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ABSTRACT

Mechanisms for oversight and control of government activity are among
the most basic elements of a democracy; public-sector audits are one of
the most important of these mechanisms. Most of the public discourse
on this subject focuses on the State Comptroller’s Office and audits
of units within the central government; very little attention is paid to
internal audits in local authorities. The aim of this policy study is to survey
the latter, to point out flaws in such activity, and to formulate policy

recommendations for improving it.

The picture that emerges from the study indicates that the system of
internal auditing of local government in Israel is substantially flawed. The
main flaws are: failure to hire a comptroller or insufficient hours allocated
to the position; insufficient budgeting of the comptroller’s office; the
absence of a requirement to publish comptroller’s reports, due to which
only some authorities publish these reports; failure to cooperate with
the comptroller, to the point of obstruction, on the part of some local
authority officials; failure to write reports; poor-quality reports; lack of
appropriate representation of the opposition on the audit committee;
infrequent meetings of the audit committee and committee dysfunction;
failure to publish the minutes of audit committee meetings; and generally
ineffective consideration of the comptrollers’ recommendations by the
authorities’ formal bodies—particularly the audit committee. Overall, the
situation is much better in municipalities, especially the large ones, than
in small or peripheral authorities, particularly Arab and socioeconomically

disadvantaged authorities.
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The policy proposed in this study runs counter to proposals for drastic
restructuring of local authorities’ internal auditing systems that do not
comply with accepted government standards—for instance, absolute
subordination of the local authority’s comptroller to an official in the
central government or the establishment of an audit committee that does
not include members of the local council. Instead, the policy proposed
here seeks to make several small corrections that together can improve
the auditing process step by step and also promote cultural changes in

local government.
The main policy recommendations are as follows:

(1) Employment of a comptroller and requirement for full-time role. The
Interior Ministry should be required to appoint a temporary comptroller
if a local authority has not hired a comptroller within four months after
the previous comptroller left the job. In addition, each local authority
whose population exceeds 10,000 should be required to have a full-
time comptroller, and the Interior Minister should not have the power to

approve making it a part-time position.

(2) Personnel and budget for the comptroller’s office. Regulations
should be instituted regarding a budget and a minimum complement
of personnel for the comptroller’s offices of local and regional councils,
similar to the regulations issued in 2018 for municipalities. Moreover, the
Interior Ministry should not approve an authority’s annual budget if it

does not include the budget allocation stipulated in the regulations.

(3) Publication. Local authorities should be required to publish their
audit reports on their websites, how to contact the comptroller, and the

minutes of the audit committee’s meetings.

(@) Disciplinary proceedings for comptrollers. A special mechanism
should be instituted for disciplinary proceedings against local authority
comptrollers, to be conducted by the Interior Ministry—unlike
disciplinary proceedings for other local authority employees, which are

the responsibility of the head of the local authority.



Abstract

(5) Audit quality. The Interior Ministry should set rules regarding the
core areas that local authority comptrollers must address with a certain
frequency and regarding the frequency with which comptrollers must
conduct risk surveys and write work plans. In addition, sanctions should

be imposed on comptrollers who do not write reports.

(6) The control committee

(a) Financial remuneration. All members of the audit committee, but

especially the committee chair, should receive financial remuneration.

(b) Appointment of external committee members. A model should be
adopted requiring the appointment of two external members to each
audit committee. These individuals should be public representatives
who live in the locality, are not council members, and meet the minimum

conditions for expertise in accounting and finance.

(c) Appearance of officials before the committee. Rules should be
instituted regarding the appearance of local authority officials before
the audit committee and the submission of written responses to the
committee before hearings, similar to the rules that currently apply to the

Knesset State Control Committee.

(d) Committee meetings. A minimum frequency should be stipulated for
meetings of the audit committee in regional councils, as is the case in

municipalities and local councils.

(e) Representation of the opposition on the audit committee. Legislation
should be passed to implement the 2016 Supreme Court ruling that
the opposition representatives on the committee and the head of the

committee must be appointed exclusively by members of the opposition.

(7) Use of indices pertaining to internal auditing as a criterion for the
devolution of powers. The criteria for the rating of local authorities
that the government wishes to institute for the purpose of differential
devolution of powers should include certain minimum conditions,
including employing a comptroller with the full-time equivalent

allocation stipulated by law; allocating the necessary budget to the

\%
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comptroller’s office in accordance with regulations; staffing positions
in the comptroller’s office in accordance with regulations; publishing
the comptroller’s reports and minutes of audit committee meetings;
holding staff meetings to rectify flaws; publication of the response of the
local authority head to the comptroller’s report; and holding a council

discussion of the comptroller’s report.

(8) The State Comptroller’s audits of local authorities. The study found
that over the years there has been a significant change in the nature
of the work of the State Comptroller’s Office vis-a-vis local authorities.
The Office has stopped issuing specific critiques of local authorities and
instead issues broad critiques that address a particular topic in a group
of authorities. Therefore, resources should be allocated to establish a unit
within the State Comptroller’s Office for specific audits of local authorities.
This unit should conduct audits of all local authorities on a cyclical basis,
according to their size and scope of activity, with at least one report being

written about each authority every three or four years.
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