1 What drives the impact of Supreme

Audit Institutions

Audit reports issued by Supreme Audit Institutions are key in generating
impact, as they are the main vehicle through which audits can induce change
in the public sector. As such, implementation rates of audit recommendations
from audit reports are instrumental to achieve impact. This chapter provides
a brief overview on the various factors that help explaining the
implementation rate of audit recommendations before focusing in detail on
relevant behavioural drivers of both auditors and auditees.
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Introduction

In line with international standards as well as good practices promoted by the International Organisation
of Supreme Audit Institutions (INTOSAI) and the OECD, Supreme Audit Institutions (SAI) should lead by
example and demonstrate their added value and impact (INTOSAI, 20191)). In particular, the audit reports
are key in generating impact, as they are the main vehicle through which audits can induce change in the
public sector. To do so, audit reports and their observations and recommendations have to be relevant,
have to be read and understood by the right people, they have to be available at the right time and the
information has to be presented in the right way. As such, INTOSAI invites SAls to continually review how
they can make their reports more readable, more accessible, and more relevant to all stakeholders
(INTOSAI, 201052). In turn, INTOSAI's Development Initiative (IDI) works with the SAIl to support them in
applying the standards, to build capacities and to ensure the quality of audits, for instance in the context
of the Facilitating Audit Impact (FAI) strategy (IDI, 20213)).

Chile’s SAI, the Comptroller General of the Republic (Contraloria General de la Republica, CGR) faces
the same pressure as other SAls to generate and show impact. The Constitution establishes the CGR as
an autonomous government body, which has a high level of organisational and administrative
independence. The CGR has made significant progress over the last decade and has, amongst others,
reviewed the monitoring and follow-up processes of its audit reports; also with support from the OECD
(OECD, 20144;; OECD, 2016(5)). Thanks to the audit follow-up units (Unidades de Seguimiento), created
by the CGR in 2012, the Integrated System for Audit Control (Sistema Integrado para el Control de
Auditorias, SICA) and the Compliance Support Programme (Chapter 2), the CGR found out, however, that
between 2015 and 2020, on average, only 50% of the audit observations included in their compliance audit
reports were addressed by the audited entities.

Consequently, the CGR took several measures aimed at improving the uptake of audit reports. For
instance, the Compliance Support Programme (Programa de Apoyo al Cumplimiento, PAC) was launched
in 2016 with the objective to identify and implement creative mechanisms to increase the rate of
observations addressed by audited entities. In 2019, the CGR conducted an internal evaluation exercise,
which showed that public entities were satisfied with this initiative and find it useful. Learning from these
insights, the CGR is exploring new mechanisms to enhance the impact of this initiative in the context of
the 2021-2024 Strategic Planning.

In this context and striving to better understand and find innovative solutions to improve the level of uptake
of the audit reports, the CGR collaborated with the OECD to apply a behavioural perspective. A behavioural
perspective is an inductive approach that combines behavioural insights (Bl) from psychology, cognitive
science and social science with empirically tested results to discover how humans actually make choices.
The perspective is increasingly used to improve our understanding of how context, cognitive biases and
other influences affect the behaviour of people, including behaviours related to integrity policies (OECD,
20196); OECD, 2018/7)).

Following up on audit reports, or failing to do so (at all or in a timely manner), is also the product of human
behaviour. In a nutshell, within a given institutional and regulatory context, a public official receives the
audit report, reads it, has to understand and process the information provided there and ultimately has to
decide to act based on this information; if at all, to what extent, how and given the constraints the official
is facing. To understand who these individuals are and why they behave as they do is thus relevant for
informing improvements that could positively influence the uptake of CGR’s audit reports. Considering
psychological factors in auditing and in related fields of accounting and law enforcement is not new (Kida,
1984g;; Kinney and Uecker, 19829;; Kassin, Dror and Kukucka, 2013107). However, a recent OECD review
of Bl applications around the world did not find examples of interventions focusing on auditing processes,
but some examples of applications aimed at ensuring compliance with rules or regulations could be
relevant to inspire interventions in the audit world (OECD, 201711)).
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To analyse the Chilean context and develop proposals for behavioural interventions, the project follows
the BASIC methodology, developed by the OECD to support policymakers with tools, methods and ethical
guidelines for conducting Bl projects (OECD, 2019p)). BASIC follows and inductive, context-driven
approach (Figure 1.1).

Figure 1.1. The BASIC framework in the context of the CGR-OECD project
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Source: (OECD, 2019)

To identify the actors’ relevant behaviours and to understand the context in Chile that is shaping these
behaviours (steps B and A of the BASIC framework), the project carried out an in-depth qualitative analysis
based on a desk research and various fact-finding interviews and focus group discussions with key
stakeholders. A quantitative analysis of the observations included in the audit reports complemented the
qualitative research (Chapter 2). Due to COVID-19, the OECD carried out the qualitative research through
video conferences. Interviews focused on public officials responsible for internal audit and on public
managers within public entities at national and at municipal level. The CGR formed a team of experts
dedicated to the project, providing information and feedback and participating in meetings organised and
moderated by the OECD. Based on this analysis, Chapter 3 provides a set of concrete interventions to
address them (step S of the BASIC framework).

Before moving to the specific context in Chile, this chapter provides a brief discussion of the role audit
reports play for the impact of SAl, as well as the various factors driving the uptake of audit reports by
audited entities and thus their potential to generate change in the public administration. Finally, the chapter
focuses on behavioural aspects from both auditors and auditees that are relevant for explaining the uptake
of audit reports.

Defining and measuring the impact of SAI

The role of SAls in the promotion of good governance has evolved over the last decades, moving from
activities that are essentially compliance-oriented to a role aimed at understanding and enhancing the
performance of governments to deliver for citizens. This change has led to a diversification of SAl's
strategic objectives, audits and advisory role to include the provision of evidence-based insights and
foresight in support of decision-making, as a complement to traditional oversight activities (OECD,
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2016112]). Government-wide performance audits and data-driven dashboards that track or predict economic
changes are just some examples of insight and foresight activities.

This evolving role brings new challenges for SAls to measure their impact. For SAls that traditionally focus
on financial and compliance audits, as in Chile, measuring impact largely focuses on output-based
indicators, such as the number of audits undertaken or clean audit opinions without irregularities. Going
beyond the output level, the impact of a SAl in terms of relevant outcomes could be measured, for example,
in terms of:

e savings due to the measures implemented;

e increases in revenue;

e reductions in expenditure;

e increases in satisfaction with the delivery of public services delivered by the public administration;

e providing legal certainty by ensuring compliance with the legal frameworks; or

e improvements in achieving other policy goals, e.g. related to SDGs (environmental quality,
education, health, gender equality, anti-corruption and integrity etc.)

One of the main challenges for SAls to measure their impact is the difficulty they face in attributing changes
in outcome levels in audited entities and society to specific actions and outputs of the SAI. Through the
audit reports, a SAl is able to influence the audited entities and promote change that, ultimately, can lead
to the desired impact at outcome levels (Figure 1.2). The outputs of the SAl in terms, for example, of
number of audits, audit reports published or the number of recommendations issued, can be measured
and clearly attributed to the SAI and are under its direct control. Yet, how the auditees use these outputs
of SAls is beyond their direct control, but is critical to reach the higher-level desired outcome at the level
of the auditees in the public administration and in the effective and efficient provision of public services.

Figure 1.2. Simplified generic theory of change of Supreme Audit Institutions
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For example, an audit report (SAl output) may contribute to improve user satisfaction of a public service
(outcome). But a potential impact at this outcome level stemming from an audit report must have passed
by actions taken by the auditee: for instance, that a public entity providing services to citizens implements
the audit recommendations (intermediate outcome). Of course, user satisfaction depends on a wide variety
of factors and not only the uptake of the audit report by the auditee. To what degree, if at all, is it possible
to attribute an observed increase in customer satisfaction to the changes implemented thanks to the audit
reports? Would the changes in user satisfaction perhaps even have occurred without these audit reports?
Without a counterfactual, these questions are difficult to answer.

In turn, assuming that the audits are carried out following professional standards and that audit reports
include relevant observations and recommendations, the impact of SAls at the level of the intermediate
outcome, that is, the uptake of the audit reports by the auditee, is more straightforward to establish. At this
level, the impact can be measured by the rate of implementation, understood as the percentage of
corrected observations or implemented recommendations included in the audit reports.
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Following this logic, the rate of implementation is a good proxy indicator for the potential success of external
audit and for measuring the immediate uptake of audit reports. Due to its significant instrumental value,
this report focuses on ways to influence this indicator.

Nonetheless, the indicator has some drawbacks. For instance, it is relevant to distinguish between types
of audit. Financial and compliance audits usually result in administrative, procedural observations that are
relatively easy to pinpoint and to follow-up through the rate of implementation. Performance audits, in turn,
typically result in recommendations concerning policy design or implementation that are more difficult to
track. Other points to keep in mind are:

e The rate of implementation, as discussed, only reveals tangible instrumental impact, neglecting the
other types of impact at the outcome level, both at the public entity and societal level.

e The indicator does not take into account the relative importance (in financial or societal terms) of
the observations or recommendations and the complexity of implementing them.

e Often, some improvements are already implemented during the (and as a result of) an ongoing
audit. In this case, auditors will not formulate any recommendations, although there has been
impact.

e Quality of recommendations matter. Implementing recommendations does not necessarily lead to
improvements and not implementing recommendations is not always a bad, if their quality is not
adequate (Desmedt et al., 201713)).

Factors that influence the uptake of audit reports by auditees

A variety of factors is likely to determine whether an audited entity in the public sector is willing and able
to address observations or implement changes recommended through external audit by a SAI. Research
and international good practice, reflected in international standards promoted by national and international
organisations, emphasise three groups of variables that are key in explaining impact of SAls (Figure 1.3).
A first group includes factors related to the audit process itself (“Micro-level”), a second group considers
factors that are related to the SAl and the audited entities (“Meso-level”’) and a third group considers
different pressure groups outside the audited entity (“Macro-level”).
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Figure 1.3. Factors influencing the impact of performance audits conducted by SAls
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Understanding these drivers helps to identify entry points for concrete measures aimed at increasing the
uptake of audit reports and therefore, indirectly, the impact of the SAIl in promoting change. On the one
hand, SAls can optimise factors that are under their direct control, such as the auditor-auditee relationship
during the audit process itself, the audit report and the follow-up processes. For instance, at the micro-
level, a study in Belgium found that, in particular, a fluent communication, openness between auditors and
entities and the level of recognition of the credibility and legitimacy of the auditees are relevant in explaining
impact (Desmedt and Pattyn, 201515)). As stressed by EUROSAI, “audit findings should be discussed with
the auditee before commencing with the formulation of conclusions and recommendations” (EUROSAI,
2021p1¢)). In the survey conducted by EUROSAI on the uptake of audit recommendations, 27 out of 33
respondents from European SAls are basing their recommendation on a dialogue with auditees.

On the other hand, for factors that are outside their direct range of influence, SAls can develop strategies
aimed at indirectly influencing auditees. At the meso-level, the same study found that the position of the
auditors' recommendations within the management priorities, the will of the authorities and the political will
were also found to be significant in the Belgian context (Desmedt and Pattyn, 201515]). At the macro-level,
for example, a SAIl can try to establish alliances with other actors or favour processes that improve its
image in the media, in the legislative or in the executive to promote outside pressure to ensure that auditees
are following up on audit reports. Stakeholders should be engaged as early as the planning phase of an
audit process.

Publicly tracking actions taken by the executive to take action based on audit reports may also contribute
to create pressure at the macro level. Studies in Brazil found that making audit results from the Office of
Comptroller-General (Controladoria Geral da Unido, CGU) public, significantly reduced the probability of
re-electing a mayor in which at least two violations associated with corruption were reported (Ferraz and
Finan, 2008(17;; Avis, Ferraz and Finan, 20181g))." In OECD countries with available data, 65.2% of the
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countries make this information public, while only 25% of countries in Latin America with available data do
so — amongst them Brazil (Figure 1.4).

Figure 1.4. While 65.2% of OECD countries publicly report on actions taken by the executive to
address audit recommendations, only 25% of countries in Latin America do so

Does either the Supreme Audit Institution (SAl) or legislature release to the public a report that tracks actions taken
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Note: The graphs above counted as “Yes” all countries responding that “Yes, the SAI or legislature reports publicly on what steps the executive
has taken to address all/most/some audit recommendations” (score 100 for “all”, 67 for “most” or 33 for “some”).
Source: International Budget Partnership, Open Budget Survey 2019

Nonetheless, behind the percentage of corrected observations or implemented recommendations included
in the audit reports there are, in the end, human beings in the audited entities that take a decision on
whether to take action, or to what degree. These individuals are operating in a given normative and cultural
context, which provides incentives and shapes their decisions. There may be legal obligations to implement
audit observations or recommendations as well as sanctions in case of non-compliance. In addition, the
relevance and quality of the provided audit reports will influence whether they are likely to trigger
implementation or not. As mentioned in the introduction, psychological aspects, explored in the following
section, may also influence these behaviours of auditees.

How behavioural insights contribute to explaining the uptake of audit reports

Behavioural barriers and biases of both the auditor and the auditee can help explaining the success or the
failure of audits to achieve the desired impact. Figure 1.5 provides an overview of behavioural insights,
explored in more detail in the following section. By integrating these behavioural insights into auditing
processes, SAls could better anticipate the behavioural implications of their audits and use these insights
to design and deliver more effective audit processes and reports that are more likely to be followed-up,
lead to change and therefore to improve the welfare of citizens.
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Figure 1.5. Main behavioural insights related to auditing
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Auditing is principally a matter of human judgement

Independence and objectivity are fundamental values of SAls. They are defined in the International
Standards of Supreme Audit Institutions as being “free from circumstances or influences that compromise,
or may be seen as compromising, professional judgement, and to act in an impartial and unbiased manner”
(INTOSAI, 2019p19)). Nonetheless, auditing is principally a matter of human judgement and as such,
objectivity is not always possible. In fact, the subjective judgment of auditors is part of the profession. The
International Standards on Auditing (ISA), through ISA 200, define professional judgement as the
“application of relevant training, knowledge and experience (...) in making informed decisions about the
courses of action that are appropriate in the circumstances of the audit engagement.” The fundamental
Principles of Public-Sector Auditing (ISSAlI 100) emphasises that professional judgement implies the
application of collective knowledge, skills and experience to the audit process (INTOSAI, 2019p0).
Professional judgment, as defined in ISA 200 or ISSAI 100, is also relevant when it comes to assessing
the audit findings and the prioritisation of audit observations and recommendations. As such, subjective
judgement, just as professional criticism, plays a fundamental part in informing the auditor’s analysis.

However, insights from behavioural sciences show that judgements may also be subject to systematic
cognitive biases that could become relevant when carrying out an audit. For example, audit criteria help to
guide auditors in their analysis and judgements. Nonetheless, as human beings, our desires powerfully
influence the way we interpret information, even when we are trying to be objective and impartial
(Bazerman, Moore and Loewenstein, 2002p21)).

Audit criteria can only resolve this partially. Despite the fact that audit criteria may provide guidance for
relative objectivity, auditing leaves considerable leeway for ambiguity. For instance, confirmation bias may
be an issue when auditors have pre-conceived ideas about the audited institution or the processes. Their
audit may then unconsciously focus on details that confirm their existing beliefs. In fact, confirmation bias
could affect objective judgment in both directions: against or in favour of the auditee. Research showed,
indeed, that the degree in which auditors tend to support the auditee (“advocacy attitude”) influences the
quality of the evidence collected by biasing auditors’ initial judgments and influencing the type of
subsequent evidence collected. Such a confirmation bias exists in particular for low advocacy auditors, i.e.
auditors with low levels of support for auditees, as they tend to plan a less objective search for more
confirmatory evidence, potentially demonstrating too much presumption of distrust in management
(“presumptive doubt”) (Pennington, Schafer and Pinsker, 201722).
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Auditors should strive to have neutral initial beliefs. Unconsciously, however, cognitive biases could affect
our pre-existing beliefs and undermine our way to draw conclusions because of anecdotes we hear, our
insensitivity to sample size or our tendency to overestimate our ability to interpret and predict outcomes
given a set of information (the illusion of validity). Overconfidence of the auditors may further undermine
the accuracy of the auditor’s judgements.

For example, perceptions and stories about corrupt and inefficient public administrations could frame
auditors towards gathering evidence and over-emphasising information that is unfavourable to auditees,
resulting in recommendations that are no longer objective. Such a confirmation bias against auditees
perhaps may not be problematic in areas of high corruption and fraud risks, but could become problematic
for low-risk audits (Pennington, Schafer and Pinsker, 201722)). It certainly will make it more difficult to
motivate auditees and to build a constructive climate between auditors and auditees. The auditees could
perceive the cognitive biases that are undermining auditors’ professional judgement. This, in turn, could
delegitimise the audit recommendations and, consequently, create resistance to follow-up on audit reports.

Auditors are influenced by social norms

Expectations about the “right” behaviour can also influence auditors. Auditors are part of a social group,
which can be the auditor’s unit, the SAIl they are working in or even the auditor profession as a whole.
What auditors believe most other auditors in their group are actually doing (empirical expectation) or what
they believe most other auditors of their group expect them to do (normative expectation) can explain
behavioural pattern and are called “social norms” (Bicchieri, 200523); Bicchieri, 2017247). Such social norms
can be extremely powerful in shaping behaviours.

Figure 1.6 describes how to diagnose an observed pattern of behaviour (Bicchieri, 201724)). On the one
hand, there are of course reasons why people follow behavioural patterns no matter what others do, either
because it serves a purpose (custom) or because it is thought to be the right thing to do (moral norm). On
the other hand, the social group becomes relevant if the behaviour of an individual depends on what others
do (descriptive norm) or what is believed to be expected, and potentially punished in case the rule is not
respected (social norm). If such social norms are relevant in explaining behaviour, interventions that only
aim at changing the formal rules or that aim at appealing to what is the “correct thing” to do, may fail in
changing behaviours (Bicchieri, Lindemans and Jiang, 201425;; Yamin et al., 20192¢)).
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Figure 1.6. Diagnosing social norms
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Source: Bicchieri and Penn Social Norms Training and Consulting Group, 2015, (Bicchieri, 20174)).

The existence of social norms within a given SAIl could generate cultures that reinforce specific behaviours
that in turn may unconsciously influence judgement and the work of the auditors. In a sense, they are a
kind of social desirability bias. For example, independent from an auditor’s training or his or her convictions
about what auditors in general should do, this auditor may end up conforming to such a social norm
prevalent in the unit or the SAI he or she is working in.

Such behavioural pattern that are conditional on others could explain the way auditors carry out their work,
draft their findings and could affect the quantity of findings and recommendations. Auditors, for instance,
may aim to find many observations or to provide very technical descriptions or justifications in the reports,
if they believe that their superiors or colleagues expect such behaviour, because they see it, in the internal
culture, as the typical product to be expected of a skilled and productive auditor. Following the social norm
then becomes the best response to the given expectations, as it is likely to be rewarded (formally or
informally). In turn, superiors or colleagues may perceive as incompetent or lazy an auditor that decides
to start writing short reports in plain language and with concise recommendations.

As a consequence, such social dynamics influencing auditors’ behaviours could lead to audit reports that
are more tailored towards internal needs in terms of the auditor’s career (performance evaluations, visibility
or approval by colleagues and supervisors), than towards the need of the auditees. Again, this could
undermine the relevance of the audit reports for the auditees and thus their uptake.

Auditees too are subject to behavioural barriers and biases

The auditee too may be subject to biases when receiving the audit results that can undermine their uptake.
For example, people tend to see flaws in others more easily than in themselves and auditees may have
difficulties to accept that errors have been committed by them or that doing things differently could improve
their management. In addition, if the first perception or association of the auditing process or the audit
report is negative, it is likely that everything related to the audit will be perceived negatively as well
(anchoring effect) and trigger counter-reactions. This, in turn, may affect the follow-up of observations or
the uptake of the recommendations. Finally, a study carried out in Norway shows that there may be effects
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related to the seniority of the audited public managers. In the Norwegian context, where the study has
been carried out, high-ranking public servants seem to be less positive towards performance audits than
are lower-ranking civil servants (Reichborn-Kjennerud, 201327;). Such a negative attitude may also imply
that they are more inclined to reject findings included in the audit reports. At the same time, senior
managers are usually the receivers of the audit reports.

Auditees may also perceive audit reports as unfair. As mentioned previously, audit criteria can help in
guiding objectivity, but the criteria or their application can be perceived as unfair too. In turn, perceived
fairness matters significantly. Findings from behavioural and social neurosciences suggest that
experiencing unfair, exclusionary treatment can trigger reactions in the brain that are similar to
experiencing pain (Eisenberger, Lieberman and Williams, 20032s)). In addition, evidence suggest that
subjective judgments of the fairness of outcomes are less important psychologically than subjective
judgments of the fairness of process (Lind and Tyler, 198829; Lind et al., 199330;; Walker et al., 197431;;
Tyler, 200632)). Based on such findings, it is worth considering that by designing and administering
regulations taking into account perceived fairness, governments can minimise experiences that citizens
perceive as unfair. This, in turn, makes it more likely that they accept and comply with rules and decisions,
feel included and trust their government (Lind and Arndt, 201633)).

Similar considerations apply to auditing processes too. If auditees perceive that they have been treated
unfair — whether justified or not — they will be less likely to trust the auditors and the auditing process, they
will unconsciously find justifications against the auditors and their findings and may therefore be less likely
to follow or comply with the audit findings and recommendations.

Audit reports may fail to motivate auditees

Audit reports and recommendations may also fail to motivate auditees in implementing recommendations.
As noted by the European Court of Auditors, audit reports tend to have an impersonal tone and can
inadvertently distance the reader from the findings and observations (European Court of Auditors, 201334)).
In part, this tone may be due to the deeply rooted strive for independence and objectivity within the audit
profession.

Lack of motivation may also result from unclear responsibilities allowing public managers to rationalise
inaction by refusing to see or to accept own responsibility, especially if non-compliance does not trigger
any consequences. As such, recommendations should clearly address a specific group or office to avoid
the diffusion of responsibility. A related problem is the tendency that some auditors may avoid providing
definitive statements: it appears that, it seems that, may have. Such language may be needed in the
absence of definitive criteria that requires auditees to take specific actions; however, it can also suggest
that recommendations are simply suggestions, thereby and, again, promoting inaction.

Furthermore, some audit findings are typically phrased as observations stating, for example, incompliance
with a regulation or procedure. Such observations, if they do not include guidance with respect to corrective
actions or do not clearly show the auditee the rationale for addressing the observation, may not trigger the
desired behaviour. However, as emphasised also in a recent EUROSAI report, SAls should avoid putting
themselves in a situation where they have to audit solutions that they have proposed themselves.
Therefore, to strike a balance between helping auditees and avoiding such complications,
recommendations could be formulated in a style where they describe what the auditee should do, and not
how they should do it (EUROSAI, 20211¢)).

Finally, aggressive monitoring and scrutiny could negatively affect the intrinsic motivation of public
managers to address audit observations and implement recommendations. Indeed, the introduction of a
control mechanism or aggressive monitoring is a signal of distrust (OECD, 20187;). Overly strict control
has been shown to significantly reduce the efforts of the person being controlled (Falk and Kosfeld,
2006y3s)). It forces people to provide only the minimum effort necessary to pass the control, but removes
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the element of positive reciprocity: employees subject to controls might feel less obliged to deliver
(Lambsdorff, 201536;; OECD, 2018;7). Therefore, SAls should strike the right balance between promoting
compliance through intrinsic motivation and through control and monitoring when following up on audit
reports.

Auditees’ attention is limited

People’s attention is limited and is easily distracted. Following-up with audit reports compete with other
tasks of the public managers in the audited entities. Those responsible for implementing the corrective
actions or considering and implementing the audit recommendations may simply be over-burdened by the
workload and may fail to understand the relevance of the audit reports. Especially compliance audits, while
necessary and relevant, may lead public managers to seek formal compliance only and to ensure that they
have “ticked the right boxes”. This approach is very human, as it minimises stress and effort given the
workload created by the audit, but is contrary to good practices outlined in the OECD’s Recommendation
on Public Integrity and other international standards and is unlikely to drive real change.

Finally, when processes are too complicated, audit reports are too long, contain too much
recommendations or there is in general too much information, auditees may experience decision fatigue
from weighing too many inputs. This can result in public managers making the wrong choice, selecting the
wrong priorities or deferring the choice all together. Over-burden may also generate or intensify an already
negative attitude towards the work created through audits. In Norway for instance, a study found that
officials most exposed to auditing were, in general, more negative towards it (Reichborn-Kjennerud,
201327)).
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