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Introduction
The author of this dissertation considers the issue of audit, control and supervision
systems of the local self-government sector based on the case of Estonia. The
theme of this dissertation is real, pertinent, timely and relevant not only for Estonia,
but for the European Union and the world as well. The challenges facing the local
self-government sector in the 21st century are complex and rapidly changing
(Boland and Coleman, 2008: 313). The challenges facing audit, control and
supervision systems are also complex and rapidly changing. Not only are
accounting-, auditing- and internal auditing-related (Carvalho, Camões, Jorge and
Fernandes, 2007: 2; Goepfert, 2006; Jackson, 2007; Plant, Steyn and Plant 2008:
19) issues changing endlessly, but local governments (Haward and Zwart, 2000:
34; Aarrevaara, 2003: 298; Helander, 2003: 290; Hendriks and Tops, 2003: 304;
Pihlajaniemi, 2003: 264, 268; Reichard, 2003: 349; Ryynänen, 2003: 256; Woolas,
2005) and societies (Kettunen, 2003: 277, 287; Walker, 2005: 81) where local
governments exist are in the process of permanent change as well.
Both the academic and non-academic literature confirms that the activities of
audit, control and supervision in both the public and private sectors have a low
capacity in the context of outcome and impact or have failed completely. There are
many different theoretical and practical reasons for that. For example, budgeting
and accounting systems in the public sector are changing and as a result there is a
need for new methods of audit and control (Sterck, Scheers and Bouckaert, 2005:
13). There is also a need to rethink the concept of democratic accountability
(Hanberger, 2009: 5). One principal key factor of failure is the incorrect paradigm
of treatment of this particular object of research by the academic community as
well as by the subjects of governance.
Governance issues differ from place to place and the solutions to governance
problems must be tailored individually, because there is no possibility of having a
‘one-size-fits-all’ solution to governance issues (UNDP, 1996; AUSAID, 2000: 1).
Further, control structures are one of the cornerstones of governance (ANAO 1997:
3); internal control systems are an integral part and an important constituent of
management and governance (Linnas, 2009c); internal controls are essential to the
effective operation of local governments (OSCSNY 2003, 1); internal control is an
obvious benefit in the overall function of corporate governance (Caliyurt, Agun
and Pamukcu, 2008: 5); internal audit is a significant part of governance (Barlow,
Helberg, Large and Le Roux, 1999: 26; Goepfert, 2006); internal audit is a critical
governance mechanism (Holt and DeZoort, 2009: 61); external and internal audit
are core components of governance (Linnas, 2008: 66); and external and internal
audit are significant success factors of good governance (Linnas, 2008: 66).
Therefore, audit, control and supervision are core constituent substructures of a
governance structure.
According to Gonzalez de Asis and Acuña-Alfaro (2002, 4), local governance
is the processes and institutions by which authority in a local municipality is
exercised for the common good. Accordingly, governance structures, including
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local governance structures, and audit, control and supervision structures, are
intertwined (Hanberger, 2009: 2), reciprocally influenced by and inseparable from
each other in a given society.
The aim of this dissertation is to explore some of the key aspects of the matter
of audit, control and supervision activities and systems of local self-government
units in Estonia. The author of the dissertation describes the current model of the
local self-government sector’s audit, control and supervision system of Estonia;
performs a critical analysis of the existing audit, control and supervision system of
the local self-government sector in Estonia; argues reasons why the present
paradigm of understanding and treatment of the audit, control and supervision
system of the local self-government sector in Estonia cannot be a reliable means of
contemporary good governance anymore and discusses principally new theoretical
and practical ways (a new approach) of overcoming its malfunctions.
The object of the author’s research in this dissertation is the system of audit,
control and supervision of the local self-government sector in Estonia. The audit,
control and supervision system of the local self-government sector as a matter of
academic research is interesting because the object of research is complex and
complicated, exists in an open environment and keeps changing with time. It is
worthy of treatment based on the case of Estonia because no significant research in
that particular field has been done there. The academic novelty of this research
consists particularly of two core aspects: 1. The author’s research performed on the
state and functionality of the entire audit, control and supervision system of the
local self-government sector was the first of its kind in Estonia; 2. The author
discusses a principally new theoretical approach to the audit, control and
supervision system of local self-government units (particularly for Estonia).
The theoretical framework of the dissertation draws mainly on the literature on
audit, control, governance, local governance, local self-government, public
administration and supervision research. The author used a multi-method research
design because audit, control and supervision activities, relevant management and
control systems, and the organization of audit, control and supervision in local selfgovernment units are diverse, complex, complicated and interdisciplinary matters
of research. More in-depth empirical analysis has been undertaken for the audit,
control and supervision of the local self-government sector in Estonia. This
dissertation is based on 4 years of extensive research in Estonia. The preliminary
results of the dissertation were presented and discussed at the First Global
Academic Conference on Internal Audit and Corporate Governance in Rotterdam.
The purpose of the introduction is to summarise the discussion on the theme of
the dissertation presented in the original, published articles of the author of this
dissertation. The first core original article discusses the current model of the local
self-government’s audit, control and supervision system of the Republic of Estonia;
performs a critical analysis of the existing audit, control and supervision system of
the local self-government sector there and proposes key principles for developing
an optimal model of an audit, control and supervision system of the local selfgovernment sector suitable not only for Estonia but for other countries as well. The
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second core article discusses in more depth the issue of audit, particularly internal
audit, in small local self-government units; presents an analytical overview of the
state of the local self-government sector and audit therein in Estonia; presents some
theoretical and practical options for the future development of external and internal
audit in small local self-government units and discusses the strengths and
weaknesses of the options presented by the author. The third core article discusses
the issue of legal regulation and the present state of external control and
supervision of local self-government units in Estonia, gives a thorough overview of
the legislative framework underpinning the key control and supervisory bodies of
local self-government units, highlights the present situation of external control and
supervision of local self-government units, and gives suggestions for overcoming
the malfunctioning of the external control and supervision system of the LGS in
Estonia. The fourth article discusses a new approach to the issue of audit, control
and supervision of local self-government units and presents some ideas for the
operation of an integral system of audit, control and supervision of the local selfgovernment sector, particularly focusing on small LGS units.
The introduction is divided into 5 parts. In setting a general background for the
theme of the dissertation, the first part elaborates on the state of contemporary local
self-government in Estonia and in a more global context, while the second part
presents the state of audit, control and supervision in the contemporary world. In
the third section, the failure of the present paradigm of the audit, control and
supervision system of the local self-government sector in Estonia is discussed. The
fourth part presents the integrated model of audit, control and supervision of the
local self-government sector. Finally, the pros and cons of the integrated model of
the ACS of LGS are discussed in the fifth part.

The state of contemporary local self-government
According to Gerard Marcou (2008: 311), the autonomy of local government
(hereinafter called LG) may be understood in the sense of political autonomy1 and
as administrative self-government.2 There are differences in terminology and
sometimes conceptualization, but they have no impact on the real content of
‘autonomy’ or ‘self-government’ (Marcou, 2008: 312). “The European Charter for
Local Self-government as well as the “Guidelines” recently adopted by the
Governing Council of UN Habitat both refer to the second meaning” (Marcou,
2008: 311).
Pursuant to Article 3 of the European Charter of Local Self-Government, LG
denotes the right and ability of local authorities, within the limits of the law, to
regulate and manage a substantial share of public affairs under their own
responsibility and in the interests of the local population. Pursuant to Article 2 of
1

It is a demand for sovereignty which stops at the limit of independence, from which it is
distinct (Marcou, 2008: 311).
2
It expresses the possibility for a local authority to govern its own affairs and those which
the law entrusts to it (Marcou, 2008: 311).
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the European Charter of Local Self-Government, the principle of local selfgovernment shall be recognised in domestic legislation, and where practical, in the
constitution (COE, 1985). According to Marcou and Wollman (2008: 129), local
self-government has been recognized as a governing principle by the EU. The
Parliament of Estonia, the Riigikogu, ratified the European Charter of Local SelfGovernment on 28 September 1994.
According to Sulev Mäeltsemees (2006), local self-government is thoroughly
and well-regulated by the Constitution of the Republic of Estonia compared to the
constitutions of other countries. Pursuant to Section 154 of the Constitution of the
Republic of Estonia, “All local issues shall be resolved and managed by local
governments, which shall operate independently pursuant to law. Duties may be
imposed on a local government only pursuant to law or by agreement with the
local government. Expenditure related to duties of the state imposed by law on a
local government shall be funded from the state budget.” Pursuant to Subsection 2
(1) of Local Government Organising Act (hereinafter called LGOA), “local
government is the right, authority and duty of the democratically formed bodies of
power of a local government provided for in the Constitution, a rural municipality
or city, to independently organise and manage local issues pursuant to law and
based on the legitimate needs and interests of the residents of the rural
municipality or city, and considering the specific development of the rural
municipality or city.”
Pursuant to Section 3 of LGOA of Estonia, local government is based on the
following principles: 1) the independent and final resolution of local issues, and
organisation thereof; 2) mandatory guarantee of everyone’s lawful rights and
freedoms in a rural municipality or city; 3) the observance of law in the
performance of functions and duties; 4) the right of the residents of a rural
municipality or city to participate in the exercise of local government; 5)
responsibility for the performance of functions; 6) transparency of activities; and 7)
the provision of public services under the most favourable terms. The foundations
of local self-government in Estonia are substantially in compliance with the
principles of the European Charter of Local Self-Government, but there are
differences in how these principles are actually implemented.
Local self-government sectors (hereinafter called LGS) differ from each other
all over the world: their tasks are very different, their sources of revenue are
equally diverse, relations between the state and LGS are based on very different
fundamental principles, and organisational structures are different from country to
country (UNDP, 1996). There are big differences in compliance with accounting
and reporting standards as well (Christianens, 2001: 158, 168; Oviir, 2006; SAO,
2006; Carvalho, Camões, Jorge and Fernandes, 2007: 2). Nevertheless, some trends
and characteristics are common (Linnas, 2010; Marcou and Wollman, 2008: 129).
For instance, a permanently changing environment (Kettunen, 2003: 277, 287;
Sterck, Scheersand and Bouckaert, 2005: 13; Schoburgh, 2007: 169; Steyvers et al,
2008: 141); a mismatch between the responsibilities and sources of finance
(Mäeltsemees, 1994; Haveri, 2003: 319; Ryynänen, 2003: 255, 256; King, Vanags,
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Vilka and McNabb, 2004: 939, 945); life under permanent change, reform and
merger processes (Haward and Zwart, 2000: 34; Heuru, 2003: 258; Sancton, 2005:
319; Dollery and Johnson, 2007: 198; Steyvers et al, 2008: 135; Van de Walle, Van
Roosbroek and Bouckaert, 2008: 50); the political accountability of local
authorities appears to have been circumvented and lost effectiveness (Kelly, 2003:
461; Vabo, 2005: 586; Oviir, 2006; SAO, 2006; Linnas, 2007: 286); the increasing
share of networking (Aarrevaara, 2003: 302; Kettunen and Kungla, 2005: 357;
Steyvers et al., 2008: 134) and co-operation between LGUs (Haveri, 2003: 316;
Heuru, 2003: 258; Niemi-Iilahti, 2003: 284; Helander, 2003: 295; Oulasvirta, 2003:
340; Linnas, 2008: 77), and a number of non-local factors jeopardise local
democracy (Smith, 1996: 167; Fender and Watt, 2002: 283).
The academic as well as non-academic literature confirms that the situation of
LGUs does not depend only on the political order, degree of democracy, liberalism,
welfare and socio-cultural environment of a particular country (Linnas, 2008: 77).
For example, according to Sulev Mäeltsemees (1994), the legal acts regulating the
affairs of local government in Estonia are unsystematic, sometimes even
contradictory, and often declarative. Since Estonia regained independence, its local
self-government units have had more and more tasks and functions heaped upon
them, but in most cases there has never been enough money to fulfil them all
(Mäeltsemees, 1994; Linnas, 2008: 69). The case of Estonia in this particular
respect is not a unique phenomenon (Haveri, 2003: 319; Heuru, 2003: 261;
Olulasvirta, 2003: 341; Pihlajaniemi, 2003: 267; Reichard, 2003: 347-348;
Ryynänen, 2003: 255, 256). There is a general rule that says that states “face many
temptations to push the limits, like shifting responsibilities to local governments
with little or no consultation and without corresponding financial resources”
(Marcou and Wollman, 2008: 12; UCLG 2008: 289) or local self-government is
highly dependent on central government funding (Helden, 2000: 86). Nevertheless,
“the powers and responsibilities devolved to local authorities are increasing”
(Marcou and Wollman, 2008: 129). Consequently, the different issues of
governance, including audit, control and supervision, of LGSs are of increasing
importance as crucial factors of success in serving the residents of a given local
society by its local government.
Since the adoption of the LGOA on 2 June 1993, Estonia has had a one-level
local government system. There are no representative bodies elected by residents at
the regional level and county governments have been given the status of state
authorities. Estonia is divided into 15 counties. There is no regional-level
government (MI, 2005: 20). All LGUs – towns and rural municipalities – are equal
in their legal status (MI, 2005: 2). Internal organisation is based on two major
institutions: a council and a government. The main task of a local council is to
adopt decisions regarding important aspects of local life, administer the
development of the local government, exercise control over the activities of the
local government and adopt the budget of the rural municipality or town. A local
government, on the other hand, is mainly responsible for performing day-to-day
tasks.
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A great majority of Estonia's LGUs are small in every aspect: the number of
residents, size of territory, financial resources, natural resources and qualified
experts (Linnas, 2007: 282). Although the size of LGUs in Estonia is quite
varied, all of them are small or very small. 32 LGUs have a population of under
1000 inhabitants, only 3 have a population over 50 000 (MI, 2005: 3) and half have
less than 2000 inhabitants (MI). LGUs in Estonia merge relatively actively, but the
number of LGUs with less than 1000 inhabitants is growing (MI 2007, 10).
Nevertheless, Estonia is not a very rare case. According to Oulasvirta (2003:
340), most (57%) LGUs in Finland are small as well (2000-10000 inhabitants). The
Estonian LGS depends to a great extent on the political decisions of each budgetary
year of the sitting Parliament and State Government (Mäeltsemees 1994, 2006;
Linnas 2009a: 144) because local taxes are not relevant sources of income for
LGUs in Estonia (Linnas, 2007: 284). In the case of Estonia, political control via
budgeting is significantly effective because according to the data provided by the
Ministry of Finance of the Republic of Estonia in the report “Local Government
Budget 2003-2007”, the share of sustenance costs (staff, administrative and other
costs) in the total expenditure of the local self-government sector was 70% in 2003,
75% in 2004, 72% in 2005, 68% in 2006 and 71% in 2007. Accordingly, the
financial capacity (spare funds) remaining to provide public services to the LGUs’
inhabitants is very weak and any change in the allocation of supplementary funds
from the state budget to the LGS’ total budget has a significant impact.
Sellers and Lidström (2007) argue that “lower local capacities and in some
instances more supervision make local government in these systems more statedependent.” This is what has happened with the LGS in Estonia. The general index
values of local government capacity calculated for the LGS in Estonia during 2005
to 2008 vary very significantly (from 83.6 to 13.3 points on a 100-point scale)
(Sepp, Noorkõiv and Loodla, 2009a: 12). Mihkel Oviir, the auditor general of
Estonia, argues that “smaller local governments are facing the difficulty of being
unable to guarantee the required level of administrative functions due to their
small budget” (2006: 8; 2009, 65) and 90% of Estonia's local governments are
extremely small to find and maintain well-qualified accountants, information
technologists, lawyers and other specialists. Consequently, the local selfgovernment sector in Estonia is facing a real need for change in the political,
economic and administrative fields, including aspects of audit, control and
supervision. However, this puzzle will be of the utmost challenge as well for
politicians and public servants in addition to scientists and researchers. Rait
Maruste (2007), a judge of the European Court of Human Rights, argues that “a
true and functioning constitutional democracy is based first of all on thinking,
values, good will and practice, faith and experience. These are categories that take
much longer and greater effort to evolve than economic wealth or formal
lawfulness.” “It is not easy to change administration and the measures taken to
change it may not bring along the desired results” (Randma and Annus, 2000).
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The state of audit, control and supervision in the contemporary world
The concepts of ‘control’ and ‘supervision’ are not new and seem to be as old as
human civilization. One can find clear evidence of the preliminary characteristics
of control, inspection, monitoring and supervision activities from ancient Greek
times (Xenophon) as well as from the times of Jean Baptiste Colbert (1619-1683),
one of the greatest ministers of Louis XIV. However, according to Davis, Downe
and Martin (2001: 2), the preoccupations of nineteenth-century inspection were
very different from those of today (Linnas, 2009a: 142).
The typology and taxonomy of control (Wallace, 2002: 159) and supervision
can be constructed in many different ways. Typology depends primarily on the
basic viewpoint and particular interest of the observer (Linnas, 2009a: 142).
Control frameworks present a superstructure above the hundreds of kinds of
controls (Campbell, 2003: 4) and they can be classified into three ‘communities’—
models concerning control objectives, principles and Capability Maturity
(Campbell, 2003: 5).
Internal control, internal controls and an internal control system as subjects of
research and management mean “different issues to different people and causes up
to day confusion among businesspeople, legislators, regulators and others”
(COSO, 1992). The definition of internal control (hereinafter called IC) has
evolved over recent years as different internal control models (Campbell, 2003: 1;
EBF, 2006) have been developed. According to the Committee of Sponsoring
Organizations of the Treadway Commission (hereinafter called COSO), the main
standard-setter on internal control, “internal control is broadly defined as a
process, affected by an entity's board of directors, management and other
personnel, designed to provide reasonable assurance regarding the achievement of
objectives in the following categories: effectiveness and efficiency of operations;
reliability of financial reporting and compliance with applicable laws and
regulations. … Internal controls are put in place to keep the company on course
toward profitability goals and achievement of its mission, and to minimize
surprises along the way. They enable management to deal with rapidly changing
economic and competitive environments, shifting customer demands and priorities,
and restructuring for future growth. Internal controls promote efficiency, reduce
risk of asset loss, and help ensure the reliability of financial statements and
compliance with laws and regulations” (COSO, 1992).
According to COSO, internal control consists of five interrelated components
which are derived from the way management runs a business and are integrated
with the management process. The components of internal control are Control
Environment, Risk Assessment, Control Activities, Information and
Communication, and Monitoring. There is a synergy and linkage between these
components forming an integrated system that reacts dynamically to changing
conditions. According to COSO (1992), “because economic, industry, regulatory
and operating conditions will continue to change, mechanisms are needed to
identify and deal with the special risks associated with change.” According to the
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ECIIA (2005: 2), “the coordination and eventual convergence of the development
of risk management and internal control at EU level should be a key issue for all
regulators” and “principles of risk management and internal control have to
develop harmoniously between private and public sectors.”
Different countries have different approaches to the external control and
supervision (hereinafter called ECS) of LGUs (Linnas, 2009a: 142). “Countries
generally rely on various combinations of instruments to exercise control over
localities. Belgium, Greece, Austria and Spain rank high for both politicoadministrative and fiscal supervision. Canada, Australia and the U.S. range
relatively low in both. Countries between these two clusters, including all of the
Scandinavian countries, have looked more to one than to the other type” (Sellers
and Lidström, 2007: 16). For example, the purpose of state supervision is clearly
and simply defined in Article 108 of the Bavarian Local Government Law as
follows: “The supervisory authorities ought to advise, encourage and protect with
understanding the municipalities in the performance of their tasks and they ought
to reinforce the decision-making force and the responsibility for their own action of
the municipality bodies” (Haschke, 1997). Ezugbaia and Melkadze (2002: 109)
argue that in a number of states, control is associated with full supervision both
from the legal and the reasonability point of view, including the prior authorisation
to act and the power to annul a local authority’s decision. Direct central
government controls are more common in unitary states than in federations (TerMinassian and Craig, 1997: 13). According to Hanberger (2009: 8), state model
governance represents one of the most common types of decentralised governance
in democratic nation-states like Estonia.
Nevertheless, some characteristics are common to a number of countries
(Linnas, 2009a: 142). Firstly, external control and supervision systems (hereinafter
called ECSS) are sophisticated combinations of different types of control and
supervision subsystems (Linnas 2009a: 142). Secondly, the relative importance and
relations between the different subsystems and elements of ECSS are varied
(Linnas 2009a: 142). Thirdly, the philosophical basis for the theoretical treatment
and concept of the practical application of the ECSS of LGUs is very different even
in the same organization (a confederation of states, federal state, union of states,
the European Union, etc.) (Linnas 2009a: 142). Fourthly, due to the legal
framework, political reality, historical and cultural context, and economic situation
of the different institutions responsible for executing ECS activities over LGUs,
they perform their tasks and duties with different authority, devotion, scope,
regularity, thoroughness and focus (Linnas 2009a: 142). Fifthly, in many countries
the state authorities executing control and supervision over LGUs are entitled with
a large frame of powers and there exists a trend to increase this power3 (Cole,

3

In this aspect, the situation is very similar in Armenia (Arabyan, 2007: 15), Australia
(Davis, Downe and Martin, 2001: 2), Latvia (IMF, 2001: 4), Norway (Sellers and Lidström,
2007), South Korea (Chong-Min, 2006: 14), the USA Coleman and Colantuono, 2003: 20)
and Uzbekistan (Bektemirov and Rahimov, 2001: 507). One can see that the increasing
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2003: 202; Kelly, 2003: 459; Schoburgh, 2007: 172; Andrews, 2008: 171; Linnas
2009a: 142). Sixthly, in small states, the state-level controllers and supervisors
responsible for executing ECS activities over LGUs may be under the control of a
few specific interest groups (Fender and Watt, 2002: 283; Linnas 2009a: 142).
Seventhly, complete centralized control is impossible in any complex system
(Mathews, 1996, 41; Linnas, 2009: 143). Eighthly, state-level administration
systems and local self-government-level administration systems form a holistic,
integral and complex public administration system in society (Sepp, Noorkõiv and
Haljaste, 2006: 3; Almann, 2007; Linnas 2009a: 143). Finally, internal managerial
control mechanisms are obliged to operate within a legal framework (CDLR, 2003:
5), which is a form of external control (Wallace, 2002: 159).
According to INTOSAI’s Lima Declaration (1998), the concept and
establishment of audit is inherent in public financial administration. Local
government audit is an instrument for local democratic control (SGOR, 2004: 3).
Audit is well-defined all over the world, but there are still some material
differences in its definitions and treatment (Nieuwlands, 2006) by academicians,
politicians, public administrators and audit professionals of different states and
regions across the globe (Linnas, 2008: 69-70).
According to Nicolaisen (2006), the audit profession has been challenged as
never before during the past few years because accounting standards are biased,
financial reporting is too complex, evolving to another level and “it’s tough in this
complicated world for smaller businesses, whether they’re private or public, to get
all the right information at the right time, so that they can prepare their financial
statements accurately and so that auditors can audit them with confidence.”
Auditing is under permanent change (Caplain, 2005; E&YA, 2005: 6; E&YF,
2007: 6; Fogarty, Graham and Schubert, 2006; McConnell and Banks, 2003;
Ramos, 2003).
Despite the fact that there are a number of different theoretical conceptions,
models, frameworks and approaches to audit, control and supervision, and
countries design, implement and maintain audit, control and supervision
frameworks, models and functions differently all over the world, both the academic
and non-academic literature confirms that the activities of audit, control and
supervision (hereinafter called ACS) in the public and private sectors have a low
capacity in the context of outcome and impact or have failed completely. (See
below)

power of state control and supervision over LGUs does not depend on the political order,
degree of democracy, liberalism, welfare or socio-cultural environment of a country.
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Failure of the present paradigm of the audit, control and supervision
system of the local self-government sector in Estonia
The aim of this section is to elaborate on why the present paradigm of
understanding and treating the ACS activities and systems of LGUs in Estonia
cannot be a reliable means of contemporary good governance anymore.
In the context of the social sciences, state theory and public management, the
primary issues are not inputs, subjects, processes, systems or outputs, but first of all
outcomes and impacts (Linnas, 2007: 287). At the level of outcome and impact
(Linnas, 2007: 287), one can recognise that internal control over LGUs in Estonia
is weak (Kõrge, 2006: 18), control systems and internal control systems are
ineffective or inefficient (Metsalu, 2006: 2; Kõrge, 2006: 20-21), smaller local
government units lack functioning internal control systems (Oviir, 2006: 46), the
extensive backwardness of accounting compared to public sector units (ministries,
larger local governments, etc.) and an insufficient level of accounting in those units
(Ibid, 8), funds received are not used for their specified purposes (Ibid, 25), the
current control systems of LGUs do not make sure that only those who are really
destitute receive subsistence benefits (Ibid,42), audited local governments lacked a
comprehensive overview of their assets and value thereof, budgetary funds were
not used only for their designated purposes, and when needs changed, the budget
was not upgraded accordingly (Ibid, 47). According to the SAO (2006), the reasons
for this unsatisfactory situation in a major number of cases are mostly the
irresponsible attitude of members of city or rural municipal governments and
deficient control over their activities.
According to the Public Company Accounting Oversight Board (hereinafter
called PCAOB), smaller companies by their nature have fewer employees, which
limits their opportunity to segregate incompatible duties (PCAOB). The majority of
LGUs in Estonia are small or tiny organizations. Therefore, internal control
activities in most Estonian LGUs are at real risk. Nevertheless, in some LGUs
internal control systems, accountancy and formal procedures are in good condition
(Aas, 2007: 7; Mikli, 2007a: 1). Internal control activity and internal control
systems might be rather weak because small LGUs do not have a sufficient amount
of financial (Haveri, 2003: 321; Pihlajaniemi, 2003: 268; Oviir, 2006; SAO, 2006:
8; Linnas, 2007: 284) and human resources (Haveri; Pihlajaniemi; Oviir) to hire,
educate, train and keep in office experienced, skilled and well-qualified persons.
Furthermore, personnel in municipal government and administration are under
pressure because of the high level of unemployment in most LGUs in Estonia and
they are afraid of losing their jobs. Due to that, they are not strict enough in
protecting the interests of the inhabitants of the LGU in question or in standing up
against the biased interests of domestic politicians and their sponsors. Even though
the given examples are concentrated within a short period of time, these problems
and occurrences have been present during the entire period of Estonian reindependence. The progress of improvement of the situation of internal control
activities and systems in the LGS is rather tardy. Consequently, the usual existing
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arrangements, improvements and developments of internal control activities and
systems of the LGS are not relevant means for an intermittent increase in the
effectiveness of the operating of internal control systems and activities.
The operational capacity and quality of external audit in Estonia is surely not
missing completely, but due to the existence of a large number of small LGUs the
lack of coordination between external auditors (the State Audit Office, Ministry of
Finance, European Commission, European Court of Audits, outsourced chartered
auditors, etc.) and the insufficient audit capability of external auditors, the amount
of time between external audits in any particular LGU is rather too long (Linnas,
2009a).
The Riigikontroll (SAO) acts only as an external auditor providing independent
and objective information first of all to Riigikogu and society at large. Municipal
councils and governments are very free to decide whether to follow the
recommendations of SAO or not. A special audit department (with 12 auditors as
of 30 January 2009) to audit LGUs in SAO was set up on 1 January 2006, but due
to the large number of entities within the scope of SAO auditing, very limited
resources for the performance of LGU audits is available and subsequently a riskbased approach is used; the auditing of an LGU or an activity or issue of an LGU
takes place once every 3 to 5 years (Linnas, 2007, 286). For example, the State
Audit Office (hereinafter called SAO) of Estonia performed at least 1 audit on the
legality and compliance of the annual accounts of each LGU of Estonia in 2007 or
2008, but this is rather the exception than the rule in Estonia. In essence, the audits
performed by the SAO are rather superficial. They do not go very deep into
problems and the reasons behind them (Linnas, 2007: 286).
The Ministry of Finance exercises the audit of foreign aid-related funds and
those allocated for specific purposes as well as the purposeful and lawful usage of
the assistance granted, but its capability in performing those tasks is restricted due
to limited resources (Metsalu, 2006: 3). One may argue that the failure of the state
in the external assessment and evaluation of the LGS is conventionally supported
by contracted chartered external auditors (Linnas, 2009a). Not all public and
private entities in Estonia, including some LGUs, have a compulsory responsibility
to contract an internal or external audit of annual accounts and reports (Linnas,
2008: 71).
However, external audit activity is an important part of the audit, control and
supervision system (hereinafter called ACSS), but does not help very much by
itself because contracted external auditors almost always depend only on the
customer of their services (auditee) as regards the expected result (Linnas, 2007:
286; 2008: 74). A contracted external auditor cannot be truly independent and
objective in his/her work if the payment for his or her job depends solely on the
expectations and will of the auditee. Financial dependency can affect the temporal
and content-related scope of audit as well as the main issues treated under
engagement. Consequently, there is an inherent conflict-of-interest situation at
present. Thus, external audit activity itself needs the ‘support’ of external control
and/or supervisory activities.
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The scope of the Estonian definition of an internal audit is very narrow in
comparison with that determined by the IIA and is actually out of touch with the
modern approaches to an internal audit (Linnas, 2008: 71). Pursuant to Clause 543
(l) of the Statute of the City of Tallinn, the scope of activities of the internal audit
service of the City of Tallinn is also narrowly focused on an ICS. Pursuant to
Clause II (5) of the Bylaw of the Internal Audit Service of the City of Pärnu, the
scope of activities of Pärnu's internal audit service is wider there than in Tallinn,
but nevertheless, it is not in compliance with the international standards mentioned
earlier (Linnas, 2008: 71). In contrast, §46 of the Statute of the City of Tartu sets
the scope of activities of Tartu's internal audit service on almost the same scope as
that defined by the IIA (Linnas, 2008: 71). Therefore, the legal definition of an
internal audit in Estonia should be reviewed and revised.
However modern, proper and fit the situation with the definition of IA in
Estonia is, there is no legal obligation to establish an internal audit unit or appoint
an internal auditor in LGUs in Estonia. Only 12 out of 227 LGUs in Estonia have
some sort of IA unit (Oviir, 2009: 72). Small LGUs do not have sufficient capacity
or the resources needed to establish internal audit units within their jurisdictions
that can conduct audits in accordance with internationally recognized standards.
According to Linnas (2008: 75), “there is no space at all in tiny LGUs for internal
audit because having an internal auditor or internal audit team in the organization
of an LGU with insufficient or limited resources is an additional, potentially
unbearable, burden on its resources.” Most LGUs audited by the SAO had an IA
unit whose activity was not in compliance with the standards of the IIA (Oviir,
2009: 72).
The majority of the Revisjonikomisjons of local government councils (political
internal supervisory body and substitute for an internal audit committee) in Estonia
do not fully meet the meaning of independence and cannot be expected to conduct
audits as objectively as one might expect (Linnas, 2008: 72). In several cases
Revisjonikomisjon had failed to perform the objectives prescribed by law and their
roles were mainly formal (SAO, 2006; Oviir, 2006: 46). The operational capacity
and quality of internal political supervision in a given LGU is often weak because
of situations where the council of an LGU consists of representatives of only one
political party or interest group whose fellow party or interest group members are
also members of the council.
Allar Jõks (2008), former Chancellor of Justice, argues that in Estonia party
affiliation is taking on terrifying dimensions, where the preference of private
interests over public interests is rather the rule than the exception, meaning that the
clan economy needs to be handled. However, this is not only the case of Estonia.
For example, party affiliation seems to be a very strong coordinating mechanism in
Norwegian local government as well (Vabo, 2005: 586). Thus, one can deduce that
internal audit activities without the support of external audit, control and
supervision activities cannot serve as proper and effective tools supporting good
governance in small LGUs in Estonia (Linnas, 2008: 69) Consequently, the

16

common approaches used to improve and develop the effectiveness and impact of
internal audit activities and systems of the LGS are not relevant means.
The author suggests some incremental, moderate or radical changes as
alternative options for the improvement of internal audit activity in the LGS in
Estonia as follows: 1) The merger of small LGUs (a radical change); 2) Starting
wide-range co-operation between LGUs in the field of an internal audit's activities
(the creation of joint audit units in the county associations of LGUs or joint
outsourcing of internal audit activities; a medium change); 3) The creation of audit
units in county governors' offices and the enlargement of the audit capacity,
mandate and scope of the county governors' offices (A radical change that will
move the focus from an internal audit unit of an LGU to the external audit unit of a
county governor's office); 4) Strengthening the audit capacity of the State Audit
Office (strengthening an external audit, a medium change); 5) Widening
outsourced audit activities, including internal audit activity, but under a principally
changed keystone (An LGU as an auditee should not be able to decide who will be
its auditor, whether or not to accept or refuse audit results, or make or refuse to
make payment for an audit or audit report; a radical change); 6) A change in the
principles and procedures for appointing the members of audit committees of LGU
councils (a radical change); 7) A change from an appointment-based approach to
an election-based approach in staffing Revisjonikomisjons and the post of internal
auditor in LGUs (a radical change); and 8) A combination of the abovementioned
options. It is possible to implement each option on this list, but there is a different
likelihood of each coming into actuality during the next decade. These options are
not very specific for Estonia and other countries in transition, but they have a more
generic sphere of application (Linnas, 2008: 67). However, the abovementioned
remedies would have a rather incremental impact and would give rise to a
significant improvement in the local governance of the LGS.
The external control and supervision system of LGUs in Estonia is “definitely
based on a solid and adequate constitutional and legal framework”; “is in full
accordance with the European Charter of Local Self-Government in this particular
respect” and the administrative, constitutional, governmental, judicial and political
control and supervision over the LGS executed by the state in Estonia is “in
general and by large sufficiently public, transparent and democratic enough”, but
the external control and supervision system of LGUs in Estonia is not understood,
treated, designed or maintained like an integral, coherent holistic system or
organisation (Linnas 2009a: 141). The SAO argues that the control systems over
the LGS in Estonia are inefficient or ineffective (SAO, 2006), there is lack of
systemic external supervision over the LGS and political control over the
performance of LGUs does not function (Oviir, 2009: 73). This is similar to how
the situation is in Sweden (Hanberger, 2009: 18).
For instance, judicial supervision is rather marginal in Estonia because no court
has the right to act on its own initiative in protecting the rights, freedoms and
interests of anyone in the country. For example, county governments filed 29
lawsuits in the administrative court against LGUs in Estonia in 2006 and 396
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lawsuits against 61 LGUs in 2007. However, according to Jean-Marie Woehrling
(2005: 2), “… judicial control appears to be an indispensable instrument to
enhance the quality of administrative action and ensure good governance.”
The legal framework for judicial control and supervision (ex post control and
supervision) has been enacted on both the constitutional and legal levels in Estonia.
The constitutional review (constitutional control) done by the Chancellor of Justice
(hereinafter called CJ) is often based on a single complaint, although the CJ also
performs independent systemic risk-based supervision. For example, in Estonia in
2006, 207 cases were opened by the CJ to scrutinise the legality and
constitutionality of legislation, bylaws and other rules of a similar nature, as well as
of the constitutionality and legality of the regulations of local councils or of the
executive boards of those councils (45 cases: 5 on the basis of county governors’
petitions, 39 on individuals’ petitions and 1 on the CJ’s own initiative) (OCJ, 2007:
63, 250, 251). 55 cases opened by the CJ in 2006 were in the area of local
government organisation law (OCJ, 2007: 247). However, Indrek Teder, the CJ of
Estonia (2008), argues that there are too many LGUs in Estonia for his office to
have effective constitutional control over them all.
Supervision (administrative, legal) over the LGS done by county governors is
only supervision over the legitimacy of individual acts adopted by the councils and
governments of the local government units of a given county, and, in the cases and
to the extent provided by law, also over the legitimacy, purposefulness and
expediency of putting state assets to use by the LGU in question, but not over the
expediency, efficiency and effectiveness of activities and financing. The actual
administrative capacity of a county governor in supervising the lawfulness of local
government activities is often unsystematic, eclectic and insufficient (Linnas, 2007:
286). Some results characterising the performance of county governors are
presented in Tables 1 and 2 of Appendix 2. A county governor may also be
politically biased and not objective, as the posts of county governors are allocated
according to political affiliation or other political reasons and one's competence is
of secondary importance (Linnas, 2007: 286). Besides, county governors are in a
permanent situation of political pressure and uncertainty because of ongoing
discussions over the role and scope of their responsibilities.
Another supervisory subject executing legal supervision of the local
government is the National Electoral Committee (hereinafter called NEC), which
serves as the second level of appeal in electoral complaints. The NEC has two
types of actions. During LGU council elections, the NEC serves as the second level
of appeal for electoral complaints. During the time between elections, the NEC
processes complaints about the premature termination of a council member’s
authority, suspension of a council member’s authority and the replacement of a
council member by an alternate council member. According to the data provided to
the author by the Elections Department of the Riigikogu, the NEC in its supervisory
process over LGUs handled cases as follows: in 2000, 1 supervision; in 2001, 1
supervision and 1 complaint; in 2002, 4 supervisions and 18 complaints; in 2003,
11 complaints; in 2004, 2 supervisions and 14 complaints; in 2005, 1 supervision
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and 30 complaints; in 2006, 1 supervision and 8 complaints; in 2007, 1 supervision
and 4 complaints; and in 2008, 1 supervision and 1 complaint. Thus, the role of the
NEC in the ECS activities of LGUs remains less numerous in respect to the number
of control and supervisory cases in comparison with the activities of other subjects
responsible for ECS over LGUs. “It can be concluded that legal framework gives
an authority and responsibility for guard, control, assess and audit the operations
of LOG (Local Government – the author) for number of institutions, but audit,
control and supervision activities of the legitimacy, efficiency, and effectiveness of
the operation of LOG units are unsystematic, insufficient, politically biased, often
in an objective situation of conflict of interests and do not form an integral and
coherent system” (Linnas, 2007: 287).
The absolute abstract autonomy of the LGS as an end in itself, without the
context of the most important purpose of a nation-state and without the main
purpose of the LGS within the state (Hendriks and Tops, 2003: 302; Hanberger,
2009: 8), would not be a relevant object of treatment in actual socio-political life,
may be misleading and does not match the paradigm of the Charter as well (Linnas,
2009a: 144). LGUs need external control and supervision which has the relevant
capacity to ascertain and assure everyone that the constitutional rights and
freedoms as well as any other interests of the residents of any LGU in a given state
are available. Nevertheless, the constitutional rights of local self-government
should be granted and the external control and supervision of LGUs shall be
exercised in such a way as to ensure that the intervention of the controlling or
supervising authority is kept in proportion to the importance of the interests that it
is intended to protect (Linnas, 2009a: 143).
Summing up this part of the introduction, one can conclude that each activity
and subsystem of an audit, control and supervision system has a number of evident
deficiencies and insufficiencies. Consequently, there is a need for persistent, wellcoordinated and thoroughly focused cooperation of all subsystems and elements of
the ACSS. Thus, the present situation of the audit, control and supervision systems
(including internal and external systems) of the local self-government sector in
Estonia does not serve the citizens and inhabitants of the LGS in Estonia as they
may expect in the 21st century.
World-wide, long-lasting practical experience from the public, nongovernmental and private sectors shows significantly that internal audit, external
audit, internal control, external control, internal supervision and external
supervision activities have broadly failed. There are many different theoretical and
practical reasons for that, but the principal factor is an incorrect paradigm of
treatment of this particular object of research. A review of the academic and nonacademic literature confirms that scientists, researchers and practitioners are used
to treating the matter of audit, control and supervision of private, nongovernmental and public organizations in a separate, non-holistic and unsystematic
manner in a paradigm of mathematics-based sciences (exact sciences). Few authors
have treated the issues of ACS in pairs (internal audit – external audit, control –
supervision) or like a “control or audit pyramid”. However, approaches like a
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“control pyramid” (Sterck, Scheers and Bouckaert, 2005: 15) or an “audit pyramid”
still have principal limits and are not holistic solutions. The “control pyramid”
approach focuses only on different control subsystems and the “audit pyramid”
approach focuses only on the audit subsystem of an ACSS. Therefore, these
approaches do not consider all the aspects of ACSS and may not objectively or
entirely characterise the situation of an ACSS in its complete wholeness.
Accordingly, one can conclude that the existing paradigm under which ACS
activities are treated does not have the impact expected by society, particularly by
the inhabitants of LGUs.
The author argues that the treatment of audit, control and supervision activities
of local self-government units in the present paradigm (not understood, treated,
designed and maintained like an integral, coherent holistic system or organisation)
has so many imperfections that it cannot be a reliable means of modern good
governance anymore. This statement is definitely relevant to Estonia. As a result, a
new paradigm of treatment of the ACSS of the LGS in Estonia is to come into use.

Integrated Model of Audit, Control and Supervision of the Local Selfgovernment Sector: The Case of Estonia
The aim of this part of the introduction is to discuss the integrated model of audit,
control and supervision of the local self-government sector based on the case of
Estonia. In the previous section of the introduction, the author argued that the
treatment of ACS activities of LGUs in the present paradigm (treated separately
from each other or only as a ‘control or audit pyramid’) has so many imperfections
that it cannot be a reliable means of modern good governance anymore. The author
suggests that in order to design and develop an integrated ACSS of LGUs that is
scientifically justified, as well as appropriate and functional in real life, a
theoretical platform that stands on at least 5 pillars is needed as follows: 1. The
holistic approach; 2. The reciprocal-balance approach; 3. The uniqueness principle;
4. The paradigm of uncertainty; and 5. The compatibility approach (Linnas, 2007:
290; Linnas 2010). The author also discusses four options for their implementation
in actual life within the integral model of audit, control and supervision of the LGS.
Social systems and processes are very complex (Bosanquet, 1899: 12;
Wallerstein, 1998: 5; Näpinen, 2002: 130, 131), they operate under the influence of
self-organizing processes (Prigogine and Stengers, 1984: 22, Heyligen, 2002: 23;
Näpinen, 1994: 164) and work in open systems (Prigogine, 2000: 895), sometimes
called a world-system (Wallerstein, 1974: 347; Straussfogel, 1997: 123) or ecosocial system (Lemke, 1995: 16). A state and an LGU as an organization,
institution or system inevitably consist of human beings, they are social, eco-social
or real systems. According to Worrall, Collinge and Bill (1998: 472, 490), local
authorities are very complex organisations.
For example, Joseph A. Schumpeter treated business, economic and industrial
entities like living organisms, calling those bodies ‘business organisms’
(Schumpeter, 1939: 272), ‘economic organisms’ (Schumpeter, 1939: 265, 351,
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370) and ‘industrial organisms’, accordingly (Schumpeter, 1939: 358). According
to Henry Mintzberg (1996: 82), a professor of management, “an organization
without human commitment is like a person without a soul…” Consequently, the
ACSS of a LGS is a real, socio or eco-socio system as well. Accordingly, one
cannot discard the paradigm of the laws of nature and the system approach when
treating the issue of ACSS of LGUs.
Local-level governance is a complex phenomenon (Sepp, Noorkõiv and
Loodla, 2009b: 32) and local authorities are very complex organizations which
exist in a highly turbulent environment (Worrall, Collinge and Bill, 1998: 472).
According to Work (1998), a society as a whole system is a rather horizontal
playing field with autonomous yet interrelated actors, sectors and geographic areas.
Therefore, it is unrealistic to imagine that one person or a single agency can have
complete control over all of a system and that only one interacting part can cause
precisely expected results in the system as whole. Accordingly, relations,
dependencies and impacts between the subsystems and elements of ACSS cannot
be studied as linear processes as well.
The principal elements of the state are people (Bluntschli, 1875:14). According
to the Self-Government Theory, people are sovereign rulers in a democracy.
Consequently, taking into account that Estonia is a democratic state and the
inhabitants of each LGU in Estonia are sovereign, it is inevitable that one has to
take into account people as the main actors in this very social system. Thereby, the
ACSS of LGUs is a system where people with their needs, desires, demands and
behaviour are actors and a key factor (the human-centered approach). Therefore, on
a theoretical basis, the exact sciences-based approach to social issues is not
relevant at all, because exact sciences deal with objects and social sciences with
human beings (subjects) (Drechsler, 2000: 246).
Furthermore, leaving aside the theoretical aspect, each person plays a great role
in the day-to-day life of any size LGU, but a particularly greater role in small
LGUs. For example, in the smallest LGUs in Estonia, (such as the rural
municipalities of Kihnu,4 Ruhnu5 and Piirissaare6), the number of inhabitants is so
small that each living soul has the greatest value from the political or
administrative point of view. For example, the replacement of the chairman of
council or mayor of an LGU may cause a complete change in its management and
organizational culture, control environment, risk appetite and administrative
capacity (Linnas, 2010).
Moreover, according to Geert Hofstede (2007: 413), cultural values differ
among societies, but within a society they are remarkably stable over time.
Hofstede (2007: 413) claims that management, which is a part of culture, differs
among societies but within societies is stable over time (Hofstede, 2007: 413) too.
Consequently, although general principles and legal frameworks of governance and
management used to be very similar in the modern democratic world, each state,
4

639 inhabitants as of 3 November 2004.
64 inhabitants as of 1 January 2007.
6
94 inhabitants as of 1 January 2008.
5
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region and locality has its own unique characteristics and particularities in this
respect. Accordingly, each LGU and its ACSS should be handled like a unique
organism (the uniqueness principle). A single model for the development of the
LGS does not exist (UNDP, 1996). Therefore, each LGU should be analysed,
evaluated and assessed thoroughly before taking any actions concerning the
structure and organisation of its ACSS.
According to the spirit of the CRE and LGOA [Clause 6 (4)] of Estonia, the
central and local governments form a holistic integral organization in Estonia and
the local self-government sector is one particular level of the holistic public
administration organization in a state (Linnas, 2009a: 144). According to Sepp,
Noorkõiv and Haljaste (2006, 3), LGUs are to be understood in four dimensions: as
a part of the state administrative system, a supplier of local public services, a
territorial corporation, and a satisfier of the interests, needs and expectations of the
domestic inhabitants.
According to Woodrow Wilson (1887: 221), a local self-government system is
a subsystem of a federal self-government system. Accordingly, if the European-,
state- and local self-government level governance structures form an integral
whole, then the audit, control and supervision of LGUs form a uniform cohesive
whole as well (Linnas, 2007: 290). Therefore, the audit, control and supervision
system of an LGS forms a holistic, integral and complex public system in society
as well (the holistic approach).
The elements and subsystems of an ACSS are in constant interaction (Linnas,
2007: 288). This cohesive whole may serve as an excellent system, even if an
element or subsystem is not present at all. For example, if there is a lack of some
subsystem or element, or any subsystem or element is malfunctioning, then the
malfunctioning subsystem can be balanced by the functioning of another
subsystem, or the malfunctioning element can be balanced by the functioning of
another element (the reciprocal balance or reciprocal compensation or reciprocal
support approach). First of all, the systems, subsystems and elements of external
control, supervision and audit can support each other and systems, subsystems and
elements of internal audit, control and supervision can compensate for each other’s
malfunctions.
The idea is more deeply explained on the basis of four different theoretical
options presented afterwards in this section (See Table 1).7 The possible
combinations of the different options of the functional/operational capacity and
quality of ACSS subsystems and elements are significantly larger, but the four
options presented by the author are good enough to support the explanation of his
ideas.

7

The figures from 0 to 5 in Table 3 indicate the theoretical functional/operational capacity
and quality of the ACSS subsystems and elements. A 0 means that one or another part of
the ACSS does not exist at all. A 5 shows that one or another part of the ACSS has an
excellent function/operational capacity and quality. These figures have only an explanatory
meaning.
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Table 1 Different options of ACSS composition.
Function
Internal Audit
Internal Control
Internal
Supervision
External Audit
External Control
External
Supervision

Option 1
0
2

Option 2
0
5

Option 3
4
5

Option 4
5
5

2
0
5

0
2
5

5
0
2

5
5
5

5

5

2

5

Option 1: Weak internal audit, control and supervision in an LGU
In the theoretical case presented in Option 1 of the ACSS composition of a
particular LGU, one can see that the internal and external audit functions are
completely missing; the operational capacity and quality of the internal control
function, internal control systems and internal supervision are rather weak, while
the operational capacity and quality of external control and supervision are rather
excellent. There might be a number of reasons for the different levels of
operational capacity and quality of subsystems and elements of the ACSS of this
particular LGU.
However, the focus of this chapter is on what to do if internal and external
audit are not present at all (it does not matter why) and internal control and
supervision are rather weak. In such cases, it is important to strengthen the
operational capacity of external control and supervision. This means that the most
important institutions of political, administrative, constitutional and legal control
and supervision have to focus more on the issues concerning the activities of all
LGUs or a particular LGU. Equally, democratic public supervisors and controllers
have to be more observant and diligent.
However, the municipal landscape is an ever-changing situation (Homer and
Schuhmann, 2005: 224). Therefore, the situation described in Option 1 can be
replaced rather quickly by Options 2, 3 or 4. The approach offered by the author
provides one with a suitable flexibility in designing an ACSS.
Option 2: Weak internal audit, internal supervision and external audit in an
LGU
In the theoretical case presented in Option 2, one can see that the internal audit and
supervision functions are completely missing, while the operational capacity and
quality of the external audit function is rather weak or rarely present during a
particular period of time. Internal control, external control and external supervision
are performed excellently. There might be a number of reasons for this situation.
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What can be done if internal audit and internal supervision are not present at all
(it does not matter why) and external audit is rather weak? In cases like Option 2, it
is important to strengthen the operational capacity of external control and
supervision. The Government of the Republic has to draw up, implement and
maintain a sufficiently coordinated plan of political and administrative control as
well as a supervision plan for the ministries and county governors. This plan should
also be coordinated with the Chancellor of Justice. The Chancellor of Justice has to
focus on the medium term and its annual working plans on the LGUs where
internal control systems are weak, municipal councils and governments are
consistently composed of members or representatives of only one party or interest
group or where the county governor is related to the political leaders of the LGU,
which creates a conflict of interest in the performance of his/her duties. The
Ministry of Justice and the Prosecutor’s Office have to concentrate on the plans of
surveillance necessary to detect and combat criminal offences in the LGUs which
have a high risk level of corruption, theft and misuse of public assets. The Ministry
of Finance has to strengthen the exercise of financial supervision, control and
review over foreign aid-related funds and those allocated for specific purposes as
well as the purposeful and lawful usage of the assistance granted to LGUs with no
internal audit and supervisory functions. The State Archivist has to focus the
execution of its supervision over document management, records management and
archiving in the LGUs with a higher risk level. The Environmental Investment
Centre should strengthen its control activities over the expedient use of the funds
channelled to LGUs via environmental investment projects that are financed by the
income gained from environmental usage in LGUs with a higher level of risk.
In cases such as Option 2, it is very important that the municipal council in
corpore or at least the governing coalition finds the political will, managerial
professionalism and statesman-like conduct to put in place a mayor or municipal
government in corpore with well-experienced, skilled and highly qualified
professionals. Different democratic public supervisors and controllers such as
voters, non-governmental organisations, parties in opposition and the media have
to remain vigilant and watch over the LGUs with higher risk levels as well.
According to Vallo Olle (2002: 9-10), direct democracy as a phenomenon in
the municipal sector is nothing new to Estonia because this was in actual practice
during the second half of the 1920s and the first half of the 30s. Olle also argues
that practicing direct democracy in exercising local governance in Estonia is not
just hypothetical, but a useful, real and realistic option.
Option 3: Weak external audit, control and supervision over an LGU
In Option 3, one can see that the external audit functions are completely missing or
the period of time between external audits in a particular LGU has been long. The
operational capacity and quality of the external control and supervision function
are rather weak. Internal audit, internal control and internal supervision are well or
excellently performed. There might be a number of reasons for this situation as
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well. For example, the activities of ACS authorities are non-systematic, and
performed in a rather fragmentary and variety of ways; the proportions between
audit, control and supervision activities are not optimal and overall there is a real
risk that some fields, activities and/or LGUs are under excessive ‘oversight’ of the
state, while others are entirely out of ‘sight’. (Linnas, 2007: 287) The external
evaluation of LGUs by the state is inefficient not only in Estonia (Linnas, 2007:
286-287), but the same situation also exists in Finland (Oulasvirta, 2003: 346),
Israel (Friedberg, 1999: 11), the United Kingdom (Woolas, 2005) and in other
countries as well.
What can be done if the external audit functions are completely missing or the
length of time between external audits in a particular LGU has been long and the
external control and supervision activities over that particular LGU are rather
weak, unsystematic, superficial, politically biased, fragmented or focused
altogether on too few fields or aspects? In cases such as Option 3, it is an
unavoidable task to strengthen the operational capacity and quality of internal
audit, control and supervision activities of the LGU in question; develop
purposeful, systematic and reliable internal control systems of the LGU and try to
direct the attention of those external supervisors and controllers who are not
politically biased, do not have a conflict of interest or suffer from a lack of
resources, on it.
A situation such as this is an extreme challenge for the coordinators of audit,
control and supervision activities and for members of a particular municipal
council and government. However, one has no right to discard this theoretical
possibility only because it seems to be too challenging for practical use. There are a
number of LGUs in Estonia which have smoothly running internal audit, control
and supervision activities; fit and proper politicians and managers, and welldesigned reliable internal control systems. However, in cases such as Option 3 and
Option 4, it is important to keep in mind that in Estonia internal auditors or internal
audit units exist only in big municipalities at present.
Option 4: An excellent ACSS of an LGU
In Option 4, one can see that the operational capacity and quality of all levels
(international, federal, state, regional and local self-government) and all types of
audit, control and supervision activities are well or excellently performed. This
does not mean that all aspects of all levels and all kinds of audit, control and
supervision activities are in full service in the field of public management and
administration of a particular LGU or that all the different institutions responsible
for carrying out political, constitutional, judicial, administrative, financial or legal
control over the LGS are focused persistently on a single or few LGUs. Because of
a different composition of subjects in ACS, it is possible that some of them do not
exercise their functions during a particular period of time over a particular LGU at
all. However, at the same time, other ACS subjects could perform their ACS duties
over a particular LGU. As a result, there might be a situation where the ACS
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functions performed over a particular LGU might still be rather good or even
excellent.
The example presented in Option 4 does not mean that in actual life one cannot
see situations where a number of internal and external auditors, controllers or
supervisors are accidentally or persistently focused on a particular LGU, group of
LGUs or fields of activities of an LGU. For example, a sporadic concentration of
internal and external audit, control and supervision activities may be seen in very
big municipalities concerning huge amounts of public money flows, municipalities
at particular risk of corruption, etc. After all, it is indispensable to take into account
the strong economic control performed by the state over the LGS (Heuru, 2003:
261; Mäeltsemees, 1994; Helden, 2000: 86; Olulasvirta, 2003: 341; Pihlajaniemi,
2003: 267).
When handling cases such as Option 4, one has to keep in mind the need to
look very carefully at the reasonable, efficient and effective allocation and use of
human, financial and other resources with the aim of avoiding an unnecessary
administrative load (Sterck, Scheers and Bouckaert, 2005: 13, 15) and disturbance
of the performance of the government and administration of the LGU in question
under sharp oversight, a waste of state budget resources and a weakening of ACS
functions in other types of higher risks. Option 4 is the most challenging for
coordinators of ACS activities in all levels of the public management hierarchy.
Nevertheless, in light of the new public administration model in globalization
and Europeanization (Laakso, 2003: 311; Pihlajaniemi, 2003: 264; Matei and
Matei, 2008: 34), situations such as Option 4 may be more and more realistic in
actual life.

Pros and cons of the integrated model of ACS of LGS
The author recognizes that the new approach to the treatment of ACS matters has
pros and cons that depend on cultural, political, economical and legal factors. One
material risk that can arise from a new approach to the treatment of the matter of
ACSS of LGS is the risk of increasing dependency of a LGU on the central
government. There is a common assumption all over the world that the regulation
and inspection regime is a mechanism for improvement, but the inspection and
regulation bodies in Wales have diverse views about their impact on the
improvement of public services (LGPSC, 2005: 25). Thus, there is at present a real
risk threatening the discovery of a quick, optimal and reliable solution to that.
In many countries, state authorities executing control and supervision of LGUs
are entitled with a large array of powers and there exists a trend to increase this
power. In this aspect, the situation is very similar in Armenia (Arabyan, 2007: 15),
Australia (Davis, Downe and Martin, 2001: 2), Canada (Sancton, 2005: 317),
Latvia (IMF, 2001: 4), Norway (Sellers and Lidström, 2007), South Korea (ChongMin, 2006: 14), the USA (Coleman and Colantuono, 2003: 20) and Uzbekistan
(Bektemirov and Rahimov, 2001: 507). This may lead to a violation of the
sovereignty of local self-government (Arabyan, 2007: 15).
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Political parties, politicians, lawyers and managers of LGUs in Estonia
complain about the unlawful and disproportional execution of ex post
administrative, constitutional, economic and legal control and supervision over the
LGS (Linnas, 2009a: 154). Therefore, there is a theoretical risk that this symptom
may be more acute in Estonia. According to Sellers and Lidström (2007; 17-18),
“lower local capacities and in some instances more supervision make local
government in these systems more state-dependent.” “Supervision from above
without local capacities would produce a monopoly of policy and implementation
for supralocal governments. Even weak local capacities along with strong
supervision would leave local government dependent on initiatives from higher
level units.” (Sellers and Lidström, 2007: 6-7) Only under conditions of full local
political and fiscal autonomy will local government possess strong capabilities
without hierarchical supervision (Sellers and Lidström, 2007; 6-7). Consequently,
there is a real risk that the entire LGS will be more dependent on the state if the
allocation of resources to the LGUs does not match their actual functions and tasks.
Nevertheless, local democracy may be in some way imperfect (Fender and
Watt, 2002: 283; CDLR, 2003: 2). Accordingly, there is a need to keep a legitimate
and purposeful balance between the rights and obligations of the central
government and local self-government in applying an integral ACSS to real life.
On the one hand, the central government should not have to overrule or override
the LG sector. On the other hand, the inhabitants of a particular LGU should not
have to suffer because of the low administrative capacity of local governance
institutions or because of improper and corrupt action of local politicians or civil
servants (Fender and Watt, 2002: 283). The residents of all LGUs in a given state
should have access to public services as do the inhabitants of other LGUs of the
same country and they should all be of the same level of quality.
The author’s approach only works on the precondition that there is the
possibility of deeming a set of different international, governmental, regional and
local organizations to actually be acting and belonging to one particular virtual
organization. For example, there are international bodies of co-operation (NATO,
the IMF, WB, etc.), confederations of states (Switzerland), unions of states (the
USA, Germany), states co-operating under treaty (the European Union, CIS) or
unitary states (Estonia, Finland). Thus, at present, there should be clear and explicit
political, legal, economic, organisational and administrative links and relations
between particular bodies acting on different levels (international, federal, state,
regional and local self-government levels) as subjects of an integral ACSS.
According to Gunaratne (2003: 437), complex systems are both nonlinear and
adaptive. According to Prigogine (1983), “In large societies it becomes
increasingly difficult to maintain the spontaneous activity of members of that
society.” Social systems and processes are very complex (Wallerstein, 1998: 5;
Näpinen, 2002: 130-131), they operate under the influence of self-organizing
processes (Heyligen, 2002: 23; Näpinen, 1994: 164) and work in open systems
(Prigogine 2000: 895), sometimes called a world-system (Wallerstein, 1974: 347;
Straussfogel, 1997: 123) or eco-social system (Lemke, 1995: 16). In social
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systems, individual information (such as individual values, norms, conclusions,
rules, opinions, ideas and beliefs) changes dynamically because of the new
experiences of individuals (Fuchs and Hofkirchner, 1999: 4).
Control is a normative phenomenon that is rooted in the values and beliefs of
human beings (Minzberg, 1996: 81). Appropriate attitudes, behaviours and
incentive structures are required to be present (Sanderson, 2001: 302). Therefore,
politicians and civil servants willing to make a difference and be responsible for
the development and improvement of ACSS do not have the measures and tools to
assure a certain desired and expected impact at a planned time. In addition, the
successful introduction of an integral ACSS into the context of actual governance
and local self-governance is a serious challenge for politicians and civil servants
because this requires a high level of coordination (Dollery and Johnson, 2007: 206;
Linnas, 2009a: 148) of ACS activities between the different bodies responsible for
watching over the performance of a particular LGU.
One important factor impacting the success of developments is an aversion to
change (Carvalho, Camões, Jorge and Fernandes, 2007: 2) both on the state and
local levels. There are more factors counteracting the successful implementation of
the IACSS of LGUs in a given society (Bosanquet, 1899: 13; Haward and Zwart,
2000: 44; Wallis and Dollery, 2001: 538; Cole, 2003: 197; Schoburgh, 2007: 159;
Hanberger, 2009: 45). Consequently, a theoretically enjoyable and practical,
suitably desirable solution may not be easily implemented in real life because of
the number of material and less material factors involved. Some particular and
rather theoretical legal restrictions may arise from the European Charter of Local
Self-Government, the European Urban Charter II and the constitution of a
particular state.
Local self-governments in different political, legal, historical, cultural and
economic environments are very different (UNDP, 1996; Linnas, 2008: 77). The
number of matters in a local self-government’s life is municipality specific
(Sancton, 2005: 326; Vabo, 2005: 587; Carvalho, Camões, Jorge and Fernandes,
2007: 3; Gao, 2009: 29). Public sector organisations are diverse and a single
governance model will not serve all organizations (UNDP, 1996; IIA, 2006: 15).
Due to that, different models of ACSS of LGS apply to different political, legal,
historical, cultural and economical environments, and different models of ACSS of
LGU apply to municipalities with different sizes (Raivo Linnas, 2007: 289). Thus,
the flexible and multivalent approach presented by the author gives plenty of good
possibilities of designing, implementing and maintaining a suitable ACSS for a
particular LGU in any political, legal, economic, cultural or historical context of
environment.
According to Barry Quirk (2005: 616), system-wide approaches to improving
public sector efficiency have previously relied on top-down regimes and models.
The optimum approach presented by the author is a synthesis of the top-down and
bottom-up models.
According to Swiderska, Roe, Siegele and Grieg-Gran (2008: 22),
‘Representative democracy has often failed to represent people adequately in
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governance, which means that additional spaces may need to be created for direct
participation (e.g., citizens’ juries).’ Günter Schmidt (2003: 21) argues,
“...Administrative culture in the meaning of enhancing administrative output has to
be kept under permanent control, and the best way of controlling is done by the
citizen (or the client).” Public control is a part of democratic control and
participatory policy (Hanberger, 2009: 1). “Sustainable local democracy requires a
combination of a liberal democratic model of local government and the
prerequisites of democratic stability: economic development, equality, political
culture and the development of civil society” (Smith, 1996: 163). Thus, the
author’s ideas allow for the possibility of increasing the degree of direct
participation in the public self-governance processes of a particular LGU via
including voters and non-governmental organisations in the ACSS as subjects of
democratic external political control and external public supervision. Therefore, the
author’s approach supports the sustainability of local democracy.
However, the approach presented by the author is evidently a step further in the
theoretical and practical treatment of the issues of audit, control and supervision in
the local self-government sector. Still, further research has to be performed to
discover more particular pros and cons challenging the introduction and application
of the holistic approach of the ACSS of LGS in different types and sizes of
countries. Even though the author’s research is based on the case of Estonia,
known as a small constitutional democratic liberal society with an open economy,
his ideas are applicable to other democratic societies as well.

Conclusion
The author of this dissertation argues that the treatment of audit, control and
supervision activities of local self-government units in the present paradigm
(treated separately from each other or only as a ‘control or audit pyramid’ or
‘integral control system’; treated as mechanical systems; treated in the paradigm of
exact sciences) has so many imperfections that it cannot be a reliable means of
contemporary good governance anymore. The author further suggests that external
and internal audit, external and internal control, and external and internal
supervision of the local self-government sector should be treated as subsystems of
an integral holistic system of audit, control and supervision of the local selfgovernment sector.
Currently, international, federal, state, regional and LG-level administration
systems form a holistic, integrated and complex public administration system as a
whole. As a result, the author suggests that the matter of external audit, internal
audit, external control, internal control, external supervision and internal
supervision should be treated as an integrated whole as well. The author develops
his idea more deeply on the basis of four different theoretical options. According to
these options, four theoretical cases of LGUs, each of which has different
circumstances regarding their functional/operational capacity and quality of ACSS
subsystems and elements, are discussed. The flexibility and multivalency of the

29

ISACS approach provides enough good possibilities of designing, implementing
and maintaining suitable audit, control and supervision systems for a particular
local self-government unit in any political, legal, economic, cultural or historical
context of environment.
Although the ISACS approach of LGUs has a fundamental difference and
certain advantages in comparison with the present paradigm, the author points out
that his approach has obvious limits as well. Although the approach offered by the
author is generic, the practical effects that can arise from the implementation of a
new paradigm of ACS in an actual socio-economical environment depends on the
particular historical, cultural, political, legal, economic and other aspects of the
society in question. More relevant legal restrictions and material pros may arise
from the constitution of a particular state.
There is no doubt that Estonia needs the introduction and application of the
ISACS approach of LGUs, though the successful introduction of an integral ACSS
into the context of actual governance and local self-governance is a serious
challenge for politicians and civil servants. This requires a high level of
coordination of ACS activities between the different bodies responsible for
watching over the performance of a particular LGU.
The author’s approach is evidently a step further along in the theoretical and
practical treatment of the issues of ACS in the LGS. Even though the author’s
research is based on the case of Estonia, a small constitutional democratic liberal
society with an open economy, his ideas are applicable to other democratic
societies as well. However, any proposed solution should be very carefully
analysed, evaluated and assessed taking into account all the relevant aspects of the
environment’s characteristics for that particular society (Bryld, 2003: 41).
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Abstract
The author of this dissertation considers the issue of audit, control and supervision
systems of the local self-government sector based on the case of Estonia. The
theme of this dissertation is real, pertinent, timely and relevant not only for Estonia,
but for the European Union and the world as well.
The aim of this dissertation is to explore some of the key aspects of the matter
of audit, control and supervision activities and systems of local self-government
units in Estonia. The author of the dissertation describes the current model of the
local self-government sector’s audit, control and supervision system of Estonia;
performs a critical analysis of the existing audit, control and supervision system of
the local self-government sector in Estonia; argues reasons why the present
paradigm of understanding and treatment of the audit, control and supervision
system of the local self-government sector in Estonia cannot be a reliable means of
contemporary good governance anymore and discusses principally new theoretical
and practical ways (a new approach) of overcoming its malfunctions.
The object of the author’s research in this dissertation is the system of audit,
control and supervision of the local self-government sector in Estonia. The audit,
control and supervision system of the local self-government sector as a matter of
academic research is interesting because the object of research is complex and
complicated, exists in an open environment and keeps changing with time. It is
worthy of treatment based on the case of Estonia because no significant research in
that particular field has been done there.
The academic novelty of this research consists particularly of two core aspects:
1. The author’s research performed on the state and functionality of the entire
audit, control and supervision system of the local self-government sector was the
first of its kind in Estonia; 2. The author discusses a principally new theoretical
approach to the audit, control and supervision system of local self-government
units (particularly for Estonia, but not only there).
The theoretical framework of the dissertation draws mainly on the literature on
audit, control, governance, local governance, local self-government, public
administration and supervision research. The author used a multi-method research
design because audit, control and supervision activities, relevant management and
control systems, and the organization of audit, control and supervision in local selfgovernment units are diverse, complex, complicated and interdisciplinary matters
of research. More in-depth empirical analysis has been undertaken for the audit,
control and supervision of the local self-government sector in Estonia. This
dissertation is based on 4 years of extensive research in Estonia. The preliminary
results of the dissertation were presented and discussed at the First Global
Academic Conference on Internal Audit and Corporate Governance in Rotterdam.
This dissertation is based on four original, published articles of the author. The
first core original article discusses the current model of the local self-government’s
audit, control and supervision system of the Republic of Estonia; performs a
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critical analysis of the existing audit, control and supervision system of the local
self-government sector there and proposes key principles for developing an optimal
model of an audit, control and supervision system of the local self-government
sector suitable not only for Estonia but for other countries as well. The second core
article discusses in more depth the issue of audit, particularly internal audit, in
small local self-government units; presents an analytical overview of the state of
the local self-government sector and audit therein in Estonia; presents some
theoretical and practical options for the future development of external and internal
audit in small local self-government units and discusses the strengths and
weaknesses of the options presented by the author. The third core article discusses
the issue of legal regulation and the present state of external control and
supervision of local self-government units in Estonia, gives a thorough overview of
the legislative framework underpinning the key control and supervisory bodies of
local self-government units, highlights the present situation of external control and
supervision of local self-government units, and gives suggestions for overcoming
the malfunctioning of the external control and supervision system of the LGS in
Estonia. The fourth article discusses a new approach to the issue of audit, control
and supervision of local self-government units and presents some ideas for the
operation of an integral system of audit, control and supervision of the local selfgovernment sector, particularly focusing on small LGS units. The author has
published more articles on the theme of the dissertation, but these articles have not
been included as part of its basis.
The introduction of this dissertation is divided into 5 parts. In setting a general
background for the theme of the dissertation, the first part elaborates on the state of
contemporary local self-government in Estonia and in a more global context, while
the second part presents the state of audit, control and supervision in the
contemporary world. In the third section, the failure of the present paradigm of the
audit, control and supervision system of the local self-government sector in Estonia
is discussed. The fourth part presents the integrated model of audit, control and
supervision of the local self-government sector. Finally, the pros and cons of the
integrated model of the ACS of LGS are discussed in the fifth part.
Local self-government sectors differ from each other all over the world: their
tasks are very different, their sources of revenue are equally diverse, relations
between the state and LGS are based on very different fundamental principles, and
organisational structures are different from country to country. There are big
differences in compliance with accounting and reporting standards as well.
Nevertheless, some trends and characteristics are common. For instance, a
permanently changing environment; a mismatch between the responsibilities and
sources of finance; life under permanent change, reform and merger processes; the
political accountability of local authorities appears to have been circumvented and
lost effectiveness; the increasing share of networking and co-operation between
LGUs, and a number of non-local factors jeopardise local democracy. The
academic as well as non-academic literature confirms that the situation of LGUs
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does not depend only on the political order, degree of democracy, liberalism,
welfare and socio-cultural environment of a particular country.
Despite the fact that there are a number of different theoretical conceptions,
models, frameworks and approaches to audit, control and supervision, and
countries design, implement and maintain audit, control and supervision
frameworks, models and functions differently all over the world, both the academic
and non-academic literature confirms that the activities of audit, control and
supervision in the public and private sectors have a low capacity in the context of
outcome and impact or have failed completely. The local self-government sector in
Estonia is facing a real need for change in the political, economic and
administrative fields, including aspects of audit, control and supervision. The
author argues that the treatment of audit, control and supervision activities of local
self-government units in the present paradigm (not understood, treated, designed
and maintained like an integral, coherent holistic system or organisation) has so
many imperfections that it cannot be a reliable means of modern good governance
anymore. This statement is definitely relevant to Estonia. As a result, a new
paradigm of treatment of the ACSS of the LGS in Estonia is to come into use.
The author suggests that in order to design and develop an integrated ACSS of
LGUs that is scientifically justified, as well as appropriate and functional in real
life, a philosophical platform that stands on at least 7 pillars is needed as follows:
1. The paradigm of the laws of nature; 2. The holistic approach; 3. The paradigm of
self-organization; 4. The reciprocal-balance approach; 5. The uniqueness principle;
6. The paradigm of uncertainty; and 7. The compatibility approach. The author also
discusses four options for their implementation in actual life within the integral
model of audit, control and supervision of the LGS. The author explains his idea
more deeply in his original papers.
Social systems and processes are very complex, they operate under the
influence of self-organizing processes and work in open systems, sometimes called
a world-system or eco-social system. The operations of social systems are
indeterministic, unpredictable and uncertain. A state and an LGU as an
organization, institution or system inevitably consist of human beings, they are
social, eco-social or real systems. Local-level governance is a complex
phenomenon and local authorities are very complex organizations which exist in a
highly turbulent environment. Therefore, society, LGUs and ACSS are constantly
changing in time and space. Accordingly, one can argue that ACSS is permanently
under conditions of uncertainty, indeterminacy and self-organization as well.
Therefore, when one tries to find scientifically justified and theoretically correct
solutions, it is especially important to make sure that the LGS as a whole and each
municipality separately are treated not as an isolated and rigid system that is
always in balance, regardless of time, but on a philosophical basis, proceeding
from the paradigm of self-organisation.
The principal elements of the state are people. According to the SelfGovernment Theory, people are sovereign rulers in a democracy. Consequently,
taking into account that Estonia is a democratic state and the inhabitants of each
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LGU in Estonia are sovereign, it is inevitable that one has to take into account
people as the main actors in this very social system. Thereby, the ACSS of LGUs is
a system where people with their needs, desires, demands and behaviour are actors
and a key factor (the human-centred approach). Therefore, the human-centred
approach and the paradigm of the laws of nature are inevitable necessities in
dealing with social processes and systems.
The author recognizes that the new approach to the treatment of ACS matters
has pros and cons that depend on cultural, political, economical and legal factors.
One material risk that can arise from a new approach to the treatment of the matter
of ACSS of LGS is the risk of increasing dependency of a LGU on the central
government. Nevertheless, local democracy may be in some way imperfect.
Accordingly, there is a need to keep a legitimate and purposeful balance between
the rights and obligations of the central government and local self-government in
applying an integral ACSS to real life. On the one hand, the central government
should not have to overrule or override the LG sector. On the other hand, the
inhabitants of a particular LGU should not have to suffer because of the low
administrative capacity of local governance institutions or because of improper and
corrupt action of local politicians or civil servants.
However, the approach presented by the author is evidently a step further in the
theoretical and practical treatment of the issues of audit, control and supervision in
the local self-government sector. Still, further research has to be performed to
discover more particular pros and cons challenging the introduction and application
of the holistic approach of the ACSS of LGS in different types and sizes of
countries.
Even though the author’s research is based on the case of Estonia, known as a
small constitutional democratic liberal society with an open economy, his ideas are
applicable to other democratic societies as well.

47

Kokkuvõte
Käesoleva doktoritöö uurimisobjekt on kohaliku omavalitsuse (edaspidi KOV)
auditi, järelevalve ja kontrolli (edaspidi AJK) süsteem Eesti Vabariigis. Auditi,
järelevalve ja kontrolli süsteem (edaspidi AJKS) on keeruline ja mitmetahuline
uurimisobjekt. Kogu süsteem on ajas pidevas muutumises, toimib avatud
keskkonnas ja selle osised mõjutavad üksteist vastastikku. Audit, järelevalve ja
kontroll on omavahel väga keerulistes seostes, nad avaldavad vastastikku mõju
mittelineaarselt ja raskesti määratletavates või isegi tuvastamatutes seostes.
Doktoritöö eesmärk on kirjeldada KOV AJK süsteemi Eestis, analüüsida
olemasoleva AJKS ja selle osiste (auditi, järelevalve ja kontrolli alamsüsteemid)
vähese toimimise põhjusi, esitleda põhimõtteliselt uut lähenemist KOV AJKS
akadeemilisele uurimisele ja käsitlemisele ning kirjeldada uuenduste praktikas
rakendamise võimalikke tugevusi, nõrkusi ja riske.
Käesolev doktoritöö on ajakohane, sest KOV AJK teemasid on uuritud Eestis
väga vähe. KOV auditi-, kontrolli-, ja järelevalve süsteemide toimes esineb tõrkeid
nii Eestis, kui ka teistes riikides ja avaliku sektori AJK süsteemid vajavad
kohandamist muutunud oludega avalikus halduses.
Doktoritöö akadeemiline uudsus nii rahvusvahelisel tasandil kui ka Eestis
seisneb peamiselt järgnevas:
1. Autor käsitleb esmakordselt KOV AJKS ühtse tervikuna (holistlik
lähenemine).
2. Autor esitleb põhimõtteliselt uut lähenemist KOV AJKS käsitlemiseks ja
arendamiseks.
Doktoritöö tugineb peamiselt auditi, järelevalve, kontrolli, valitsemise,
kohaliku omavalitsuse ja avaliku halduse ala teoreetilisele kirjandusele ja
teadusuuringute tulemustele. Autor on kasutanud ka teemakohast ametialast,
erialast ja kutsealast kirjandust. Autor kavandas uurimistöö kombineerides mitut
meetodit ja teooriat, sest KOV auditi, järelevalve ja kontrolli tegevused, kohased
juhtimis- ja kontrollisüsteemid ning AJK organisatsioon on keeruline,
mitmetahuline ja interdistsiplinaarne uurimisaines. Uurimistöö käigus kasutati
KOV AJKS ja selle erinevate osiste empiiriliste analüüside ja päringute tulemusi.
Käesolev doktoritöö põhineb neljal pingelisel teadustöö aastal Tallinna
Tehnikaülikoolis. Uuringute esmaseid tulemusi on esitletud ja nende üle
diskuteeritud rahvusvahelisel teaduskonverentsil First Global Academic
Conference on Internal Audit and Corporate Governance Rotterdamis. Autor on
doktoriõppe ajal avaldanud 7 teaduslikku, populaarteaduslikku ja muud artiklit
doktoritöö teemal ja allteemadel.
Doktoritöö põhineb neljal algupärasel teadusartiklil. Autor käsitleb esimeses
teadusartiklis KOV AJKS Eestis, kirjeldades ja esitades olemasoleva KOV AJKS
analüüsi tulemusi ning esitleb uusi teoreetilisi põhimõtteid KOV AJK optimaalse
süsteemi väljaarendamiseks. Teises teadusartiklis kirjeldatakse põhjalikult KOV
auditi, ennekõike siseauditi, teemat, keskendudes väikeste KOV üksuste näidetele.
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Autor annab artiklis ülevaate KOV auditi ja siseauditi olukorrast Eesti kohaliku
omavalitsuse sektoris, esitleb teoreetilisi võimalusi ja praktilisi soovitusi KOV
auditi ja siseauditi olukorra parandamiseks ning mõtiskleb välja pakutud
lahenduste tugevate ja nõrkade külgede üle. Autor keskendub kolmandas
teadusartiklis KOV välise (eksternse) AJK süsteemi ja subjektide tegevuse
õiguslikku raamistiku ja hetke olukorra analüüsile Eestis. Samas esitleb ta
mõningaid teoreetilisi lahendusi ja annab praktilisi soovitusi KOV eksternse AJK
süsteemi toimimise parandamiseks. Neljandas teadusartiklis tutvustatakse
põhimõtteliselt uut teoreetilist lähenemist KOV AJK süsteemile, analüüsitakse uue
lähenemise kasutuselevõtu vajadust ning mõtiskletakse uue lähenemise tugevuste
ja nõrkuste ning selle rakendamisel esile kerkida võivate takistuste üle.
Käesoleva doktoritöö sissejuhatav artikkel koosneb viiest peatükist. Autor
annab esimeses peatükis üldise ülevaate KOV olukorrast Eestis ja ka mujal, seda
uurimisainese konteksti paremaks mõistmiseks. Teises peatükis avatakse AJK
olukorda nüüdisaegses maailmas. Kolmandas peatükis kirjeldatakse KOV AJKS
praeguse paradigma puudusi ja selle põhjusi Eestis. Neljandas peatükis avatakse
KOV AJKS põhimõtteliselt uue lähenemise sisu ja viiendas kirjeldatakse uue
lähenemise tugevusi ja nõrkusi.
Kohaliku omavalitsuse mudeleid on maailmas palju. Erinevad on ka KOVide
ülesanded, tulubaasid, rahastamise allikad, mõjujõud ja suhted KOV ja
keskvalitsuse vahel, samuti organisatsiooniline ülesehitus, majandusarvestus ning
aruandlus. Siiski on KOV arengute mitmed trendid maailmas sarnased. Näiteks
pidevalt muutuv keskkond, lõhe kohustuste ja finantside vahel, pidevad reformid ja
reorganiseerimised, vähene poliitiline vastutus ning üha suurenev koostöö KOV
üksuste vahel. Akadeemilisele ja muule erialasele kirjandusele tuginedes võib
väita, et KOV olukord ei sõltu ainult ühiskonna poliitilisest korrast, demokraatia
tasemest, liberalismi või autokraatia määrast, heaolu tasemest ega ka vaadeldava
ühiskonna sotsio-kultuurilisest keskkonnast.
Ka valitsemise ja juhtimise mudelid on maailmas väga erinevad, mistõttu
valitsemis- ja juhtimisprobleemidele lahenduste leidmine on nagu ”rätsepatöö”,
mis sõltub mitmetest teguritest. Vaatamata eeltoodule on kontrolli struktuurid
valitsemise nurgakiviks. Sisekontrolli süsteem on juhtimis- või valitsemissüsteemi
lahutamatu osis ja siseaudit on valitsemise ja juhtimise oluline mehhanism kogu
maailmas. Järelikult - auditi, järelevalve ja kontrollistruktuurid on
valitsemisstruktuuri lahutamatud osised sõltumata riigi geograafilisest asendist või
õiguskorrast.
Nii akadeemilised kui ka mitteakadeemilised allikad kinnitavad veenvalt, et nii
avaliku kui ka erasektori auditi, järelevalve ja kontrolli tegevused ja süsteemid on
osutunud vähe mõjusaiks või lausa kasutuks. Doktoritöö autor tõendab, et ka KOV
AJK süsteemid Eestis ei ole enam küllaldaselt mõjusad või on lausa sobimatud
nüüdisaegsele avalikule haldusele. AJK tegevuste ja süsteemi vähese mõju või
läbikukkumise põhjusi on palju. Doktoritöö autor väidab, et üheks olulisemaks
põhjuseks on AJKS käsitlemine vales paradigmas. Teadus- ning kutse-, ameti- ja
erialakirjanduses domineerib käsitlus, kus KOV üksusi ja KOV AJKS uuritakse
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masinalaadsete mehaaniliste süsteemidena, mida võib uurida, analüüsida,
konstrueerida, käivitada ja seisata, kuid mille lahutamatu ja loomupärane põhiosis
ei ole mingil juhul inimene ise.
Käesoleva doktoritöö autor soovitab KOV tervikliku AJKS kujundamisel ja
arendamisel lähtuda filosoofilisest alusest, mis seisab 7 järgmisel põhisambal:
1. Loodusseaduste paradigma.
2. Terviklik (holistlik) lähenemine.
3. Iseorganiseerumise paradigma.
4. Vastastikuse tasakaalu (retsiprookne) lähenemine.
5. Unikaalsuse printsiip.
6. Määramatuse paradigma.
7. Ühilduvuse printsiip.
Autor avab eelnimetatud põhisammaste sisu ning rakendamise tähtsuse ja
võimalused põhjalikumalt käesoleva doktoritöö aluseks olevates teadusartiklites.
Sotsiaalsed süsteemid ja protsessid on väga keerukad, nende toimimine on
käsitletav iseorganiseerumise paradigmas ja nad toimivad avatud süsteemides.
KOV üksused on väga keerukad organisatsioonid ja sotsiaalsed või öko-sotsiaalsed
süsteemid, mis on pidevas muutumises. Sotsiaalsete süsteemide toimimine on
ettemääramatu, prognoosimatu ja tõsikindlusetu. Järelikult on ettemääramatud,
prognoosimatud, tõsikindlusetud ja pidevas muutumises ka KOV ning KOV AJKS.
KOV ja KOV AJKS toimivad samuti iseorganiseerimise mõju all. Ühiskonna, riigi
ja KOV peamiseks subjektiks on inimene, mistõttu ühiskondade ning sotsiaalsete
nähtuste, protsesside ja süsteemide uurimisel tuleb inimest käsitleda keskse
mõjutajana (inimkeskne lähenemine).
Autor mõistab, et teooria praktikasse rakendamise tulemused ei ole täielikult
ette ennustatavad, üks-üheselt juhitavad ja tõsikindlalt tagatavad ei autori, ega ka
autori ideid ellu rakendada kavatsevate praktikute poolt. Üheks oluliseks ohuks
autori ideede väära juurutamise korral võib olla KOV sõltuvuse suurenemine
keskvalitsusest. Demokraatia ei ole täiuslik nähtus, mistõttu on oht, et riigi ja
kohalikud poliitikud või ametnikud ei täida erinevatel põhjustel neile põhiseaduse
ja seadustega pandud kohustusi või nende tegevus (tegevusetus) ei vasta KOV
üksuse elanike põhjendatud ootustele. Järelikult peavad olema teoreetilised ja
praktilised õiguspärased ja -kindlad võimalused tagamaks tasakaalu KOV elanike
põhiseaduslike õiguste ja KOV küllaldase autonoomia tagamise vahel.
Doktoritöö oluline praktiline väärtus seisneb peamiselt kahes asjaolus:
1. Autori esitletud lahendus võimaldab paindlikult valida iga riigi kohaliku
omavalitsuse sektorile ja igale KOV üksusele optimaalse auditi, järelevalve ja
kontrolli mudeli.
2. Autori väljatöötlus võimaldab tagada tasakaalu KOV üksuse elanike
põhiseaduslike õiguste tagamise ja KOV autonoomia tagamise vahel.
Autor mõistab, et erinevate eksternsete ja internsete audiitorite, järelevalvajate
ja kontrollijate tegevuse koordineerimise keerukus võib ideede elluviimist oluliselt
raskendada, kuid ei välista idee rakendamise võimalikkust. Tuleb möönda, et autori
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ideede ellu rakendamist võib takistada poliitikute tahtmatus KOV auditi,
järelevalve ja kontrolli tegevuse mõjususe suurendamiseks.
Autori esitletud teoreetilised võimalused KOV AJKS põhimõtteliseks
ümberkorraldamiseks sobivad rakendamiseks ka teistes riikides, kuigi uurimistöö
on läbi viidud Eesti näitel. Siiski on vältimatult vaja järgida nõuet, et enne lõplike
otsuste tegemist on vaja välja selgitada, millised eeldused ideede rakendamiseks
olemas on või hoopiski puuduvad ning millistele AJKS alamsüsteemidele enim,
millistele vähem rolli määrata.
Käesolev doktoritöö on üheks sammuks KOV AJKS uurimiste jadas Eestis,
kuid KOV AJKS uurimistööd tuleb jätkata mitmest erinevast aspektist lähtudes.
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Article 4
Integral Model of Audit, Control and Supervision of Local Self-Government
ABSTRACT
The author of this article considers the issue of audit, control and supervision of local
self-government units in a new paradigm. The author argues that the treatment of audit,
control and supervision activities of local self-government units in the present paradigm
(treated separately from each other or only as a ‘control or audit pyramid’) has enough
imperfections that it cannot be a reliable means of modern good governance anymore.
The author presents some ideas for the operation of an integral system of audit, control
and supervision of the local self-government sector, particularly focusing on small local
self-government units. Even though the author’s research is based on the case of Estonia,
a small constitutional democratic liberal society with an open economy, his ideas are
applicable to other democratic societies as well.
Key words: Audit, Control, Estonia, Local Self-Government, Supervision.
AIM AND PURPOSE OF THE ARTICLE
The aim of this article is to discuss the matter of audit, control and supervision
(hereinafter called ACS) of local self-government units (hereinafter called LGUs, the
object of research) in a new paradigm and present some ideas for the operation of an
integral system of audit, control and supervision (hereinafter called ACSS) of the local
self-government (hereinafter called LG) sector, particularly focusing on small LGUs. The
selected theme of research is real and relevant for Estonia, the European Union and the
world as well. The challenges facing LG in the 21st century are complex and rapidly
changing (Boland and Coleman, 2008: 313). LG itself (Aarrevaara, 2003: 298; Helander,
2003: 290; Pihlajaniemi, 2003: 264, 268; Ryynänen, 2003: 256; Woolas, 2005) and
societies (Kettunen, 2003: 277, 287; Walker, 2005: 81) where LGUs exist are in the
process of permanent change as well. Because of that ACS systems in LG as a matter of
research are interesting and worthy of treatment.
METHOD
The author relies on the philosophical basis presented by Raivo Linnas (2007) of the
Tallinn University of Technology for designing and developing a solution for the ACSS
of the LGS that is scientifically justified, as well as appropriate and functional in real life.
ACS activities, relevant management and the control systems and organization of ACSS
in the LGS is a diverse, complex, complicated and interdisciplinary matter of research.
Therefore, the author used a multi-method research design to integrate the qualitative and
quantitative methods of collecting, processing and interpreting data. A structural search
of the relevant theoretical publications and other sources of information and data was
performed. In particular, the focus of information sources were official reports, interimreports, publications, the minutes and correspondence of institutions carrying out the
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functions of external control, supervision and audit. The author used the results of a
survey on the supervisory activities of 15 Estonian county governments (the sample
consists of 100 percent of the population) performed by the Ministry of the Interior of
Estonia in 2006 and another on judicial control performed by the administrative courts
(the sample consists of 100 percent of the population) over the LGUs in Estonia. The
information and data collected by the author was validated, analysed and synthesised.
The sources of information the author used were qualitatively analyzed for semantics and
content.
FAILURE OF THE PRESENT PARADIGM OF AN ACSS OF THE LOCAL
SELF-GOVERNMENT SECTOR
In the context of social sciences, state theory and public management, the primary issues
are not inputs, subjects, processes, systems or outputs, but first of all outcomes and
impacts (Linnas, 2007: 287). Both the academic and non-academic literature confirms
that the activities of ACS in both the public and private sectors have a low capacity in the
context of outcome and impact or have failed completely. For example, the external
evaluation of LGUs by the state is not efficient in Estonia (Linnas, 2007: 286-287),
Finland (Oulasvirta, 2003: 346), Israel (Friedberg, 1999: 11), the United Kingdom
(Woolas, 2005), Sweden (Hanberger, 2009: 18) and in others states as well. The
operational capacity and quality of external audit in Estonia is surely not missing
completely, but due to the existence of a large number of small LGUs the lack of
coordination between external auditors and the insufficient audit capability of external
auditors, the amount of time between external audits in any particular LGU is about 4-5
years. For example, the State Audit Office (hereinafter called SAO) has performed at
least 1 audit on the legality and compliance of annual accounts of each LGU of Estonia in
2007 or 2008, but this is rather the exception, not the rule in Estonia. However,
contracted external auditors almost always depend only on the customer of their services
(auditee) as regards the expected result. (Linnas, 2007: 286; 2008: 74)
For instance, internal control activity and internal control systems might be rather weak
because small LGUs do not have a sufficient amount of financial (Haveri, 2003: 321;
Pihlajaniemi, 2003: 268; Oviir, 2006; SAO, 2006: 8; Linnas, 2007: 284) and human
resources (Haveri; Pihlajaniemi; Oviir) to hire, educate, train and keep in office
experienced, skilled and well-qualified persons. Thus, internal control activities in most
Estonian LGUs are at real risk and need the support of external audit, control and/or
supervision.
According to Sterck, Scheers and Bouckaert (2005: 13), budgeting and accounting
systems in the public sector are changing and as a result there is a need for new ways of
audit and control. For example, in the case of Estonia, not all LGUs have a compulsory
responsibility to contract an internal or external audit of annual accounts and reports, and
there is no legal obligation to establish an internal audit unit or appoint an internal auditor
in LGUs in Estonia (Linnas, 2008: 70). As a result, there are currently internal audit units
in only a very few of the biggest towns.
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In several cases, the audit commissions (Revisjonikomisjon) of LGU councils (political
internal supervisory body and substitute for an internal audit committee) had failed to
perform the objectives prescribed by law and their roles were mainly formal (SAO,
2006). Allar Jõks (2008), former Chancellor of Justice, argues that in Estonia party
affiliation is taking on terrifying dimensions, where the preference of private interests
over public interests is rather the rule than the exception, meaning that the clan economy
needs to be handled. However, this is not only the case of Estonia. For example,
according to John Fender and Peter A. Watt (2002: 283), local authorities in the UK may
be run by self-interested groups insufficiently constrained by local politics as well.
According to Swiderska, Roe, Siegele and Grieg-Gran (2008: 22), ‘Representative
democracy has often failed to represent people adequately in governance, which means
that additional spaces may need to be created for direct participation (e.g., citizens’
juries).’ Günter Schmidt (2003: 21) argues that ‘...Administrative culture in the meaning
of enhancing administrative output has to be kept under permanent control, and the best
way of controlling is be done by the citizen (or the client).’ Consequently, the common
approaches used in improving and developing the effectiveness of internal audit and
supervision activities and systems of the LGS are not relevant means for evidential
results in improving the effectiveness of internal audit and supervision activities and
systems.
The operational capacity and quality of external control and supervision over the LGS are
rather good in the case of Estonia. There are a fairly large number of organizations
carrying out the tasks of administrative, constitutional, financial, judicial, legal, political
and public external control and supervision. According to Linnas (2009: 141), the
external control and supervision system of LGUs in Estonia is “definitely based on a
solid and adequate constitutional and legal framework”; “is in full accordance with the
European Charter of Local Self-Government in this particular respect” and the
administrative, constitutional, governmental, judicial and political control and
supervision over the LGS executed by the state in Estonia is “in general and by large
sufficiently public, transparent and democratic enough”. Nevertheless, the SAO argues
that the control systems over the LGS in Estonia are inefficient or ineffective (SAO,
2006).
For instance, judicial supervision is rather marginal in Estonia. For example, county
governments filed 29 lawsuits in the administrative court against LGUs in Estonia in
2006, and filed 396 lawsuits against 61 LGUs in the administrative court in 2007.
However, there are more subjects that have the right to file lawsuits in the administrative
court against LGUs in Estonia. After all, the role of administrative courts in the external
control activities of LGUs remains less powerful in respect of control and supervisory
cases in comparison with the activities of other subjects responsible for ECS activities
over LGUs.
The supervision done by the CJ is often based on a single complaint, although the CJ also
performs independent systemic risk-based supervision. For example, in Estonia in 2006,
207 cases were opened by the CJ to scrutinise the legality and constitutionality of
legislation, bylaws and other rules of a similar nature, as well as of the constitutionality
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and legality of the regulations of local councils or of the executive boards of those
councils (45 cases: 5 on the basis of county governors’ petitions, 39 on individuals’
petitions and 1 on the CJ’s own initiative) (OCJ, 2007: 63, 250, 251). 55 cases opened by
the CJ in 2006 were in the area of local government organisation law (OCJ, 2007: 247).
However, Indrek Teder, the CJ of Estonia (2008), argues that there are too many LGUs in
Estonia for his office to have effective constitutional control over them all.
Supervision over the LGS done by county governors is only supervision over the
legitimacy of individual acts adopted by the councils and governments of the local
government units of a given county, and, in the cases and to the extent provided by law,
also over the legitimacy, purposefulness and expediency of putting state assets to use by
the LGU in question. The actual administrative capacity of a county governor in
supervising the lawfulness of local government activities is often unsystematic, eclectic
and insufficient (Linnas, 2007: 286). Some results characterising the performance of
county governors are presented in Tables 1 and 2.
Field of supervision executed by
county governors over LGUs in
Estonia1
Legality of the legislation of the
specific application of local
governments and local government
councils.
Legality and purposefulness of the
use of state assets in the use or
control of local governments.
Land readjustment.
Land restitution.
Legality of the privatisation of
dwellings owned by local
governments.
Legality of the privatisation of nonliving space owned by local
governments.
Return, distribution and use of funds
earned from the privatization of
municipal assets.
Performance of the agricultural
reform.
Determining the value of property
and compensation.
Return of unlawfully expropriated
property.
Performance of family doctors.

No. of
No. of
proceedings proceedings
in 2003
in 2006
313
1317

32

0

6
9711
22

1533
4048
24

6

3

3

24

0

14

919

430

368

148

3732

311
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Quality of social services and other
aid; Purposeful use of funds
allocated for social aid from the state
budget.
Educational and child raising
activities in children’s facilities.
Educational and child raising
activities in vocational education
facilities.
Educational and child raising
activities in secondary schools and
gymnasiums.
Purposeful use of funds allocated for
youth work from the state budget.
Performance of duties and tasks by
public libraries.
General and detailed planning.
Fulfilment of the requirements of
passenger carriers licences and line
licences of public and light transport,
fulfilment of public services
agreements and contracts of public
and light transport, fulfilment of
administrative agreements and
contracts of public and light
transport.
Fulfilment of the requirements of the
Compulsory State Defence Tributes
Law.
Other supervision.
Total

3053

200

45

182

-

9

-

222

3536

179

14

5

449
2897

1003
171

0

0

1328
13295

3499
13322

Table 1. Data concerning the performance of county governors over the LGUs in
different fields of supervision in Estonia.
Inducements of the exercising of general
supervision by county governments over
LGUs in 2003
Application of an individual
Article in a newspaper
Application of the Land Board
Application of the Chancellor of Justice
Initiative of a County Government
Application of the Ministry of Defence
Application of the Ministry of Finance

No. of cases
in 2003
238
4
30
5
17
2
2
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Application of the Ministry of the Environment
Application of a Member of the Council of an
LGU
Application of an LGU
Application of the National Electoral Committee
of Estonia
Any other entity

1
3
8
2
1

Table 2. Data concerning inducements of the exercising of general supervision by county
governments over LGUs in Estonia in 2003.
According to the data provided to the author by the Elections Department of the
Riigikogu, the Estonian National Electoral Committee (ENEC) in its supervisory process
over LGUs has handled cases as follows: in 2000, 1 supervision; in 2001, 1 supervision
and 1 complaint; in 2002, 4 supervisions and 18 complaints; in 2003, 11 complaints; in
2004, 2 supervisions and 14 complaints; in 2005, 1 supervision and 30 complaints; in
2006, 1 supervision and 8 complaints; in 2007, 1 supervision and 4 complaints; and in
2008, 1 supervision and 1 complaint. Thus, the role of the ENEC in ECS activities of
LGUs remains less numerous in respect of the number of control and supervisory cases in
comparison with activities of other subjects responsible for ECS over LGUs.
A review of the academic and non-academic literature confirms that scientists,
researchers and practitioners are used to treating the matter of audit, control and
supervision of private, non-governmental and public organizations in a separate, nonholistic and unsystematic manner in a paradigm of mathematics-based sciences (exact
sciences). Few authors have treated the issues of ACS in pairs (internal audit – external
audit, control – supervision) or like a “control or audit pyramid”. However, approaches
like a “control pyramid”9 (Sterck, Scheers and Bouckaert, 2005: 15) or an “audit
pyramid” still have principal limits and are not holistic solutions. The “control pyramid”
approach focuses only on different control subsystems and the “audit pyramid” approach
focuses only on the audit subsystem of an ACSS.
Summing up the present chapter one can conclude that ach activity and subsystem of
ACSS has a number of evident deficiencies and insufficiencies. There are many different
theoretical and practical reasons for that, but the principal factor is an incorrect paradigm
of treatment of this particular object of research. Accordingly, one can conclude that the
treatment of ACS activities of LGUs in the present paradigm has enough imperfections
that it cannot be a reliable means of modern good governance anymore. This statement is
definitely relevant to Estonia.
THE NEW PARADIGM OF THE ACSS OF THE LGUS
In this chapter the author considers the issue of the ACS of LGUs in a new paradigm.
What is the new paradigm? According to Sepp, Noorkõiv and Haljaste (2006: 3), LGUs
are to be understood in four dimensions: as a part of the state administrative system, as a
supplier of local public services, as a territorial corporation, and as a satisfier of the
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interests, needs and expectations of domestic inhabitants. Thus, an LGU functions
together and simultaneously as an institution, an organization and a system. In the context
of the Agency Theory, an LGU, acting via a municipal council and government, serves as
an Agent (manager), while its residents and state government institutions serve as
Principals (Owners).10 Herewith, all links and relations between the inhabitants of an
LGU and the state, between the inhabitants of an LGU and the LGU itself, and between
an LGU and the state are affected and influenced by the factors described by the Agency
Theory. LGUs and the ACSS of LGUs are complex and complicated organisations as
well. Therefore, LGUs and the ACSS of LGUs are to be the subjects of the Theory of
Complex Self-Organizing Systems, The Theory of Living Organisms, The Organizational
Theory and other theories as well. In the actual life of each society one cannot see such
an idealistic state of any organization like that portrayed by conventional organization
theory or such perfect relations between a principal and an agent as described by the
Agency Theory. Therefore, the new paradigm offered by the author is based on different
theories and paradigms, which support, not constrain or exclude the function and effect of
each other.
According to the author’s earlier work, designing and developing an integrated ACSS of
LGUs that is scientifically justified, as well as appropriate and functional in real life,
should be based on a philosophical platform that stands on at least 7 pillars: 1. The
paradigm of the laws of nature; 2. The holistic approach; 3. The paradigm of selforganization; 4. The reciprocal balance approach; 5. The uniqueness principle; 6. The
paradigm of uncertainty; and 7. The compatibility approach (Linnas, 2007: 290).
The paradigm of the laws of nature
In the scientific, vocational, professional, and special literature, LGUs and the ACSS of
LGUs are mainly treated as mechanical systems that people may study, analyse,
construct, actuate and bring to a halt, but where the human being is not considered as an
inseparable, inherent component. Using the paradigm of mathematics-based sciences
(exact sciences) is, of course, possible and necessary, but the question is whether such an
approach is the only possible direction considering that the aim of this article does not
only lie in finding a solution to an abstract theoretical problem. Social systems are a subclass of naturally constituted dissipative systems (Harvey and Reed, 1994; Nicolis and
Prigogine, 1989; Gunaratne, 2003: 436; 2005: 754). Most fundamental differences
between technological and social systems are: 1. Technological systems are put together
from component parts that are largely self-contained (closed systems) and are almost
open in closed systems, but social systems are open systems that function in other open
systems. 2. The functioning of technological systems is almost always deterministic,
predictable and certain, but the operations of social systems are not-deterministic,
unpredictable and uncertain. (Prigogine, 1983; Prigogine and Stengers, 1984; Näpinen,
1994: 179; Gunaratne, 2003: 426) The author is aware that while some parts of the
universe may operate like machines (Prigogine and Stellers, 1984) and in present era of
nanotechnology and biorobotics differences between technological systems and social
systems are rapidly vanishing, LGUs are still run, audited, controlled and supervised by
human beings, not human beings acting like robots or cyborgs. Therefore, an LGU and an
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ACSS of an LGU should be treated as an organism rather than a mechanism. For
example, Joseph A. Schumpeter treated business, economic and industrial entities like
living organisms, calling those bodies ‘business organisms’ (Schumpeter, 1939: 272),
‘economic organisms’ (Schumpeter, 1939: 265, 351, 370) and ‘industrial organisms’,
accordingly (Schumpeter, 1939: 358).
According to the Self-Government Theory, people are sovereign rulers in a democracy
(Solum, 1989: 73). Consequently, taking into account that Estonia is a democratic state
and the inhabitants of each LGU in Estonia are sovereign, it is inevitable that one has to
take into account people as the main actors in this very social system. Thereby, the ACSS
of LGUs is a system where people with their needs, desires, demands and behaviour are
actors and a key factor (the human-centered approach). Therefore, the human-centred
approach is an unavoidable precondition in the handling of social issues and social
systems. It is significant and relevant for any size LGU, but particularly so for small
LGUs. For example, in the smallest LGUs in Estonia (such as the rural municipalities of
Ruhnu11 and Piirissaare12), the number of inhabitants is so small that each person has the
greatest value from the political or administrative point of view. For example, the
replacement of the chairman of council or mayor of an LGU may cause a complete
change in its management and organizational culture, control environment, risk appetite
and administrative capacity. Or the resignation of a member of council or government of
a small LGU can easily cause a situation where there is no suitable person to replace the
vacancy with. Moreover, the needs, desires, demands and behaviour of a person changes
from day to day because of innumerable factors. That is why treating an ACSS just like a
mechanical system without social or human factors does not produce a reasonable
solution suitable for implementation in real life (the paradigm of the laws of nature,
human-centered approach).
The holistic approach
According to Ludwig von Bertalanffy, the creator and chief exponent of the General
Systems Theory, real systems are open to and interact with their environments and they
can acquire qualitatively new properties through emergence, resulting in continual
evolution. According to Matei and Matei (2008: 34), the architecture of the European
governance model will be that of a complex system with a mixed architecture,
emphasizing connections with different intensities among its various levels: European,
regional, national, etc. State-level administration systems and local government-level
administration systems form a holistic, integral and complex public administration
system in society (Linnas, 2009: 143). Accordingly, a state-wide ACSS of an LGS should
be treated as a whole, and the ACSS of each municipality has to be treated as a whole as
well (the holistic approach). Each particular LGU as a living organism-like system and
ACSS as a social system, in turn, comprise complex subsystems and components.
Besides, each subsystem (systems of internal audit, external audit, internal control,
external control, internal supervision and external supervision) comprises more
subsystems and elements as well. That is why the holistic and system approaches are to
be in the mind of any researcher, civil servant or politician while treating an issue of the
ACSS of an LGS in whole or of a particular LGU.

Article 4 cont
The paradigm of self-organization
According to Leo Näpinen (1994: 179), society is an unpredictable self-organizing
organism. The ACSS of an LGU belongs within the context of social phenomena
(Linnas, 2007: 289). However, as a state and an LGU as an organization, institution or
system inevitably consist of human beings, they are social or eco-social systems. Social
systems and processes are very complex (Wallerstein, 1998: 5; Näpinen, 2002: 130, 131),
they operate under the influence of self-organizing processes (Prigogine and Stengers,
1984: 22, Heyligen, 2002: 23; Näpinen, 1994: 164) and work in open systems (Prigogine,
2000: 895), sometimes called a world-system (Wallerstein, 1974: 347; Straussfogel,
1997: 123) or eco-social system (Lemke, 1995: 16). According to the Theory of Complex
Self-Organizing Systems, in systems (this includes living organisms, ecosystems and
social or eco-social systems) there are no isolated controlling agencies and causality has
rarely provided adequate accounts because they consist of many interacting parts. In
social systems, individual information (such as individual values, norms, conclusions,
rules, opinions, ideas and beliefs) changes dynamically because of the new experiences of
individuals (Fuchs and Hofkirchner, 1999: 4). According to Work (1998), a society as a
whole system is a rather horizontal playing field with autonomous yet interrelated actors,
sectors and geographic areas. Therefore, it is unrealistic to imagine that one person or a
single agency can have complete control over all of a system and that only one
interacting part can cause precisely expected results in the system as a whole. Therefore,
it is especially important to make sure that the LGS as a whole and each municipality
separately are treated not as an isolated and rigid system that is always in balance
regardless of time, but on a philosophical basis proceeding from the paradigm of selforganisation.
The reciprocal balance or reciprocal compensation approach
This particular principle is the easiest to explain in theory, but not so easily implemented
in the actual life of a state or an LGU. The idea of this approach is simple. A cohesive
whole may serve as an excellent system, even if subsystem or an element is not present at
all. For example, if there is a lack of some subsystems or an element of any subsystem or
an element is malfunctioning, then the malfunctioning subsystem or the malfunctioning
element can be balanced by the functioning of another subsystem or element (the
reciprocal balance or reciprocal compensation or reciprocal support approach). However,
this is in theory. In practice, one can face some difficulties in implementing the reciprocal
support approach in real action, because of different legal, administrative, political and
organisational factors. However, this does not at all mean that the reciprocal
compensation approach does not work in actual day-to-day life. Let us imagine that an
internal audit unit or internal auditor of an LGU is a well-experienced, skilled and highqualified professional. Thus, obviously one very important subsystem or element (it
depends on the particular case) of an ACSS is reliable and effective. Therefore, external
ACS activities may be less extensive.
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The importance of sensitivity to specific contextual challenges and the history of a
specific locality in the designing or reforming of local governance institutions are
addressed by Howard and Sweeting (2007: 653). Pekka Kettunen and Tarmo Kungla
(2005: 375) argue on the basis of evidence from Estonia and Finland that the European
impact on sub-national governance seems to be strongly circumscribed by national,
bureaucratic and professional forces. According to Timo Aarrevaara (2003: 305), each
state creates an administrative system based on its own culture and history. The LGS of
each particular country is substantially different from the LGS of any other country and
different municipalities of the same LG system have very different characters.
Accordingly, each LGU and its ACSS should be handled like a unique organism.
Consequently, each LGU should be analysed, evaluated and assessed thoroughly before
taking any actions concerning the structure and organisation of the ACSS. The
Uniqueness Principle means that one cannot presume a priori that there exists a certain
and confident possibility of offering a uniform and standard solution of ACSS that fits the
LG sectors of every state and to all LGUs of one state, though this is not an entirely
excluded option. However, a general philosophical basis can be common and universal.
The paradigm of uncertainty
According to Prigogine (2000: 895-896), “a society is a nonlinear system; what one
person does influences the action of others. Thus nonlinearity increases with the size of
the society”. “The deterministic processes can be seen only in isolated, artificial
systems.” (Prigogine, 1983) “In large societies it becomes increasingly difficult to
maintain the spontaneous activity of members of that society.” (Prigogine, 1983)
According to Gunaratne (2003: 437), complex systems are both nonlinear and adaptive.
Their asymptotic behaviour patterns are often unpredictable (e. g., weather, public
opinion, epidemics, the stock market), although short-term prediction may be possible.
Society, LGUs and ACSSs are constantly changing in time and space. According to Leo
Näpinen, society is an unpredictable self-organizing organism, and “The selforganisation processes in society are not among those processes that are planned ahead
and subject to set objectives, but among those that come into being unexpectedly and
notwithstanding of the conscious activities of people.” (Näpinen, 1994: 179) The basics
and administrative arrangement of an LGU and ACS phenomena are univocally and
clearly indefinable, constantly changing with time and located in an open environment (a
non-linear relationship, the paradigm of uncertainty), which is why it is impossible to
refer to a permanent equilibrium when speaking about ACS systems. According to the
Institutional Theory, institutions are governance structures based on rules, norms, values
and systems of cultural meaning. According to neo-institutionalism, the explanation of
human behaviour within organisations has to encompass formal rules alongside the role
of informal norms, symbols, myths, belief systems and arrangements forming the culture
of the organization. An LGU has only one purpose: to give the inhabitants within its
purview the possibility of self-governance. The inhabitants of an LGU are actual physical
human beings made of flesh and blood. Thus, they have their own particular needs,
desires, demands, behaviour and informal norms, symbols, myths and belief systems.
Therefore, there is always the possibility that the reigning coalition may change coalition
partners or may be replaced as well. One can argue relying on Gunaratne (2003: 437) that
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ACSSs are permanently under conditions of uncertainty, indeterminacy and selforganization. Accordingly, relations, dependencies and impacts between the subsystems
and elements of an ACSS cannot be studied as linear processes. This leads us to at least
two principal conclusions: 1. Nothing concerning the reliability, operativeness, efficiency
and effectiveness of an ACSS as an integral whole or an ACSS of a particular LGU is
certain in day-to-day life. 2. So far as one cannot treat social processes like linear
processes, one also cannot believe that any input leads to an exactly timed and
determined output. Even though some outputs can be determined, there is almost no
likelihood of believing that any outcome is deterministic, certain and predictable.
The compatibility approach
LG sectors differ from each other all over the world, but some trends are common: a
permanently changing environment (Kettunen, 2003: 277, 287; Sterck, Scheersand and
Bouckaert, 2005: 13; Steyvers et al., 2008: 141); a mismatch between the responsibilities
and sources of finance (Mäeltsemees, 1994; Haveri, 2003: 319; Ryynänen, 2003: 255,
256); life under permanent change, reform and merger processes (Heuru, 2003: 258;
Steyvers et al., 2008: 135; Van de Walle, Van Roosbroek and Bouckaert, 2008: 50); and
the increasing share of networking (Aarrevaara, 2003: 302; Kettunen and Kungla, 2005:
357; Steyvers et al., 2008: 134) and co-operation between LGUs (Haveri, 2003: 316;
Heuru, 2003: 258; Niemi-Iilahti, 2003: 284; Helander, 2003: 295; Oulasvirta, 2003: 340;
Linnas, 2008: 77). The academic literature confirms that the situation of LGUs does not
depend only on the political order, degree of democracy, liberalism, welfare and sociocultural environment of a country (Linnas, 2008: 77). However, there still remains a
number of differences between states and LGUs in states. For example, in the case of
Estonia, according to the preamble of the Constitution of the Republic of Estonia
(hereinafter called CRE), the state exists for the Estonian nation, language and culture
‘through the ages’. Thus, the only reason for the establishment and existence of the
Republic of Estonia is the existence of a national state. The LGS is one level of a multilevel holistic public administration organization in a unitary state. Due to that, the
autonomy of an LGU should be treated first of all in light of the main purpose of a
national state; afterward, in light of the interests of local inhabitants and only then, in
light of the autonomy of local self-government as an end in itself. Thus, the full
autonomy of an LGU as an end itself, without the context of the most important purpose
of a national state, would not be a relevant object of treatment in actual socio-political
life. However, states have the unavoidable and obligatory task of acting as a guarantor
and guardian in granting all constitutional rights and freedoms to each and every
inhabitant of any LGU within its boundaries. However, what is evidently suitable for
leading countries for public administration (e.g., Australia, Canada, Denmark, the
Netherlands, New Zealand, the UK, the USA) is not by default suitable for Estonia and
vice versa. Arising from Estonia’s political, legal, historical and cultural peculiarities, the
impact of the public, primarily voters, on the political elite is almost negligible between
elections. This is why one has to keep in mind that the control performed by voters and
other public subjects over the administrators of LGUs is much feebler than in many other
countries. Accordingly, when trying to develop an optimal solution of ACSS, both the
wider and narrower political, economic, legal, cultural and historical context of the
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environment has to be taken into consideration (the compatibility approach). According
to Linnas (2007: 289), different models of ACS of LGUs apply to different political,
legal, historical, cultural and economic environments. Also according to Linnas (2007:
289), different models of ACS of LGSs apply to huge, big, middle-sized, small and tiny
municipalities. Regardless of that, the philosophical platform for designing an optimal
model of the ACSS of an LGS has to be uniform and in a proper paradigm. There is no
doubt that Estonia needs the introduction and application of a new paradigm of ACSS of
LGUs. However, any proposed solution should be very carefully analysed, evaluated and
assessed taking into account all the relevant aspects of the environment’s characteristics
for that particular society.
SOME IDEAS FOR THE OPERATION OF AN ACSS UNDER A NEW
PARADIGM
To better understand the ideas presented by the author, the different sectors (audit,
control and supervision subsystems) of audit, control and supervision systems may be
understood as sectors with changeable dimensions, where the shape of a globe or circle
will remain its primary dimension. If one sector (audit, control or supervision) changes its
own dimension, some other sectors have to change their dimensions as well. Here, we
will not pay any attention to the general size of a particular globe or circle, because this is
not important in our representative explanation imagery. How big each of the other parts
will be depends very much on how operative the other subsystems and elements of the
ACSS of this particular LGU, county, state or union of states are. There might be a
number of reasons for the different levels of operational capacity and quality of
subsystems and elements of the ACSS of this particular LGU. However, the focus of this
chapter is on what to do, if some subsystems or elements are not at present at all (it does
not matter why) or they are malfunctioning. The author explains his idea more deeply on
the basis of four different theoretical options presented afterwards in this chapter (See
Table 3).13 The possible combinations of different options of the functional/operational
capacity and quality of ACSS subsystems and elements are significantly larger, but the
four options presented by the author are good enough to support the explanation of his
ideas.
Function
Internal Audit
Internal Control
Internal
Supervision
External Audit
External Control
External
Supervision

Option 1
0
2

Option 2
0
5

Option 3
4
5

Option 4
5
5

2
0
5

0
2
5

5
0
2

5
5
5

5

5

2

5

Table 3. Different options of ACSS composition.
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In the theoretical case presented in Option 1 of the ACSS composition of a particular
LGU, one can see that the internal and external audit functions are completely missing;
the operational capacity and quality of the internal control function, internal control
systems and internal supervision are rather weak and the operational capacity and quality
of external control and supervision are rather excellent. In such cases it is important to
strengthen the operational capacity of external control and supervision. This means that
the most important institutions of political, administrative, constitutional and legal control
and supervision have to focus more on the issues concerning the activities of all LGUs or
a particular LGU. Equally, democratic public supervisors and controllers have to sharpen
their eyes.
In the theoretical case presented in Option 2, one can see that internal audit and
supervision functions are completely missing and the operational capacity and quality of
the external audit function is rather weak or during a particular period of time is rarely
present. Internal control, external control and external supervision are performed
excellently. In cases like Option 2 it is important to strengthen the operational capacity of
external audit and The Government of the Republic has to draw, implement and maintain
a sufficiently coordinated plan of political and administrative control as well as a
supervision plan for the ministries and county governors over this particular LGU. This
plan should be coordinated with the Chancellor of Justice as well. The Chancellor of
Justice has to focus on the medium term and the annual working plans of the CJ on the
LGUs where internal control systems are weak, municipal councils and governments are
consistently composed of members or representatives of only one party or interest group
or where the county governor is related to the political leaders of the LGU. The Ministry
of Justice and the Prosecutor’s Office have to focus on the plans of surveillance necessary
to detect and combat criminal offences in the LGUs which have a high risk level of
corruption, theft and misuse of public assets. The Ministry of Finance has to strengthen
the exercise of financial supervision, control and review over foreign aid-related funds
and those allocated for specific purposes and the purposeful and lawful usage of the
assistance granted to LGUs with no internal audit and supervisory functions. The
Environmental Investment Centre should strengthen its control activities over the
expedient use of the funds channelled to LGUs via environmental investment projects
that are financed by the income gained from environmental usage in LGUs with a higher
level of risk. In cases such as Option 2, it is very important that the municipal council in
corpore or at least the governing coalition finds the political will, managerial
professionalism and statesman-like conduct to put in place a mayor or municipal
government in corpore with well-experienced, skilled and highly qualified professionals.
Different democratic public supervisors and controllers such as voters, non-governmental
organisations, parties in opposition and the media have to sharpen their eyes and watch
over the LGUs with higher risk levels as well. According to Vallo Olle (2002: 9-10),
direct democracy as a phenomenon in the municipal sector is nothing new to Estonia,
because this was in actual practice during the second half of the nineteen twenties and
first half of the thirties. Olle also argues that practicing direct democracy in exercising
local governance in Estonia is not just hypothetical, but a useful, real and realistic option.
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In Option 3, one can see that external audit functions are completely missing or the
period of time between external audits in a particular LGU has been long. The
operational capacity and quality of the external control and supervision function are
rather weak. Internal audit, internal control and internal supervision are well or
excellently performed. In cases such as Option 3, it is an unavoidable task to strengthen
the operational capacity and quality of internal audit, control and supervision activities of
the LGU in question; develop purposeful, systematic and reliable internal control systems
of the LGU and try to direct the attention of those external supervisors and controllers
who are not politically biased, do not have a conflict of interest or suffer from a lack of
resources on it. A situation like that is an extreme challenge for the coordinators of audit,
control and supervision activities and for members of a particular municipal council and
government. However, one has no right to discard this theoretical possibility only
because it seems to be too challenging for practical use.
In Option 4 one can see that the operational capacity and quality of all levels
(international, federal, state, regional and local self-government) and all types of audit,
control and supervision activities are well or excellently performed. This does not mean
that all aspects of all levels and all kinds of audit, control and supervision activities are in
full service in the field of public management and administration of a particular LGU or
that all different institutions responsible for carrying out political, constitutional, judicial,
administrative, financial or legal control over the LGS are focused persistently on a single
or few LGUs. Because of a different composition of subjects in ACS, it is possible that
some of them do not exercise their functions during a particular period of time over a
particular LGU at all. However, at the same time, other ACS subjects could perform their
ACS duties over a particular LGU. As a result, there might be a situation where the ACS
functions over a particular LGU might still be rather good or even excellent. The example
presented in Option 4 does not mean that in actual life one cannot see situations where a
number of internal and external auditors, controllers and supervisors are accidentally or
persistently focused on a particular LGU, group of LGUs or fields of activities of an
LGU. For example, a sporadic concentration of internal and external audit, control and
supervision activities may be seen in very big municipalities concerning huge amounts of
public money flows, municipalities at particular risk of corruption, etc. After all, it is
indispensable to take into account the strong economic control performed by the state
over the LGS (Heuru, 2003: 261; Mäeltsemees, 1994; Olulasvirta, 2003: 341;
Pihlajaniemi, 2003: 267). When handling cases such as Option 4, one has to keep in mind
the need to look very carefully at the reasonable, efficient and effective allocation and use
of human, financial and other resources with the aim of avoiding an unnecessary
administrative load (Sterck, Scheers and Bouckaert, 2005: 13, 15) and disturbance of the
performance of the government and administration of the LGU in question under sharp
oversight, a waste of state budget resources and weakening of ACS functions in other
types of higher risks. Option 4 is the most challenging for coordinators of ACS activities
in all levels of the public management hierarchy.14 Nevertheless, in light of the new
public administration model in globalization and Europeanization (Laakso, 2003: 311;
Pihlajaniemi, 2003: 264; Matei and Matei, 2008: 34), situations such as Option 4 may be
more and more realistic in actual life.
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DISCUSSION ON ARGUMENTS SUPPORTING OR COUNTERACTING THE
NEW PARADIGM
Different countries have different approaches to the supervision and control of LGUs.
States generally rely on various combinations of instruments to exercise control over
localities (Sellers and Lidström, 2007: 16). According to Sellers and Lidström (2007: 16),
‘Belgium, Greece, Austria and Spain rank high for both politico-administrative and fiscal
supervision. Canada, Australia and the U.S. range relatively low in both. Countries
between these two clusters, including all of the Scandinavian countries, have looked more
to one type than to the other.’ For example, according to Teresa Ter-Minassian and Jon
Craig (1997: 29), ‘Country approaches to the control of subnational borrowing can be
grouped into four broad categories, although most countries utilize a mix of them. … The
four ‘stylized’ categories are (1) sole or primary reliance on market discipline; (2)
cooperation by different levels of government in the design and implementation of debt
controls; (3) rules-based controls; and (4) administrative controls’. In many countries
state authorities executing control and supervision of LGUs are entitled with a wide array
of powers and there exists a trend to increase this power. In this aspect the situation is
very similar in Armenia (Arabyan, 2007: 15), Australia (Davis, Downe and Martin, 2001:
2), Latvia (IMF, 2001: 4), Norway (Sellers and Lidström, 2007), South Korea (ChongMin, 2006: 14), the USA (Coleman and Colantuono, 2003: 20), and Uzbekistan
(Bektemirov and Rahimov, 2001: 507). This may lead to a violation of the sovereignty of
local self-government (Arabyan, 2007: 15). According to Ter-Minassian and Craig (1997:
13), direct central government controls are more common in unitary states than in
federations. Since Estonia is a unitary state, there is a risk that the appropriate balance
between LGS self-control/supervision and direct central government control may be
biased and direct central government control over the LGS might turn out to be dominant.
The autonomy and sovereignty of the LGS is crucial for the sake of a democratic society,
because an unreasoned implementation of and biased ACS activities over the LGS may
put democracy at real risk. Therefore, proportional balance between relations of state and
LGS has to be reached. This is supported by Michal Illner (1998: 29), who argues that the
levels of centralization and decentralization have to be weighed against the functional and
contextual factors so that the optimum between them can be determined. State-level
controllers and supervisors, particularly in small states, may be under the control of a few
particular interest groups, because different networks centre on personal relations. In such
cases, the idea offered by the author may put particular LGUs or the entire LGS under
risk of violence of democratic values, corruption and the misuse of public resources. Yet,
on the other hand, an approach such as the one presented in this paper allows for the
possibility of avoiding this particular threat if the international or federal subjects of ACS
are involved in a proper manner and extent. Fortunately, complete centralized control is
impossible in any complex system (Mathews, 1996: 41). According to Barry Quirk
(2005: 616), system-wide approaches to improving public sector efficiency have
previously relied on top-down regimes and models. The approach presented by the author
is a synthesis of the top-down and bottom-up models.
In real life there are a number of subjects who exercise external control and supervision
tasks over LGUs in Estonia, but the large number of subjects of an ACS organization
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make the management of a coordination task considerably challenging. One cannot
presume that the result of this is that some LGUs might be under unnecessarily excessive
‘oversight’ or are completely out of ‘sight’ for longer periods of time. On the other hand,
the inhabitants of a particular LGU should not have to suffer because of the low
administrative capacity of local governance institutions or because of the improper and
corrupt action of local politicians or civil servants. They should have access to public
services as do the inhabitants of other LGUs of the same country and they should be of
the same level of quality as the ‘normal’15 inhabitants of other LGUs have. According to
Lucy de Groot (2005: 677), in a move towards centralised inspection and control in the
UK, it helped to raise the quality of services, improved the effectiveness of corporate
governance and increased public transparency in decision making and resource
allocation, but the industry of inspection and regulation became so complex that it has
spiralled out of control. Estonia is a very small state in comparison with the UK. Thus,
the threat of an ‘over-complication’ of control and supervision activities is of a lesser
degree. However, the different subjects of ACS objectively and subjectively have
different, sometimes even controversial, goals, objectives and interests in the longer or
shorter periods of time. Besides, in multi-level systems an important challenge is related
to the distribution of authority and the power between levels (Birrell, 2007: 668; Fimreite
and Aars, 2007: 677). Political reluctance, the threat of ‘over-complication’ and possible
tensions in the distribution of powers between the different levels of controllers and
supervisors can be reasons for a lack of or little support for the ideas of the author by
practicing politicians and public managers in Estonia.
CONCLUSION
World-wide long-lasting practical experience from the public, non-governmental and
private sectors significantly shows that ACS activities have generally failed. There are
many different theoretical and practical reasons for that, but the most principal factor is
the incorrect paradigm of treatment of this particular object of research. The author
presents a philosophical platform that stands on 7 pillars and some ideas for the operation
of an integral ACSS of the LGS, particularly focusing on small LGUs. Although the new
paradigm of treating the matter of ACS of LGUs has a fundamental difference and
advantages in comparison with the present paradigm, the author points out that his
approach has obvious limits as well. This approach only works on the precondition that
there is the possibility of deeming a set of different international, governmental, regional
and local organizations to actually be acting and belonging to one particular virtual
organization. The successful introduction of an integral ACSS into the context of actual
governance and local self-governance is a serious challenge for politicians and civil
servants, because this requires a high level of coordination of ACS activities between the
different bodies responsible for watching over the performance of a particular LGU.
However, the approach presented in this paper is evidently a step further along in the
theoretical and practical treating of the issues of audit, control and supervision in the
local self-government sector. Further research has to be done to determine more
particular pros and cons challenging the introduction and application of the holistic
approach of the ACSS of the LGS in different types and sizes of countries.
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NOTES
1

The numbers presented in this table should be treated with a certain reservation and cannot be taken as
use-proven solid academic facts. The methodology of the data provided was not guaranteed to be
understood and followed by each county government with equal accuracy and data presented by county
governments to the Ministry of the Interior was of inconsistent quality. Collecting and processing the data
presented in this particular table was not a regular standardized activity of county governments, but an ad
hoc task initiated by the Ministry of the Interior. However, the data presented in the table is useful and
expressive information describing the actual state at large of the supervision activities done by the county
governments over LGUs in Estonia.
2
There were 742 family doctors under the supervision of county governors in Estonia in 2003.
3
There were 255 social care facilities under the supervision of county governors in Estonia in 2003.
4
The total number of proceedings (409) of supervision over educational and child raising activities
includes proceedings performed in children’s facilities, vocational education facilities and in secondary
schools and gymnasiums.
5
There were 1133 educational facilities under the supervision of county governors in Estonia in 2003.
6
There were 278 contracts for the use of funds allocated for youth work from the state budget under the
supervision of county governors in Estonia in 2003.
7
There were 94 carrier licences, 28 line licences, 722 public transport lines, 108 public service contracts
and 13 administrative contracts under the supervision of county governors in Estonia in 2003.
8
This is supervision over sports issues.
9
The author is of the opinion that Sterck, Scheers and Bouckaert gave an overview of the audit pyramid not
the control pyramid in their research, because the cases intermediated in their report are nearly cases of
design, performance and maintenance of relations between internal and external audit activities, which
stand on the base of the internal control systems of an entity under audit. (Sterck, Scheers and Bouckaert,
2005: 131). Nevertheless, the author recognizes that sometimes bodies authorized for external audit over
public sector entities also have a mandate for external control or supervision as well. For example, in the
United Kingdom the NAO is the office of the Comptroller and Auditor General. The Comptroller’s
function involves controlling the release of money from the Exchequer to government departments.
10
Herewith, one has to bear in mind that the Dominant Principal is the resident of the LGU. According to
Lawrence B. Solum (1989: 73), ‘The fundamental conception of the self-government theory is that in a
democracy the people are sovereign; the people are the rulers, not the ruled”. The state and the LGU
should always be understood to be servants of the inhabitants of the LGU or citizens of the state.
11
64 inhabitants as of 01.01.2007.
12
94 inhabitants as of 01.01.2008.
13
The figures from 0 to 5 in Table 3 indicate the theoretical functional/operational capacity and quality of
the ACSS subsystems and elements. A 0 means that one or another part of the ACSS does not exist at all. A
5 shows that one or another part of the ACSS has an excellent function/operational capacity and quality.
These figures have only an explanatory meaning.
14
The number of hierarchies in coordination organisation is too big even in Estonia. Fortunately, the
multiplicity of coordination hierarchies and the existence of copious coordinators leave some room for selforganisation processes, but may generate a counter influence as a result of the non-coordinated action by
various coordinators.
15
The term ‘normal’ is understood to be that the inhabitants of an LGU have access to public services with
a level of quality as high as the inhabitants of an LGU with a sufficient, but not extraordinarily high level of
income and with an administrative capacity matching in terms of contemporary self-governance good
practice. What is important is that no LGU should have a very low level of welfare and administrative
capacity in comparison with other LGUs of the same state.
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