenditures. This can also encompass process accountability or regularity
which checks that the directions of central co-ordinating authorities have been

followed.

15. After the constitutional crises of the 17th centuries, when the authority and very existence of
Parliament were threatened, accountability of the Executive came to be interpreted as demonstrating
to Parliament that the money which it had permitted the Executive to raise had been spent as
appropriated by Parliament. The Executive was accountable for its stewardship of public funds only in
a fiduciary sense: spend as approved without extravagance or waste.
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On a higher level of accountability is management or performance accountability which
is directed to the efficiency with which resources are used and the achievement of
program goals. At the apex of this accountability hierarchy is policy accountability
whereby accountability is exercised on the appropriateness, equity and feasibility of
Executive policies. Policy or effectiveness accountability in Westminster domains has
been reserved for the Executive's own peak policy making bodies and thus placed
beyond external scrutiny. Movement through the hierarchy reflects broader concerns
and a change from accountability according to clearly set standards, whether they be
legislative requirements such as in the Appropriation Acts or Treasury accounting
directions, to accountability which relies on judgement [Stewart 1984, p.18]. The
GAO refers to the levels in the hierarchy of public sector accountability, in ascending
order of complexity and comprehensiveness, as:

Efficiency I fiscal accountability

Efficiency II: efficiency accountability

Efficiency III: effectiveness accountability [see Cutt 1977a, p.334]

At the end points of the scale of accountability the basis of accountability is clear. It is
in the middle range of management accountability where assessment begins to move
from the hard standards of processes and procedures to evaluating the consequences of
these that the most serious difficulties arise for agencies responsible for enforcing

accountability [see Cutt 1982, p.312].

Moving up the "ladder" of accountability fiscal accounts become less relevant as a

means of ensuring accountability. Instead,

other languages are also required ... for performance accountability
output data must be added to financial data; for programme
accountability the language of objectives becomes critical, and for
policy accountability, a range of languages becomes important [Stewart
1984, p.31].
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The accountability supervised by the state auditor has traditionally been directed to
fiscal accountability and has been exclusively concerned with the language of financial
accounts. As this work will demonstrate, movement of the state auditor into middle
range accountability, and therefore into the use of new languages of accountability, has
brought him into the realms of contentious and contested judgement. Smith [1971]
accuses governments in Western democracies of perpetuating the "polite fiction" that
financial accountability can still be ensured under traditional constitutional and
institutional arrangements, despite these significant changes. Emphasis in exercising
accountability continues to select readily quantifiable aspects of performance. Fiscal
and process accountability, checks that procedures and directions have been followed,
have been given preeminence over, and have become surrogates for, the more difficult

aspects of accountability, namely program effectiveness and administrative efficiency.

2.3.2 The Monitoring and Signalling Roles of State Audit

It was established above that the importance of state audit as the body mandated to
ensure the fiscal accountability of democratically elected government is now taken as
axiomatic, indeed as its crucial feature [see observations of the United Nations Expert
Group, quoted in Monaghan 1985a, pp.12-13; Mosher 1978, p.234; Hewson, HR
debates, 10 December 1987, p.3271; Nehl, Senate debates, 6 April 1989, p.1158]. The
state auditor is one link in a chain of accountability which culminates in Parliament
[JCPA, 1988, Minutes of evidence, Taylor, Inquiry into the AAQ, p.668]. The

Auditor-General in reply to Report 296 of the JCPA pointed out that

(t)he requirement for officials to be held accountable to the Parliament
for the use of public resources with which they have been entrusted is a
foundation for citizens' trust in government. The role of the Auditor-
General is to facilitate that accountability by providing impartial and
objective reports on the stewardship of performance of officials. Central
to the value of assurances provided by the Auditor-General is his
independence in relation to both the Parliament and the Executive ...
Accountability to the elected representatives is the cornerstone of
democracy and the Westminster system of government ... The reality of
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parliamentary accountability is expressed ultimately through the ballot
box, and is essential to healthy democratic government (emphasis
added) [1989, pp.7-8].

This monitoring role of state audit derives from the agent-principal relationships which
exist in the public sector. Politicians, in the form of Parliament, are acting as agents of
the electorate. Unlike in Ancient Greece where each citizen was able to rule for a day,
in a populous and complex nation it is necessary for the citizens to be represented by a
select few: representative democracy instead of direct democracy. The elected
legislative priesthood, as agents with a derived and conditional authority, are
answerable to the electorate for the stewardship of the resources which are given,
involuntarily, into their control. Within the bounds of this relationship there arise
numerous opportunities for a conflict of interest between the Executive agent (the
Government) and its constitutional principal (the Parliament). The electorate is aware
of the temptations which exist for their agents to use their conferred authority to
benefit themselves at the expense of the principals. This could take the form of direct
financial benefits which the politician might receive and which he/she seeks to hide
from the electorate or the enriching of the agent's life and status by taking advantage of
numerous and attractive perquisites available to people in positions of substantial
power and influence. In the case of excessive benefits taken by the agent this will add
to the financial burdens of the tax payer, something which they will strenuously seek to
avoid or minimise. The aversion of the ultimate principals (the electorate) to more
costs explains the Executive's tendency towards financial subterfuge and an antipathy

to disclosure.

As it would be impossible for all constituents directly to watch over the actions of
politicians they assign this task to monitoring bodies [see section 2.3.1], including the
state auditor. Thus, state audit came to be seen as an essential ingredient of
Westminster democracies because of the opportunities for the Executive to use its

conferred powers and responsibilities in its own interests at the expense of the
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Parliament, and therefore the general population, and because the electorate is remote
from the events which are recorded in the Executive's financial statements!s. By
monitoring the actions of the Executive, as reported in the financial statements of
Executive agencies, the auditor acts as a control over the quality of information
reported to Parliament, as opposed to being a control over the Executive. The state
auditor has no executive powers and therefore cannot control the Executive in the
sense of directing its actions and policies. Only Parliament both directly and through
the findings of its committees has the statutory ability to affect the work of the
Executive. The potency of this ability, of course, will depend on the attitude and
strength of the Executive. At its very basic level audit legislation has given the state
auditor the means to force the Executive to conform to agreed norms of reporting and
accountability which reflect the needs of the users of the financial statements. State
audit assists in making the actions and finances of the Executive visible to Parliament

and to the public. It is this visibility which allows governments to be called to account.

There is a necessary cost-benefit trade-off in the state auditor overseeing the activities
of elected officials and their nominees. Monitoring is not a cost free exercise, with the
result that constituents must compromise on the effectiveness of the state audit
function. Within a Westminster democracy limits will also be placed upon the role of
the state auditor as a result of the constitutional relationship which has evolved
between the Executive and the Legislature. The state auditor is only indirectly an agent
of the citizens; he is first and foremost an agent of Parliament and is directly
answerable to Parliament. The reality is that the Executive in Australia dominates the
lower chamber of Parliament and has always controlled the resources available to state
audit. Thus the work of the state auditor can be significantly influenced by the wishes

of the Executive and the monitoring function of state audit prejudiced.

16. Remoteness can be engendered through geographical, legal, institutional and constitutional
barriers [see AAA 1973, pp.9-10].
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Despite the centrality state audit has assumed in Australia's form of democratic
governance it has been observed that most Australians are not only unsure of the role
which state audit performs but are probably only aware of its existence when reminded
by sensationalised reports in the media [Nehl, Senate debates, 6 April 1989, p.1158]'7.
Thus the state auditor cannot depend upon a vigilant and committed electorate to
guard his position and authority. The electorate, like many of its representatives in
Parliament [Dobie, HR debates, 19 May 1976, p.2220], is difficult to arouse and to
motivate to take an interest in arcane financial matters. The pool of potential critics of
the Executive's relationship with the state auditor is therefore likely to be very small;

limited to a few interested Members and the intermittent gaze of the press.

To carry out its prime responsibility of monitoring the legality and regularity of
Executive expenditures on behalf of Parliament [AAO, Auditing Standards, 1987,
s.1.3.5(ii1)(a)], the state auditor compares actual Executive expenditures, as found in
the annual appropriation accounts, against the annual expenditure estimates submitted
to and approved by Parliament. The original British /866 Audit Act described the

process as one whereby the state auditor would verify that the

money expended has been applied to the purpose or purposes for which
the grants made by Parliament were intended to provide and that the
expenditure conforms to the authority which governs it [11 & 12 Geo.5
c.52, s.1; also see 29 & 30 Vict. ¢.39, s.21].

The Australian audit legislation similarly places upon the state auditor the duty to

(a) ascertain whether the moneys shown therein (the accounts and
records) to have been disbursed were lawfully available for expenditure
in respect of the service or purpose to which they have been applied or
charged; and

(b) ascertain whether the provisions of the Constitution and of this and
any other Act and the regulations relating to public moneys have been

17. The dismissal of Ros Kelly, Minister for Sport and Recreation in 1994, is a particularly prominent
example of the profile which state audit sometimes assumes [Canberra Times, 3 February 1994; The
Bulletin, 11 January 1994; Telegraph Mirror, 7 February 1994].
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in all respects complied with [/90/1 Audit Act, No.4 of 1901, sections
41 (f) and (g); 1901 Audit Act as at July 1980, section 41(1)]'®

The original Audit Act [No.4 of 1901] required in addition to the above checks very
detailed scrutiny of the accounting records and authorisations for expenditure from
public accounts [section 41, (a) to (e)]"”. The form of audit set down in section 41 is
referred to as a legislative, compliance or appropriation audit because it is undertaken
primarily on behalf of the Parliament against parliamentary appropriations. The audit
was one of accounting accuracy, authorisation and legality. Normanton refers to this
type of audit as "above all a major constitutional guarantee essential for a healthy
relationship between the administrative and political powers, between executives and
lawmakers" [1966, p.73]2°. The UK Government Green Paper in 1978 also emphasised
the undiminished significance of audits of legality, recommending that they "must
remain the foundation of the Comptroller and Auditor-General's work" [Great Britain,

1980, p.xi; see also INCOSAL 1965, 30 Years of INCOSAL p.54].

In addition to the appropriation audit, the state auditor has made judgements on the
accuracy and appropriateness of the Executive's financial controls and accounting
systems and verified that transactions were authorised according to executive ie
Treasury, guidelines [ /866 Audit Act: $.23,25,33; 1901 Audit Act’": 5.40, 41, 41D, 45;
JCPA, 1988, Inquiry into the AAO, Minutes of Evidence, Williams, p.380]. This part

18. Section 41 was the only section in the entire Audit Act 1901 which specified the nature of the
audit to be conducted by the Auditor-General. The remainder of the Act covered: the appointment,
remuneration and powers of the Auditor-General [sections 2 to 15]; the responsibilities and duties of
public officers designated as public accountants ie. those who administered a public bank account
[sections 16 to 30]; procedures and responsibilities surrounding the payment of public money; the
duties of the Auditor-General and those public officers required to provide accounts of their use and
safe keeping of public money [sections 38-40, 42-48]; the reporting obligations of the Treasury and
the Auditor-General [sections 49-54].

19. The requirement that the state auditor carry out a detailed transaction check was relaxed in 1920
[No.23 of 1920, section 6].

20. For more on the constitutional ancestry of appropriation audits see Funnell 1989.

21. Unless stated otherwise the Audit Act as amended to 1980 will be the Act referred to throughout
this work in relation to Australian state audit.
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of the state auditor's work can be described as an Executive or regularity audir™
because it is conducted for the Executive. It is this part of the state auditor's role which
particularly provided the emerging Treasury in 19th century Britain with a means by

which it could ensure that its authority in departmental administration was enforced.

Attesting to the quality of the information in the accounting reports has been the most
obvious and traditional role of state audit in Westminster democracies™. During the
second reading of the Audit Bill in 1901 Treasurer Turner emphasised that the Bill

would

provide the best checks we can get in regard to all dealings with public
money, and especially in regard to disbursements, in order to prevent
frauds and defalcations ... [HR debates, 19 June 1901, p.1248].

These narrow, fiduciary aims of state audit were consistent with the form of
governance at the time which did not have as its central concern the good management
of public funds. They also very effectively circumscribed the auditor's mandate to
relatively contentious-free concerns. Auditor-General Monaghan referred to the period

dominated by financial audits as the "days when you could clamp the Auditor-General

22. In its Auditing Standards the AAO has preferred to designate only two categories of audit:
regularity and performance auditing. In terms of the meanings given to regularity and legality or
appropriation auditing in the text above, the AAO groups these concerns of audit under regularity
auditing:
(i) attestation of financial accountability of the Commonwealth administration, involving
examination and evaluation of accounting records of departments of State and expression of
opinions on financial statements prepared by the Minister for Finance;
(ii) attestation of financial accountability of other Commonwealth bodies ...
(iii) other regularity audits of departments and other bodies involving:
(a) examination of financial systems and transactions, including an evaluation of
compliance with applicable statutes and regulations ...
(c) examination of the probity and propriety of decisions taken with respect to all
aspects of the administration of the auditee ...[1987, 5.1.3.5]
Attestation can be defined as "a communicated statement of opinion (judgment), based upon
convincing evidence, by an independent, competent, authoritative person, concerning the degree of
correspondence in all material aspects of accounting information communicated by an entity
(individual, firm or governmental unit) with established criteria" [AAA 1973, p.6].
23. It will be suggested later that this role, while comfortable and less threatening to the Executive, is
increasingly out of place, although not entirely inconsistent, with the new form of governance which
came towards maturity in the 1970's in most Westminster democracies.
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into doing no more than checking the books" (emphasis added) [JCPA, 1988, Inquiry
into the AAQ, Minutes of Evidence, p.429].

A monitoring role for the state auditor emphasises the utilitarian aspect of audit. In
contrast, state audit also provides the means by which the Executive can signal to
interest groups, which may form into powerful coalitions, that it continues to be a
worthwhile repository of their trust and protector of their interests. It is state audit's
monitoring role, however, which has been given prominence, thereby disguising state
audit's less obvious use as a way to persuade and instil confidence. The monitoring and
signalling functions of state audit are not mutually exclusive, although the emphasis
and importance given to each may differ between interest groups and over time.
According to the view of state audit as a signalling device, state audit is a weapon of
political persuasion: a means by which the incumbent powers seek to exclude
contenders from government by using state audit to buttress their own position.
Macintosh would describe this as a 'non-rational' role for auditing [in Cooper and
Hopper 1990, p.153]. In this role, state audit can be used to signal the financial
competence and rectitude of the Executive and thereby to reassure the electorate that
their confidence is well placed. All social institutions depend for long term viability on
the acceptance of their legitimacy by those who have the power of sanction. In
democracies it is the electoral process which bestows ultimate legitimacy. It is up to
those seeking to have this legitimacy conferred upon them to gain the confidence of
those who sanction and bestow the legitimacy of power. Use of state audit in the
process of signalling is a means of legitimation, a means to enhance the credibility of
the Executive, through the use of symbolic referents: complimentary audit reports
equal competent and worthy government [see for example AAO, Auditing Standards
1987, s.1.4.1; Report of the Victorian Commission of Audit, May 1993, p.208;
Auditor-General Taylor, Paper presented for the Senate, 28 August 1989]. The
Executive requires predominantly unqualified reports from the state auditor to retain

the confidence of both Parliament and the electorate. The auditor's reports are needed
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to give the ‘right signals'. Independent verification that the financial statements of the
Executive's agencies meet accepted norms of presentation and authenticity add to the
credibility of the statements and by logical extension to the credibility of the Executive
and their performance claims [see comments of Tickner, HR debates, 6 April 1989,
p.1153]. This becomes an especially important function of audit in difficult economic
times when the government's record of economic management assumes prominence for
the electorate. Unfavourable report cards from the state auditor are therefore more
likely to be contested [see chapter 6]. In these circumstances, the position and person
of the state auditor has also been shown not to be beyond the Executive's wrath

[Dawkins™, HR debates, 26 May, 1993].

Richardson has identified two forms of legitimation: symbolic and substantive [1985,
p.142]. Symbolic legitimation relies upon acts used as symbols of some underlying
value-standards. These acts are interpreted by coding rules which allow the expression
of value-standards. Interpretive coding schema are situated in particular social contexts
into which the interpreted acts are integrated. Legitimation results in the acts being
interpreted as consistent with the social context and becoming an integral feature of
that context. Thus symbolic legitimation is dependent on the context of the acts. The
key ingredient of symbolic legitimation is a belief in the legitimacy of an order or
institution which does not depend for its validity on an absolute, and non-reflexive
interpretation [Richardson 1985, p.143]. This is the form of legitimation which state

audit in the control of the Executive encourages.

Substantive legitimation on the other hand, is much more ideological for it is assumed
to be independent of social contexts. It does not depend on any system or discourse of
signification; it is not conditional. Instead, the only means of conferring substantive
legitimation is when relations conform to an ideal-type moral order [Richardson 1985,

p.145]. State audit cannot claim to be extra-contextual; it is a product of particular

24. Treasurer 1992-93.
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social and constitutional contexts. State audit exists not of itself or for itself but to
serve contextualised ends. State audit is a derived social activity which has no inherent

ideal goals or characteristics with which it strives to conform.

By providing the Executive with a means to legitimise its position, state audit provides
a very attractive target for Executive efforts to influence, often surreptitiously, the
state auditor. The opportunity for Executive intervention in state audit is seen in Figure
2.3 below in the Executive's roles as preparer of accounting reports and the provider of

resources to state audit.

Figure 2.3
EXECUTIVE INFLUENCE AND STATE AUDIT
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Whether audit is viewed as serving a monitoring function or a signalling function, each
of the two views of audit has implications for the importance accorded to, and the
nature of, independence which characterises state audit. In each view of the role of
state audit, but especially its signalling role, independence can be seen as serving the
interests of the Executive. Further, the relative importance of each role of state audit
ie. as a monitoring mechanism which could have negative or positive connotations and
as a medium for Executive messages to influential groups, has changed according to

the form of governance in which state audit is embedded.

Governance can be defined as an arrangement of constitutional principles and public
sector institutions of regulation and management; it is a characteristic form that a
system of government takes. Particular combinations of constitutional principles and
institutions differentiate forms of governance. It is usual for a form of governance to
change over time, although it is not usual for the core constitutional principles to
change significantly, apart from during times of political revolution. Rather, it is the
institutions which give effect to the constitutional principles which evolve into different
forms as the scope, emphases and complexity of governments change. Each
constitutional form gives rise to a congruent set of institutional arrangements, amongst

which inevitably will be state audit.

This work incorporates three forms of governance which correspond to three broad
epochs of Westminster governance since the early 19th century: a Patronage Model (or
Model A);, an Administrative Model (or Model B) and the Managerial Model (or
Model C)ZS. The differentiation of governance models used in this work, as shown in
Figure 2.4, is very broadly based and recognises that within each governance epoch
governance was never static nor homogeneous. Indeed, the schema used recognises

that the form of governance changes and that these changes are not necessarily sudden.

25. Discussion of the Patronage Model is contained in Chapter 3. For a similar categorisation of
governance models see Smith in Appendix 2.1.
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Designating the appearance of a new from of governance in a particular period only
recognises that there is sufficient change to distinguish and make obvious the new form

of governance which has progressively emerged: its features have reached a level of

recognisable maturity.
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Figure 2.4
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If the Parliament is stronger than the Executive and is able to enforce its demands that
the Executive be accountable then the monitoring role of state audit is most relevant
with its signalling role occupying a very much subordinate position. State audit at the
time of the passing of the /866 Audit Act was nested in a form of governance which
emphasised the constitutional responsibility of the Executive to Parliament. This was
taken very seriously as was the importance of limiting the incursion of government into
the life of the nation and the attendant expenses and taxes associated with this.
Parliament was revered as an institution and seen as the fountainhead of all liberties
enjoyed in Britain. A monitoring role for state audit would buttress Parliament's
position. By the 1970's the monitoring role of state audit continued to be important but
had been surpassed by its role as a mechanism of signalling as traditional governance

was being reshaped within the existing constitutional relationships [see Chapter 4].

Having now established the importance of state audit within Westminster democracy
and described the main roles it fulfills, the next section shows that state audit can only
play its role with credibility if it is seen to be independent of external influences. An
audit office which is shown to be the tame captive of the Executive, its auditee, will

serve neither the interests of the Executive nor those of Parliament and the electorate.

2.4 THE IMPORTANCE OF INDEPENDENCE FOR THE STATE AUDITOR

In the absence of reports from the state auditor Parliament has little or no detailed
knowledge about the Executive's finances. Therefore, because it is important that
Parliament has confidence in the impartiality of the auditor's findings, the role of the
state auditor in a Westminster democracy has come to be founded on the belief that the
state auditor and his Office should be independent of the executive [JCPA, 1988,
Inquiry into the AAO, Humphrey, Minutes of Evidence, pp.467,474]. In Australia the
state auditor has also claimed functional independence from the Parliament [AAO,
Annual Report 1992, p.3; AAO, Auditing Standards, 1987, s.2.2.1.3]. The Auditor-

General may report to Parliament but he is not an officer of Parliament in the sense that
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Parliament has detailed administrative control of him and his Office. Neither the
Parliament nor the Executive have the right, either from legislation or constitutional
custom, to direct the state auditor in the organisation of his Office or in the conduct
and reporting of audits. Auditor-General Brigden (1981-1985) gave assurances that
"successive Prime Ministers and their departments have not sought to play a part in the
administration of the Office" [AAO, Annual Report 1984-85, 1985, p.4]. Accordingly,
for the practical purposes of audit, the state auditor is not to be part of Parliament or
the Executive [AAO 1989, Response to Report 296, p.8; Lusher, HR debates, 13
October 1981, p.1915].

Although the distribution of power is heavily skewed in favour of the Executive it is of
significant advantage to the Executive, both on constitutional grounds as the elected
elite and through its control over resources, to ensure that interested third parties do
not perceive a heavy handed Executive presence in audit. Clear audit reports would
count for very little if it was believed by these interested parties that the Executive was
able to influence the findings or work of the state auditor. Mainly for the purpose of
signalling, it is in the best interests of the Executive, therefore, to ensure that the state
auditor is believed to be independent of the Executive, hence the discourse of

independence.

Heinig stresses that for the preservation of democracy a crucial element is a state
auditor who is independent [Normanton 1966, p.402]. The independence of the state
auditor, indeed any auditor, is the essential quality of his post which guarantees the
value of his work [Levin 1976, p.41; Sharaf and Mautz 1960, p.49; Nichols and Price
1976, p.335; Cook and Winkler 1976, pp.29,46; AAA 1973, p.13; INCOSAJ
Recommendations of the 9th INCOSAI, 1977, 30 Years of INCOSAI, 1983, p.89].

Knighton also stresses that
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nothing is more important in the establishment of an audit system ... in
government than the laws enacted to secure and protect audit
independence [1979, p.6].

Substantive independence encourages the state auditor to be more objective and
prepared to take risks in his criticism. In the absence of “independence’ it is claimed
that "the opinion and the value of the audit function itself is questionable" [St. Pierre
1984, p.257; Shockley 1981, p.785; Cook and Winkler 1976, p.29]. Independence has
been referred to as: "the auditor's principal stock in trade" [Editorial, Journal of
Accountancy, 1940, p.249]; the basis of the auditing profession's reputation [[CAEW
1956, quoted in Wolnizer 1987, p.126], an essential ingredient to the nation's
economic well-being [The Accountant, 1975, p.654] and fundamental to Westminster
governance and democracy [Watson, Senate debates, 10 December 1987, p.2879 and
18 February 1988, p.241]. Gunz and McCutcheon [1991, p.777] describe
independence as the quality which sets audit apart from other professions. In all these
protestations of the importance of independence no attempt is made to give qualitative
dimensions to the independence to which they refer. The implication is that

independence is absolute: either the auditor is or is not independent.

The presence of a state auditor with substantive independence has the potential to be a
powerful means of monitoring the executive and, where necessary, exposing its actions
to public criticism. This recognises that the responsibility of the state auditor should be
to the wider community and not just to its representatives who sit in Parliament [Loeb,
1978, in Likierman 1989, pp.119-20]. It is not only the act of exposure but also the
threat of exposure by the state auditor which is at the heart of state audit's role in
democratic government. The state auditor does not have to find every error, all
misapplications of funds or expenditure without proper authority to be effective; he
just has to make members of the executive believe that he can detect deficiencies
[Great Britain, 1857, Committee on Public Monies , Minutes of Evidence, Q.1062;

Geist 1981, p.11].



Chapter 2 page 60

A vibrant democracy and an informed public are mutually dependent, for "access to
information is vital to the knowledge of one's own interests and the broader life of the
community” [Starr and Carson, in Rose 1991, p.690]. According to Prewitt,
"democratic society is preserved when the public has reliable ways of knowing whether
policies are having the announced promised effect. ... Numbers, ... contribute to the
accountability of a democracy” [Quoted in Rose 1991, p.690; AAO, Response to
JCPA Report 296, para.2.5, 2.6]. There can be limits to this. Some critics of the
increasing openness of Western democracies have warned that questioning Executive
policy too closely is to erode the legitimate authority of the government and jeopardise
the very democratic processes which the information is meant to sustain. Using
information to harass the Executive instead of enhancing a participatory democracy

may only serve to

gain more sensation-mongering, matched by ministerial concentration
on the trivial and meretricious, on cautious and short-sighted or
interest-serving government [Tange26 1982, p.2].

Power elites, which could be the ruling party, build and seek to sustain a power
structure composed of organisations, roles and affiliations aimed at the domination of
rivals and of subjects [Domhoff and Dye 1987, p.9]. Criticisms of expenditure and
financial policies by an independent auditor are to be avoided in closed societies:
"usurping power is able to count, but it refuses to render account to anyone else"
[Heinig, as quoted in Normanton 1966, p.402]. Being held accountable is disliked by
power elites because of their need for autonomy. Societies controlled by a privileged
and powerful interest group, class or party prefer secrecy to disclosure and are less
compelled to answer for their actions. Also they do not relish the exposure of their

faults [Auditor-General Taylor, Financial Forum, Vol.2, No.6, July 1993]. They

resist being checked ... (They) are not inclined to want others examining
their conduct closely, second guessing their judgments, or questioning

26. Secretary, Department of Defence



Chapter 2 page 61

how well they reconcile pursuit of the public interest with furtherance
of their personal aims and ambitions. Few power holders operate under
conditions of full disclosure. To the contrary, most expend considerable
effort deciding what to withhold and how to present what they do
[Stone 1987, p.240].

Appeals to the public interest by ruling elites to justify opposition to scrutiny is a well
known strategy: How can those who hold the reins of power rule effectively if they
must forever justify their every action? The ruled are instead to place their trust in the

benign paternalism, good judgement and justice of the power elites’”.

If the presence of a state auditor cannot be avoided then an attempt may be made to
capture the audit function, most effectively through Executive control of state audit
resources. State accounting and auditing information might then be used in the
symbolic or signalling fashion described above as a means to "rationalise or legitimise
power relations" or to reduce the capacity for critical comment [Chua 1986, p.624;
Baume, Senate debates, 15 September 1992, p.887]28. A discourse of independence
which projects the state auditor as beyond Executive influence will mask with a
repertoire of symbolic gestures the imperfections in state audit independence and the
intent of influential parties. Thus, the discourse of state audit independence has been
characterised by pious expressions of respect for an independent state audit which, in
light of the severe material and staffing constraints exercised over state audit by the
Executive, do not arise from conviction or sustained belief. State audit can only be of
value to the legislature, and ultimately the nation at large, if it is safeguarded in its

monitoring role from this political manipulation.

The maintenance of independence, or at the very least an illusion of independence,

depends not only upon freedom from outside control but it also requires that the state

27. The case of the Triborough Bridge Authority in New York demonstrated the consequences when
the public are shut-out from scrutiny and criticism of public programs [Stone 1987, pp.255-7].

28. This has been quite common in fascist dictatorships. In Nazi Germany, for example, the state
auditor was directly answerable to Hitler. It is not uncommon in countries with a very limited form of
democracy, as in Indonesia and Korea, for state auditors to be drawn from the higher ranks of the
military.
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auditor operates in a non-partisan manner. The state auditor must not be seen to
favour any interest group or to "give the impression of being moved by political values
or interests ... His audit observations must be beyond suspicion of partisan taint"
[Sutherland 1980, p.640; Monaghan, JCPA, 1988, Inquiry into the AAQ, Minutes of
Evidence, p.444]. Therefore, while independence is something which may be
conferred, the state auditor has a major role in sustaining the belief that he and his
Office are independent [AAO, Auditing Standards, 1987, s.2.2.2.7]. The constitutional
role performed by the state auditor is only tenable if concerned parties believe that the
state auditor's independence and that of his Office is substantive and not nominal or
conditional. This presupposes, at the very least, that the legislation upon which the
state auditor depends for his authority does provide believable and acceptable
guarantees of his independence. Independence, however, is a fragile quality, something
which may be professed in the legislation but if it is not widely believed to exist in
practice then the state auditor is liable to be cast as a partisan participant in
government. In other words, it must be generally perceived that the office and person
of the state auditor do have the qualities of substantive independence. It is the
perception of the reality of independence which counts [Shockley 1981, p.126; Great
Britain, 1981, PAC, Evidence of D. Somers (as a member of the Exchequer and Audit
Departments), Minutes of Evidence, p.37]. The credibility of the state auditor depends
upon sustaining the confidence of the main constitutional participants in his
independence [Shockley 1981, p.139; AAO, Auditing Standards, 1987, 5.2.2.1.2].
Should doubts begin to assail other constitutional participants and this independence be
seriously questioned then the state auditor's profession of independence becomes a

sham and the need for state audit in its present guise would be seriously under threat.

Despite present appearances, both the position of state auditor and vaunted claims for
his independence are very recent features of the constitution of Westminster
democracies. There is nothing constitutionally sacred about the position of the state

auditor and even less so for his professed independence. Neither the office of the state
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auditor nor the state auditor's independence have been enduring aspects of
Westminster constitutions. During the debate of the second reading of the British
Exchequer and Audit Department Bill (Audit Bill) in 1866, Sir George Bowyer argued
that the proposed audit functions of the Comptroller and Auditor-General had nothing
to do with the constitution; audit was purely an administrative control. It was the
Comptroller and Auditor-General's comptrollership function ie. control over the issue
of appropriated money, which fulfilled a constitutional role [HC debates, 1 March
1866].

Since the mid 19th century the independence of the state auditor in Westminster
democracy has acquired the qualities of a comfortable aphorism which is perceived to
be wise because of numerous repetitions. As a consequence, the independence of the
state auditor has assumed the status of a constitutional icon. Apart from isolated
remonstrations [for examples see Chubb 1952, p.16], prior to the 19th century audit
reforms in Britain there was not a generally held belief in the need for either a state
auditor to work on behalf of Parliament or for the state auditor to be beyond the
influence of the Executive. Edward Romilly, Chairman of the Board of Audit, assured

the Select Committee on Public Monies in 1857 that

the Audit-Office [ie the Board of Audit] has never considered that the
functions which they had to perform had any connection with
Parliament ... Their duty ... was confined to seeing that the persons to
whom public money had been impressed accounted for it [Evidence,
Q.445¢6).

In a submission to the same Committee, the Board of Audit also stressed that it was to
the Executive that they were accountable and as a consequence had always
"considered themselves bound in all their proceedings to obey the directions of the

Lords of the Treasury" [Appendix 3, p.590].

Any interpretations attached to state audit independence have accumulated since the

mid 19th century. Most particularly, as Chapter 3 will demonstrate, the meanings
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originated from partisan interpretations of clauses of the /866 Audit Act which ushered
in the age of modern audit. Even though the /866 Audit Act addressed the
independence of only the person of the Comptroller and Auditor-General [s.3&4] it
was promoted as also conferring a co-ordinate level of independence on the staff of the
Comptroller and Auditor-General's office”. In contradiction to this, an examination of
the clauses of the Act and the frequent references (68 times) to Treasury powers
encourage the conclusion that the executive had no intention of letting loose an

unfettered officer of Parliament within its departments.

A useful approach to understanding the nature of state audit independence is to
contrast it with private sector audit. The next section, therefore, will firstly show that,
while much of the research in private sector audit independence has relevance to state
audit, the constitutional and political context of state audit sets its independence apart.
Section 2.5 also explicates the avenues of Executive influence over the discourse of
state audit independence. It is then proposed that, to sustain a belief in independence as
substantive, interpretations of independence have relied upon both legal protections for
the position of state auditor and the qualities of the person of the state auditor, his
integrity and independence of mind in particular. It is then established that interpreting
independence in this manner has enabled Executive Governments to downplay the

significance of Executive financial controls over state audit.

2.5 INTERPRETATIONS OF INDEPENDENCE

2.5.1 A Comparison of the Construction of Independence in Private Sector Audit
and State Audit

Independence in state audit is not merely a type or subset of private sector audit but
represents a distinct and separate category. In Figure 2.5 below the comparison of

private and state audit independence illustrates how, despite basic similarities,

29. However, when pressed, the executive would reluctantly admit that the Act had little or nothing to
say about the independence of audit staff [Great Britain, 1981, PAC, Evidence of Sir Douglas Henley
(C&AG) and Sir Arthur Rawlinson (Treasury), pp.12,59].
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independence in the two arenas of audit diverges in many crucial aspects. The AAO's

Auditing Standards [1987] recognise that

(Dhere are large areas of commonality in standards and practices
(between private and public sector audit) ... but there are important
differences of principle and practice. The most important of these stem
from public accountability requirements and differences in the scope of
the audit mandate [section 1.1.6].

Any discussion of state audit independence using the private sector as the referent

must therefore be aware of the characteristics of state audit which make it unique.

Figure 2.5

A COMPARISON OF FACTORS RELEVANT TO THE INDEPENDENCE
OF PUBLIC AND PRIVATE SECTOR AUDITORS IN AUSTRALIA

CHARACTERISTIC

PUBLIC SECTOR
AUDIT

PRIVATE SECTOR
AUDIT

APPOINTMENT OF
AUDITOR

By the Governor-General on
the advice of the Prime
Minister.  Despite  being
appointed by the auditee the
state auditor works for the
Parliament and not for the
auditee.

By the directors on behalf of the
shareholders. The auditor works
for the shareholders.

RESOURCES OF
AUDITOR's OFFICE

Most resources provided by
the Executive. The Auditor-
General must negotiate with
the Department of Finance

(DOF).

Audit fees are negotiated with
the auditee.
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PURPOSE OF AUDIT

To check that auditees have:
i)adhered to all relevant
regulations-regularity audit
ii)spent as appropriated by
Parliament- legality audit
iifjused resources efficiently
and effectively in the pursuit
of Executive program goals-
performance audit.
Administrative effectiveness
is emphasised, not program
effectiveness.

iv)provided accounts which
fairly and accurately report
the transactions of the
agency-financial statements
audit.
Auditing  is
semaphorically.

also  used

To attest that financial reports
are a true and fair representation
of the transactions of the
auditee. This is a financial
statement audit.

To enhance the credibility of
financial information and
thereby increase the confidence
of interested third parties in the
faithfulness of the financial
reports.

Management audits are not
instituted by the shareholders;
they  are between the
management and the auditor.
Other management advisory
services are between the
management and the
audit/accounting firms.

TENURE
AUDITOR

OF

During "good behaviour" ie
until the auditor decides to
retire or up to age 65.

One financial year or until the
directors or shareholders decide
to replace the auditors.

RELATIONSHIP
WITH AUDITEE

The state auditor is usually
appointed from the top ranks
of the Executive, often
towards the end of his public
service career. It 1s usual for
the state auditor to have
spent some or most of his
career in the Treasury. The
state auditor is expected to
maintain a  stance  of
separation from the
Executive.

The auditor should not have had
or currently have a position with
the auditee. Any relationships
with the auditee are to be clearly
stated. Certainly third parties
would look with apprehension
on an auditor who was
appointed  from the top
management of the auditee
immediately prior to
appointment as its auditor.

STAFFING
ARRANGEMENTS

Conditions of work for staff
other than the Auditor-
General are determined by
provisions of the Public
Service Act. The Auditor-
General has the authority to,
promote and dismiss but not
to appoint.

Staff are appointed by the
auditor's management. A similar
standard of separation from the
auditee is required by all staff
engaged in an audit.
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DISMISSAL

There must be the
concurrence of both Houses
of Parliament which pass
their recommendation for
dismissal to the Governor-
General.

The shareholders at an annual
general meeting vote to change
auditors. Usually this means that
the directors, who are often the
majority shareholders, make the
decision.

REPORTING

All reports go to Parliament
and are available for public
inspection, apart from some
reports excluded for purposes
of state security. The auditor
does not accept any audit
projects which are wholly on
behalf of auditee
management.

Audits of statutory financial
reports go to the shareholders
and other interested parties.
Management audit reports are
confidential to the management
and the auditors.

DETERMINANTS OF
THE AUDIT

MANDATE

Legislation in the form of an
audit act governs Audit.
Auditor does not respond to
auditee requests for
additional services.
Companies Acts and other
legislation also relevant.

Mainly Companies Acts and the
requirements of auditees for
other services.

INFLUENCES

ON

AUDIT METHODS

The auditor is to be given a
free hand to gain access to
any information considered
essential for the audit. All
audit methods are for the sole
discretion of the auditor.
Performance  audits  are
discretionary, the timetable of
which is the responsibility of
the auditor. The auditor will
take into  consideration
professional audit standards.
The auditee in the form of
DOF can influence the
auditors methods by
determining the content and
nature of auditee financial
reports.

Audit approach is mainly
determined by standards which
are  formulated by  the
professional accounting bodies
and by the standard setting
authorities. Company legislation
and stock exchange
requirements will also influence
audit practices. The auditee has
no say in the audit methods
used.

SOURCES
INDEPENDENCE

OF

Audit legislation, personal
integrity of the state auditor.

Professional ethics, personal
integrity of the auditor.
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The significant differences between state audit and private sector audit which are
relevant to the independence of the auditor, therefore, concern the method of
appointment and dismissal of the auditor, sources of independence and the relationship
with the auditee which in the case of the state auditor is determined by constitutional
conventions. The latter is particularly significant with most private sector audit
commentators stressing that independence is largely the consequence of the auditor
remaining at a professional and operational distance from the auditee. If in the private
sector an auditor who previously had been a top level manager in the firm audited was
appointed by the directors, it could be expected that the shareholders would have less
confidence in his or her objectivity and freedom from bias. Apart from shareholder
apprehensions, it is doubtful whether the ethics of the profession would condone the
appointment. Yet in the public sector, the Executive and Parliament in Australia have
had no qualms about taking all state auditors from the ranks of significant public sector
auditee's and still expect him to be accepted as beyond the influence of the Executive

and its agencies.

In a recent statement of auditing standards, the Australian Auditor-General admitted
that the auditing standards of his Office owed much to the Statements of Auditing
Standards and the Statements of Auditing Practice issued by the professional
accounting bodies [AAO Auditing Standards, Gazette, 7 August 1987, para.1.1.7],
although the correspondence in auditing standards between the two sectors of audit is
not isomorphic. Within the AAO's Auditing Standards there is recognition that in the
context of the public sector, independence may have a wider meaning. Whereas in the
private sector little concern has been expressed about the auditors' relationship with
their clients, the shareholders' representatives, the Australian Auditor-General has
emphasised repeatedly that his Office carries out its work free from interference from
its client, Parliament [Monaghan J. 1985c, p.19; AAO Standards, para.2.2.1.2 and

2.2.1.3; Taylor, Paper presented for the Senate, 28 August 1989]. Both sectors of
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audit see it as crucial that separation from auditees be clearly established for all to see:

in the case of the state auditor

(t)he public sector auditee is not in a client relationship with the
Auditor-General. A Minister, department, or board of a statutory
authority cannot influence the scope of the audit or its findings against
the professional judgment of the Auditor-General. The audit institution
has to discharge the audit mandate freely and impartially, taking
management views into consideration in forming audit opinions, but
owing no responsibility to the management of the auditee body for the
audits undertaken [AAOQ, Auditing Standards 1987, para.2.2.3.2 and
3]

Goldman and Barlev [1974] have interpreted auditor independence as the outcome of
the ability of the auditor to withstand pressures by the auditee to influence the auditor.
As shown in Figure 2.6 below, in the public sector the auditor's ability to resist these
pressures is a function of the dependency of the state auditor on the Executive and the
distribution of power between the Executive and the state auditor: "the greater the
dependency ... on the rewards and/or punishment that the other can mediate, the
greater will be the power of the party to gain compliance with ... (their) wishes"
[Nichols and Price 1976, p.337]. In both audit jurisdictions the auditee pays for the

services of the auditor.



Chapter 2 page 70

Figure 2.6

GOLDMAN AND BARLEV'S BEHAVIOURAL
MODEL OF INDEPENDENCE MODIFIED
FOR THE PUBLIC SECTOR

Extent of Executive Power Extent of Auditor's Power

Auditor's Ability to
Withstand Pressure

Extent of Perceived

Independence

Behaviour According
to Parliamentary Expectations

Given the immense power of the Executive in modern Westminster governance, the
context is overwhelmingly weighted in favour of the Executive. This has meant a shift
in emphasis in interpretations of what constitutes the sources of state audit
independence. Previously, in Figure 2.5 independence of the state audit was shown to
be related to personal qualities of the state auditor and legislation. For the discourse of
independence, the former has been particularly important to compensate for legislated

deficiencies, as the following section demonstrates.
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2.5.2 Psychological Interpretations of State Auditor Independence: Independence is
a State of Mind

The discourse of state audit independence has portrayed independence principally in
terms of the state auditor's professional and personal integrity, that is, his ability to
carry-out his duties in an unbiased and honest manner. Independence came to take on
meanings more to do with the state of mind of the auditor than anything to do with the
process of audit. This, it has been argued, will be a bulwark against assaults on the
state auditor's office. An "independent mind" would ensure an independent audit
[Windal and Corley 1980, p.30; Bartlett 1991, p.45; Senate debates, 6 May 1987,
p.2386 and 27 May 1993, p.1474]. It is argued that it is this which will generate
confidence in an auditor's work, not the technical aspects of audit [AAA 1973, p.16].
In his work on private sector audit Wolnizer has stressed that the notion of auditor
independence has been interpreted so exclusively in terms of the personal qualities of
the auditor that there has been little or no concern with the independence of either the
tests carried out by the auditor or, more importantly, with the independence of the
evidence used to reach audit conclusions [Wolnizer 1987, p.3]. Independence has been
overwhelmingly accepted as inhering "in the attitudes of, and relations between,

persons" [Wolnizer 1987, p.121].

There has thus been an emphasis on what Laframbroise [1983] refers to as
independent accountability. Independent accountability comes from within the
individual; it is an obligation which the individual imposes on himself/herself. A person
with an internal locus of control is more likely to have the quality of independent
accountability. Using measures of the locus of control’®, a person who can be
described as an “internal' does not see the need to be accountable as primarily arising

from external parties. Rather, an ‘internal' sees accountability in terms of calling "one's

30. Locus of control is a personality construct used in psychology, and adopted by researchers in
accounting, which describes how people perceive the source of influences over their life. Those who
are shown to be internals on the scale of locus of control believe that they have the biggest influence
on the unfolding of their life. Externals act as if it is predominantly forces and institutions outside
themselves which are most important in shaping their life.
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self to account for one's actions. Dependent accountability, on the other hand,

responds to accountability demands arising from others [Laframbroise 1983, p.326].

The discourse of state audit independence has been particularly effective in forming a
perceived bond between the state auditor's integrity and the quality of his independence
and that of his Office. His unquestioned personal integrity is promoted as the real
guarantee of independence and objectivity. Wolnizer has characterised these
interpretations of independence which rely upon the personal qualities of the auditor as
incomplete and flawed [Wolnizer 1987]. As a result, there has been a high degree of
"blind faith' in relation to beliefs about the independence of the person of the state
auditor but especially in regards to the independence of his Office. It has involved the
deception that a highly reputable, dignified, honourable and experienced civil servant
who is appointed, often in the closing days of a distinguished public service career, as
the state auditor will not submit to threats to his independence. The public and
Parliament are asked to accept that a long serving public servant is able to turn his
back on a culture and network of personal and professional relationships which
nurtured him throughout his, usually, long career in the public service and take on a
new set of loyalties and beliefs which are aimed at giving him something which he
never enjoyed before as a public servant: his independence. Even the very close ally of
the British state auditor, the Public Accounts Committee (PAC), has at times found
this hard to believe: "it cannot be easy for a former civil servant to transform himself
from a colleague of other accounting officers into their external auditor” [Report,
1980, p.LV]. To add further weight to this behavioural character of audit
independence the state auditor is also expected to act as a professional, "one who
performs a significant activity in a spirit of dedication” [Schaefer quoted in Likierman,
1989, p.619]. This reliance upon the professional and personal integrity of the state
auditor has made the discourse of independence very persuasive. The state auditor
personifies independence: to question the state auditor's independence is to question

his integrity and state audit itself.
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When appointment of the state auditor has been immediately before retirement’’ it has
been suggested that this is another means of demonstrating his integrity and enhancing
his independence from the Executive. According to this argument, the state auditor's
career has nothing to gain from him favouring the Executive. A contrary and more
convincing interpretation is that the 11th hour appointment of the state auditor has
been often, though not always, a means by which the Executive has been given a high
degree of assurance of the way the state auditor will fulfil his mandate. The
appointment of a tried, proven and loyal member of the public service, most notably
from the Treasury, could ensure a high degree of predictability in the views of the state
auditor. Appointment as state auditor has been used by the Executive as a reward for
meritorious civil service. The position of state auditor is highly sought after in the
public service; it is seen as a pinnacle of public service positions [Robinson 1924,
p.148]. Accordingly, it is less likely, although not impossible3?, that the state auditor
would do something which would blot an otherwise unblemished reputation. Late
career appointments, therefore, have been used by the Executive as a form of damage
control and a recognition that political patronage still exists [ See Garrett's comments,
Great Britain, 1981, PAC, Inquiry into The Role of the Comptroller and Auditor

General, Minutes of evidence, p.49].

State audit is considerably more secretive than private sector audit, if only for the fact
that there is a close relationship between the auditees in the Executive and the auditor's
client, Parliament. Parliament customarily has devoted a very meagre amount of its
time to reviewing the work of the state auditor, preferring instead to leave most of this

to its standing committee the J CPA®. Reid and Forrest have observed that

31. Recent examples include Steele Craik [1973-1981], Brigden [1981-1985] and Monaghan [1984-
1987].

32. See Chapter 7 for a discussion of the problems faced by the present Auditor-General, John Taylor.
33. At various times other committees have also been involved, including the Expenditure Committee,
between 1978 and 1983, which was replaced by the House of Representatives Finance and Public
Administration Committee.
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when the preoccupation of one side of the assembly is in the
maintenance of the government's majority, and on the other side in its
destruction, members are not favourably disposed to concentrate on
housekeeping in public administration [1989, p.347]

Consequently, one comfort which the electorate have that the state auditor is
promoting their interest is the state auditor's public assurances of his independence.
These are given weight by Executive and Parliamentary professions that the state
auditor is indeed an independent officer. His high legal status, comparable to a member

of the judiciary, underlines this confidence.

Common synonyms for independence are objectivity (of the auditor) and freedom from
(personal) bias. The auditing pronouncements of the AICPA stress that "in all matters
relating to the assignment, an independence in mental attitude is to be maintained by
the auditor" [AU 220.03, quoted in Wolnizer 1987, p.123; AUP 32, para.12]. Audit
authorities accept that "an independent attitude ... is indispensable”, it is "an imperative
needed to add credibility to a communicated opinion" [AAA 1973, p.16]. In the
Australian auditing standards this is amplified to mean that in both public and private

sector audit [AUP 32, para.5] the auditors

should be straightforward, honest and sincere in their approach to their
professional work. They must be fair and must not allow prejudice or
bias to override their objectivity. They should maintain an impartial
attitude and both be and appear to be free of any interest which might
be regarded, whatever its actual effect, as being incomg)atible with
integrity and objectivity (emphasis added) [AUS 1, para.16] ‘

Achievement of impartiality is therefore

heavily reliant upon the personal attributes of the individual. Without
believing in and supporting the need to remain independent of any bias,
personal interest, susceptibility to undue influence or pressure, the
auditor is unlikely to achieve the appropriate attitude of mind. Personal
attributes essential to the maintenance of an independent frame of mind
include:

34. This statement of auditing practice is identical with the AICPA's AU 80003.05, 1980.
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(a) integrity- the staunch observance of accepted standards of honesty
which must underlie all professional decisions and actions. ...

(b) objectivity- an unwillingness to allow prejudice or bias to influence
judgment and the maintenance of a fair and impartial attitude; and

(c) strength of character- the ability to maintain integrity and
objectivity in the face of pressure from others. The opinion of the
auditor is vital to the credibility of financial reports, and the governing
body, recognising this, may seek to influence the auditor. Without the
strength of character to withstand such pressure the auditor will not be
able to express an independent opinion [AUP 32, para.13].

Standards, rules, regulations and legislation aid in the achievement of independence but
they are not certain guarantees. In the final analysis it will always be the personal
vigilance and integrity of the auditor which will determine whether the image of
auditor independence is maintained [see Trueblood in AAA 1973, p.17]. To have an
independent state of mind is to have "an attitude of impartiality and self reliance"
[Ricchiute 1992, p.27]. The Australian Auditor-General Steele Craik when asked by
the British PAC whether, in light of his long career in the Treasury, his relationship

with the Treasury impinged upon his independence replied

not in the least ... I am not necessarily influenced by what they say or by
what they would like me to do. I do not feel that it impairs my
independence in the least [Great Britain, 1981, Inquiry into the Role of
the Comptroller and Auditor General, Minutes of Evidence, 11 June
1980, p.8].

Since the emergence of modern auditing in the mid-19th century, independence has
been the great bulwark of the auditing profession. Characterisation of the auditor as a
strong minded individual who values substantive independence contributed to the
status and respect of the auditing profession. It should be noted at this stage that the
emphasis has been on the independence of the auditor and not that of the audit process
itself. It is expected that if the auditor is seen as independent then the audit conducted
will be viewed similarly. Consequently, the features which bolster the perception of the
auditor's personal independence are the foundation of confidence placed in the audit

and not a given set of desirable characteristics of the technology of audit. In 1947 the
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AICPA reminded its members that "historically independence was the first
requirement; the need for that was recognised even before the need for technical
competence; it was the climate into which the profession was born" [Quoted in
Wolnizer 1987, p.125]. These views on private sector audit have been shown to be
equally applicable to the state auditor. So important are these perceptions that the
Australian Auditor-General indicated he had a responsibility to ensure that the
community understood the nature of his independence [AAO, Auditing Standards,
para. 2.2.2.7]. They public might not be able to understand the audit process or why
they should have confidence in it but they would be more likely to understand

independence when its is given human form in the person of the state auditor.

Whenever the state auditor has been too closely questioned about the extent and
strength of his independence he has invariably retreated to declarations of his integrity
and his independent state of mind or attitude as the last line of defence [see for
example, Great Britain, 1981, PAC, Inquiry into the Role of the Comptroller and and
Auditor General, Minutes of evidence, Henley (C&AG), p.73]. The state auditor has
known only too well that if he appealed to the audit legislation and to the record of his
practice of audit that any claims of substantive independence could be easily refuted as

without any real foundations: de juris and de facto independence were no different.

The qualities of uprightness of character, probity, honesty ensure that integrity is a
very amorphous and complex concept which is not easily challenged because it is not
readily empirically verifiable or easy to interpret. Reliance upon the auditor's state of
mind and integrity as both guarantees and evidence of independence is an advantage
for those who directly and most benefit from a belief in state audit's independence
being substantive; it is very difficult to refute the existence of independence. A state of
mind cannot be measured with objective criteria nor cannot it be observed directly
[Cook and Winkler 1976, p.46]. It is only the actions of the auditors which can be

observed. Sharaf and Mauntz agreed that
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important as the concept of independence is to auditing, it is one of
those elusive ideas difficult to reduce to an easily understood definition.
Thus one searches in vain for a comprehensive authoritative statement
of the meaning of independence in auditing" [1960, p.49].

A form of independence which is largely guaranteed by the attitude of the state auditor
will depend very heavily upon maintaining the appearance of being independent.
Appearances are not only desirable but must be maintained at all costs [Nichols and
Price 1976, p.335]. Most authors are agreed that the value of state audit is based on

the perception that the auditor is independent:

the conclusion reached by a knowledgeable observer in evaluating an
auditor's relationship is the ultimate test of whether such a relationship
would cause the auditor's appearance of independence to be impaired.
Appearance is essential to maintaining confidence in independence
[Cook and Winkler 1976, p.47].

Appearances and not the reality of independence will ultimately determine the
credibility of and confidence placed in the auditor: the "general impression is what is
carried to the public and to the people whom we audit. This is the whole role; there is
an important concept in this" [G