TOWARDS AN IMPROVED NATIONAL
AUDIT LEGISLATION

INTRODUCTION - PUBLIC AUDIT IN INSTITUTIONAL CONTEXT

The control of public finance is vested in Parliament under Article 148 of the Constitution, which provides that the Central Government is
accountable. to Parliament for collecting and spending public money. In addition, Provincial Councils, local authorities and State Owned
Enterprises (SOEs) exercise limited financial control in terms of their respective legislation.

Parliamentary control of public finance is exercised in two ways — ex ante accountability and ex post accountability. Ex ante
accountability is exercised through the requirement of Parliamentary approval of the annual Budget and the Appropriation Bill, which sets
out the Government’s expenditure estimates for the coming year. Ex post accountability is exercised through Parliamentary scrutiny of the

actual results of Government financial operations against what had been budgeted, and whether the objectives were realised.

Public audit, exercised through the office of the Auditor-General, plays a key role in the area of ex-post financial accountability. Ex post
Parliamentary control of finance is based on reports from the Auditor General. Similarly, the Auditor General audits the accounts of
Provincial Councils, local authorities and SOEs with the notable exception of Government-owned Companies.

2. Impact of public audit on economy and business

Public audit has a strong impact on economic development and on the business sector in particular. In a recent World Bank and ADB
survey (2004), 544 urban enterprises and 1,882 rural enterprises in Sri Lanka were asked to rank the “major or severe” constraints to doing
business in this country. The number one constraint identified by the urban enterprises was electricity, which mostly related to the cost and
reliability of supply. In the case of rural enterprises, the foremost constraint identified by them was transport — encompassing the poor quality
of roads and lack of transport.

The State plays a major role in the electricity and transport sectors. Therefore, public audit, by highlighting inefficiency and waste in
public expenditure in general, can play an important role in improving these two critical sectors that have been identified by domestic
businesses. The electricity and road sectors in particular have received many charges of large-scale inefficiency, waste and corruption.

Public audit can also exert a very important influence on economic
development through the role it plays in identifying corruption. Economic growth
is spurred on by new investment and by more efficient utilization of existing
investment. Mauro (1996) has found that corruption may have considerable,
adverse effects economic growth, largely by reducing private investment. He
‘ tentatively finds that a one standard deviation improvement in corruption indices
ANVAD A causes investment to rise by 5 percent of GDP and the annual per capita GDP
growth rate to rise by half a percentage point.

B:LDQ-”T@LD . Similarly, by highlighting mismanagement and waste, public audit can also
help to improve the efficiency of existing investment in the public sector, also
leading to higher growth.

Control of corruption may also help Sri Lanka to attract Foreign Direct Investment
o (FDI).

. . A study on FDI cited in World Bank (2006) has estimated that corruption is the
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equivalent of a20% tax to foreign investors. Therefore, other things being equal,

foreign investors will prefer to invest where corruption is less prevalent.
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@ The main problem faced by public audit in Sri Lanka is in relation to its







