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Introduction

The public sector plays a major role in society.1

In most jurisdictions, public expenditure forms a

significant part of gross domestic product (GDP),

and public sector entities are substantial employers

and major capital market participants. The public

sector determines, usually through a political

process, the outcomes it wants to achieve, the legal,

ethical, and other standards and norms, and the

different types of intervention required to achieve

these objectives. Potential interventions include

enacting legislation or regulations; delivering

services; redistributing income through mechanisms

such as taxation or social security payments; and

the control of assets or entities, such as state-

owned enterprises. Governments also have a role

in promoting fairness, peace and order, and sound

international relations.

Good governance in the public sector encourages

better informed and longer-term decision making as

well as the efficient use of resources. It strengthens

accountability for the stewardship of those

resources. Good governance is characterized by

robust scrutiny, which places important pressures

on improving public sector performance and

tackling corruption. Good governance can improve

organizational leadership, management, and

oversight, resulting in more effective interventions

and, ultimately, better outcomes. People’s lives are

thereby improved.2

CHARACTERISTICS OF THE PUBLIC SECTOR

To fulfill its wide range of functions, the public

sector must satisfy a complex range of political,

economic, social, and environmental objectives

over the short, medium, and longer term. This

subjects it to a different set of external and internal

constraints and incentives than those found in the

private sector, all of which affect its governance

arrangements.

1  This covers national (state, provincial, territorial)

governments, local (city, town) governments, and related

government entities (agencies, boards, commissions, and

enterprises).

2  IFAC Public Sector Committee, Governance in the Public

Sector: A Governing Body Perspective (2001).

Generally, the main objective of public sector

entities is to achieve intended outcomes—

enhancing or maintaining the well-being of

citizens—rather than generating profits. Public

sector entities often:

• have a coordinating and leadership role to draw

support from, or foster consensus among, all

sectors and society rather than smaller groups

of equity and other investors;

• possess the power to regulate entities operating

in certain economic sectors, to safeguard and

promote the interests of citizens, residents,

consumers, and other stakeholders, and to

achieve sustainable benefits; and

• undertake activities on a basis other than by

fair exchange between willing buyers and

sellers because they have the ability to exercise

sovereign powers. For example, pursuing

social policies may sometimes call for issues of

equality and fairness to be given greater weight

than financial performance.

Financing public sector activities also has an

important impact on governance:

• The principal source of revenue for

governments and, indirectly, many other public

sector entities is generally taxation.3

• Taxation and other income streams are

often separate from, and have little causal

relationship with, expenditure and service

streams.

• Public sector services may be provided in a non-

competitive environment because alternative

providers often do not exist, and the bottom

line does not normally determine the types of

goods and services to be provided.

• Service recipients, unlike consumers in the

private sector, may have little or no option to

use a different service provider or to withhold

payment.

3  In some countries, the major source of income is profit

from government-owned companies.
6
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Stakeholders are, therefore, interested in issues

such as (a) whether an entity’s planned outputs

have been delivered and outcomes achieved, and

(b) whether this has been done in an efficient,

economic, effective, and equitable manner. They

will also be interested in maintaining the entity’s

capacity, as reflected, for example, in the entity’s

overall budget and its financial performance and

financial position at year end. Public sector entities

should, therefore, be highly transparent and provide

high-quality information about all aspects of

performance.

PURPOSE OF THE FRAMEWORK

The aim of Good Governance in the Public Sector

(the Framework) is to encourage better service

delivery and improved accountability by establishing

a benchmark for aspects of good governance in the

public sector. It is intended to apply to all entities

that comprise the public sector.

The Framework is not intended to replace

national and sectoral governance codes. Instead,

it is anticipated that those who develop and set

governance codes for the public sector will refer

to the Framework in updating and reviewing their

own codes. Where codes and guidance do not exist,

the Framework will provide a powerful stimulus for

positive action.

The Framework should be useful for all those

specifically associated with governance—

governing body members, senior managers, and

those involved in scrutinizing the effectiveness

of governance, including internal and external

auditors. It also provides a resource for the public to

challenge substandard governance in public sector

entities.

DEVELOPMENT OF THE FRAMEWORK

The Framework was developed after a review

of relevant current governance literature, and

builds on this literature, particularly IFAC’s and

CIPFA’s earlier work on governance, including

Governance in the Public Sector: A Governing Body

Perspective (IFAC, 2001) and Good Governance

Standard for Public Service Organisations (CIPFA/

OPM, 2004). An overview of how the Framework

maps to this literature is available on the IFAC

website in Publications & Resources. The guidance

was developed with input from an International

Reference Group whose members are listed in

Appendix A. Their input was provided in their

individual capacities and not as representatives of

their organizations.

7
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GOVERNANCE IN THE PUBLIC SECTOR

There is no universally agreed-on definition for

the term “public sector governance.” What

is understood by the term appears to vary

considerably among jurisdictions. Existing definitions

of governance, including those that are public

sector focused, considered during the development

of the Framework are included in Appendix B.

For the purpose of this Framework, the following

definition of governance in the public sector has

been adopted:

Governance comprises the arrangements4 put
in place to ensure that the intended outcomes

for stakeholders are defined and achieved.

The definitions of the other terms used throughout

this document are set out in Appendix C.

WHOLE-SYSTEM-BASED APPROACH

Governments and other public sector entities raise

resources from taxpayers, donors, lenders, and other

suppliers for the provision of services for citizens

and other recipients, as well as other activities, such

as regulation and policy development. These entities

are primarily accountable for their management and

use of resources to those providing the resources

and those depending on the resulting services.

The resources raised are commonly distributed

through a network of public sector and other

entities with specific functions that have a range of

accountability mechanisms, on both an individual

basis and as part of an overall delivery system.

Although most governance codes focus on

delivering good governance practices at an

organizational level, the fundamentals of good

governance remain the same for both an individual

entity and the funding/service delivery system of

which it is a part. The Framework, therefore, aims

to be relevant not only to the individual entity,

but also for the whole delivery system, which

may be sub-national, national, or international.

4 Includes political, economic, social, environmental, legal,

and administrative structures and processes, and other

arrangements, as encapsulated in the principles defined

in this guidance.

Accordingly, it is consistent with the philosophy

described in CIPFA’s Whole System Approach to

Public Financial Management, which outlines how

the key constituent elements of public financial

management contribute to the integrity of a whole

system.

As the Framework may be applied to a system

involving a number of organizations, as well as to

each of them individually, the term “entity” has

been used instead of “organization” throughout

this document.

In some jurisdictions, governments or other public

sector entities may fund and engage with entities

in the private and not-for-profit sectors to carry out

certain activities or provide certain services.5 While

this Framework does not specifically apply to such

governance arrangements, the principles may be

relevant all the same.

PRINCIPLES-BASED FRAMEWORK

As noted in the Introduction, the aim of the

Framework is to promote the development of

robust governance in public sector entities by

establishing a benchmark for good governance.

Public sector entities worldwide do not operate

within a common legislative framework, nor do

they have standard organizational structures,

shapes, or sizes. In developing the Framework, it

was recognized that it must address this diversity,

as well as the different models of governance that

apply in different jurisdictions and in different

sectors, each of which has unique features requiring

special attention and imposing different sets of

responsibilities and accountabilities. The Framework

does this by setting out principles for good

governance in public sector entities, rather than

prescriptive requirements.

The real challenge for public sector entities,

however, remains in the implementation of such

codes and guidance, as it is often their application

that fails in practice. The supplement to the

Framework provides more detailed explanatory

5 In some instances, these are referred to as public-private

partnerships.

Approach
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material for each of the principles—a series of

examples, evaluation questions, and references to

other sources of information. The aim is to assist

public sector entities in interpreting the principles

in a way that is appropriate to their structures,

taking account of the legislative and constitutional

arrangements that underpin them.

GOVERNING BODY

Every public sector entity needs one or more

individuals who are explicitly responsible for

providing strategic direction and oversight while

being accountable to its stakeholders. The

Framework uses the collective term “governing

body” for this individual or group regardless of the

various forms it may take, and adopts the following

definition:

Governing body: the person(s) or group with
primary responsibility for overseeing an

entity’s strategic direction, operations, and

accountability.

Governing bodies can be made up of independent

and non-independent members. They may have

various subcommittees, such as audit or finance,

which have specific delegated powers and processes

but are accountable to the governing body. In

some entities, the governing body may include

executive members. In others, the governing and

management functions may be separated, with

a non-executive governing body overseeing an

executive management group. This is sometimes

described as a two-tier structure.

The non-executive role commonly comprises:

• contributing to strategy by bringing a range

of perspectives to strategy development and

decision making;

• making sure that effective management

structures and processes are in place, and that

there is an effective team at the top level of the

entity; and

• holding the executive to account for

performance in fulfilling the responsibilities

delegated to it by the governing body, including

thorough purposeful challenge and scrutiny.

The separation of powers between the non-

executive legislature and the executive (ministers

and public servants) is crucial in most governments,

and is reflected in the particular arrangements for

governance. These can include scrutiny by legislative

committee, specific operational responsibilities of

chief executives (heads of department, agencies, or

other entities), and ministerial accountability. The

constitutional basis of government departments/

entities and their executive agencies also vary

among jurisdictions.

In some local governments, the governance

arrangements are characterized by a two-tier

structure. This model often has a top, or supervisory,

tier comprising democratically elected councilors.

While their role is broadly analogous to that of

a non-executive board, they also have a political

representational function.

State-owned enterprises often have governing

bodies similar in composition to those seen in the

private sector, with a mixture of executive and non-

executive members, although these are commonly

appointed by ministers of the state. In such entities,

transparency over ministerial involvement is critical

to good governance.

Whichever structure is adopted, the governing

body has a crucial leadership role with respect to

implementing, evaluating, and improving an entity’s

governance.

9
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Governance comprises the arrangements put in

place to ensure that the intended outcomes for

stakeholders are defined and achieved.

The fundamental function of good governance in

the public sector is to ensure that entities achieve

their intended outcomes while acting in the public

interest at all times.

Acting in the public interest requires:

A. Behaving with integrity, demonstrating

strong commitment to ethical values, and

respecting the rule of law.

B. Ensuring openness and comprehensive

stakeholder engagement.

In addition to the overarching requirements for

acting in the public interest in principles A and B,

achieving good governance in the public sector also

requires effective arrangements for:

C. Defining outcomes6 in terms of sustainable

economic, social, and environmental
benefits.

D. Determining the interventions necessary to

optimize the achievement of the intended

outcomes.

E. Developing the entity’s capacity, including

the capability of its leadership and the
individuals within it.

F. Managing risks and performance through

robust internal control and strong public

financial management.

G. Implementing good practices in

transparency, reporting, and audit, to
deliver effective accountability.

Figure 1 illustrates how the various principles for

good governance in the public sector relate to each

other. Principles A and B permeate implementation

of principles C to G. Figure 1 also illustrates that

good governance is dynamic, and that an entity

as a whole should be committed to improving

6 Some jurisdictions use the term “impacts” instead of
 “outcomes.”

governance on a continuing basis through a process

of evaluation and review.

The core, high-level principles characterizing good

governance in the public sector set out above

bring together a number of interrelated concepts.

Principles C to G are linked to each other via the so

called “plan-do-check-act” cycle.7

The following section provides guidance on

implementing the principles through an explanation

of the underlying rationale, together with

supporting commentary, for the key elements of

each principle and the supporting sub-principles.

The separate supplement provides examples and

questions to consider for each principle, as well as

related further reading.

7 The “Plan-Do-Check-Act Cycle,” also called the Deming

Cycle, is an iterative management process organizations

typically use for the control and continuous improvement

of processes and products. For more information, see

the International Organization for Standardization’s

website www.iso.org/iso/home.html.

Principles for Good Governance in the
Public Sector
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To deliver good governance in the public sector,

both governing bodies and individuals working

for public sector entities must try to achieve their

entity’s objectives while acting in the public interest

at all times, consistent with the requirements of

legislation and government policies, avoiding self-

interest and, if necessary, overriding a perceived

organizational interest. This requires both governing

body members and staff in public sector entities to

make a firm commitment to the principles in this

Framework. Acting in the public interest implies

primary consideration of the benefits for society,

which should result in positive outcomes for service

users and other stakeholders. In its Policy Position

Paper, A Definition of the Public Interest, IFAC

defines the public interest as:

Public interest: the net benefits derived for,
and procedural rigor employed on behalf of,

all society in relation to any action, decision, or

policy.

IFAC recognizes that differences in culture and

ethical systems should be considered when

assessing whether or not the public interest is being

served, especially where institutions are operating

internationally. It notes that “interests of the

public” in the broadest sense are all things valued

by both individuals and society, including rights

and entitlements (such as property rights), access

to government, economic freedoms, and political

power. They also include, for example:

• sound and transparent financial and non-

financial information and decision making on

the part of governments and public sector

entities to their constituents;

• sound governance and performance

management in public sector entities; and

• efficient use of natural resources in the

production of goods and services, thereby

enhancing the welfare of society by their

greater availability and accessibility.

All these points have been encapsulated in the

guidance principles of this Framework.

This section considers the underlying rationale for

each principle and provides supporting commentary

on the key elements of each principle, expressed

through sub-principles. The section first considers

the two principles required for acting in the public

interest:

A. Behaving with integrity, demonstrating

strong commitment to ethical values, and

respecting the rule of law.

B. Ensuring openness and comprehensive

stakeholder engagement.

The additional five principles required for achieving

good governance in the public sector are covered

later in this section.

Guidance on Implementing the Principles
for Good Governance in the Public Sector

12
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integrity and transparency, and to avoid public

concern or loss of confidence, the governing body

should ensure that appropriate policies are in place

so that members and staff take decisions objectively

and steps are taken to avoid or deal with any

conflicts of interest, whether actual or perceived.

A2. Demonstrating strong commitment to
ethical values

Ethical values should permeate all aspects of

a public sector entity’s operation, for example

the procurement of goods and services, the

appointment of staff on merit, performing job

responsibilities properly, and using public funds

to benefit the community. These values should

underpin the personal behavior of all governing

body members and staff. It is the role of the

governing body to ensure that these ethical values

are embedded throughout an entity.

Having an effective code of conduct for governing

body members and for staff is one of the key

elements of good governance. Developing,

reviewing, and communicating a code that

illustrates what the values mean in specific

circumstances helps to make visible (a) how the

entity operates; (b) how it embeds its core values,

such as by reflecting values in communications,

processes, and behavior; and (c) how it relates

to its key stakeholders. Codes also help reassure

stakeholders about the entity’s integrity and its

commitment to ethics. It is the governing body’s

responsibility to ensure that the code of conduct

is understood, implemented, adhered to, and

reviewed on a regular basis to ensure it remains up

to date.

Implementation tip—external suppliers

For many public sector entities, external supplier

costs represent one of the most significant

lines of expenditure, with the proportion of

this expenditure increasing with the incidence

of outsourcing non-core work. Accordingly, an

entity’s strong commitment to ethical values

needs to be communicated to suppliers through a

formal Statement of Business Ethics.

It may not always be easy to objectively measure

factors affecting an entity’s performance in

leadership, ethics, and culture, or to identify

ethical problems before they manifest themselves

in organizational performance. It is important,

however, that the governing bodies of entities

seek to know, understand, and maintain their

performance in these areas. Useful evaluative

approaches to measure ethical performance include

staff surveys, performance appraisals, administrative

reviews, exit interviews, whistleblower

arrangements and leadership self-assessments.

Stakeholders can also provide important feedback

on how an entity is performing in leadership, ethics,

and culture. This can be solicited formally or be

received through comments and complaints.

Implementation tip—complaints

Complaints can form a vital part of feedback

and should be handled and resolved efficiently,

effectively, and in a timely manner so that lessons

learned are used to improve the performance,

both ethical and operational, of an entity and its

services.

Complaints should be managed through a formal

process, for example through an ethics help-

line, which can serve as a record for reporting

complaints to, and follow up by, the governing

body. It can also help identify trends in types of

ethical transgressions, which can then be used

to close gaps in the understanding or in the

communication of requirements and expectations.

14
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A3. Respecting the rule of law

Fair legal frameworks, enforced on an impartial

basis, as well as an independent judicial system,

assist in building societies where entities and

individuals alike can flourish. They do this

by affording legal protection for rights and

entitlements, offering redress for those harmed, and

guarding against corruption or other crimes and

unethical behavior.

Public sector entities at all levels may be involved

in creating, interpreting, applying, or enforcing

laws. Such activities demand a high standard of

conduct to prevent these roles from becoming

tainted and losing their credibility. Adhering to the

rule of law also requires the governing body to

ensure that there are effective mechanisms to deal

with breaches of legal and regulatory provisions. To

ensure equity, public sector entities should, as far

as possible, be subject to the same laws that are

generally applicable to the rest of the community.

Public sector entity governing bodies and

staff should, therefore, demonstrate a strong

commitment to the rule of law, as well as comply

with all relevant laws and regulations. They should

also strive to utilize their powers for the full benefit

of their communities and other stakeholders and

avoid corruption or any other misuse of power.

15
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Implementation tip—expressing views

Views can be expressed through a variety of

mechanisms, such as surveys, websites, direct

feedback from regular meetings with clients, and

participatory audits, as well as referenda and

elections in a democratic system. An entity’s policy

should explain clearly how it will use this input

in its decision making and how it will feed these

decisions back to the public and service users.

B3. Engaging comprehensively with

institutional stakeholders

Few public sector entities can achieve their

intended outcomes solely through their own

efforts. Often they also need to work with

institutional stakeholders, such as other public

sector entities, to improve services and outcomes,

or for accountability reasons. Developing formal

and informal partnerships with other entities,

both in the public sector and other parts of the

economy, allows entities to use their resources

more efficiently and achieve their outcomes more

effectively. Relationships with other entities are

particularly important if they serve the same users

or communities or if they provide complementary or

related services.

As a result, public sector entities often have a

complex network of different types of relationships

with other entities, which will vary in range and

strength. Some are lateral relationships between

partners, while others are hierarchical relationships,

such as those between legislatures and different

levels of government. For many parts of the public

sector, other entities—such as central government—

play a major role in determining policy and

resources. Good governance requires the governing

body to clarify the purpose, objectives, and

defined outcomes for each of these relationships.

In particular, effective engagement with other

stakeholder institutions is vital to the development

of defined outcomes if these are to be achieved

successfully and sustainably.

Additional considerations when working with other

public sector entities include:

• clearly allocating accountabilities and

responsibilities with governance options,

including the appointment of a lead entity

and/or a governing body composed of

representatives from the lead agency and other

involved entities;

• working toward a shared objective or outcome,

with consideration given to the best way to

evaluate the effectiveness of joint activities in

achieving goals;

• specifying clear funding arrangements and

ensuring appropriate systems are in place

so that expenditures against milestones and

deliverables can be properly managed; and

• carefully considering and monitoring the

risks facing each entity as part of joint work,

particularly any shared risks.

Effective collaboration among public sector entities

can reduce waste of assets, avoid unnecessary

information gathering, and improve service delivery.

Implementation tip—working with other

public sector entities

It is useful to formalize agreements among public

sector entities—for example, through memoranda

of understanding.

Cooperation between entities can be facilitated

by aiming for compatibility among information

technology systems, norms, and standards to

achieve optimal levels of service delivery within

the constraints of limited resources.

17
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Achieving good governance in the public
sector

In addition to the overarching requirements for

acting in the public interest at all times in principles

A and B, achieving good governance in the public

sector also requires effective arrangements for:

C. Defining outcomes in terms of sustainable
economic, social, and environmental

benefits.

D. Determining the interventions necessary to

optimize the achievement of the intended
outcomes.

E. Developing the entity’s capacity, including
the capability of its leadership and the

individuals within it.

F. Managing risks and performance through

robust internal control and strong public
financial management.

G. Implementing good practices in
transparency, reporting, and audit, to

deliver effective accountability.

Each of these principles are described on the

following pages in this section.

18
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their policies, plans, and decisions—for example,

by taking demographic factors into account when

making decisions that have long term impact (e.g.,

social policy commitments).

Sustainability is the capacity of an individual entity,

community, or global population to continue

to survive successfully in meeting its intended

(economic, environmental, and social) outcomes

while living within its resource limits. The long-

term nature and impact of many of the public

sector’s responsibilities mean that, in defining its

outcomes, through a political process or otherwise,

a governing body must ensure they can be delivered

on a sustainable basis. This also emphasizes the

importance of managing the capacity of entities to

ensure that the delivery of services is sustainable.

In this respect, it is essential that future obligations

to citizens are fully reflected in the long-term

budget and that all future liabilities are completely

transparent. The impacts of unsustainable decisions

can include (but are not limited to) economic, social,

or environmental waste; lack of investor confidence;

economic stagnation; and inadequate or poor

service delivery.

Public sector entities also have the overarching

mission to ensure that they are acting in the public

interest at all times. This means governing bodies

taking a longer-term view and being transparent

about where there are potential conflicts between

an entity’s intended outcomes and shorter-term

factors, such as political cycles, that favor short-

term decision making, and other external pressures,

including loyalty to a political party.

In determining sustainable outcomes, there will

often be conflicting interests between achieving

the various economic, social, and environmental

benefits. In such cases, the governing body needs

to balance, preferably through consultation, the

various public interests concerned and ensure that

appropriate trade-offs are made, based on the

outcome of political consultation.

An important factor in determining the appropriate

buffer capacity that an entity needs is the level of

resilience required if significant adverse events were

to occur. Public sector entities concerned with the

protection and safety of citizens are likely to place

even greater emphasis on resilience.

20
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Such mechanisms include:11

• strategic planning;

• program/performance budgeting;

• value chain analysis;

• clear budget documentation;

• risk management processes; and

• managing performance through monitoring

and review.

In view of the longer-term nature and wider

impacts of their activities, public service entities

should prepare their budgets in accordance with

their organizational objectives, strategies, and

medium-term financial plan. The medium-term

financial plan, consistent with a sustainable macro-

fiscal framework, will need to ensure that there

is adequate funding available to support delivery

of an entity’s defined objectives and/or strategic

outcomes.

Medium- and long-term resource planning should

be informed by a forward projection of expenditure

and revenue sources. The aim should be to develop

a sustainable funding strategy that fully supports

future expenditure and liabilities. At a macro level,

strategic planning will need to consider issues such

as sustainability (including solvency), variation in the

tax base, intergenerational equity, and stability of

taxation levels.

Implementation tip—projections

Projections should take account of risk assessment

and sensitivity testing, for example, risks related

to future grant levels or to taxation dependent

on levels of economic activity. Medium-term

expenditure frameworks are also one mechanism

for a stronger connection between program and

financial planning.

The governing body should also ensure feedback

from citizens and service users is considered when

making decisions about service improvements, or

11 Public sector entities will put these into practice in a way

that reflects their structure and is proportionate to their

size and complexity. 

when services are no longer required, in order to

balance and prioritize competing demands within

the limited resources available (see Principle B).

Implementation tip—using feedback

Where evidence is provided on service issues or

even service failures, a governing body should

ensure that action is taken to tackle them,

including terminating contracts if necessary.

This would apply equally to tax assessment and

collection activities, as well as to service delivery

programs.

D3. Optimizing achievement of intended

outcomes

To provide a strong framework for the annual

planning process, a public sector entity’s medium-

term financial strategy must integrate and trade

off service priorities, affordability, and other

resource constraints. This process should ensure

that the budgets and service and project plans are

aimed at achieving the intended outcomes, while

making the best overall use of scarce resources.

Public sector entities should have an adequate,

all-inclusive budgeting process, taking into account

the full cost of their operations over the medium

and longer term. Such processes are still required in

entities where governments rather than individual

organizations make the decisions.

To ensure that outcomes continue to be achieved

while optimizing resource usage, the medium-term

financial strategy should continue to set the context

for ongoing decisions on significant delivery issues

or responses to changes in the external environment

that may arise during the budget period.

Implementation tip—determining delivery

approaches

Public sector entities may have to determine

whether they will provide a certain output

themselves or procure it from another provider.

The decision to perform work in-house or to

contract out depends on many factors, including

policy considerations, available expertise, and

cost.
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and accountability. It must also take account of

other business objectives including the efficient

preservation and management of resources (often

called stewardship) and providing value for money.

Implementation tip—use of information and
communication technology

Reinforced by the use of appropriate social media

and other communication and consultation

techniques, information and communications

technology (ICT) can promote good governance

in three basic ways: increasing transparency,

information, and accountability; facilitating

accurate decision making and public participation;

and enhancing the efficient delivery of public

goods and services. Deployment of new

technology can also pose serious risks, however,

and cause many problems when either the

technical or organizational aspects of its

implementation and operation are not properly

planned and managed. The right skills will be

required both during and after implementation.

The governing body should approve the ICT

strategy and ensure there is appropriate oversight

of ICT projects. It should also make sure that

senior management sufficiently addresses ICT

security, and specifically cyber security, whether

developed in-house or outsourced.

E2. Developing the entity’s leadership

The leadership of a public sector entity is usually

made up of its governing body (either elected,

appointed, or a combination of the two) and

its senior management (the executive). Good

governance requires clarity about the various

organizational roles and responsibilities and

how they are allocated between the governing

body, management at all levels, and employees.

Their respective responsibilities also need to be

communicated to stakeholders. Clarity about roles

helps stakeholders understand how the governance

system works and who is accountable for what and

to whom. The governing body should, therefore,

publish a formal statement that specifies the

types of decisions delegated to the executive and

those reserved for the governing body. A specific

governance task of the governing body is to appoint

the chief executive (or equivalent) and, potentially,

other senior managers.

The chair of the governing body and the chief

executive should share the leadership role. The

chair’s role is to lead the governing body, ensuring

it makes an effective contribution to the entity’s

governance; and the chief executive’s is to lead

the entity in implementing strategy and managing

the delivery of services and other outputs. A good

working relationship between the two can make

a significant contribution to effective governance.

The roles of the chair and chief executive should be

separate and provide a check and balance for each

other’s authority.

All members of the governing body should

have the appropriate skills and knowledge to

exercise leadership and to fulfill their roles and

responsibilities. Non-executive members of the

governing body should also be independent of

management and free from any other relationships

that would materially interfere with their role. All

members of the governing body should receive

appropriate introductory training tailored to their

role. They also need opportunities to develop

their skills further, such as improving their ability

to challenge and scrutinize the entity’s plans and

actions and update their knowledge on a continuing

basis. Their competency and attendance record are

critical success factors for the effective functioning

of the entities that depend on them. This is also the

case for people who occupy these positions but are

not, or only notionally, remunerated (volunteers).

Individual members of the governing body should

be held to account for their contribution through

regular performance reviews, which should include

an assessment of any training or development

needs.
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Implementation tip—recruiting governing

body members

Where governing bodies are responsible for their

own recruitment processes, it is good practice to

establish a nominations committee to ensure that

the recruitment processes can identify and attract

the types of people they require.

Providing adequate and appropriate strategic

direction and oversight is challenging and

demanding. Governing bodies need the correct

balance of skills and knowledge to perform their

roles effectively. It is also important that governing

bodies are stimulated by fresh thinking and new

challenges and that they avoid lapsing into familiar

patterns of behavior that may not best serve the

entity’s purpose. Where gaps in capability are noted,

the governing body will need to consider how such

gaps can best be filled.

At the same time, governing bodies need continuity

in their membership to make the most of the

pool of knowledge and understanding and the

relationships that have been formed, both within

and outside the entity. Too frequent membership

turnover can mean an entity loses the benefit of

longer serving members’ learning and experience.

Succession planning should be an ongoing process,

but where it is clear that a governing body will be

losing a particular skill set within a defined time

scale, it may have the opportunity to make plans to

fill the gap appropriately.

Where other organizations nominate people to

join a certain governing body, that governing body

should clearly communicate to the nominating

body the set of skills and perspectives that are

most helpful in carrying out the duties required.

A governing body with elected members should

commit to developing the skills its members require

to carry out their roles effectively. There will need

to be regular reviews to address changes in skill set

following elections.

Implementation tip—membership turnover

It is important that the majority of appointees

should not change at the same time. Options to

ensure this does not happen include fixed terms

of membership or limits on the number of terms a

member of the governing body can serve.

Encouraging a wide range of people to stand

for election or apply for appointed positions on

the governing body will assist in developing a

membership with a greater diversity of experience

and knowledge. This should include the

establishment of fair, transparent, and effective

election and recruitment processes. A governing

body can improve its collective performance by

periodically (at least annually) taking the time to

step back and consider its own effectiveness.

Implementation tip—reviewing governing

body performance

It is useful for the governing body to be subject

to independent review on a regular basis—such

as three-year intervals. It should also implement

a self-assessment process to evaluate the

effectiveness of the work of individual members

under the responsibility and supervision of the

governing body’s chair. Where gaps in capability

are noted, the governing body will need to

consider how such gaps can best be filled.

E3. Developing the capability of individuals
within the entity

Human capital is arguably the most important

capital for many public sector entities. Effectively

recruiting, motivating, and retaining staff are,

therefore, vital if public sector entities are to be

successful. It is the role of the governing body to

ensure an entity has implemented appropriate

human resource policies.

The governing body and management team need to

create an environment where staff can perform well

and deliver effective services by fostering a positive

culture that, for example, welcomes ideas and

suggestions, responds to staff views, and explains

decisions. It is important that staff members have
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realistic job descriptions to ensure that their core

responsibilities can be effectively carried out. For

example, a senior manager’s core responsibilities

should not be compromised by creating too wide

a portfolio of duties. It is important that the senior

managers responsible for performance have the

authority to make the necessary decisions, are able

to delegate tasks as appropriate, and have sufficient

team support to assist them in their roles. All staff

should be appointed and promoted based on merit.

Implementation tip—appointing and
remunerating senior managers

It is good practice to establish nominations and

remunerations committees for appointing and

remunerating senior managers. Such committees

should be made up of non-executive governing

body members who, to guard against corruption,

are free of vested interests and are, therefore,

best able to make merit-based recommendations

to the governing body. It is essential that these

processes be transparent.

All new staff should receive thorough orientation

or induction tailored to their role in achieving the

outcomes of the public sector entity while adhering

to the principles of good governance. Subsequent

training and development need to be driven by

matching organizational and individual development

requirements. Sufficient opportunities and resources

will also need to be given to individuals for meeting

the ongoing professional development requirements

of their professional bodies.

Staff should be held to account for their personal

contribution through regular performance reviews,

which must be taken seriously and not regarded as

a ”tick box” exercise. Reviews should include an

assessment of any training or development needs.

There need to be appropriate incentives in place,

which will drive managers to achieve their expected

performance levels. Such incentives may be

formal or informal, and can include performance-

based pay as well as other forms of incentives.

Remuneration for senior managers may be linked

to the achievement of medium- and long-term

performance targets.

Attracting and retaining quality staff can be a

challenge for public sector entities, as working in

the public sector is sometimes perceived as less

attractive in terms of financial reward and career

progression when compared to other sectors.

Creating attractive benefits, personal development

opportunities, and potential career progression

should be key considerations for building an

engaged and competent work force.
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• monitoring and reviewing the risk management 

framework and processes on a regular basis, 

with the results reported to the governing body 

and/or its audit committee; and

• reporting publicly on the effectiveness of the 

risk management system, for example, through 

an annual governance statement, including, 

where necessary, plans to address significant

issues.

F2. Managing performance 

Building on the arrangements put together in the

planning stage (see Section D.2), the governing

bodies of public sector entities should ensure that

effective mechanisms exist to monitor service 

delivery throughout all stages in the process, 

including planning, specification, execution, and 

independent post-implementation review. This is 

essential whether services are produced internally, 

through external providers, or a combination 

of the two. Where monitoring and review 

mechanisms have not been properly implemented 

prior to execution, there is a high probability that 

performance assessment will be unreliable and

accountability weak.

From the perspective of maintaining organizational 

capacity, meaningful financial analysis and robust 

interpretation of results are key components in 

performance management. At all entity levels, 

those making decisions should be presented with 

relevant, objective, and reliable financial analysis 

and advice. That advice should clearly point out 

financial implications and risks inherent in an entity’s

financial, social, and environmental performance;

position; and outlook. Information should be fit 

for purpose and not obscure key information by 

providing inappropriate detail. It will also need to 

be set in the context of non-financial performance 

data, as adverse financial variances can result from 

favorable non-financial performance and vice versa. 

Governing bodies should, therefore, continuously

monitor and periodically review whether:

• the intended outcomes are still valid (this is 

still what we want to achieve) or whether they 

should be adapted for new insights; 

• the public entity’s service delivery activities can

still effectively and efficiently achieve those

outcomes; and

• there are any changes in the internal or external

environment (the context) that might pose

a risk, positive or negative, to achieving the

outcomes and that need to be managed.

Monitoring and review mechanisms should provide

governing body members and senior management

with regular reports on the progress of the

approved service delivery plan and on progress

toward outcome achievement.

Implementation tip—monitoring reports

Ideally, monitoring reports should include

detailed performance analyses, both absolute

and relative to peer entities. They should give

a clear indication of below, on, or above target

results, highlighting areas where corrective action

is necessary. This action may include service or

contract termination. Reports should also indicate

where corrective action is planned, underway, or

has resolved an issue.

A further aspect of managing performance in

the public sector is ensuring consistency between

specification stages (e.g., budgets, see Section D)

and post-implementation reporting (e.g., financial

statements, see Principle G). For example, if

resource use is on a cash basis in the budget and

on an accrual basis in the financial statements,

performance management and performance

assessment are both compromised.15

F3. Robust internal control

Entities need clear accountability frameworks and

processes for governance, risk management, and

internal control. Internal control supports a public

sector entity in achieving its objectives by managing

its risks while complying with rules, regulations,

15 This point was made in the International Monetary Fund

(IMF) publication, Fiscal Transparency, Accountability and

Risk (2012).
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and organizational policies. Internal control is an

integral part of an entity’s governance system

and risk management arrangements, which is

understood, implemented, and actively monitored

by the entity’s governing body, management, and

other personnel.16 It should take advantage of

opportunities and counter threats, in line with the

risk management strategy and policies on internal

control. The governing body should set the risk

management strategy and policies on internal

control to achieve an entity’s objectives through,

among other things:

• executing effective and efficient strategic and

operational processes;

• providing useful and reliable information to

internal and external users for timely and

informed decision making, whether services are

delivered by the entity itself or are contracted

out;

• ensuring conformance with applicable laws and

regulations, as well as with the entity’s own

policies, procedures, and guidelines;

• safeguarding the entity’s resources against loss,

fraud, misuse, and damage;

• safeguarding the availability, confidentiality, and

integrity of the entity’s information systems,

including ICT; and

• monitoring, internal auditing, and other control

activities to hold the entity’s executive to

account.

Controls are a means to an end—the effective

management of risks enables an entity to achieve

its objectives. They are a dynamic and fluid set of

tools that evolve over time as the entity’s objections,

environment, technology, and corresponding risks

change. Before designing, implementing, applying,

or assessing a control, public sector entities should

first consider the risk or combination of risks at

which the control is aimed (see Section F.1). They

should also consider the need to remain agile, avoid

16 Evaluating and Improving Internal Control in

Organizations (IFAC, 2012).

over-control, and not become overly bureaucratic.

Internal control should enable, not hinder, the

achievement of organizational objectives.

While the governing body should ensure that the

entity’s risk management and internal control is

periodically monitored and evaluated, it should

be up to management to undertake the actual

assessment. Someone sufficiently independent

from those responsible for the system, such as

the internal auditor, should provide additional

assurance on the adequacy of the risk management

framework and processes and the internal controls

implemented to manage risk. The function of

internal auditing is to provide independent,

objective assurance and consulting services

designed to add value and improve an entity’s

operations. The internal audit activity helps an entity

accomplish its objectives by bringing a systematic,

disciplined approach to evaluate and improve the

effectiveness of governance, risk management, and

control processes. Internal audit reviews can cover a

wide range of topics, including those relating to the

achievement of value for money and the prevention

and detection of fraud and corruption.

It is good practice for public sector governing bodies

to establish an audit committee or equivalent group

or function. The audit committee provides another

source of assurance on an entity’s arrangements

for managing risk, maintaining an effective

control environment, and reporting on financial

and non-financial performance. The committee’s

effectiveness depends on it being independent of

the executive. It can have a significant role in:

• helping to improve the adequacy and

effectiveness of risk management and internal

control;

• promoting the principles of good governance

and their application to decision making;

• overseeing internal audit and supporting

the quality of its activity, particularly by

underpinning organizational independence;

• reinforcing the objectivity and importance of

external audits and, therefore, the effectiveness

of the audit function;
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• raising awareness of the need for sound

risk management and internal control and

the implementation of recommendations by

internal and external audit; and

• helping the entity to embed the values

of ethical governance, including effective

arrangements for countering fraud and

corruption.

Implementation tip—audit committees

To enhance the effectiveness of an audit

committee, the majority of its members should be

independent members of the governing body. It is

also important that a public sector entity’s annual

report contains appropriate information about the

mandate, operations, activities, and outcomes of

the audit committee.

F4. Strong public financial management

Strong financial management ensures that

public money is safeguarded at all times and

used appropriately, economically, efficiently,

and effectively. A strong system of financial

management underpins sustainable decision

making, delivery of services, and achievement

of outcomes in public sector entities, as all

decisions and activities have direct or indirect

financial consequences. The governing bodies

of public sector entities should ensure that their

financial management supports both long-term

achievement of outcomes and short-term financial

and operational performance. A sustainable public

sector entity will have well-developed financial

management integrated at all organizational levels

of planning and control, including management of

financial risks and controls.

Strong financial management in public sector

entities should consist of activities such as:

• funding and allocation for the delivery of

public services, including establishing financial

objectives, policies and strategies, capital

planning and budgeting, raising finances, tax

planning, and managing working capital, cash

flow, and financial risk;

• performance management through developing

and implementing a financial strategy, cost

determination, budgeting, forecasting, and

financial control; and

• provision, analysis, and interpretation of

financial and non-financial information to the

governing body and managers; supporting

them in understanding the entity’s financial

health and progress in delivering financial

objectives; and providing the information and

analysis needed for organizational objective

setting, strategy formulation, execution, and

control.
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G3. Assurance and effective accountability

Public sector entities are subject to standards—

statutes, regulations, governance codes, and

statements of best practice—and must have

effective arrangements for demonstrating

adherence to them.

The provision of assurance through external audit,

performed by qualified professionals, is an essential

element of a public sector entity’s accountability.

External audit involves analytical review, systems

evaluation, compliance, and substantive testing.

In particular, an audit opinion is given on the

adequacy of the entity’s financial statements and

on whether they have been prepared in accordance

with legal requirements and a recognized reporting

framework and fairly reflect an entity’s performance

and position. External auditors assist governing

body members in discharging their responsibilities

by making appropriate recommendations for

corrective action in response to audit findings.

Making external audit reports public in a timely and

accessible manner assists in empowering the public

to hold the government and public sector entities to

account.

In many jurisdictions, the independent supreme

audit institutions (SAIs)’s function is extremely

important in providing independent and objective

oversight of a public entity’s governance, risk, and

control processes and the stewardship of public

resources. The oversight responsibility involves

not only financial reporting, but also operational

processes, including accountability for efficiency

and effectiveness as well as performance reporting.

SAIs require sufficient capacity to hold public

sector entities to account. To accomplish their

tasks objectively and efficiently, they must also be

independent of audited entities and protected from

outside influence.

SAIs, through their investigations or role in

setting targets or standards, are also a means for

strengthening oversight of senior management

actions. Other mechanisms include the use

of commissions such as an anti-corruption or

information commission. Additionally, where

maladministration may have occurred, an aggrieved

person may appeal directly to an ombudsman.

External audit can have a further role in supporting

and enhancing public sector entities’ accountability

and transparency by providing assurance over the

effectiveness of governance arrangements. The

external auditors may do this by, for example,

raising any concerns they may have about the

consistency of an entity’s annual governance report

with their knowledge of the entity.

Internal audit can also contribute to an entity’s

accountability mechanisms. Generally, it is the role

of internal audit to provide a range of assurances,

including reports on specific systems or work areas,

new or developing systems (including how risks

in those areas are being managed), partnerships,

and an overall annual opinion. This opinion is

one of the main objective sources that an entity’s

chief executive and governing body will have for

preparing the annual governance report.
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PUBLIC SECTOR FOCUSED DEFINITIONS

Definition used in this Framework:

“Governance comprises the arrangements put in

place to ensure that the intended outcomes for

stakeholders are defined and achieved.”

The Good Governance Standard for Public Services,

Independent Commission on Good Governance

in Public Services, Office for Public Management,

CIPFA, 2004:

“The function of governance is to ensure that

an organization or partnership fulfills its overall

purpose, achieves its intended outcomes for citizens

and service users, and operates in an effective,

efficient, and ethical manner.”

Governance in the Public Sector: A Governing Body

Perspective, IFAC, 2001:

“Governance is concerned with structures,

processes for decision making, accountability,

control, and behavior at the top of organizations.”

Implementation of Program and Policy Initiatives:

Making Implementation Matter, Australian National

Audit Office and Department of the Prime Minister

and Cabinet, Australian Public Service Commission,

2006:

“Public sector governance covers the set of

responsibilities and practices, policies, and

procedures, exercised by an agency’s executive,

to provide strategic direction, ensure objectives

are achieved, manage risks, and use resources

responsibly and with accountability.”

The Role of Auditing in Public Sector Governance,

Institute of Internal Auditors, 2012:

“Public sector governance encompasses the policies

and procedures used to direct an organization’s

activities to provide reasonable assurance that

objectives are met and that operations are carried

out in an ethical and accountable manner.”

Governance for Sustainable Human Development,

United Nations Development Programme, 1997:

“The exercise of economic, political, and

administrative authority to manage a country’s

affairs at all levels. It comprises mechanisms,

processes, and institutions through which citizens

and groups articulate their interests, exercise their

legal rights, meet their obligations, and mediate

their differences.”

Manual On Fiscal Transparency, IMF 2007:

“The process by which decisions are made and

implemented (or not implemented). Within

government, governance is the process by which

public institutions conduct public affairs and

manage public resources. Good governance refers

to the management of government in a manner

that is essentially free of abuse and corruption, and

with due regard to the rule of law.”

What is Governance?, World Bank:

The way “… power is exercised through a country’s

economic, political, and social institutions.”

OTHER DEFINITIONS OF CORPORATE

GOVERNANCE

Report on the Financial Aspects of Corporate

Governance in the UK, Committee on the Financial

Aspects of Corporate Governance, 1992:

“Corporate Governance is the system by which

companies are directed and controlled.”

OECD Principles of Corporate Governance, OECD,

2004:

“Corporate governance involves a set of

relationships between a company’s management,

its board, its shareholders and other stakeholders.

Corporate governance also provides the structure

through which the objectives of the company are

set and the means of attaining those objectives and

monitoring performance.”

CACG Guidelines—Principles for Corporate

Governance in the Commonwealth, Commonwealth

Association for Corporate Governance, 1999:

“Corporate governance is essentially about

leadership: leadership for efficiency, leadership for

probity, leadership with responsibility, and leadership

which is transparent and accountable.”

Good Governance: An Islamic Perspective, Professor

Dr. Anis Ahmad, 2010:

Appendix B: Existing Governance Definitions
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“The Qur’an defines good governance as the rule

of justice, a just and ethical order and observance

of rights and obligations in a society. The Qur’an

declares: Those when given authority in land,

establish (system of) salah, give zakah and enjoin

what is good (ma’ruf) and forbid what is wrong

(munkar). [al-Hajj 22:41.]”
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Definition

Source (the Project

Secretariat unless

otherwise stated)

Values: what an entity and individuals stand for.

Whole-system approach: based on the argument that public financial manage-

ment (PFM) will be more effective and more sustainable if there is a balance across

the full range of PFM processes, buttressed by effective national, sub-national,

and supra-national organizations and, in the context of international development, 

supported by relevant donor contributions. It defines how the key constituent

parts (such as external assurance and scrutiny, financial reporting, and audit stan-

dards) contribute to the integrity of the whole system.

CIPFA
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