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Assembly. Preparation of the Republic’s budget followed a highly compressed 
timetable that did not allow for detailed analysis of budget issues and policies.699 
Parliamentary discussions on the budget were almost absent and the budgetary 
proposals, as well as final budgetary reports were adopted by the Parliament al-
most without any remarks.

Budget reporting to the Parliament was also greatly limited. The 1991 
law700 required that annual consolidated Government accounts (financial state-
ments) be submitted to the Parliament by 28th February of the following year. 
Discussion on the budget proposal for the next year and consolidated Govern-
ment accounts for the previous year would, however, last only for a couple of 
days, without any significant debate on the substance of budget execution, pre-
sented in the consolidated accounts.701 In this regard, there was an obvious lack 
of a professional body of external audit institution, which would be able to give 
its professional opinion on the state of Government consolidated accounts and 
point out strengths and weaknesses in the use of the public funds.702

An important feature of the new Budget System Law is that it leaves con-
siderably longer time for the consideration and approval of the budget by the 
Cabinet and the Parliament (2 months).703 Implementation of this new time-
table should help emphasise the role of the budget as a key instrument for the 
realisation of Government policies and programmes. The Budget System Law 
further specifies more regular and frequent reporting on the expenditures, com-
mitments, cash payments from the budget and other reports that would provide 
a comprehensive picture of the development of public finances throughout the 
year.704

It should be noted that the adoption of the previous years’ budgets seemed 
to be the subject of significant debate in the Serbian Parliament. The obligatory 
nature of the adoption of the budget was, however, used mainly as a political 
means of threatening the Government to be overthrown and in the same time 
the test if the Government has enough support in the Parliament. The lack of 
a more substantial debate on the budget proposal perhaps should not at all be 
surprising, bearing in mind that the members of the Parliament do not have suf-
ficient knowledge to examine the details of the budgetary legislation and even 
lesser powers to keep the Government to account for the effective use of pub-
lic monies within the approved legal budgetary framework. The absence of an 
independent external audit institution further undermines their accountability 
potentials.

699 G. Paovic-Jeknic, Budzetska kontrola – jugoslovensko i italijansko pravo [Control of the 
Budget – Yugoslavian and Italian Law], University of Montenegro, Podgorica, 2000.

700 The Law on Public Revenues and Public Expenditures, Official Gazette of the Republic of 
Serbia, No. 76/91, 18/93, 22/93, 67/93, 45/94, 42/98.

701 G. Paovic-Jeknic, ibid. pp. 178–182.
702 Ibid. 
703 Article 31 of Budget System Law. 
704 Chapter V of the Budget System Law. 
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The role of Parliamentary committees
The parliamentary committee system in Serbia is still underdeveloped 

in comparison to its western counterparts. There is a number of Parliamentary 
Committees which are responsible for the review of the legislative proposals. 
Their general authorities are prescribed by the Rules of Procedure of the Na-
tional Assembly.705 However, civil servants are rarely called to account before 
the standing Parliamentary Committees. It is only the Committees for special 
inquiries, which are formed on an ad hoc basis to examine specific cases, that 
have the right to summon the civil servants involved in the case. This has also 
been given some attention in the media, which is still insufficient for provok-
ing a strong public debate on the discussed issues. Committee support services 
are still weak and their organisation is not flexible nor adaptable to work-load 
changes. Therefore, there is unanimous consent across all political actors that 
Parliamentary Committees need expert, specialised research assistance to im-
prove their review of draft legislation and fulfil their mandates as prescribed.706

The public finance oversight function of the National Assembly is prima-
rily carried out by the Finance Committee. The Finance Committee has 15 mem-
bers and is set up to review draft laws, other regulations and by-laws and other 
issues in the field of public finance and not to scrutinise the activities of the Gov-
ernment. The chairman of the Committee has been appointed and is a member 
of an opposition party, in line with the best European practice. However, the 
committee has neither a proper structure and resources nor a clear mandate and 
is obviously not a specialized committee for the scrutiny of public accounts, but 
carries out primarily legislative function.

Nevertheless, it should be noted that a Sub-committee for “Supreme Audit 
Institution Establishment Law Drafting” was established in 2004 and prepared 
the draft Law on Supreme Audit Institution. This was an encouraging sign, as it 
enhanced the MPs awareness of the need to develop scrutinising role of parlia-
mentary committees, in cooperation with the supreme audit institutions. How-
ever, as the independent external audit institution has still not been operational, 
the Parliament still does not have a key ally to assist him perform its paramount 
function of being a guardian of the public purse.

Developing external financial
accountability mechanisms

Today, Serbia seems to be the only European country which does not have 
a functional institution to perform independent external audit of public revenues 
and expenditures. Although the National Assembly adopted the Law on State 

705 Poslovnik Narodne Skupstine Republike Srbije [Rules of Procedure of the National Assem-
bly of the Republic of Serbia], the final text of 28 June 2005. http://www.parlament.sr.gov.
yu/content/cir/akta/poslovnik/poslovnik_1.asp. 

706 Southeast Europe Parliamentary Program (SEPP), Parliamentary Centre, Join Baseline Re-
port on the Internal and Human Resources Management in the National Assembly of the 
Republic of Serbia, November 2003. 
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Audit Institution in November 2005, the State Audit Institution (hereinafter the 
SAI) has not been operational. The main reasons for the delay in creating the 
SAI was 1) a difficulty to reach a political consensus in the National Assembly on 
who should be elected as a member of the SAI’s management and subsequently 
2) a lack of material, human and financial resources provided to SAI in order to 
be able to commence its work.707 The SAI’s management was elected eventually 
in autumn 2007, but up to now the SAI has not received adequate premises for 
its work and faced obstacles with recruitment of its staff. The Rulebook on the 
operation of the SAI was eventualy approved by the National Assembly on Janu-
ary 23, 2009, by which formal conditions for commencement of the operation of 
the SAI have finally been met. However, a very long delay in establishment and 
operation of this new institution raises serious concerns for its further work. The 
absence of a key financial accountability mechanism greatly undermines exercise 
of a democratic accountability to the Parliament, which simple does not have ap-
propriate means of holding the Government to account for the public spending.

It should, however, be stressed that external financial accountability 
mechanisms were very much present throughout the Serbian history in different 
shapes and forms, depending on the broader political and social developments. 
In order to be able to provide recommendations on how the new Serbian finan-
cial accountability system could be strengthened, it would be important to out-
line a brief history of external audit developments in Serbia and ex-Yugoslavia, 
which could be used as a source of inspiration for the future times. Lessons from 
the past should not be forgotten and should duly be taken into account when 
setting up a new transitional system of financial accountability.

External audit in Serbia
– an overview of a forgotten tradition

Serbia has a significant tradition in the field of external audit. Similar to 
Britain and France, the development of external audit in Serbia, and later in first 
Yugoslavia, was fairly dependent on the continuous struggle between the mon-
arch and the legislature. During the XIX and the first decades of XX century, ex-
ternal audit gradually evolved from the instrument of autocratic control of state 
revenues and expenditures to a key supporting mechanism to the democratic 
parliamentary control of spending of public money.708

It is interesting to note that the first Serbian Constitution (Sretenjski Us-
tav), proclaimed in the period of struggle for independence from the Turkish 
Empire in 1835, envisaged the creation of fairly advanced external audit insti-

707 A. Rabrenovic (2008), “Uspostavljanje vrhovne revizorske institucije u Srbiji – povratak 
zaboravljenoj tradiciji?” [Establishment of the Supreme Audit Institution in Serbia- back to 
forgotten tradition?”] Pravni život, br. 10/2008, pp. 663–679.

708 N. Stjepanovic, Opsta teorija o glavnoj kontroli Kraljevine Jugoslavije [General Theory on 
the Supreme Control of the Kingdom of Yugoslavia], doctoral dissertation, Faculty of Law, 
University of Belgrade, 1937. 
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tution. Article 107 of the Sretenjski Constitution proclaimed: “Prince and State 
Council (Drzavni Sojvet)709 will establish the supreme accounting institution, 
which will audit all the financial accounts of the state and make sure that public 
money is not spent for other purposes than those approved by National Assem-
bly”. However, these provisions were never implemented in practice, due to con-
tinuous infighting between the Prince (Milos Obrenovic) and the legislature and 
the Prince’s unwillingness to accept legal constraints to his power.

The second Serbian Constitution, the so-called Turkish Constitution 
(1838), provided for the creation of an audit institution (racundzinica prav-
iteljstvena ili glavna kontrola) as an organisational division of the Ministry of 
Finance. This division performed audit of all the state accounts and its findings 
were presented to the State Council by the Minister of Finance. In this way, ex-
ternal audit became a constitutive part of the executive and hence did not con-
tain elements of a democratic audit. This, perhaps, should not be surprising, as 
the Prince’s powers in this period were still prevailing upon the scarce, but grow-
ing powers of the legislature.710

Only a few years later, in 1843, the legislature won its first victory in the 
field of control of public money. Under legislative pressure, the audit division of 
the Ministry of Finance was transferred to the State Council. In 1844, the first 
Decree regulating the organisational structure and functions of the external audit 
institution was passed. The Decree formally created a Supreme Control institu-
tion (Glavna kontrola), which obtained a status of a division of the State Council. 
During the following two decades, the authorities of Supreme Control were grad-
ually expanding, so that in 1862 it obtained a quasi-judicial authority to decide 
on damages emanating from irregularities, errors and mismanagement of pub-
lic money. However, the Constitution of 1869, reinstated Supreme Control in the 
structure of the executive, transformed the State Council into an advisory body of 
the Government,711 thus taking away the democratic elements of its operation.

The Supreme Control was able to regain and strengthen its democratic 
features two decades later, in 1888, when the new Constitution was proclaimed. 
The Constitution enabled the Parliament to reinforce its right to approve the 
budget as well as its right to control the execution of the budget. In order to 
help the Parliament perform these authorities, the Constitution considerably 
strengthened the position of the Supreme Control it devoted a special section 
(section XI) to the functions of the Supreme Control, which were further elabo-
rated in the Law on its implementation (1892). According to the Constitution 
and the Law (1892), The Supreme Control obtained authority to exercise several 
important functions:

709 Drzavni Sovjet was the earliest form of Serbian Parliament, which performed legislative 
functions until the establishment of the National Assembly by 1869 Constitution. Drza-
vni Sovjet consisted of the Monarch’s advisors and key political persons of that time and 
besides legislative, carried out other key state functions, such as the supreme court of law, 
with a power of declaring the law. 

710 N. Stjepanovic, ibid.
711 Articles 56 and 63 of the 1969 Constitution. 
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1. the function of ex ante control of the execution of the budget, which 
consisted of checking the legality of sought amounts and their con-
formity with the budget. If the Control finds the payment request legal, 
it would grant a visa (authorisation) of the issue of public money to 
government departments.712 If, however, it finds that the request is in 
breach of the material legislation and the budget, it would, after com-
munication with the Government department, issue a visa with reser-
vation and inform the Parliament about the issue.

2. the function of ex – post control of the budget execution, which en-
tailed:
a) financial audit of all the state accounts;
b) quasi-judicial authorities in deciding on damages emanating from 

the accounts;
c) certifying and providing the opinion on the Government consoli-

dated financial statements (government accounts),713 which would 
only after the certification and provision of the Supreme Control’s 
report be submitted to the Parliament for the final discharge.

The Parliament, on the other hand, obtained the right to approve the 
members of Supreme Control, whose positions, according to the Constitution, 
were permanent and immovable. In this way the Supreme Control secured inde-
pendence from the interference of the executive. Nevertheless, the Control still 
did retain some links with the Executive, as, interestingly, the Prime Minister 
was in the last instance held accountable for the performance of its tasks and 
duties.714

The formal position of the Supreme Control did not substantially change 
in the following decades, although its functional independence was frequently 
jeopardised by the Monarch, who attempted to exercise greater influence on the 
Supreme Control’s work. After the creation of first Yugoslavia, 1921 Constitu-
tion (so-called Vidovdanski Ustav) reinforced the organisation and functions 
of the Supreme Control as was prescribed by the 1892 Law. However, after the 
introduction of the so-called dictatorship of 6th of January 1929, when King 
Aleksandar temporarily abolished the Parliament in order to overcome serious 
obstructions in the Parliament, the position of the Supreme Control was sub-
stantially changed, as all the Parliamentary competences regarding external audit 

712 This function is similar to the UK Comptroller function of controlling the issue of public 
money from the Consolidating and National Loans fund to Government departments and 
other public bodies.

713 The Consolidated Financial Statements were drawn up by the Ministry of Finance 
and included details of: the revenue and expenditure of the national Government, 
including both a budgetary income and expenditure statement based on a modi-
fied cash basis and a cash statement showing all sources of funds cashed and all 
disbursements made during the year. The final report included a general declara-
tion of conformity and details of significant breaches of budgetary rules. 

714 N. Stjepanovic, op. cit. pp. 129–130.
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were transferred to the Monarch. Only two years later, the 1931 Constitution 
(so-called Oktroisani Ustav) returned the competences of financial control to the 
Parliament and again established direct reporting relations between the Parlia-
ment and the Supreme Control, whose status and competences remained largely 
unaltered until the beginning of World War II.

The function of external audit was not alien to the second Yugoslavia, 
where a special kind of external audit institution – “Social Accounting Service” 
(SAS) was created in 1959. The SAS, however, was not a specialised audit or-
gan, but combined the audit tasks with functions which, elsewhere, are entrusted 
to national banks and/or treasuries. The SAS had to watch over the legality of 
the disbursement of state and public (social) funds through pre-audits and post-
audits. The SAS also exercised quasi-judicial authorities with regard to errors, 
irregularities and mismanagement of public funds by officials and civil servants. 
If, during the examination of the public accounts, the SAS would discover ac-
counting irregularities and/or breaches of legal regulations, it had the right to 
require the organ in question to correct errors and irregularities and return the 
funds acquired by the irregular/illegal practice.

It is interesting to note that all users of public funds as well as private firms 
were required to open accounts with the SAS. The SAS investigated whether en-
terprises fulfilled their financial obligations towards the state and, if necessary, 
made these payments itself from their accounts. This function was clearly out-
side the scope of western European’s supreme audit organisations and enabled 
the Government to interfere and fully control the economy. The SAS also had 
responsibilities in the sphere of national financial recording and statistics. Per-
haps the final proof of the totally different nature of the SAS was the fact that it 
actually charged for its services, and hence was not financed out of any fund of 
the state budgets.715

Contours of a new external audit legal framework

Although Serbian new SAI has still not been fully operational, there exists 
a sound legal framework for its functioning. First it should be noted that the new 
2006 Serbian Constitution for the first time in modern Serbian history provides 
legal basis for establishment and independence of the SAI. The Constitution in 
its Article 96 envisages that the State Audit Institution shall be supreme audit 
institution for auditing public finances in the Republic Serbia, that it is an in-
dependent institution and subject to supervision by the National Assembly to 
which it is accountable. It is important that the independence of the SAI is pro-
claimed in the Constitution and that a functional relationship between the SAI 
and the Parliament is underlined.

The Law on State Audit Institution (hereinafter the LSAI) passed some-
what before the adoption of the new Constitution (in November 2005) also rep-
resents an important step forward in creating a functional system of financial 

715 R. Szawlowski, “State Audit in Communist Countries”, in B. Geist (ed.), State Audit – De-
velopments in Public Accountability, (The MacMillan Press Ltd), 1981, p. 189.
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accountability. The Law has been appraised as a very good piece of legislation by 
a number of international organisations and experts and definitely. The LSAI is 
quite detailed and comprises a number of sections which regulate the organisa-
tion, management, functions and procedures of the State Audit Institution (here-
inafter SAI). As we have already discussed some of the concepts of the new law 
(such as the stewardship of public money) we shall pay attention to other impor-
tant elements of the LSAI related to its structure, management, guarantees for 
independence, functional and institutional jurisdiction and audit process.

Organisation and management of the SAI

According to the new LSAI, a Council of the Institution is the supreme 
collegial authority of the SAI. The Council members bear a collective respon-
sibility for the decision making process,716 which should enhance the quality 
of the SAI’s decisions, especially since it is a brand new institution yet to be 
established. The Council has five members: a President, a Vice-President and 
three members. Organisation of the SAI consists of audit units, headed by the 
Supreme State Auditors, and assisting services. In addition, the Secretary of the 
SAI carries out an important managerial function, by coordinating the activities 
of different audit units and services.717

Although the SAI has a collegiate management, significant managerial 
powers have been provided to the President of the Institution. The President has 
the right to: manage the work of the institution by determining and implement-
ing the work programme; prescribe rules for individual stages of audit activity; 
make decisions on supervision of implementation of the audit objectives; appoint 
the Supreme State Auditors and Secretary of the Institution, etc.718 Exercise of 
these authorities should enable the President of the SAI to prevent and remove 
any potential inefficiency in the collegiate work of the Council.

Personal independence of the Council members is expected to be secured 
through rather strict conditions and procedures for their appointment and dis-
missal. Council members ought to have an appropriate university education and 
relevant working experience719 and must not be employees of any Government 
body for two years prior to their appointment to the Council. This should ensure 
at least some degree of political and personal impartiality of the Council mem-
bers in conducting ex post audits of Government operations. The cornerstone 
of Council Members’ independence, nevertheless, is provided by a requirement 

716 Article 13 of the LSAI. 
717 Article 32 of the LSAI.
718 Article 25 of the LSAI. 
719 The Law requires the Council members to have a university degree and at least 10 years 

of working experience, out of which minimum 7 years on jobs related to the powers of 
the Institution. It is further stipulated that a minimum of 2 members of the Council must 
be graduated economists with the corresponding auditing or accounting profession and 
working experience in the domain of public finances, while a minimum of one member of 
the Council must be a graduated jurist with passed juridical exam and working experience 
in legal activities in the domain of public finances.
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that Council Members are to be appointed by the National Assembly for a pe-
riod of 6 years, at the proposal of the competent working body of the Assembly 
and cannot be reappointed to their respective posts more than twice.

Being aware of the challenges which the SAI will face in its work, the 
draftsmen of the law have underlined a need for securing organizational, func-
tional and financial independence of this institution. First, the law provides that 
the SAI has the right to independently determine its internal organizational 
structure and staffing plans (job systematisation), as well as to issue independ-
ently by-laws and other acts necessary for implementation of the present Law.720 
Second, functional independence is secured though the right to independently 
define the scope, time and nature of audit; to conduct audit examinations on the 
spot; to have access to all necessary documents and to submit audit and other 
reports without any restrictions.721 This is fully in line with the Commision’s 
and LIMA declaration’s standards and provides a positive answer to Commis-
sion’s baseline question mentioned in the chapter IV on whether the SAI is free 
to decide what work it will carry out. Lastly, financial independence should be 
assured by determining the funds for work of the Institution as a separate budget 
item in the scope of an annual Law on Budget of Serbia.722 The financial plan 
of the SAI is determined by the Council and approved by the working body of 
National Assembly and only then submitted to the Ministry of Finance for inclu-
sion in the general budget. This is also in line with the Commission’s requests for 
an independence of the financial resources needed for the fulfilment of the SAI’s 
mandate, as pointed out in the previous chapter.

Functional and institutional jurisdiction

As mentioned in the review of the concept of stewardship of public money 
in Serbia, the SAI is authorised to conduct three basic types of audit: audit of ac-
curacy of accounts, audit of regularity of financial operations and performance/
value for money auditing. 723 Besides the ‘usual’ auditing powers, the SAI is also 
authorised to carry out other tasks that are closely linked with the audit func-
tion, such as: assessment of functioning of systems of internal control, general 
advisory function to auditees, giving proposals for changing of existing legisla-
tion, adoption of auditing standards and tackling the fraud and corruption.724

The SAI’s institutional jurisdiction is also quite wide. It is authorised to 
carry out audits of a wide spread network of institutions which are using public 
funds, such as: all DBBs and IBBs of the Republic, units of territorial autonomy 
and local governments; organisations of mandatory social insurance; budget 
funds established by a special law or secondary legislation; public utilities, com-
panies and other legal entities founded by a DBB or IBB which participate in its 

720 Article 12 of the LSAI.
721 Articles 3, 5, 6, 35, 36, 39 of the LSAI.
722 Article 51 of LSAI.
723 Section 2, 3 and 4, paragraph 1 of Article 2 of the LSAI.
724 Article 5 of the LSAI.



196 Financial Accountability as a Condition for EU Membership

capital or management; National Bank of Serbia (in the part referring to opera-
tions with the State budget and public funds); political parties; legal or physical 
entities which receive state donations and other irretrievable funds or guaran-
tees; users of EU funds, donations and assistance by international organizations, 
foreign governments and non-governmental organizations.725

Since the SAI is authorised to audit all public funds, resources and op-
erations (including EU funds and resources), regardless of whether they are re-
flected in the national budget and regardless of who receives or manages public 
funds, it may be inferred that its functional and institutional jurisdiction is quite 
satisfactory. However, it should be noted that such a jurisdiction will require in-
tensive efforts on the part of the new institution and therefore it will be very dif-
ficult for SAI to manage to cover it, especially in the first years of its operation.

In order to concentrate the SAI efforts, the law prescribes so called ‘com-
pulsory audits’, which need to be conducted each year. These are:

– annual budget of the Republic of Serbia;
– organizations of mandatory social insurance;
– National Bank of Serbia, in the part related to spending of public 

funds;
– a number of public utilities, companies and other legal entities founded 

by a DBB or IBB which participate in its capital or management;
– budget of a suitable number of local self-government units.726

Conducting even this limited number of mandatory audits would be a 
very demanding task for the SAI in the first years of operation. The Institution 
will need time to find appropriate staff and build its capacity, which will be a 
long and demanding process. Therefore, the initial expectations of the operation 
of this important institution should be kept fairly realistic.

Audit reports and procedures
Similar to its counterparts, a key SAI’s weapon is issuance of audit reports 

and annual report on its work. The main instrument of reporting is the annual 
report on consolidated Government accounts and final accounts of organisa-
tions of mandatory social insurance which is to be submitted to the National As-
sembly every year.727 The SAI is also required to submit an annual Report on its 
work to the Assembly by the 31st of March of the current year for the preceding 
year.728 In the course of the year, the Institution may submit special reports on 
particularly important and urgent issues, whose content is defined in more detail 
by the Rules of Procedure of the Institution.

The procedure of audit is regulated in quite a detailed manner in the LSAI. 
This poses a question of whether some of the procedural details could have been 

725 Article 10 of the LSAI. 
726 Article 35 of the LSAI.
727 Article 47 of the LSAI.
728 Article 45 of the SAI..
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left for secondary legislation, as putting them on a statutory footing takes away 
the flexibility necessary for fine-tuning and adjusting to the real needs.

The Audit procedure conducted by the SAI may be divided into three 
main phases:

1. Pre-Audit phase, relates to determining the annual audit plan and pro-
gramme of the SAI and collection of information and documentation 
prior to the commencement of the process of audit. The Law grants the 
SAI the right of access to any information it requires to undertake its 
tasks.729 If an auditee fails to provide requested information, it will be 
fined by an appropriate penalty,730 determined by the penal provisions 
of the law.731

2. Process of Audit comprises a number of procedures and principles, 
such as the right to a fair hearing (audi et alteram partem rule) and the 
right to object to the findings of the report in a two-instance procedure. 
Each audit starts with the adoption of the conclusion on undertaking of 
audit, which may be a subject of objection by an auditee.732 The Coun-
cil decides on such an objection and its decision is final (no right of 
appeal is allowed).733 When a draft audit report is completed, it is sent 
to an auditee for comments and objections. If an auditee submits an 
objection or comments, the SAI will organise a hearing to discuss these 
objections and acquire any additional information to be presented by an 
auditee at the hearing.734 After the hearing, the draft report, together 
with objections and comments is given to a Member of the Council or 
a Supreme State Auditor, who will review the report.735 After reviewing 
the report, a Council Member or a Supreme State Auditor will issue an 
audit report proposal, which will be sent to the auditee. An auditee has 
the right to another objection to the report, which is then sent to the 
Council for the final decision. The Council can decide to either take out 
the objected finding from the report or to leave in it in the report (as 
it already is or to reformulate it).736 The final report is sent to the au-
ditee, the National Assembly and other organs, which, in Council’s view, 
should be informed of the audit findings. The Council’s decision is final 
and there is no legal remedy which could challenge it.737

 As we can see, the process of audit is rather complex and assumes ac-
tive participation of an auditee in all stages of the process. Such a de-
manding procedure should make sure that a final audit report to be 

729 Article 36 of the LSAI. 
730 5.000–50000 dinars which corresponds to around 50–5000 pounds.
731 Article 57 of the LSAI. 
732 Para 1, Article 38 of the LSAI.
733 Paragraphs 2 and 3 of the Article 38, of the LSAI.
734 Paragraphs 1–9 of Article 39 of the LSAI.
735 Paragraph 10 of Article 39 of the LSAI.
736 Paragraphs 11–15 of Article 39 of the LSAI.
737 Paragraphs 16–17 of Article 39 of the LSAI.
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submitted to the National Assembly and the public includes only dis-
closures substantiated by credible evidence that corresponds to the ac-
tual state of affairs. It is further important to provide information to 
future audited subject and stakeholders awareness in general on their 
rights and responsibilities in their relations to the SAI.

3. Post-Audit Procedure. Provision for adequate follow-up procedures 
of SAI’s recommendations in the post-audit process is of particular 
importance. An auditee is obliged to take actions in accordance with 
SAI’s recommendations and to notify the Institution thereof not later 
than 90 days from the date of delivery of the audit report.738 If an in-
stitution fails to comply with the SAI’s recommendations in case of a 
significant irregularity or non-purposefulness of operations, the SAI 
shall determine that there is a serious violation of a ‘good practice’ in 
the auditee’s operation.’739

One of the key issues to be posed is whether the SAI should have any 
sanctioning powers in the case of non-respect of its recommendations. As we 
could see in chapter II, the UK NAO does not have any power of sanction of its 
own. Instead, its basic weapon is the PAC, which holds the executive to account 
for the stewardship of public money. In the French system of financial account-
ability, the Cour des Comptes, in turn, does have sanctioning powers through the 
process of judging of accountants. In the EU system, the ECA does not have any 
sanctioning powers on its own, but relies on support from the COCOBU, Com-
mission and Courts of Auditors of Member States. The question is what kind of 
sanctioning powers, if any, should be given to the Serbian SAI. This question 
will be in more depth analysed in the concluding chapter. At this point, we shall 
outline the solutions presented in the new Law on SAI.

According to the Law, the SAI does have limited sanctioning powers over 
the auditees. Unlike the classical Westminster model or the French model of ju-
dicial authorities, the SAI has been given the power to directly issue orders to 
auditees for acting in the case when there is a serious violation of a ‘good prac-
tice’ in an auditee’s operation. In the case when an auditee fails to take actions in 
the defined time limit to remedy identified irregularity, the SAI has the right to:

– issue a call for dismissal of the responsible officer of the auditee to the 
authority which the Institution considers to be able to carry out or ini-
tiate the procedure for dismissal;

– inform the National Assembly;
– inform the public.740

If the SAI has a reasonable doubt that the auditee has committed a misde-
meanour or a criminal offence, it will propose to the relevant authority to submit 
a request for initiation of a misdemeanour proceeding or bring charges in the 

738 Paragraphs 1–2 of Article 40 of the LSAI.
739 Paragraphs 3–4 of Article 40 of the LSAI.
740 Paragraphs 9–13 of Article 40 of the LSAI.
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criminal procedure.741 These sanctioning rights of the SAI are reasonably well 
defined, although they themselves do not provide sufficient assurance that the 
audit findings will be respected and followed-up by an auditee. Therefore, in 
order to effectively perform its role, the work of the SAI will need to be substan-
tively supported by other financial accountability actors, such as Parliament and 
the Ministry of Finance, as will be discussed in more depth in the concluding 
chapter.

Overall, the adoption of the new Law on SAI and the SAI’s Rulebook have 
been very important steps forward in creating a supreme audit institution in Ser-
bia. However, the question remains on whether there are sufficient underlying 
conditions that will enable its effective operation in practice. As we could see 
earlier, the EU Partnership medium term priority for Serbia is to “Strengthen the 
operational capacity and functional as well as financial independence of the Su-
preme Audit Institution”. This condition has obviously not been met at all, since 
a SAI has not been fully operational yet. Therefore, it is important to examine 
what are the ways to make the SAI functional as soon as possible and to secure 
its smooth operation in the first years of its operation.

Accounting and reporting
Public financial accounting system in Serbia operates on a cash basis, in 

accordance with the Decree on Budget Accounting adopted in 2003.742 The De-
cree requires that financial statements of all budget beneficiaries be prepared in 
compliance with the Cash Basis International Public Sector Accounting Stand-
ards (Cash IPSAS).743 The Decree, moreover, requires ledgers of all budget or-
ganizations and mandatory social security organizations be kept on the basis of 
double bookkeeping, chronologically, accurately and regularly updated.744 Al-
though it may be argued that operation of the accounts on a cash basis is not in 
line with the modern principles of accrual accounting, it must be born in mind 
that the Serbian accounting system is still at a fairly early stage of development, 
in which even basic cash accounting principles are not properly implemented. 
Whereas the central accounting function of the Treasury appears to be fairly 
modern and well equipped the accounting systems of most budget beneficiaries 
are generally outdated. Once the cash accounting system starts operating proper-
ly, options for a more advanced system of resource accounting should be thought 
through. Nevertheless, it should be noted that although periodical budget execu-
tion reports and financial statements are cash based, some accrual information, 
including on commitments, is already available from the Treasury’s accounting 
system, which is a positive step and will be important for the future development 
of the accounting system.745

741 Article 41 of the LSAI.
742 The Decree on Budget Accounting, “Official Gazette of the Republic of Serbia,” No. 

125/2003.
743 Article 3 of the Decree on Budget Accounting.
744 Article 4 of the Decree on Budget Accounting.
745 The World Bank, Serbia: Fiduciary Assessment Update, op. cit., p. 23. 
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Conclusion

Although Serbia has made progress in building a democratic financial ac-
countability system, the overall development is unsatisfactory, primarily due to 
the inability to establish a supreme audit institution. The Serbian legal frame-
work for public sector financial control is still not aligned with EU Partnership 
priorities and requirements for internal audit and external audit. Considerable 
effort, including capacity building, will be needed to meet these requirements 
as well as the specific provisions of the Acquis for controlling and managing EU 
pre-accession funds.

Development of procedures and administrative capacities to ensure ef-
fective protection of the EU financial interests will still require extensive efforts 
in order to be developed properly. Therefore, still a lot of work remains to be 
done on establishing a satisfactory financial accountability system in Serbia. The 
concluding chapter shall provide recommendations for its future development 
relying on the conducted analysis of financial accountability systems of the EU 
Member States (UK and France) as well as the EU system.
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CONCLUDING CHAPTER VI

In this concluding chapter we shall attempt to map the way for Serbia to 
establish effective financial accountability system, in the view of the European 
Union accession requirements. We shall first reiterate the importance of the Eu-
ropean Union integration process as an incentive for building of a reliable system 
of financial accountability, as one of the conditions for the EU membership. In 
order make suggestions as to how the current system of financial accountability 
in Serbia can be reformed to be able to meet the EU requirements, we shall use 
comparative-historical and legal-sociological analysis of the financial accounta-
bility systems of the UK, France and the EU. We shall attempt to explain why dif-
ferent financial accountability systems have been applied on the British isles and 
the continent and how they influenced the creation of the specific EU system 
of financial accountability and, subsequently, spelling out of the EU financial 
accountability requirements towards the acceding countries. This shall provide 
us with a background for an in-depth analysis of the options for development 
of the Serbian system of financial accountability. The aim of this exercise is not 
to prescribe a particular model of reform to be applied, but rather to identify 
certain strategic choices, risks and constraints which will be faced in building a 
sound financial accountability system in Serbia and facilitate its integration into 
the complex EU financial accountability space.

European perspective as one
of the incentives for creating effective

financial accountability framework

The process and the prospects of Serbia’s accession to the European Union 
serve as an important anchor for reform of financial accountability mechanisms, 
as a part of overall institutional reforms in Serbia. As pointed out in the previous 
chapter, the Copenhagen Council of December 2002 and Thessaloniki European 
Council of June 2003 confirmed the European perspective of the countries of 
Western Balkans and underlined the European Union’s determination to support 
their efforts to move closer to the European Union.746 The successful comple-
tion of negotiations with some of Serbia’s closest neighbours who joined the Un-
ion in May 2004 and subsequently in January 2007 greatly contributed to mak-
ing Serbia’s own perspective for joining the EU real and visible and reinforce the 
message that hard work and at times painful reforms will pay off.

746 The Thessaloniki European Council explicitly states that the Western Balkan countries are 
to become members of the EU “once they meet the established criteria”. Presidency Con-
clusions of the Thessaloniki European Council, 19 and 20 June 2003, www.europa.eu.int
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The accession of Serbia to the EU will ultimately depend on two factors 
– Serbia’s progress in meeting the conditions for membership and the continu-
ity of the EU determination to accept Serbia as an EU member. In this sense, at 
the current stage of development, the key issue for Serbia in its path to the EU 
is establishment of full cooperation with the Hague tribunal, the lack of which 
has resulted in immediate suspension of the implementation of Stabilisation and 
Association Agreement singed in April 2008. All the other issues, including the 
financial accountability, seem to be only of secondary importance. On the other 
hand, the actual accession of Serbia and other countries of the Western Balkans 
in the EU, will, naturally, depend on the current Member States wish to embrace 
the countries of Western Balkans in the union of European nations. It is still to 
be seen how the recently enlarged EU system will continue to develop (especially 
in relation to ratification of Lisbon Treaty) and what will be economic and social 
consequences of the latest enlargement. Nevertheless, it should be noted that up 
to now the EU institutions themselves have very much supported the accession 
of the Western Balkans countries, one of the reasons certainly being the wish to 
prevent possibility of breaking out of another military conflict in the Balkans in 
the aftermath of the war in ex-Yugoslavia. Therefore, the sometimes forgotten 
role of the concept of European integration, as a tool for prevention of national 
conflicts through economic integration, is expected to fulfil its role in the turbu-
lent Balkan countries region.

Once political conditions are met it is expected that the issue of financial 
accountability will come to the forefront of the accession agenda. This is pri-
marily due to a decentralised nature of the EU budget implementation, which 
makes the overall EU financial accountability framework very much dependent 
on the soundness of financial accountability mechanisms of the Member States 
and Acceding Countries. In the EU chapter we have pointed out the problems 
which the EU Commission is facing with the shared management of EU funds, 
as the ECA was not able to provide statement of assurance for legal and regular 
use of the overall EU funds over 12 consecutive years.

Serbia is still far away from meeting the conditions set out in the Chapter 
32 of the acquis. A sound financial accountability framework has been under-
lined as one of the priorities for Serbia in both the European Partnership and 
Stabilisation and Association Agreements as main instruments of a Stabilisation 
and Association process. As pointed out in the previous chapter, the following 
priorities in the area of financial accountability have been determined: the de-
velopment and implementation of the principles of decentralised managerial ac-
countability and functionally independent internal audit in accordance with the 
internationally accepted standards and EU best practice; strengthening the oper-
ational capacity and functional as well as financial independence of the Supreme 
Audit Institution and development of procedures and administrative capacities 
to ensure effective protection of the EU financial interest.747 The progress in im-
plementing the priorities is regularly monitored by the Commission, notably in 

747 Council Decision of 30 January 2006 on the principles, priorities and conditions contained 
in the European Partnership with Serbia and Montenegro including Kosovo as defined 
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its Annual Reports and through other structures set up under the Stabilisation 
and Association Process.

In order to provide possible solutions for creating an efficient and effec-
tive system of financial accountability in line with both EU requirements and the 
local institutional environment and culture in Serbia, we shall draw on analysis 
from the previous chapters and make a comparison of financial accountability 
systems of the UK, France and the EU. As has been pointed out several times 
throughout this study, every financial accountability system operates in a spe-
cific socio-political environment with a distinct legal tradition and therefore it is 
of utmost importance to take into account the implications which specific social 
contexts have for financial accountability. Drawing the conclusions on different 
financial accountability models and making suggestions for Serbia will therefore 
necessitate careful analysis of respective historical, social, political and legal en-
vironments that have affected the creation of fairly different financial account-
ability models throughout the European continent.

UK and French systems of financial accountability
as possible models for financial accountability

reform in Serbia

Broadly speaking, Britain and France are representatives of two main ap-
proaches to financial accountability, which are at times addressed as north/south 
divide.748 It is argued that in “Southern” States, financial accountability systems 
are based on detailed legal requirements and personal liability of officials. Key 
financial accountability mechanisms in these states are ex ante payments control 
and judicial control of accounts, i.e. judging the legality/regularity of financial 
operations.749 The ‘northern’ States, on the other hand, devolve ex ante inter-
nal control to agency management and do not exercise judicial functions over 
accounts. The focus here is ensuring that the use of resources achieves the set 
priorities and objectives and value for money.750 Although the concept of north/
south divide represents an oversimplification of a variety of financial account-
ability models across Europe, a comparison between the UK and French sys-
tems, as basic representatives of two different models of financial accountability, 
definitely deserves closer attention.

As we could see in chapter II, the accountability of the executive to parlia-
ment lies at the heart of the British system of financial accountability. For more 

by the UN Security Council Resolution 1244 of 10 June 1999 and repealing Decision 
2004/520/EC, (2006/56/EC), OJ L 35/32, 7.2.2006.

748 Harden, F. White, K. Donnelly, “The Court of Auditors and Financial Control and Ac-
countability in the European Community,” European Public Law, Volume 1, Issue 4, 1995, 
pp. 628–630. 

749 Ibid.
750 OECD Policy Brief, Public Sector Modernisation: Modernising Accountability and Control, 

OECD, 2005, www.oecd.org/publications/pol_brief, p. 2.
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than a century, the British Parliament, assisted with its prestigious Public Ac-
counts Committee supported by Comptroller and Auditor General, has been 
holding the executive to account for the stewardship of public money. The PAC 
is one of the oldest and most prestigious committees of the Parliament and its 
role in securing accountability is essential. The Executive, on the other hand, ex-
ercises control of handling the public money itself through internal, managerial 
accountability mechanisms. Internal accountability is based on a decentralised 
system in which the Treasury delegates to departments the authority to spend 
within defined limits. The basic link between external and internal accountabili-
ty mechanisms is provided in the role of an accounting officer, who is a key 
manager of the department, simultaneously accountable to his/her Minister, 
Treasury and the Parliament.751 The role of the accounting officer is governed by 
tertiary legislation produced by the Treasury and easily changed whenever there 
is a need. The whole system of financial accountability is based on trust and con-
sensus of all the involved institutions and actors, which equally share the interest 
of securing public funds and where additional, external means of control, such 
as courts, are not needed.752 Efficiency and effectiveness in the use of the public 
funds are the key issues to be addressed through the operation of both internal 
and external financial accountability mechanisms.

By contrast, the traditional French (Roman) system of financial account-
ability does not rest so much on the accountability relationship established be-
tween executive and Parliament, but much more on the strong internal account-
ability relationships between the Ministry of Finance and other line ministries 
and agencies and an external accountability mechanism established directly be-
tween the executive and the special Court of Accounts – Cour des Comptes (the 
Cour). In this system, payments are approved in advance by a controller outside 
the ministry, in the French case, the Ministry of Finance. As we could see in 
chapter III, the Cour makes a legal judgment on accounts, i.e. accountants, who 
are personally liable for the use of the public money. The Cour stands as an in-
stitution of high reputation and influence in its own right, firmly established by 
the Constitution as one of the three Grands Corps of the state. Unlike the British 
NAO, the Cour is not very close to the Parliament and only in recent years there 
have been attempts to establish a more active, direct relationship between the 
Cour and the legislature. The Cour constitutes an accepted part of the French 
administrative elite and shares a common set of attitudes and beliefs with the 
executive, especially since many senior Cour staff have previously worked in the 
Ministry of Finance and other Ministries. The French system is further char-
acterised by detailed legal regulation of behaviour of all the actors of financial 
accountability.

751 It should be pointed out that accounting officers were once personally liable for misuse of 
public funds. The last recorded instance of accounting officials personal liability appeared 
to have happened in 1920, when an accounting officer was called to repay the amount of 
misused public money. 

752 I. Harden, F. White, K. Hollingsworth, “Value for Money and Administrative Law”, Public 
Law, 1986, pp. 670–671.
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It may be argued that distinctions between the two presented traditional 
models stem from differences in their political and legal systems and different 
understanding of the concept of the state, as mentioned in the Chapter I. Their 
financial accountability systems are placed within fairly different constitutional 
settings, which stem from their distinct historical developments. These differ-
ences will be shortly analysed to provide a background for examining the op-
tions for improving the Serbian system of financial accountability within its own 
constitutional and institutional setting.

Historical explanation of differences
between presented financial accountability models

The central role of the UK Parliament in the operation of financial ac-
countability is related to historical roots of limitation of absolutist power on the 
British isles in the end of XVII century (see Annex 1). This prevented a crea-
tion of a centralised and hierarchical state administration with special authori-
ties and separation of activities pursued in a public interest separated from the 
‘private interest’.753 Whereas mainland Europe was undergoing a process of state 
apparatus straightening, British isles were operating mainly within local com-
munities which carried out activities of local interest.754 In its long fight against 
absolutism, the English parliament has in comparison to its mainland counter-
parts relatively early obtained position of the organ of the supreme power with 
the right to enact laws and control taxation and expenditure.755 The Monarch’s 
administration was subject to the common law principles and ordinary courts, 
instead a special body of administrative law and special administrative courts.756 
Therefore comes the famous Dicey’s statement that Britain does not have admin-
istrative law, and doesn’t wish to have it.757

UK historical development has influenced the British understanding of 
perception of the governance processes and financial accountability. Thus, UK is 
usually perceived as a main representative of a ‘public interest’ approach, which 
characterises ‘Westminster system’ countries, such as Australia and New Zea-
land.758 In these systems, the concept of the ‘state’ is not developed as in the 
mainland of Europe, as Pollitt and Bouckaert nicely explain:

753 P. Dimitrijevic, R. Markovic, Upravno pravo [Administrative Law], Official Gazette SFRJ, 
1986., pp. 145–146.

754 Ibid.
755 P. Einzig, The Control of the Purse – Progress and Decline of Parliament’s Financial Control, 

(London, Secker & Warburg, 1959). p. 17.
756 T. Fleiner, “The Common Law and Continental Law: Two Legal Systems”, Institute 

of Federalism, Fribourg, 2005. http://www.federalism.ch/files/documents/tipsheet.
pdf#search=%22difference%20between%20English%20administrative%20and%20conti-
nental%20law%22 . 

757 C. Harlow, R. Rawlings, Law and Administration, (Butterworths), 1997, p. v. 
758 Christopher Pollitt and Geert Bouckaert, Public Management Reform – A Comparative 

Analysis, Oxford University Press 1999, p. 53.
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‘Government’ rather than ‘the state’ is regarded as something of a necessary evil 
whose powers are to be no more than are absolutely necessary and whose ministers 
and officials must constantly be held to public account by elected Parliaments and 
through other means.’759

Parliamentary scrutiny by calling the Government to account for its ac-
tions is a key means of controlling the executive, instead of designing the de-
tailed rules and regulations to which the executive would need to adhere. Ad-
ministration generally has extensive discretion in decision-making process with 
little supervision through the courts. Instead, Parliament and its committees are 
seen as a more democratic force to oversee the work of the administration and 
confirm their consent to the Government policy. Although there is a growing 
number of soft-law regulations within the UK Government, there is still no spe-
cial body of law which administrators apply in their routine work or when deal-
ing with citizens.

The absence of a strong framework of administrative law makes the West-
minster models much more flexible and adaptable to changes. Thus, with the 
(re) emergence of governance values of efficiency and effectiveness through New 
Public Management doctrine over the last two-three decades,760 the main ob-
jective of financial accountability has easily been shifted from ensuring compli-
ance to ensuring the maximum productivity through maximum efficiency of 
expenditure.761 This, however, does not imply that there is no more interest in 
respecting established procedure and correctness. It is more to say that measur-
ing performance has easily taken priority over checking compliance.

The historical development of the French state has resulted in the crea-
tion of a fairly different constitutional setting and environment of a financial 
accountability system. Unlike UK, France continued to develop strong state ap-
paratus throughout the XIX century, introducing a strict separation of powers 
between the parliament, executive and judiciary. In order to realise its vision 
of the state, as a key instrument for changing the society, Napoleon built a vi-
able governmental machine, governed by a special body of public law, relatively 
independent from the parliament and ordinary judiciary. Establishment of spe-
cial courts, such as the Conseil d’Etat and revival of the Cour contributed to the 
development of a rather detailed public law framework, which needed to be 
observed by a Weber style bureaucracy model, so called rechstaat model. The 
role of specialised courts in ensuring legality and accountability of the executive 
is here of utmost importance and civil servants experience greater pressure in 
fulfilling their tasks more strictly according to legal norms since they are more 
closely checked by judges and judicial institutions.762

759 Ibid.
760 C. Hood, “A public management for all seasons?” Public Administration, 69:I, Spring 1991, 

pp. 3–19.
761 C. Pollitt at al, Performance or Compliance? Performance Audit and Public Management in 

Five Countries, (Oxford University Press), 1999, p. 54.
762 C. van den Berg, T. Toonen, “National Bureaucracies and Internationalisation: the Webe-

rian model in a New mould?,” paper presented at the Blackburg conference of the Civil 
Service Systems Research Project, October 2005.
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Against such a background, ensuring the legality of expenditure seems 
to be the key objective of financial accountability in France.763 This, however, 
does not mean that the issues of efficiency and effectiveness of the use of public 
money is not an important concern in France, but just that the system itself is 
operating in a way which primarily addresses issues of compliance rather than 
financial management of the use of public funds. The role of Parliament is not 
of essential importance in ensuring financial accountability, as the key Parlia-
ment’s function is a legislative, instead of a scrutinising one.764 Furthermore, 
the financial irresponsibility of deputies under the parliamentary system of the 
Fourth Republic was the justification for putting the Executive firmly in charge 
of budget processes under the constitution of the Fifth Republic without giving 
the Parliament sufficient powers in the financial accountability framework.

The logic of the French legal system have strongly influenced legal think-
ing within the liberal Europe, as well as in the countries of Central and Eastern 
Europe, Serbia included. As was pointed out in the previous chapter, Serbia has 
embraced strong rechstaat tradition, with clear body of administrative law and 
special administrative Court – State Council (modelled on the French Conseil 
d’Etat). The ex ante control of payments was exercised by the external auditor 
– Supreme Control, which granted ex ante approval for all payments and exer-
cised quasi judicial authorities in deciding on damages emanating from accounts 
mismanagement. Nevertheless, the work of the Supreme Control was very early 
linked to the Parliament, which strengthened the Parliament’s position against 
the Monarch. However, after the II World War, no democratic audit was per-
formed, due to the introduction of the system of unity of powers. The work of 
Accounting and Payment Service focused exclusively on control of legality of fi-
nancial operations of both public and private sector and therefore strong legalis-
tic approach to issues of financial management has been kept to modern times.

Gradual harmonisation of systems – emerging
European model of financial accountability?

Despite the outlined historical differences, there is increasing evidence 
of the gradual approximation of financial accountability systems of European 
countries. Public management reforms, based on the ideas of new public man-
agement, that started off more easily in the Westminster model countries, have 
recently spread, albeit to a more limited degree, to the mainland of Europe.765 
The main priority within control and monitoring systems is therefore being 
gradually shifted from the values of economy and regularity towards the values 
of efficiency and effectiveness and from detailed ex ante controls to increased ex-
post accountability for performance.

763 C. Pollitt at al, ibid.
764 H.B. Street, “MPs attitudes towards scrutiny in Britain and France”, draft prepared for the 

ECPR workshop on the renewal of Parliaments, March 2002, Turin. 
765 F.F. Ridley, “New Public Management in Europe: Comparative perspectives”, Public Policy 

and Administration Volume 11, No. 1 Spring 1996., pp. 16–29.
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In this respect, the French example is quite indicative. As we could see 
in Chapter III, with the adoption of the Constitutional bylaw on budget acts in 
2001 (so-called LOLF),766 centralised ex-ante internal controls performed by 
controlleurs financiers are gradually changing towards the a posteriori control 
framework, placing instead a high degree of autonomy on organisation’s man-
agement (ordonnateurs).767 Furthermore, the UK model of close parliamentary 
scrutiny for the use of public monies exercised through the work of Parliamen-
tary Committee was also introduced in France, through a creation of the MEC 
(Mission d’evaluation et de controle) in 1999. Thus, it may be argued that a strong 
influence of new public management ideas which spread first in the Westminster 
countries have prompted France to introduce more radical approach to perform-
ance management in the use of the public funds.

The EU model of financial accountability represents an interesting mix-
ture of the British and French systems and another good example of gradual ap-
proximation of the two systems. The internal control mechanisms were initially 
modelled on the French strict differentiation between ordonnateur, controlleur 
financier and comptables. However, as we have shown in Chapter IV, this system 
proved ineffective in the EU context and eventually brought about a series of 
mismanagement of public money in the EU resulting in the resignation of the 
Santer Commission. Right after the French reforms undertaken through LOLF 
in 2001, the Commission also reformed its internal control framework through 
new Financial Regulation adopted in 2002,768 shifting the loci of accountability 
from controlleurs to ordonnateurs and thus moving towards the UK decentralised 
model of internal control. The UK model of external financial accountability was 
an inspiration for creating the Court of Auditors (ECA), which has been linked 
to the European Parliament through the Parliamentary Committee of COCOBU. 
This relationship, however, has not been as effective as of the British NAO-PAC, 
which has to some degree undermined the effectiveness of the work of ECA. 
The absence of the strong Ministry of Finance in the EU institutional setting is 
another reason for general underachievement of the overall financial account-
ability framework.769 However, the most fundamental problem of divided ac-
countability for implementation of the Community budget and lack of incentives 
for Member States to pursue sound financial management in their administra-
tion of Community spending poses is definitely the most important problem in 
the EU financial accountability framework, which the Commission has started 
to address through the creation of a common internal control framework.

766 Loi organique relative aux lois de finances, LOLF - Constitutional bylaw No. 2001–692 of 
1 August 2001 on budget acts (1), French Official Journal No. 177 of 2 August 2001, p. 
12480.

767 NAO study, State Audit in the European Union, 2005, www.nao.gov.uk/publications/state_
audit/state.htm, p. 89.

768 Council Regulation (EC, Euratom) No 1605/2002 of 25 June 2002 on the Financial 
Regulation applicable to the general budget of the European Communities, OJ L 248/1, 
16.9.2002.

769 Harden, F. White, K. Donnelly, op. cit. pp. 631–632.
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The gradual harmonisation of all these systems triggers the question if we 
can talk about a general European model of financial accountability, to which 
the acceding countries need to adhere? We would argue that although there is 
still no specifically elaborated European model of financial accountability, the 
contours of such a system are clearly emerging.

If we go back to our definition of financial accountability in Chapter I, 
as a relationship where citizens hold the Government to account for the stew-
ardship of public money, we could attempt to define the main elements of the 
emerging European system of financial accountability. Whereas the who and to 
whom dimensions of accountability are clear, the remaining for what and how to 
secure it, can be defined as follows:

1. for what dimension of financial accountability assumes regular/legal 
but also economic, efficient and effective use of public money

2. How to secure it dimension finds its answers in interdependent opera-
tion of several financial accountability mechanisms, such as:
a) internal financial accountability mechanisms based on:

– decentralised internal financial control, placing responsibility 
for the use of public money to organisation’s management;

– decentralised internal audit.
b) external financial accountability mechanisms based on:

– external audit performed by independent supreme audit insti-
tution

– Strong parliamentary oversight through operation of a Parlia-
mentary Committee for public accounts, as a key link between 
the external auditor, Parliament and the executive.

c) establishing other accountability lines between internal and exter-
nal mechanisms, such as for example direct cooperation between 
external auditor and auditee’s management, internal and external 
auditors, etc.

The way forward for Serbia

What are the lessons for Serbia to learn from the presented comparative 
experience which experiences gradual harmonisation towards a single European 
financial accountability model?

While giving any advice to Serbia, the issue which has to be kept in mind 
is that legal rules, principles and institutions cannot simply be transplanted from 
one legal system to another.770 This is especially the case if we are talking about 

770 J. Bell,“Mechanisms for Cross-fertilisation of Administrative Law in Europe”, in J.Beatson, 
T. Tridimas New Directions in European Public Law, (Hart Publishing, Oxford), 1998, p. 
147; S. Cassese, “Toward a European Model of Public Administration”, in D. Clark ed., 
Comparative and Private International Law, (Duncker & Humblot), Berlin, 1990, pp. 361–
362.
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fairly different systems on the different stages of development. One might there-
fore question whether any of the Western earlier explored systems in this dis-
sertation would be able to function properly in the still fragile democratic envi-
ronment of Serbia at the moment, including the emerging European one. There 
are certainly a number of risks which will be faced in an attempt to introduce 
such a model. If we, instead, take a historical approach, we could think of going 
back to principles of old Serbian audit tradition, modelled on the French system. 
However, the question is again whether it would be feasible or desirable to re-
establish such a system after more than 60 years of its absence?

Although it is quite difficult to give answers to all complex questions of 
financial accountability, there are general conclusions which may be inferred 
from the above comparison. As Serbian legal system is based on a strong re-
chsstaat tradition, there is no doubt that detailed legal regulation of financial 
accountability system would be of utmost importance for its proper functioning. 
In this respect, the French extensive legal regulation of the system could be a 
good example on how to establish a proper legal base for the system of financial 
accountability. However, one has to be careful not to go into overt regulation as 
this would have an adverse effect on the flexibility of the system. It is therefore 
very important to properly assess what level of detail is needed to be included 
in the primary legislation and what should be left for the secondary and tertiary 
legislation.

However, establishment of the pure French system of financial account-
ability is not very likely in Serbia, despite a historical institutional similarity of 
the French and Serbian constitutional and legal backgrounds. The absence of a 
democratic external auditor in Serbia for almost a century cannot be substituted 
so easily and it will take many years until Serbian Supreme Audit Institution will 
acquire the prestige of the French Cour des Comptes, as a key external guardian 
of the use of the public funds. As we have already discussed earlier, civil servants 
of the Ministry of Finance and of the Cour des Comptes represent the part of 
the same elite and therefore can work well together even without an important 
role of the French Parliament. This is not to be expected in the Serbian context. 
Nevertheless, some elements of the French model could undoubtedly be well ap-
plied in the Serbian context. In line with the French model and Serbian tradition 
of personal liability of accountants in the first Yugoslavia, establishment of some 
degree of personal liability of persons dealing with the public funds would be 
important for the proper functioning of financial accountability system. How-
ever, it would be important not to limit the accountability concept to tackling in-
dividual cases of mismanagement and irregularities, but to ensure both admin-
istrative and political accountability for stewardship of public money through 
effective Parliamentary scrutiny of use of the public funds.

In this respect, the British system of financial accountability, based on 
parliamentary accountability, could serve as a good model to look to. However, 
it is obvious that the pure British system would not function very well in Ser-
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bian context due to fairly weak powers of the Serbian parliament, the under-
developed operation of the Parliament and its committees and lack of capacity of 
the Serbian civil service to adequately monitor itself. As we have seen earlier, the 
whole system of financial accountability in Britain is based on trust and consen-
sus of all the involved institutions and actors, which equally share the interest of 
securing public funds and where additional, external, means of control are su-
perfluous. This is in sharp contrast with the Serbian fairly underdeveloped sense 
of trust between different financial accountability actors, which reinforces the 
need for strong external means of control. Nevertheless, the important concepts 
of the British system could without reservation be applied in the Serbian envi-
ronment and add to the creation of effective financial accountability system.

On the basis of these general concluding remarks and the European Union 
standards in the area of financial accountability, the remainder of this chapter 
shall provide more detailed recommendations for each of the mechanisms of fi-
nancial accountability in Serbia in line with acquis communautaire requirements. 
As the for what dimension of financial accountability has been reasonably well 
defined in the Serbian legislation, comprising both regularity/legality and value 
for money in the use of resources, the key issue is to ensure the implementation 
of these principles through strengthening the interplay of internal and external 
financial accountability mechanisms.

Proposals for strengthening
internal financial accountability mechanisms

As we could see in the previous chapter, the Serbian Government admin-
istration has made important progress in developing internal financial account-
ability mechanisms. The Budget System Law provides a legal framework for seg-
regation of internal control actors duties and establishment of internal control 
and audit, which has been further regulated in more detail by secondary legisla-
tion, as pointed out in the previous chapter. Furthermore, internal control/audit 
units have been created in a majority of ministries and social security funds, and 
a number of internal auditors have been trained under the support of the Euro-
pean Agency for Reconstruction.

However, significant challenges for the establishment of an effective inter-
nal accountability framework in line with the EU requirements remain. Although 
lots of efforts have been invested in creating a functional internal control system, 
principles of decentralised managerial accountability framework, required by the 
EU Commission, have still not been implemented, as the management of the 
organisation is not responsible for the establishment of a sound internal control 
systems. The internal audit system is also in a fairly early stage of development 
and will require substantive strengthening. Capacity constraints in the Serbian 
administration represent an important impediment for the future development 
of effective internal financial accountability mechanisms.
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Internal financial control 
– towards the UK accounting officer model?

As we could see earlier, the decentralised managerial internal accountabil-
ity framework has recently become a standard to which the EU Commission 
aspires and requires the acceding countries to adhere to as well. Learning from 
its own negative experience with overly centralised internal financial control, the 
Commission is now insisting on the decentralisation of internal control frame-
work. In this way, it is moving away from the French system of ex-ante internal 
control performed by the Ministry of Finance towards a British and consequent-
ly EU model of devolved responsibility for the use of the public funds given to 
management of individual institutions.

The first question which, however, arises is whether the decentralisation 
of internal control framework is appropriate for unstable transitional governance 
processes. The devolved internal control systems leave considerable leeway to in-
dividual organisations to manage their own funds and are therefore more prone 
to financial irregularities and mismanagement. It may be argued that in the first 
phase of building up of a reliable financial accountability system more empha-
sis should be placed on establishing a sound control and compliance ex-ante 
mechanism instead of moving further to more advanced models of managerial 
accountability. Therefore, it seems that the French traditional model of internal 
control with the strong role of the Ministry of Finance is more appropriate for 
the current stage of development of the Serbian system.

However, the negative sides of ex ante centralised internal control ap-
proach should again be duly taken into account. In particular, possible imple-
mentation of the traditional French system in which a financial officer appointed 
by the Ministry of Finance is posted in line ministries can create problems in 
implementation and potential conflicts between the officials in line ministries 
and seconded officials of the Ministry of Finance. Furthermore, the division of 
responsibility for internal control between the line ministries and the Ministry of 
Finance would prevent establishment of clear internal accountability lines which 
may bring about problems encountered in the EU system of financial control.

The best answer to these complex issues could perhaps be found in trying 
to combine various principles of decentralised managerial accountability exer-
cised by individual institutions, strong coordinating role of the Ministry of Fi-
nance by creation of an internal control and audit unit in the Ministry of Finance 
and keeping an appropriate degree of ex ante control exercised by the Treasury. 
Achievement of decentralised managerial accountability will require separation 
between political and managerial roles in carrying out financial operations and 
securing a degree of personal liability of staff engaged in this process. We shall 
devote closer attention to each of these elements.

The question which needs to raised in this respect is to who should be a 
key accountee of the internal financial accountability mechanism – a Minister 
or a senior civil servant? The ultimate accountee for performance of all duties in 
the Ministry is, of course, a Minister who is politically responsible to Parliament 
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for his/her performance of duties as well as of his/her Ministry. However, if the 
loci of financial accountability is placed only at the political ministerial level, the 
issue of financial accountability may become overly political and therefore un-
stable. The issues of financial management and accountability are not of change-
able political nature, but are in essence established on administrative-economical 
principles of stewardship of public money, such as legality, economy, efficiency 
and effectiveness of the use of the public funds. When there is no distinction 
between the political and managerial roles, politicians actually take over the role 
of managers, often having responsibility for signing routine documents such as 
orders for goods and making ordinary payments. If this role is given only and 
primarily to politicians, then the management of an organisation will not take 
substantive interest in financial issues and will not sufficiently understand the 
risks and introduce appropriate safeguards.

Therefore, it is necessary for any organisation to separate between politi-
cal and management functions and have an apolitical professional official who 
will be aware of these issues and be able to provide a good and reliable advice 
to his/her Minister. That person would play the role of an Accounting Officer – 
Permanent Secretary in the UK system or Director General in France or in the 
EU system. As pointed out in the previous chapter, in the Serbian civil service 
system the equivalent role is accorded to a Secretary of the Ministry. In the case 
of Special Organisations, the head of the special organisation could be held ac-
countable for financial management of the Organisation as he also has a status 
of a civil servant (in accordance with the new Civil Service Law). In this light, it 
would be very important to set out a clear role for the Secretary of the Ministry/
head of Special Organisation to be responsible and accountable for the financial 
transactions within the state organ, the role close to the UK role of an account-
ing officer. Adding the responsibility of an accounting officer would only add to 
the importance of the place of Secretary General of the Ministry which would 
give him/her stronger role when dealing with his/her Minister.

The establishment of clear internal accountability lines of is not only im-
portant for effective functioning within the Ministry, but also for an efficient 
operation of external financial accountability mechanisms. The UK experience 
shows that giving an explicit statutory responsibility to the most senior civil 
servant for the financial affairs of their departments may allow Parliament and 
its Committees the ability to assign clear accountability lines for problems of 
financial management. The establishment of statutory responsibility of the Sec-
retary of the Ministry to Parliament for matters of administration would add 
potential clarity and focus of investigations of once established Parliamentary 
Committee for public accounts. This would enable the senior civil servants to be 
held to account to a Parliamentary committee without confusing this with his/
her responsibility to Ministers.

One important reservation, however, has to be made when talking about 
the establishment of a variant of a UK accounting officer model in Serbia. As 
noted in the previous chapter, the post of a Secretary General is still regarded 
as primarily political instead of a key senior civil service post. The process of 
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depoliticisation in Serbia has just began by the adoption of the Civil Service Law 
in 2005 which requires all senior civil service posts to be subject to internal/
open competition that should enhance professionalisation and reduce politici-
sation. However, the process of depoliticisation will take time and therefore it 
should not be expected that the Secretary General of the Ministry would obtain 
the status of the British Permanent Secretary over night. Therefore, although we 
strongly support the introduction of accounting officer model, we would still 
advise that it be introduced in the mid term period of 3–5 years to follow and 
support the ongoing process of depoliticisation of the senior echelons of Serbian 
administration. For the moment, it would be sufficient to leave the responsibility 
for the use of the public funds to the head of an organisation and at the same 
time build capacities of civil servants to obtain more important role in the finan-
cial management issues.

Another point of concern for establishment of the UK accounting officers 
model in Serbia, as will be discussed in more depth in the next section, is the still 
underdeveloped role of the Serbian Parliament and its Committees in scrutinis-
ing the work of the executive. In line with strong rechstaat tradition, and similar 
to the French case, civil servants work in Serbia is mainly supervised by special-
ised courts. In cases when personal liability for civil servants in carrying out of 
their duties is at stake, the usual way to secure legality of operation is to set out 
pecuniary sanctions for breach of particular provisions of the law. Such cases are 
to be decided in the misdemeanour procedure.771 More serious breaches of legal 
financial provisions are naturally subject to criminal procedure. It is important 
that these elements of personal liability, similar to ones existing in the French 
system, remain until much more stable and effective system of financial account-
ability is established. Once a more reliable system of trust between all financial 
accountability actors is in place, provisions of personal liability of civil servants 
could be gradually relaxed, as it is the case in the UK system.

In order to strengthen internal accountability lines and reduce risks of fi-
nancial irregularities of staff dealing with public funds, all Ministries and other 
state organs should have an obligation to develop written internal procedures 
in the form of rulebooks/regulations, similarly to the EU case. The further step 
could be a publication of a set of internal control regulations, issued to all rele-
vant staff, which should establish the detailed processes to be followed by finance 
and operational staff (similar to the UK system of Government Accounting).772 
These regulations must conform to general principles issued by the Ministry of 
Finance and be approved by the Central Harmonisation Unit of the Ministry of 
Finance.

771 Thus, the Budget System Law prescribes a number of pecuniary sanctions for civil servants 
in breach of obligations to secure legality in the use of the public funds. They amount from 
5000–100.000 dinars (around 500–5000 euros). Article 74–75 of the Budget System Law, 
Official Gazette of RS, No. 9/02, 87/02, 66/05.

772 The World Bank, Serbia, Fiduciary Assessment Update, 2005, Internal document of the 
World Bank, p. 77.
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Another important point for establishing a sound internal control frame-
work is a need for stronger inter-ministerial coordination and harmonisation 
mechanisms for internal control (and internal audit, as will be pointed out in the 
next section). In the Serbian context of strong individual ministries and weak 
inter-ministerial coordinating mechanisms, it is of utmost importance to estab-
lish a Central Harmonisation unit to provide advice to departments and define 
common minimum standards for internal controls as well as advising on their 
application, as soon as possible. The legal basis for establishment of central har-
monisation unit for PIFC are provided in recently adopted amendments of the 
Budget System Law, which is a first step in actual establishing the unit, which 
should be responsible for developing methodologies and standards for public in-
ternal financial control and internal audit.

The involvement of the Treasury in the ex-ante financial control process is 
another important issue to be discussed. As pointed out in the previous chapter, 
at the moment there are centralised accounting controls within the treasury and 
all requests for payment and documents justifying them are sent to the Treas-
ury, which controls them and plans their payment, even for very small amounts. 
Since early 2006, all the payments for direct budget users have been executed 
through the treasury single account, which is a positive development. However, 
although stronger Treasury controls are necessary to ensure accountability espe-
cially in the early phases of transition, overt Treasury controls could potentially 
lead to inefficiencies and increase of corruption and therefore should be gradu-
ally relaxed. The current overly centralised system should therefore in the mid to 
long term be replaced by so-called “passive Treasury Single Account”, where pay-
ments would be made directly by spending agencies, but through the Treasury 
Single Account. In such a system, the Treasury would set cash limits for the total 
amount of transactions, through the budget implementation plan, but would be 
involved in control of individual transactions, which would enhance efficiency 
and reduce possibilities of corruption practices.773

Gradual introduction of internal audit

As we could see in the previous chapter, Serbia has no tradition of modern 
internal auditing, but a tradition of a “government control office” or “control 
activity”, such as the Serbian budgetary inspection. The budgetary inspection in-
vestigates complaints received about staff from either civil servants or the public 
and may also investigate allegations of irregularity or fraud and refer cases to fis-
cal or criminal police. The inspection possesses quasi-judicial authorities, which 
consist of issuing decisions that order an action to be taken in relation to any 
fraudulent practices or serious irregularities discovered by the inspectors.

Although this concept of “policing nature” of budgetary inspection seems 
to be outdated when compared to modern internal audit practices, it does 
 represent a powerful tool for the Serbian Ministry of Finance to oversee and 

773 R. Allen, D. Tommasi (eds), Managing Public Expenditure, A Reference Book for Transition 
Countries, SIGMA, OECD, 2001. pp. 244–245.
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ensure implementation of financial rules and regulations. This concept perfect-
ly fits within the context of Serbian rechstaat, being modelled on the prestig-
ious French General Inspectorate of Finance (L’inspection generale des finances). 
Therefore, notwithstanding the need to move from the ‘policing’ and ‘controlling’ 
internal mechanisms, to ‘prevention and detection’ internal audit mechanisms, it 
is necessary to keep and strengthen the capacity of the budgetary inspection of 
the Ministry of Finance at least until the internal financial accountability system 
is effectively established.

At the same time, it is important to start changing the overall logic of the 
system from merely taken action upon individual cases of mismanagement, ir-
regularities, corruption or fraud to be pro-active and make sure all parts of the 
prevention, detection and follow up chain functions well together and strength-
ened.774 This will require substantive training and time in order to change the 
mindset of not only of internal auditors but also of organisations in which they 
operate.

It is further important to establish clear accountability lines in the organi-
sation. The internal auditor should be responsible to the Minister and, in the 
mid term, to the Secretary of the Ministry/other state organ, giving technical 
advice on the efficient management of resources without becoming involved in 
political questions. The internal audit activity should be free from interference in 
determining the scope of internal auditing, performing work and communicat-
ing results. Since the internal auditor is not completely independent of the min-
istry or organization in which he functions it is essential that the internal audit 
function achieves an appropriate status and weight in the organization.775

Similar to internal control systems, establishment of effective internal au-
dit units in individual institutions will require strong coordination by the Min-
istry of Finance Central Harmonisation Unit. In this sense, the current internal 
control unit of the Ministry of Finance should be strengthened to be able to 
provide standards and methodologies of work for all internal audit throughout 
the Government.

Finally, it needs to be stressed that the establishment of an effective inter-
nal audit system, similar to other elements of financial accountability, will not be 
an easy exercise and that expectations of such a service should not be too high. 
This is due to underdevelopment of all other elements that internal audit has to 
provide assurance of: accounting systems, internal controls systems, managerial 
responsibility for overall control framework etc. In such circumstances, the in-
ternal audit function should not aim for more advanced forms of internal audit, 
such as risk assessment or performance audit, but mainly focus on more basic 
issues of regularity/legality and fraud detection, which characterised early devel-

774 PIFC Expert Group, Internal Control Systems in Candidate Countries, Volume II, February 
2004, p. 76. http:// www.oecd.org/dataoecd/35/37/34891262.pdf 

775 Ibid. pp. 77–78. 
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opment of internal audit function in Western democracies.776 Only when these 
basic elements of accuracy and regularity/legality are put in place, should more 
advanced formulas of internal audit be sought.

Possible ways to enhance the role
of the Parliament and its committees

As we could see in the previous chapter, the Serbian Parliament exercises 
little control over public finances. Similar to the French Parliamentarians, Ser-
bian MPs are still primarily interested in the legislative process and are not ac-
customed to carry out substantive supervisory and scrutiny role over the work 
of the executive. Most MPs are unfamiliar with their role in reviewing budgetary 
estimates and holding budgetary hearings and lack sufficient knowledge in the 
field of financial monitoring and control. The fact that the governing coalition is 
comprised of many political parties with often opposing views reinforces the old 
tendency to make decisions behind closed doors, rather than in a transparent 
parliamentary setting.

Strengthening parliamentary oversight capacity is vital for establishing a 
viable system of financial accountability in Serbia. This can be accomplished by 
increasing the role of parliamentary committees and establishing strong links 
with the Supreme Audit Institutions, once it is established. As the new Supreme 
Audit Institution, as was pointed out in the previous chapter, will not have sub-
stantive sanctioning powers, it will need to rely heavily on the assistance from 
the National Assembly in order to be able to discharge its duties and endorse its 
findings. Based on experience of many countries, political pressure exerted at the 
political level of Parliament is a strong lever to force the Government to comply 
with external audit recommendations.777 Therefore it is essential that MPs take 
an active role in financial accountability issues, primarily through strengthening 
the role of Parliamentary Committees.

Experience of other countries, primarily the UK, are very useful for pro-
viding food for thought on what is needed for a specialised Parliamentary Com-
mittee dealing with financial management to function properly. General recom-
mendations are the following:

1. First, there is a need for establishing a special Parliamentary Commit-
tee that will deal solely with issues of financial accountability, mod-
elled on the British PAC (and subsequently French MEC and the EU’s 
COCOBU). This would require changes of the rules of procedure of 
the Serbian National Assembly. The Committee members should be 

776 N. Hepworth, “Is the modern UK/US approach to internal audit appropriate in all cir-
cumstances and especially for countries with less developed systems and less well trained 
public officials?,” October 2004, p.4, unpublished manuscript.

777 F. Cazala, “The Supreme Audit Institution and Parliament: How Can their Relationship 
Support Implementation of the Audit Reccommendations?”, paper presented at INTOSAI 
2nd International Conference on Internal Control, May 2000. 
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extensively trained in order to obtain the knowledge necessary to pro-
vide support to the SAI and the Parliament in exercising the financial 
accountability relationship.

2. It is important to ensure that the composition of once established Ser-
bian Committee for Public Accounts reflects the political composition 
of all parties in parliament.778 However, given that Serbian political 
system is fairly polarised, potential strong disagreements between these 
parties could be very damaging to the newly established Committee. 
These partisan differences could easily reach a point where the govern-
ment is unwilling to accept any criticism or to act on valid complaints, 
especially if they come from the opposing political block. It is therefore 
important to try to ensure a close working relationship among mem-
bers from different parties and blocks, which will also depend on the 
further development of the political process in Serbia.

3. In order to reduce the political pressure from the work of the Commit-
tee it would be important to focus on accountability of civil servants for 
administrative and financial operations rather on sole political account-
ability of ministers, as explained earlier. The focus should therefore be 
on implementation of policy and not on its substance, without ques-
tioning the objectives themselves.779 In this sense, giving more explicit 
statutory responsibility to the Secretary of the Ministry for the adminis-
trative and financial affairs of their departments in a mid-term perspec-
tive may allow committees and others the ability to assign clear respon-
sibility for problems to either Ministers or Secretary Generals. Secretary 
Generals would be obligated to account for their actions primarily to 
Parliament, rather than explaining issues to them while still primarily 
responsible to their Ministers and subject to their discipline. Therefore, 
as argued above, the establishment of greater statutory responsibility by 
Secretary Generals to Parliament for matters of administration would 
add potential clarity and focus for the Committee on Public Accounts. 
This would enable civil servants to be held better to account to Parlia-
ment without confusing this with responsibility to Ministers.

4. Another UK safeguard to ensure the Parliamentary Committees func-
tion in a non-political way is to appoint the chair of the Committee 
from an opposition party. Although this principle has generally been 
applied in the Serbian parliamentary committees, that this principle 
can be circumvented in practice, simply due already seen practice of 
President of the Committee’s disinterest to attend its sessions. There-
fore it is very important to work on raising the awareness of the mem-

778 SIGMA papers: No. 33, Relations between Supreme Audit Institutions and Parliamentary 
Committees, CCNM/GOV/SIGMA (2002)1, OECD, pp. 28–34. available at www.eca.eu-
ropa.eu/cooperation/publications/docs/sai_parl_136_en.pdf.

779 R. Stapenhurst, V. Sahgal, W. Woodley, R. Pelizzo, “Scrutinizing Public Expenditures, As-
sessing the Performance of Public Accounts Committees”, World Bank Policy Research 
Working Paper 3613, May 2005, p. 20.
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bers of the future Committee for Public Accounts and other MPs on 
issues of financial accountability and stewardship of public money.

5. The Committee for Public Accounts should have the authority to call 
for any person to testify in the Committees meetings and request any 
additional (written) information from any person relevant to the audit 
issue. In this way, the Committee would indeed hold government to ac-
count for its actions. It is hoped that appearance before the Committee 
will not taken lightly by public servants and will provide powerful and 
transparent follow-up of the Supreme Audit Institution investigations.

6. It would be helpful to allow media to follow the hearings, as it has al-
ready been done in the case of several ad hoc established committees. 
This is to encourage transparency and awareness of the general public 
of the matters being addressed. If hearings are public and open, they 
provide a powerful opportunity to hold the executive to account by 
testing the audit results in the testimony of executive officials and oth-
er experts. Hearings also can build public interest in important policy 
issues. In addition, hearings create greater understanding of the Su-
preme Audit Institution function and of oversight more generally and 
alert interest groups, the rest of parliament and the public to the issues 
that might arise in the future.780

Achievement of effective parliamentary support for financial accountabil-
ity issues will, however, ultimately depend on further consolidation of political 
and parliamentary life in Serbia. Namely, around 80% of the Serbian MPs have 
obtained a MP’s status and obtained their knowledge of Parliamentary work and 
procedures only in the course of the last couple of years. MPs in Serbia usually 
perform various duties and are in rare cases devoted only to Parliamentary work 
and therefore the general attendance of Parliamentary sessions is low. The politi-
cal party process in Serbia is still in the process of gradual consolidation of po-
litical parties and overcoming the overt fragmentation of political system which 
occurred in 2000, (when the coalition of 18 parties of fairly different political 
ideology united in order to defeat Milosevic). It is expected that the gradual con-
solidation of political parties will bring about more stable Parliamentary mem-
bership which will be able to devote itself primarily to issues of Parliamentary 
work which will be necessary for building any kind of expertise, including the 
financial accountability issues.

In the view of the above, we again underlie the need to inform and educate 
not only the members of the Parliamentary Committee for Public Accounts but 
also all the MPs on financial accountability issues. Special focus of such training 
should be laid on functioning of SAIs in other countries, their relations with 
Parliaments and overall Parliamentary role in scrutinising the operation of the 
executive, rather than performing the prevailing legislative role.781

780 W. Krafchik, “What role can civil society and Parliament pay in Strengthening the exter-
nal auditing function?”, The International Budget Project, http://www.internationalbudget.
org/auditorgeneral.htm, p. 2. 

781 SIGMA papers: No. 33, Relations between Supreme Audit Institutions and Parliamentary 
Committees,op. cit, p. 33. 
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Creating an effective
supreme audit institution

In accordance with our previous general conclusion, a solid, stable and ap-
plicable legal framework is an indispensable prerequisite for institutional strength 
and long-term development of external audit in Serbia. Importance of stability 
of the legal framework of the Supreme Audit Institutions has also been stressed 
by the Lima Declaration and the INTOSAI auditing standards.782 In order to en-
able stability and coherence, the legal framework of a SAI should be defined at 
different levels – Constitution, laws, regulations, rules and procedures. The Con-
stitution and laws form the institutional base while the regulations, rules and 
procedures have the objective of ensuring that the responsibilities of the SAI (as 
defined in the Constitution and laws) are exercised in the most effective way.

An important question to be posed in this respect is what level of regula-
tion should be reserved for different hierarchy of legal norms to ensure stabil-
ity, but in the same time allow sufficient flexibility for evolving nature of any 
institution. As we could see in the previous chapter, Article 96 of the Serbian 
Constitution states that the State Audit Institution shall be supreme audit institu-
tion for auditing public finances in the Republic Serbia, that it is an independent 
institution and subject to supervision by the National Assembly to which it ac-
counts for its work. Some practitioners argue that the Constitutional provisions 
should comprise additional elements such as status and type of SAI (an audit 
office or a court of auditors, a single executive or collegiate leadership); nomina-
tion, removal and dismissal of its Head; basic auditing powers and duties; report-
ing responsibilities, including a clear definition of its relations with parliament 
and government.783 We are, however, of the opinion that such detail regulation 
would not be appropriate for Constitutional provisions as it would freeze any at-
tempts of potential reform of once established SAI. Therefore, the current basic 
Constitutional provisions which refer to SAI’s establishment and independence 
(in line with the solution of the French Constitution) are satisfactory. All other 
issues should be reserved, in our opinion, for primary and subsequently second-
ary and tertiary legislation.

Ensuring the independence of SAI is definitely an area to be regulated by 
the primary legislation. As we could see in the previous chapter, personal, or-
ganisational and financial independence is indeed governed by the Law on SAI, 
which requires that members of the SAI’s Council be elected by the Parliament. 
The requirements for election of the SAI’s members are also quite demanding 
(in terms of education, professional experience and request that have not been 

782 Lima Declaration of Guidelines on Auditing Precepts, available on the INTOSAI web site, 
www.intosai.org .

783 Resolution of the Presidents of Supreme Audit Institutions of Central and Eastern Europe-
an Countries, Cyprus, Malta and the European Court of Auditors, “Recommendations con-
cerning the functioning of Supreme Audit Institutions in the context of European integration,”, 
http:// www.eca.europa.eu/cooperation/publications/docs/recommendations_en.pdf,, pp. 
1–3. 
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employees of any Government body in the last two years) which should secure 
professionalism and prevent possible political interferences in the work of this 
important institution. The democratic elements in the work of the SAI are se-
cured by the role of the Parliament in its election, which points out the impor-
tance of the link between the SAI and the Parliament. However, we have already 
seen that in practice that even well defined legal provisions are subject to diffi-
culties in their implementation and are not immune to political interferences, as 
it was the case with significant delay in the election of the members of the SAI 
Council. Therefore, although establishment of a proper legal entrenchment of 
this body is important, it cannot be perceived as only and ultimate guardian of 
the real independence and professionalism of this institution. Lots of efforts and 
time will need to be invested in the work of this institution when it is established 
in order to achieve the prestige that their Western counterparts enjoy in their 
own institutional settings.

The adoption of a collegial approach to deciding important issues, with 
considerable central direction and management of the institution, may be con-
sidered as appropriate for the new institution such as this one. The UK model of 
NAO, as headed by a single officer of the Parliament (Comptroller and Auditor 
General), would place too much responsibility on one person for performing 
duties of new institution. The French collegiate model therefore appears to be 
better applicable in the Serbian context. However, it should not be expected that 
the French model of separate components of “chambers’ which operate to a great 
extent independently of each other will be applicable, especially in the first years 
of SAI’s operation. In the beginning of the operation of the new SAI it would 
be important to secure unified audit approach through stronger management, 
which would later be possible to decentralise to specialised audit units, headed 
by High Supreme Auditors.

Another important issue that should be discussed is ensuring that conclu-
sions which arise from SAI’s audit findings and the subsequent actions taken 
by the auditee are properly followed up. The natural response in this respect in 
the Serbian context is to provide the SAI with sanctioning quasi-judicial powers, 
similar to those exercised by the Social Accounting Service and the budgetary 
inspection. The logic behind this is very simple: if this institution does not have 
firm enforcement powers, there is a risk that it will be just a passive observer of 
financial irregularities with no possibilities to intervene in any way, except to 
refer it to other organs with sanctioning powers. As Serbian civil servants are 
accustomed to various forms of judicial and quasi-judicial accountability, estab-
lishing another body with quasi-judicial powers would not be perceived as a big 
novelty.

However, the historical development of supreme audit institutions point 
out gradual loosing of powers of sanction auditees and instead development 
of advisory and partnership role between external auditor and the executive. 
The British Court of Exchequer lost its sanctioning powers in the end of XIX 
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century,784 while the French Cour des Comptes, although it does judge accounts, 
has lost its power to impose sanctions to comptables, leaving this authority to the 
Conseil d’ Etat. Creation of an external audit institution with sanctioning quasi-
judicial powers in Serbia may create adversarial relations between the executive 
and auditees, which would perceive the SAI as formidable sanctioning body 
rather than a partner in securing financial accountability. Therefore, we support 
the current solutions of the new Law on SAI with fairly restricted sanctioning 
role, which comprises merely in referring more serious mismanagement cases to 
other bodies (such as misdemeanour court and Criminal court) and calling of-
ficials responsible for serious irregularities to resign from their functions.

In the absence of clear sanctioning powers of the SAI, we reiterate the 
need for the establishment of a proper relationship between the SAI and the 
Parliament. Once the SAI in Serbia is established, it should give appropriate 
attention to parliamentary concerns in setting its audit priorities. It would be 
desirable that the SAI is aware of parliament and the Executive’s needs and in-
terests and should take them into account in setting priorities. However, it is 
important that the SAI would retain its discretion to accept or reject suggestions 
from parliament and to perform audits on its own initiative.785 The French Cour 
des Comptes clearly demonstrates that high degree of independence from both 
the executive and the Parliament is possible to be attained. However, this is not 
to suggest that the French fairly adversarial model between the external audit 
institution and the Parliament should be applied, but just that the SAI should 
primarily keep its focus on its own long-term issues of improvement of financial 
management. The danger is that if the SAI becomes too focused on responding 
to parliamentary interests, its work may be undermined by partisan short-term 
concerns in ways that would put its independence and credibility in jeopardy.

Finally we would like to address concrete issues related to the actual es-
tablishment of the SAI in Serbia in the near future. In this sense, there is an 
urgent need to create and develop a proper strategy to set up the institution. It 
is obvious that the institution will not be able to fulfil its mandate as currently 
spelled out in the text in the short term, not even in the middle term. The issue 
here is to plan for the progressive installation of this new public body and what 
it implies in terms of resources, human, material and financial and how to take 
a prompt but step-wise start while developing the institution building aspects of 
the implementation of the law. It is further important to provide information to 
future audited subject and stake-holder’s awareness in general and coordination 
and harmonisation with other laws or law drafting processes and very specifi-
cally the progress with the development and progress of internal financial con-
trol and audit.

784 J. Molinier, “Parliament’s Financial Powers: A Comparison between France and Britain”, in 
D. Coombes (eds.), The Power of the Purse, (London George Allen & Unwin ltd), 1976. p. 
172.

785 SIGMA paper: No. 33, Relations between Supreme Audit Institutions and Parliamentary 
Committees, op. cit. p. 30.
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Even once the SAI is fully established, it will need a whole range of de-
tailed planning mechanisms, that should help it deal with its heavy workload. 
These include various instruments such as: mission and vision statements, cor-
porate plans (to outline the business mid-term plans and targets of work), stra-
tegic plans for each of its major work components, operational plans, appropri-
ate information systems and internal follow-up and results analysis.786 It will be 
therefore important for the new institution to share the experience of other rela-
tively young SAIs in the region as well as with its more mature and experienced 
counterparts in the EU Member States.

Conclusion

The final conclusion of this study is that Serbia is still far from meeting 
the financial accountability conditions for EU membership. Whereas significant 
progress has been made in establishing a sound internal financial accountability 
framework, external accountability mechanisms have not been set up yet, giving 
Serbia the unfortunate status of the only European country in the region without 
an institution of independent public external audit.

The comparison between the UK, French and the EU model of financial 
accountability has proven that neither of these systems would work well in the 
transitional Serbian environment. However, specific elements of all these sys-
tems, exemplified in the emerging European system, could be applied, but with 
a considerable sense of caution. It is therefore important not to have unrealistic 
and high expectations of newly established financial accountability system, espe-
cially in the next couple of years, until the external audit institution is properly 
established.

Once Supreme Audit institution is established, it will be important to 
link and support its work by the Serbian Parliament. Although lots of ink has 
been spelled out on the deteriorating role of Parliaments in holding the execu-
tive to account for stewardship of public money, recent developments of state 
audit in France and in the EU reiterate importance of role of the Parliament 
and its Committees for improving effectiveness of financial accountability sys-
tems, especially as far as the follow-up of audit recommendations is concerned. 
Therefore, it would be important to create a specialised Parliamentary Commit-
tee for Public Accounts in Serbia and provide it with necessary powers to follow 
up on implementation of recommendations of the Supreme Audit Institution. 
Furthermore, it will be important to establish clear accountability lines between 
parliament and the executive, through gradual adoption of the UK accounting 
officers model in Serbia. However, this process will have to go hand in hand with 
depoliticisation of the Serbian administration, which in itself will be not an easy 
and smooth process.

786 SIGMA paper: No. 34, Achieving High Quality in the Work of Supreme Audit Institutions, 
OECD/SIGMA, 2004, p. 21, available at http://appli1.oecd.org/olis/2004doc.nsf/linkto/
gov-sigma(2004)1.
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Lastly, there is no doubt that a creation of a sound financial accountabil-
ity system will take a significant amount of effort and time on the part of all 
financial accountability actors: the Government and especially the Ministry of 
Finance, the new Supreme Audit Institution and the Parliament and its Commit-
tees. It will be essential that roles of all these actors be enhanced simultaneously 
so that the balance of the financial accountability system and its mechanisms 
is achieved. The aim is therefore to establish a balanced partnership between 
all financial accountability actors, sharing a common objective of stewardship 
of public money. Only once a sound partnership between Serbian actors of fi-
nancial accountability is established will the Serbian citizens be able to call the 
Serbian Government to account for the use of their money and Serbia will be 
ready to enter the complex and intricate network of financial accountabilities 
spreading throughout the veins of the EU.
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Annex 1
HISTORY OF THE DEVELOPMENT
OF FINANCIAL ACCOUNTABILITY 

ARRANGEMENTS IN THE UK

The historic development of British financial accountability arrangements 
is in many ways exceptional. The continuous struggle over finances between 
Parliament and Monarch has given strong and crucial impetus for overall con-
stitutional development.787 Unlike other countries where power of parliaments 
was being built on broader social movements requesting various political rights 
– independent justice and administration, freedom from alien domination, free-
dom of speech, etc., the English parliament owes its origin and existence almost 
entirely to the English age-old determination not to be taxed without their con-
sent.788 Interestingly enough, it was through the achievement of this end that 
British representative institutions secured political freedoms for British citizens 
much earlier and much more effectively than the Parliaments which had origi-
nated through fight for political freedoms.789

The right of imposing taxes and controlling public expenditure has for a 
number of centuries been the common and most convenient test of parliament’s 
power over the Monarch.790 While this power was on more or less regular basis 
exercised by the English Parliament, the Scottish Parliament, in the early times, 
has never had the exclusive right to levy taxation.791 Its power of controlling the 
spending of public monies was even weaker. This should not be surprising, hav-
ing in mind that the development of the Scottish central administration was con-
siderably slower than it its counterparts of that time.792 This is usually explained 
by the disruptive effect which the war of independence had on the political and 
economic life of the country as well as the subsequent weakness of the Scottish 
crown following the death of Robert I to reorganise the royal administration.793

Early medieval history of British financial control mechanisms is marked 
by two coinciding tendencies. While representative institutions were struggling 

787 S. Walkland, “Parliamentary control of public expenditure in Britain”, in D. Coombes, The 
Power of the Purse, (London George Allen & Unwin Ltd.), pp. 179–198.

788 P. Einzig, The Control of the Purse – Progress and Decline of Parliament’s Financial Control, 
(London, Secker & Warburg, 1959), p. 17.

789 Ibid.
790 C. Innes, Lectures on Scotch Legal Antiquities, (Edinburgh, 1872), 111. I.E. O’Brien, The 

Scottish Parliament in the 15th and 16th Centuries, Ph.D. Thesis (Glasgow, 1980), p. 180.
791 I.E.O’Brien, ibid.
792 C. Madden, The Finances of the Scottish Crown in the Later Middle Ages, (Ph.D. thesis, 

Glasgow, 1975), p. 2.
793 Ibid.
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to keep the Monarch accountable for its finances, at the same time Monarchs 
were working on strengthening financial scrutiny within the administration of 
their Courts.

The origins of public expenditure control in England could be traced back 
to XII century. During the reign of Henry I (1100–1135) the royal administration 
was expanded and the rule of law solidified. The key Royal institution dealing 
with financial matters, the medieval Exchequer, was established. The Exchequer 
was the most powerful and prestigious of all Royal offices.794 It not only had the 
role of recording and controlling the Royal revenue, but also provided a forum 
for settling financial matters and disputes.795

The Exchequer was structured into two levels – lower and higher. In the 
Lower Exchequer, which was also called the Receipt, the money was handed over 
to be counted, and was put down in writing and on tallies, so that afterwards, at 
the Upper Exchequer, an account may be rendered of them.796 Everyone hold-
ing king’s money was under the legal obligation to render account for it and to 
answer for what was then found to be due. Enforcement of such obligation was 
enabled through establishment of the Court of Exchequer.

The Court of the Exchequer evolved originally as the court concerned 
with tax and revenue matters, deciding cases between the Crown and taxpay-
ers. By the Fourteenth Century the Court had acquired a jurisdiction to deal 
with ordinary civil claims between one subject and another.797 The Court has 
also performed a function of control of Royal expenditure, which was of judi-
cial and non-administrative nature. Through its ancient audit, the debts of ac-
countants were ascertained and enrolled on the record, followed by the judicial 
process and enforcement of payment through the agency of the sheriffs.798 The 
Treasurer and Barons, leading officers of the Upper Exchequer or Court Side, 
were judges and their discharge of an accountant was full and sufficient in law. 
Through its practice, the Court of the Exchequer developed numerous rules and 
courses which gained the status of non-statute law. The rolls of the Court were 
considered the unchallengeable authority in law, unless it was proved they suf-
fered from manifest error.799

The administrative aspect of the work of Exchequer was based on numer-
ous hierarchical accountability relationships, starting with the scribes and the 
clerks at the bottom, up to the chief Exchequer Justiciar and ultimately the King. 
The Exchequer functioned as a bureaucratic organization with records being 

794 N. Richard, The Course of the Exchequer, (London: Nelson), 1950, p. 33; R. Poole, The Ex-
chequer in the Twelfth Century, (Oxford, Clarendon Press), 1912.

795 N. Richard, op. cit., p.34. 
796 P. Halsall (eds.), Internet Medieval Source Book, (Fordham University Center for Medieval 

Studies), www.fordham.edu/halsall/sbook.html.
797 A.J.H. Morris, WS Gillbert and Sir Arthur Sullivan’s Trial by Jury - A Legal Commentary, 

www.lexscripta.com/pdf/TrialByJury.pdf 
798 J.E.D. Binney, British Public Finance and Administration 1774–92, (Oxford Clarendon 

Press), 1958, pp. 4–5.
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written and taxes collected in a fairly organised way.800 It represented quite an 
advanced institution of the feudal system, which basic concepts are preserved to 
modern times. It should be noted that the earliest found reference to the Audi-
tor of the Exchequer, as a public official specifically charged with administrative 
auditing of government expenditure, goes back to 1314.801 The Auditor of the 
Exchequer function was the one of the general comptroller, consisting of author-
izing the issue of public money.

The period of XIII and XIV century in England was marked by the rise 
of the power of the Parliament, which on a number of occasions challenged the 
ancient Royal prerogative to unlimited public monies spending. Although the 
English Parliament still did not have strong enough power to actually enforce its 
appropriations, its right to criticize public spending represented quite an impor-
tant limitation of the powers of Monarchs at that time.802

The Parliament used a number of different means to control excessive 
Royal spending. It required that the accounts be audited by institutions outside 
the Court,803 or that special Parliamentary committees or commissions be estab-
lished to audit the accounts of the Monarch and its agents.804 Although Mon-
archs on many occasions resisted the demands of rendering the accounts before 
such bodies, they would in the end comply with these requests, often frightened 
by the Parliament’s threats to withhold supply.

The next important step in strengthening financial accountability of the 
Monarchy was the establishment of the accountability relationship between 
Royal officers, responsible for handling of public funds, and Parliament. On a 
number of occasions, misuse of public monies was one of the key reasons for the 
initiation of impeachment procedures, with the main objection being that funds 
intended for financing wars were diverted into the King’s household.805 Alleged 
maladministration of public funds at times provided a good excuse for calling 
Royal officers to account when both Monarch and Parliament wished to remove 
Royal officers for political and personal reasons. Nevertheless, even though the 
weapon of impeachment for misuse of public moneys was at times abused, the 
establishment of the principle of the accountability of Royal officers to Parlia-
ment was of great constitutional importance.

800 N. Richard, ibid.
801 The History of the National Audit Office, UK National Audit Office web site, www.nao.gov.

uk .
802 P. Einzig, op. cit. p. 87.
803 For example, the Great Council audited the Royal accounts in 1216, when grants contained 

provisions for a special audit independently of the annual audit by the Court of the Ex-
chequer, on the assumption that the influence of the Royal court was liable to be too strong 
there.

804 For example, in 1340, the Joint Committee of Lords and Commons for the examination 
and auditing of the financial transactions of Kings agents was established; in 1341 Parlia-
ment appointed another commission to examine the state accounts (to which Edward III 
agreed under certain conditions); in 1379, at the request of Commons, a Committee of 
Barons was set up to examine the accounts of estates of Edward III. P. Einzig, op. cit., pp. 
87–90.

805 Ibid.
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The English Parliament’s efforts to achieve control of public finances were 
greatly undermined during the Tudor reign (1485–1603). Although Parliament 
criticized the expenditure occasionally, no attempts were made to actually ob-
tain accounts. Thus, the King acquired the full control of the proceeds of taxa-
tion. Financial control was exercised by Committees set up by the Executive and 
proved to be quite efficient. However, Parliament was fully excluded from this 
process.806

It should be noted that under Queen Elizabeth I, in 1559, the Auditors of 
the Imprest Office was created, as a predecessor of the today’s National Audit Of-
fice. The formal function of the Imprest Office was audit of Exchequer payments. 
The accounts audited by the Imprest Office were those of all persons to whom 
money was issued by imprest and upon account for the services of Crown and 
Public. In addition, the Imprest Office audited the accounts of an important group 
of revenue accountants such as those handling the duties of Customs, Stamps, Salt, 
Postage etc.807 It should be stressed that all audit conducted in this division was 
administrative and not judicial.808 This system gradually lapsed two centuries later, 
when the new Office for Auditing the Public Accounts was established.

Financial accountability mechanisms in neighboring Scotland throughout 
the XIV, XV and XVI century were rather underdeveloped in comparison to its 
English counterpart. The power of the Parliament over public finances was much 
weaker than the English Parliament had at that time.809 The Scottish Parliament 
did not have exclusive right to impose taxes, mostly due to the fact that taxa-
tion in Scotland was exceedingly irregular, which had undoubtedly weakened 
the bargaining position of the estates.810 Furthermore, it seems that Parliament 
itself lettpublic finances be taken out of its control and given to other institu-
tions such as general councils and convention of estates. It appears that at that 
time there was an accepted awareness of the need for the estates to give their 
consent to matters of public revenue and expenditure, while there is no record of 
parliament ever having expressed the view that it alone should be accorded this 
privilege.811

The turning point in the development of Scottish financial administration 
was the return of James I from captivity in England. His first hand experience of 
the highly developed English administrative system enabled him to start to re-
form the existing governing system into the new style bureaucratic government,  

806 Ibid.
807 J.E.D. Binney, op. cit., pp. 195–197.
808 Ibid.
809 The first trails of the Scottish Parliament can be traced back to the second half of the XIII 

century. At first, a parliamentum was most probably a full and formal meeting of the King’s 
advisors (the council), where they were able to discuss matters of particular importance. 
The parliament, however, carried out other functions, being in the same time the supreme 
court of law, with a power of declaring the law. However, the actual power of the Parlia-
ment in state affairs was scarce. W.C. Dickinson, Scotland from the Earliest Times to 1603, 
(Oxford at the Clarendon Press), 1977, p. 99–100.

810 I.E. O’Brien, op. cit., p. 180.
811 Ibid. pp. 180–184.
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which would restore the power and prestige of the Scottish crown.812 The first 
steps undertaken by James I were the establishments of the new offices of ex-
chequer and comptroller, as well as the gradual formation of the body of profes-
sional civil servants.813

The Exchequer was at the centre of Scottish financial administration. In 
contrast to the system employed in Mediaeval England, the Scottish Exchequer 
was the sole organ of financial government, corresponding to the English Up-
per Exchequer. However, despite certain similarities, it may be argued that the 
Scottish Exchequer was quite an underdeveloped institution, using only a few 
methods of the English Upper Exchequer.814 Furthermore, until the second half 
of the XI century, the Scottish Exchequer was not a permanent institution. The 
Lords Auditors, drawn from the larger body of the Lords of the Council, were 
appointed only for the duration of the audit and were relieved of their duties 
after completion of their tasks.815 The actual number of auditors appointed for 
each year varied significantly.

The actual organization of the annual audit of the Exchequer in the XIV 
and XV century was also unsystematic and unprofessional.816 The date of the 
commencement of the annual audit of accounts was fixed at least six weeks in 
advance and accountants were entitled to receive a prior warning of proceed-
ings of forty days. Accountants who failed to appear on the appointed day were 
liable for a fine, which was irregularly enforced. Many royal financial officials 
remained absent from the Exchequer for long periods without incurring massive 
fines.817 The main function of the traditional exchequer was the prevention of 
fraud.818

During the XVI century, despite temporary setbacks, the revenue of the 
Scottish state was increasing and fiscal administration was becoming more so-
phisticated. Unlike the earlier system of income driven expenditure, where all 
the raised revenue was spent and almost no limitations of expenditure existed, 
the XVI century witnessed a tendency to realign expenditure towards desirable 
ends.819 The struggle for the royal signature,820 fought between the royal Court 
on the one hand and privy council (a body of administrators collecting the reve-
nue) and Parliament on the other hand, demonstrated the increasing opposition 
to unlimited financial Royal power and gradual establishment of efficient ex-
penditure controlling mechanisms. The traditional exchequer, as ad hoc passive 

812 C. Madden, op. cit. p. 2.
813 Ibid.
814 A. L. Murray, “The Procedure of the Scottish Exchequer in the early Sixteenth Century”, 
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body which met annually to receive accounts, became a permanent institution 
in 1584. Although the main initial function of the permanent exchequer was ju-
dicial, his financial administrative aspect was gradually evolving, especially after 
1590.821 The permanent exchequer eventually became an active administrative 
department, with auditors freed from personal liability of treasurer and comp-
troller.822 Under the Act of Union between Scotland and England (1707), the 
Scottish Exchequer underwent legislative reorganization and became known as 
“The Court of Exchequer in Scotland”, continuing to carry out most of the func-
tions it had traditionally performed.823

While the financial accountability mechanisms did not undergo signifi-
cant changes in Scotland during the XVII century, the English financial control 
system experienced genuine reform, mainly due to urgent needs to resolve burn-
ing political issues. This enabled the gradual establishment of “public” financial 
accountability system in England, which main features are preserved to modern 
times.

The Revolution of 1688 is generally recognized as the landmark between 
the period of autocratic Monarchy and that of constitutional Monarchy in Eng-
land. Applied to the area of financial accountability, the Revolution is assumed 
to mark the beginning of the period of full Parliamentary control over the public 
purse.824 The Revolution undoubtedly removed the main obstacle of efficient 
Parliamentary control. Its most important result was that it became necessary 
to summon Parliament every year, which provided the Commons with a good 
position in the financial control process.

However, apart from some early progress under William III, it took almost 
a century before even a beginning was made with real and lasting progress to-
wards a genuine and well-established Parliamentary control of public finance.825 
During the reign of William III annual accounts of public revenue and expendi-
ture were examined by the Parliamentary Commissioners who were appointed 
under several successive Acts of Parliament. The first Public Accounts Commit-
tee in modern times was appointed shortly, in 1690.826 However, Parliament’s 
strong efforts to control public expenditure by supervising public accounts were 
not long lasting. After a while the Commons lost their power of ensuring ac-
countability and under the Hanoverian Kings no Public Accounts Committees 
were appointed until 1780, nor were accounts presented any longer systemati-
cally to Parliament, even though they continued to be systematically audited by 
officers of the Exchequer.827

It took considerable efforts during the last quarter of the century and dur-
ing the first half of the XIX century to re-establish and apply financial account-

821 A. L. Murray, “Sir John Skene and the exchequer, 1594–1612”, Stair Society Miscellany, 
(1971), p. 126.

822 J. Goodare, op. cit., p. 121.
823 J.E.D. Binney, op. cit. pp.233–237.
824 P. Einzig, op. cit. pp.117–131.
825 Ibid.
826 Ibid.
827 Ibid.
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ability even to the extent to which it was actually applied during the last decade 
of the XVII century. The British defeat in the American war of independence 
brought existing criticisms of British financial control system to the fore. The 
Exchequer’s constitutional monopoly, excessive centralization of audit with still 
surviving judicial forms were criticized for their malfunctioning and rigidity.828 
Members of the political opposition took the lead in calling for reform of fi-
nancial administration. First effective movements towards reform were taken in 
1780, when the statutory Commission for Examining Public Accounts was set 
up. It is interesting to note that the Commissioners were concerned not only 
with regularity of expenditure, but also with its economy and efficiency, avoid-
ance of waste, extravagance and better management of resources.829 In this way, 
a basis for broader understanding of the financial accountability in Britain was 
established.

First few decades of the XIX century have announced substantial changes 
in assuring financial accountability. The Office for Auditing the Public Accounts, 
a successor of Auditors of the Imprest Office, underwent significant changes.830 
The size of the office in both structural and functional sense greatly expanded. 
The most important change, however, was the shift from reporting its findings 
from executive to the House of Commons, which occurred in 1832.

In 1834 the Office of Comptroller General of His Majesty’s Exchequer was 
created. The head of this office was the Comptroller General of the Exchequer. 
Although his main function, responsibility for authorizing the issue of public 
money, was basically the same as one the medieval Exchequer, it was for the first 
time performed on behalf of Parliament and not the “Crown”.831 These changes 
undoubtedly marked the beginning of the modern period of financial account-
ability in the United Kingdom.

The most important figure of the modern period of financial accountabil-
ity is William Gladstone, who was the Chancellor of the Exchequer from 1852 
to 1866. Gladstone introduced a number of substantial reforms of the control of 
public expenditure. In 1854 Parliamentary control was expanded over the ex-
penditure of the Revenue Departments. In 1861 the Public Accounts Committee 
was set up, becoming fully effective only after the Exchequer and Audit Depart-
ments Act was enacted five years later.832

In 1866 the Exchequer and Audit Departments Act created the post of 
Comptroller and Auditor General (C & AG), who was given two main func-
tions: to authorise the issue of public money to government from the Bank of 
England and to audit the accounts of all Government departments and report to 

828 J.E.D. Binney, op. cit., pp. 7–19.
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Parliament accordingly.833 C & AG was to be appointed by the Monarch, on the 
advice of the Prime Minister. The Act also established the Exchequer and Au-
dit Department, as a merger of the office of Comptroller of the Exchequer and 
Office for Auditing Public Accounts. Its task was to assist the Comptroller and 
Auditor General in auditing of the accounts and providing support to the Public 
Accounts Committee in holding the executive to account for public money stew-
ardship. In this way, in Gladstone words, the ‘circle of control’ was closed.834

The 1866 Act is considered to be a vast improvement to the system of au-
dit which had existed previously in Britain.835 The Act stipulated the obligation 
of government departments to produce appropriation accounts for independ-
ent audit.836 It was the task of the Treasury to determine which departments 
shall actually prepare and render accounts to the Comptroller and Auditor Gen-
eral. Section 27 provided the C & AG the right to examine every appropriation 
account and verify whether payments were supported by vouchers (proofs of 
payment) and whether the money has been spent for the purposes intended by 
Parliament.837

In the first decades of the XX century, the system of audit established by 
the 1866 Act was already out of date. During several decades in the end of XIX 
and beginning of the XX century, public expenditure greatly increased, necessi-
tating changes in public accounting and audit. Therefore, in 1921 The Exchequer 
and Audit Departments Act was enacted, repealing and amending a number of 
the 1866 Act’s provisions.

The 1921 Exchequer and Audit Departments Act gave C&AG greater 
discretion in conducting of audit. Since the increase of expenditure made the 
checking of every account almost impossible, the Act allows the C&AG to rely 
on the individual department’s checking system and, instead of examining all the 
accounts, test only particular transactions to ensure the effectiveness of the de-
partmental check, without further evidence of payment in support of the charges 
to which the sums relate.838 The Act also extended the audit of C&AG to new 
types of accounts, which emerged in previous decades (trading accounts etc.).839 
However, the 1921 Act did not address the key issue of C&AG independence 
towards the Executive, which still exercised strong discretionary powers over the 
C&AG.

Pressure for substantial reform of the public audit system grew from the 
1960s, following concerns expressed by academics and Parliamentarians that the 
scope of public audit, which at that time covered only around half of public ex-

833 The Exchequer and Audit Departments Act 1866.
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penditure, needed to be substantially extended. Furthermore, it was argued that 
there was a need for a specific power to allow the C&AG to report to Parliament 
at his own discretion on the value for money achieved by government depart-
ments.840 Reformers also argued that more robust arrangements should be put 
in place to ensure the independence of public auditors from government.841

Continuous reformist pressures resulted in the enactment of the National 
Audit Act 1983.842 Under the Act, the C&AG formally became an Officer of the 
House of Commons, and was given the express power to report to Parliament at 
his own discretion on the economy, efficiency and effectiveness with which gov-
ernment bodies have used public funds. The Act also established the National 
Audit Office (NAO) to replace the Exchequer and Audit Department in support 
of the C&AG.843 Staff of the National Audit Office was placed outside of the civil 
service, which provided conditions for fuller independence from the Executive.

As we could see in chapter II, these financial accountability arrangements, 
although with some important changes along the way, remain relevant to this 
day. Historical development of the UK parliamentary system and reforms under-
taken to firm up the position of external auditor, laid the foundations of Parlia-
ment’s full scrutiny of public money and established a firm platform of financial 
accountability, which enables additional improvements and adaptations to be 
made without risks of a systematic failure. Such robust financial accountability 
arrangements have served as an inspiration not only for other countries of the 
Westminster tradition, but also for European continental countries and the su-
pranational EU system, which have already been ‘infected’ by UK financial ac-
countability concepts, attempting to entrench and attain the Gladstone sparkling 
‘circle of control’.

840 The History of the National Audit Office, UK National Audit Office web site, www.nao.gov.uk.
841 Ibid.
842 F. White, K. Hollingsworth, ibid, pp. 41–46. 
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