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Why audit economic regulation?Why audit economic regulation?

Sir John Bourn - foreword to INTOSAI guidelines

One of the most striking off-shoots of privatisation is the developing 
role of economic regulation as a means of checking the power of 
monopolistic or dominant suppliers of vital utilities now in private 
ownership.

The regulators face a difficult task in balancing the legitimate
interests of the consumer against those of the supplier: how to 
secure a fair service for a fair price.



Why audit economic regulation?Why audit economic regulation?

INTOSAI survey on Economic Regulation control (1999)

Citizens are increasingly looking to SAIs to carry out 
authoritative examinations of the work of economic regulators
and the performance of the industries they regulate.

Reports of SAIs are leading to increased efficiencies in the 
supply of regulated services, to the benefit of both consumers
and suppliers.



Why audit economic regulation?Why audit economic regulation?

Source: www.privatization.org, citing Global Development Finance (BIRD, 2000)

Privatisation revenue by sector, in U$ billions

Most important sector for privatisations: INFRASTRUCTURE



Why audit economic regulation in Brazil?Why audit economic regulation in Brazil?

Privatisation process in Brazil: US$ 105, 3 billion
US$ 87,2 billion in sales revenue, 
US$ 18,1 billion in transferred debts, totalling

Electricity 31
Telecom 31
Steel industry 8
Mining 8
Oil and gas 7
Financial 6
Petrochemical 4
Transportation 2
Others 3
TOTAL 100

Distribution of revenue by sector, in % of the total

Source: BNDES

71% of the 
privatised assets 

are in sectors 
that demand 

economic 
regulation



INTOSAI guidelines for regulation controlINTOSAI guidelines for regulation control

Five groups (sections) of guidelines for monitoring and 
controlling regulation:

1 - SAI Skills
2 - The Business of Economic Regulation 
3 - The Supply of Service
4 - The Price of Service
5 - Developing Competition



Objective of presentationObjective of presentation

Show what TCU has been doing in each one of these areas 
comparing to the INTOSAI guidelines for the audit of economic 
regulation 



SECTION 1 - SAI SkillsSECTION 1 - SAI Skills

Guideline 1 – Skill requirements
Guideline 2 – Acquiring the skills

The SAI should identify and secure the core in-house skills it 
needs to enable it to carry out authoritative performance
appraisals of economic regulation, and should supplement these 
skills with expert external support as necessary



SECTION 1 - SAI Skills 
TCU Actions
SECTION 1 - SAI Skills 
TCU Actions

Modernisation project for Regulation External Control
Identification of specialities
Mapping of internal processes
Mapping of methods and techniques

Graduate courses
Regulation control: 15 analysts
Academic master’s degree: 6 analysts
Different specialisation courses

Participation of analysts in congresses and seminars
Sectorial, economic-financial, Brazil and abroad
Build contact network



SECTION 2 - The Business of Economic RegulationSECTION 2 - The Business of Economic Regulation

Guideline 3 – Regulatory framework
Understand the context in which the economic regulator is 
operating

Guideline 4 – Objectives, functions and powers
Have a clear understanding of the objectives, functions and 
powers of the regulator

Guideline 5 – Impartiality and integrity 
Examine what rules and procedures have been established to 
ensure that regulation is carried out properly and honestly



SECTION 2 - The Business of Economic Regulation SECTION 2 - The Business of Economic Regulation 

Guideline 6 – Technical Competence
Examine what steps the regulator has taken to ensure that it has
sufficiently competent staff and access to expert advice

Guideline 7 – Information needs
Establish whether the regulator is able to obtain reliable 
information

Guideline 8 – Accountability and consultation
Examine transparency and participation of interested parties



Section 2 - The Business of Economic Regulation
TCU Actions

Section 2 - The Business of Economic Regulation
TCU Actions

Audits to get to know structure and functioning of regulator 
agencies

Study regulatory frameworks
Electricity, gas & oil, telecommunications

Audit of the National Council for Energy Policy
Identification of macro-regulatory gaps and inactivity
After recommendations: functioning of Counsel

Evaluation of personnel staff and budgets of the agencies
Excessive turnover of technicians
Blocked budget of electricity agency
Report sent to Congress



Section 2 - The Business of Economic Regulation
TCU Actions
Section 2 - The Business of Economic Regulation
TCU Actions

Audits to Examine economic regulation in the telephone sector
The agency did not have basic information for economic 
regulation

Accounts plan already implemented
Discussion regarding mechanisms for transferring efficiency gains

Audit of assessment of expansion goals achieved in the 
telephone industry

Data base and strategy for access expansion goals oversight 
were incomplete and inconsistent

Review of oversight mechanisms
Use of modern techniques recommended (SIG)



Section 2 - The Business of Economic Regulation
TCU Actions
Section 2 - The Business of Economic Regulation
TCU Actions

Public hearings monitoring 
Agency starts answering questions by participants
Regional public hearings carried out
Minutes made available on the Internet

Audit on oversight of CCC
Crossed subsidies in electricity: R$ 3 billion/year
Insufficient information and oversight

Operational data made available on the Internet.
Definition of an action plan 

Railroads
Information unavailable to regulator



SECTION 3 - The Supply of ServiceSECTION 3 - The Supply of Service

Guideline 9 –Security of supply
Examine the arrangements which the regulator has put in place 
to ensure service supply

Guideline 10 – Consumer access
Examine how the regulator has sought to secure consumer 
access to services

Guideline 11 – Supplying vulnerable consumers
Examine how the regulator monitors whether the regulator 
provides access to vulnerable consumers



SECTION 3 - The Supply of ServiceSECTION 3 - The Supply of Service

Guideline 12 – Service standards
Examine if and what the regulator has done to ensure quality o 
services

Guideline 13 – Dealing with consumers’ complaints
Examine whether regulators and suppliers have set up well-
publicised procedures to enable consumers’ complaints to be 
satisfactorily addressed

Guideline 14 – Environmental issues
Examine how the regulator is discharging responsibilities it may
have for checking that suppliers are protecting the environment



SECTION 3 - The Supply of Service 
TCU Actions
SECTION 3 - The Supply of Service 
TCU Actions

Monitoring of actions in the post-crisis electricity sector
Analysis of the supply context and government actions
Alert the Congress regarding possibility of energy shortage

Audit of CCC oversight
Diagnosis - high level of losses
Action plan implemented to:

Monitor consumption of fuel in generating units
Reduce technical and commercial losses

Working group implemented: studies of the isolated systems
Inform National Congress that elimination of subsidies would have 
a very big impact on tariffs for consumers of Isolated Systems



Evaluation of the systems for relationship between consumers and
telecommunications regulator

Sample available for verification of how consumer complaints are
addressed by suppliers is insufficient
Complaint statistics is not used to guide oversight

Evaluation of treatment of environmental issues in the processes to 
award new concessions

Electricity: offer only projects that have previous licence
Oil and gas: improve relationship with environmental agencies
Highways: define responsibility for environmental liabilities

Analysis of oversight of telecom services quality
Ongoing audit

SECTION 3 - The Supply of Service 
TCU Actions
SECTION 3 - The Supply of Service 
TCU Actions



Diagnosis of access to electricity and telephone services
Regional analysis and analysis by income
Evolution of post-privatisation access

Increase in rate of expansion of access in telephone sector

Analysis of legal criteria for distribution of subsidies to low 
income residential consumers of electricity

Inappropriate criteria: inefficiency and distortions
Recommendations to Congress, agency and ministry

Preparation for hiring study to propose new criteria
Multidisciplinary working group implemented

SECTION 3 - The Supply of Service 
TCU Actions
SECTION 3 - The Supply of Service 
TCU Actions



SECTION 4 - The Price of ServiceSECTION 4 - The Price of Service

Guideline 15 – Controlling prices
Examine whether the regulator has implemented a well designed 
and transparent pricing regime

Guideline 16 – Linking price to quality
Examine whether the regulator has sought to ensure that the price 
consumers are required to pay is matched by the quality of 
service provided

Guideline 17 – Encouraging supplier efficiency
SAI should investigate whether the regulator has sought to 
encourage suppliers to reduce their costs and improve their 
efficiency



SECTION 4 - The Price of ServiceSECTION 4 - The Price of Service

Guideline 18 – Suppliers’ financing costs
Examine whether, in setting price controls on suppliers' income,
the regulator has examined the likely cost to suppliers of raising
capital

Guideline 19 – Investment
Examine whether the regulator is monitoring supplier 
investments, checking in particular that suppliers are fulfilling 
investment requirements



SECTION 4 - The Price of Service
TCU Actions
SECTION 4 - The Price of Service
TCU Actions

Analysis of electricity transmission lines award
Possible subsidised public financing not taken into consideration 
in the new concession financial flows
Lack of mechanisms to enable sharing of efficiency gains and 
financial leverage of suppliers

Monitoring of periodical tariff reviews in electricity distribution
General procedures analysed previously 
4 integral processes monitored per year
Errors in calculations of cost to suppliers of raising capital
Lack of definition in regulation of the basis for remuneration
Several recommendations to regulator: improvement



SECTION 4 - The Price of Service
TCU Actions
SECTION 4 - The Price of Service
TCU Actions

Absence of economic regulation in the telephone sector
Omission and passivity on the part of the regulator has caused 
interference in other spheres of State in regulation

Price increases well above inflation
Regulator must evaluate the economic-financial situation of 
suppliers

Absence of economic regulation in interstate passengers coach 
transport

Need to promote extensive review of the price control 
mechanisms
Lack of information from the suppliers



SECTION 5 - Developing CompetitionSECTION 5 - Developing Competition

Guideline 20 – Reducing monopoly and market domination
Where the regulator has the objective of promoting competition, 
examine what has been done in pursuit of that objective

Guideline 21 – Promoting consumer choice
Examine what the regulator has done to assess whether 
consumers have the scope to change supplier

Guideline 22 – Combating anti-competitive practices
Examine whether the regulator seeks to identify and deal 
promptly with alleged anti-competitive practices



Economic concentration in interstate passengers coach 
transport

Regulator does not promote competition
Work sent to the defence system of the competitors

SECTION 5 - Developing Competition 
TCU Actions
SECTION 5 - Developing Competition 
TCU Actions



Chronology of actionsChronology of actions

1995 - Creation of privatisation analysis group
up to then analysis was scattered among state secretariats. No 
standard or specialisation

1998 - Creation of IN 27 - awards
1999 - first questions on how economic regulation would deal with 
subsidised financing

1998 - seminar on regulation
1999 - audits performed to get to know structure of agencies and 
regulatory framework
2000 - analysis of oversight processes of the agencies and 
application of sanctions due to failures



Chronology of actionsChronology of actions

2001 - Project define how to monitor periodical tariff reviews
2002 - First analysis of service access, universalisation and 
subsidised tariffs. Hiring of consultants
2003 - Institutional graduate courses
2003 - External control development project. Intensive 
participation of consultants
2003 - Market concentration analysis
2004 - Analysis of how consumer complaints are addressed: 
structure, call-centres, use of complaint statistics



Final remarksFinal remarks

Analyses of privatisation procedures and concession awards are 
important starting points for economic regulation audit

With this in mind, it is essential to define:
Capacity building program (specialisation)
Performance strategy (clear definition of the role of the SAI, 
implementation by stages, etc)
Generally, analysis of service prices are of great interest to society


