RACUNSKO SODISCE
REPUBLIKE SLOVENIJE

ANNUAL REPORT

2001

3105-1/01-4

5 March 2002

RACUNSKO sODISCE REPUBLIKE SLOVENIJE ® THE COURT OF AUDIT OF THE REPUBLIC OF SLOVENIA
Slovenska c.50, 1000 Ljubljana, Slovenija * Tel.: +386 (0)1 478 58 88 « Fax: +386 (0)1 478 58 91 e sloaud@rs-rs.si ® www.sigov.si/racs






CONTENT

INTRODUCTION 5
FOUNDATIONS FOR THE IMPLEMENTATION OF THE AUDIT PRGRAMME 7
Objectives of the Court of Audit in 2001 7
The auditing environment 7
The new Court of Audit Act 8
Fulfilment of statutory obligations 9
Responding to proposals and initiatives 9
Use of information technology 10
THE AUDIT PROGRAMME 11
Implementation of the audit programme 11
Time required for performing audits 12
Types of audit 13
Opinions issued in audit reports 15
PRESENTATION OF IMPORTANT AUDITS 17
Auditing of financial statements and the regulaotyhe implementation of the state budget 17
Audit of the final account and the regularity o¢ timplementation of the 1998 state budget 17
Audit of the regularity of the implementation otfinancial plans of direct budget users for 1999 7 1
Audit of the financial statements of the final agobof the state budget for 2000 18
Audit of the regularity of the implementation ottktate budget for 2000 18
Auditing the operations of the Slovenian Developtr@orporation d.d., Ljubljana 20
Auditing the efficiency of the operations of thebpa prosecutor's offices 21
Auditing of municipalities 24
Auditing the efficiency of operations 25
Auditing of public institutes 26
ADVISING USERS OF PUBLIC FUNDS 27
MONITORING THE EFFECTS OF AUDIT WORK 29
Measures based on audit findings 29
Implementation of recommendations 31
Reporting of misdemeanours and criminal offences 32
DEVELOPMENT EFFORTS OF THE COURT OF AUDIT 34
Twinning project 34
Employment 35
Training 36
Co-operation between institutions 37
International co-operation 38
Internal audit 40
Basis and goals 40

Opinion 41






INTRODUCTION

The new Court of Audit Act came into effect lastageTherefore 2001 was a year of
changes for the Court. The changes were introdtmdating the work of the Court of
Audit into line with the new law. We transformecetbrganisation of the Court, adopted
new rules of procedure in agreement with the Nalidxssembly, introduced new rules
into the audit procedures and adopted new acth@mperations of the Court of Audit.
The Court of Audit now has three cabinets, six tiddpartments and a support services
department. Each audit department has its own &ielludit. In defining the audit fields
for the individual audit departments we took acdoninthe obligations imposed on the
Court of Audit by the new law. In other words theandepartmental structure supports, in
organisational terms, the implementation of thetanlaligations of the Court of Audit.

As 2001 was a year of changes it was also a ye#&mans$ition. However the transition

from one method of work to another has not meamidaction in our audit activities. In

fact last year we issued more audit reports thaany previous year. Such transitional
arrangements will soon no longer be needed asafdy audits remain to be completed
under the old law.

It is still too early to make a comprehensive assest of the effects of the new law, but

we can make an assessment of the first year ofitgctinder the new legislation. Some

positive impacts of the new law are already apgaférese include:

= the audit departments are better managed;

= the professional requirements in the performandbefudits are becoming stricter;

= the audit procedures are becoming shorter;

= there are fewer appeals and objections from awglitessn previously;

= all the signs are that the post-audit procedurel$ a@velop into an important
supplement to the audit processes.

The post-audit procedure is one of the importamt features introduced by the new law.
It begins with a request from the Court of Audit dobudget fund user to submit a
response report. In the response report the audited budget fued msist demonstrate the
corrective measures taken. In other words thosesumes introduced in order to address
the irregularities or inefficiencies identified its past operations, or in order to reduce the
risk of specific irregularities or inefficienciesaurring in its future operations. We have
already received a number of response reports.liévieethe first response reports
demonstrate that the introduction of the post-apiditedure is a beneficial supplement to
the audit process.

However the enactment of the new Court of Audit Ags not the only thing that
happened in 2001. It was also a year in which,dditeon to the Annual Programme of
Audits, which is our basic task, we also carried atwinning project. This project is

financed by Phare funds and backed by close ccatiperwith the supreme audit
institution of the United Kingdom. This is a devefoeent project aimed at improving the



audit methods of the Court of Audit. The implemdiota of the twinning project and the
enforcement of the new law are mutually supporéind so we can say thatinning and
the new law are acting synergistically to improlre professionalism and effectiveness of
the work of the Court of Audit.

C o]

Dr Vojko A. Antortic,
President of the Court of Audit



FOUNDATIONS FOR THE IMPLEMENTATION OF THE ANNUAL
AUDIT PROGRAMME

Objectives of the Court of Audit in 2001

The Court of Audit of the Republic of Slovenia eadeurs to apply the highest ethical
and professional standards to the demanding tasksiditing public spending and, by
constantly improving and enhancing its work methddschieve the objectives that it set
at the very beginning. The vision of the Court afdi is to become a well respected
professional institution producing relevant andeiynreports establishing whether users
of public funds are spending taxpayers' money coatance with the law, economically,
efficiently and effectively and in line with the pose for which it was allocated to them.

In 2001 we set ourselves the following objectives:

= to perform the audits imposed on the Court of Abgilaw as mandatory audits in a
timely and quality fashion,

= to perform audits of the regularity of the operati@f nearly all of the direct users of

the state budget,

to perform ten audits of the efficiency of the aiemns of budget fund users,

to perform a suitable number of audits of the op@na of municipalities,

to introduce a number of audits that the Court oflifhas not previously performed,

to strengthen co-operation with the European Caiuftuditors,

to further consolidate our position in the interoa&l professional environment,

to increase the training of auditors for carryingg demanding audit tasks,

to prepare the foundations for the production oédadit manual.

On the basis of these outlined objectives we pezbardetailed work plan in which we

included the audits that we have a statutory otiigato perform and those that we

perform at out own discretion. In each audit we alstermined the objectives depending
on the type of audit.

One of the main strategies for achieving the objestwas co-operation with the supreme
audit institution of the United Kingdom, the NatadrAudit Office, with which we signed
an agreement on close co-operation (twinning ptpjéte goal of which is to develop the
auditing of public spending in Slovenia.

The auditing environment

Major changes are taking place in the public spepa@iudit environment which we too
are responding to at the Court of Audit. In certa@spects 2001 was a turning point as far
as the operations of the Court of Audit are conegrhecause of the new aspects that
were introduced.



The new Court of Audit Act

In February 2001 a new Court of Audit Act was aeédptwhich caused a significant
number of changes in our audit work.

the Court of Audit's powers have been expandeérnmg of the types of audit that it
can perform,

the Court of Audit's jurisdiction in terms of whosgperations it can audit has
changed,

there has been an expansion of the obligationkeofCourt of Audit in terms of the
audits that it must perform every year,

the possibility has been introduced for an invedian before an audit is commenced

(pre-audit procedure),
* new aspects have been introduced in the audit asidgudit procedure,
» the president of the Court of Audit has greater @ew
= the number of members and the powers of the sbaabeen reduced.

The amendments to the Court of Audit Act have bhbudhanges to the organisational

set-up at the Court of Audit, which is now as showhkigure 1.

Figure 1: Organisational chart of the Court of Audi
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Fulfilment of statutory obligations

In 2001 we performed audits under both of the Cotiaudit Acts: the old law (ZRacS,
Uradni list RS, no. 48/94), which applied for alidits commenced under this act, and the
law act (ZRacS-1, Uradni list RS, no. 11/01). Cualits fulfilled the requirements of both
of these laws and of certain other laws.

From both the Court of Audit Acts we took accouhthe following provisions:

= fourth paragraph of Article 21 of the ZRacS or pdinof the fourth paragraph of
Article 25 of the ZRacS-1: Financial statementshef state budget and the regularity
of the implementation of the state budget,

= fourth paragraph of Article 21 of the ZRacS or pdnof the fourth paragraph of
Article 25 of the ZRacS-1: Financial statements @n@dregularity of the operations of
the Health Insurance Institute of Slovenia,

= fourth paragraph of Article 21 of the ZRacS or pddnof the fourth paragraph of
Article 25 of the ZRacS-1: Financial statements #nedregularity of the operations of
the Pension and Disability Insurance Institute loi/8nia,

= fourth paragraph of Article 21 of the ZRacS: Finahstatements of the Employment
Service of Slovenia,

= fourth paragraph of Article 21 of the ZRacS: Finahcstatements of the funds
established by the Republic of Slovenia,

= point 4 of the fourth paragraph of Article 25 oetERacS-1: Operations of city and
other municipalities,

= point 5 of the fourth paragraph of Article 25 ofettzRacS-1: Operations of
commercial public service providers,

= point 6 of the fourth paragraph of Article 25 oketiZRacS-1: Operations of non-
commercial public service providers,

and from other laws:

= Article 17 of the Act Regulating the Slovenian Dieygnent Corporation and the
Company Restructuring Programme: Regularity of dperations of the Slovenian
Development Corporation, d.d. Ljubljana,

= Article 24a of the Election Campaigns Act: Repaofsthe organisers of election
campaigns for election of deputies to the Natigkedembly,

= Article 24 of the Political Parties Act: Review thfe annual reports on the operations
of parties.

Responding to proposals and initiatives

The new law also contains a new provision on pralso®r the implementation of audits
(Article 25): in determining the audits which itHmcarry out in an individual calendar
year the Court of Audit deliberates proposals froeputies and working bodies of the
National Assembly, the government, ministries amzhl authority bodies. It must act on
at least five proposals from the National Assembfyvhich at least two proposals must
be from opposition deputies and at least two pralsoBom the working bodies of the
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National Assembly. At its own discretion the CooftAudit also acts on proposals from
civil society organisations and individuals, inahgl those that can be found in articles
and other contributions in the media.

The Court of Audit does respond to the proposatsiaitiatives it receives and every year
has commenced a number of audits on the basissé timitiatives. In 2000 we received
83 initiatives, and 86 in 2001. In 2000 most of thitiatives were sent by individuals
(42), followed by municipalities (15), ministrieqich government offices (eight) and the
National Assembly and individuals united in varigrsups one each. In 2001 we carried
out 14 audits on the basis of these initiativesusing these initiatives as additional
justification.

On the basis of proposals from the working bodiégshe National Assembly from
previous years we completed in 2001 an audit ofréigeillarity of the operations of RTV
Slovenia in 1998 and 1999. And in 2000 we receiaegdroposal from the National
Assembly budget supervision committee to auditaperations of Dom Lukavci, on the
basis of which in 2002 we will carry out an auditlee regularity of its operations.

In 2001 on the basis of a proposal received thair yeom the National Assembly
committee for the economy we began an audit of aomty with regulations and
efficiency of operations entitled Implementation tbe Commercial Public Service of
Buying and Selling Electricity and Transport Chdasrfeom 1998 to 2001 by the Elektro
Slovenije d.o.o0. public company.

Use of information technology

The biggest number of changes occurred in the@ragdormation technology, and these
changes required the audit methods and technigues a&dapted and a more widespread
use of software tools. As far as obtaining evidenoewhich to base an opinion is
concerned this technology has enabled us to makeasing use of a systemic approach
to testing the functioning of processes in a compstupported environment. By doing
this we have increased the scope of informatiorhegatg for auditing purposes in
electronic form, as an increasing number of ouilitaed manage and store financial data
with the aid of modern computer equipment. We haygported the auditing procedures
for analysing and sampling the data acquired ugiegwWinldea software, which allows
us to carry out a more extensive analysis of tigelegity of incomes and expenditures,
and with the help of external auditors we usedrimftion systems to test the availability,
safety, integrity and maintenance of the informasgstem of the Pension and Disability
Insurance Institute of Slovenia and test its canfty with the regulations governing the
functioning of the information system and the datsh

Because the Winldea program is so useful we dedid@001 to buy 35 licences for the
new version of this program, which is called Ide2®20The program improves the
efficiency of our work and is very useful as it yides important support in most audits:
we can obtain most of the important data for audielectronic form and analyse it using
this program, thereby avoiding time-consuming d@age and examining of individual
documents.
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THE AUDIT PROGRAMME

Implementation of the audit programme

We scheduled 120 audits in the work plan for 200&.:were unfinished audits carried
over to 2001 from previous years and 47 were neditauln 2001 we completed 90
audits, of which 20 were carried out under the hem. We carried over 30 unfinished
audits to 2002: one from1997, one from 1999, somfr2000 and 22 from 2001. The
number of calendar days from the introduction ofadit or from the issuing of the first
report until the final report is issued is showrTable 1.

Table 1: Number of calendar days from the introuncof an audit or from the issuing of
the first report until the final report is issued

Activity Average number of calendar days
per report
Under ZRacS Under ZRacS-1

From issue of resolution on introduction of audifihal

audit report 343 228
From issue of preliminary report (ZRacS) or dreftart
(ZRacS-1) to final audit report 102 72

We excluded all 16 reports of the organisers ottela campaigns for the National
Assembly elections from the data on the progresaudiits under the old law because
these types of audits are not typical as they sakery short time on average compared to
other audits. The average time required to perfitisitype of audit, from the issuing of
the resolution on the introduction of the auditiluihie final audit report, was 69 calendar
days, and from the issuing of the preliminary régorthe final audit report was 33
calendar days.

A comparison of the progress of audit activitieddemthe two laws shows that the
performance of audits under the new law is morigiefft as the audits take less time on
average. We expect that with increased trainingaodlitors and more practice at
performing audits under the new Court of Audit Alase time required for performing
audits will be reduced further.

Between 1995 and 2001 we issued a total of 490 feperts, 90 of which were issued in
2001. The number of reports issued each year leydfpeport is shown in Table 2.

Table 2: Number of final audit reports per yeartype of report

Type of report 1995 1996 1997 1998 1999 2000 2001

Audit reports under the ZRacS

Preliminary reports 13 44 45 55 38 58 50
Senate | reports 2 17 26 13 14 9 13
Senate Il reports 0 11 13 18 9 15 7
Audit reports under the ZRacS-1 - - - - - - 20
Total — all reports 15 72 84 86 61 82 90
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With the enactment of the new Court of Audit Ace tthanged procedure has also meant
a change in the reporting. The previous three tyge®port (preliminary report, first-
instance senate report and second-instance sepaid)rthat were issued and signed by
the heads of the audit departments (preliminarpntgmr the presidents of the senates
have been replaced by a single audit report whickiways signed by the president. All
the audits that were commenced under the prevesptoceed in accordance with the
procedures laid down in that law. On this basiscempleted 70 audits in 2001, while
already 20 audit reports were issued pursuant @ondtw law. The structure of audit
reports by type of report is shown in Figure 2.

Figure 2: Structure of audit reports by type ofaiep
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In the past few years there has been an incregseliminary reports as a proportion of
the total number of final reports. The smaller nembf reports issued in 1999 was a
result of the way in which the project to audit tieal account of the budget of the
Republic of Slovenia for 1998 was carried out, awerthan half of the auditors were
working on this audit. They tested the regularifytlee implementation of the financial
plans by 21 direct budget users at all the mimistand certain other state bodies — we
compiled a single audit report for all of theserase

Time required for performing audits

In 2001 we completed 38 mandatory audits undeptbeious Court of Audit Act (audit

of the state budget, of the Pension and Disabigprance Institute of Slovenia, of the
Employment Office of Slovenia and of the state &)nd o perform these audits we used
2,629 auditor-days, which represents 54.7 per aktiite time we spent on performing all
the audits completed in 2001. (In the performarfcanoaudit we distinguish between the
implementation time and the duration of the awdie measure the duration in ordinary
calendar or working days, and the implementatioretin auditor-day units.) In the total

amount of time used we did not include the workhef auditors on the project to audit
the final account of the budget of the RepubliStdvenia for 1998, which we carried out
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in 1999 and 2000 and on which we reported in detdhe 1999 report on the work of the
Court of Audit.

We used a total of 381 auditor-days to performatedits of the municipalities, which is
7.9 per cent of the time we spent on all auditsafoich we issued an audit report in 2001.

The auditing of the reports of the organisers e€&gbn campaigns, which is prescribed as
a statutory duty for the Court of Audit in accordarwith the Election Campaigns Act,
again required a lot of work in 2001. We issuedtaltof 29 reports on the audit of the
operations of organisers of election campaigngHerregular election of deputies to the
National Assembly on 15 October 2000 (reports 120/D0 to 1217-38/00), and for
carrying out these audits we used 534 auditor-dalggh is 11.1 per cent of the time we
spent on all audits for which we issued an augiorein 2001.

The new Court of Audit Act also allows us to penoiaudits of the efficiency of
operations. The purpose of these audits is to famnopinion as to whether public funds
are being used in a cost-effective, efficient amctessful manner and whether procedures
have been introduced to ensure appropriate momgoand supervision of the cost-
effectiveness, efficiency and success of operatibas the ten audits of the efficiency of
operations that were carried out we used a totaBéfauditor-days, or 16.4 per cent per
cent of the time we spent on all audits for whiah issued an audit report in 2001. These
types of audit are generally more extensive tharothers and require preliminary studies
including analyses of data referring to longer tipegiods.

Types of audit

We can categorise the audits according to the tbgscwe set into four basic groups.
The objectives are:

= regularity of operations, including truthfulnessdahonesty (in the recording of
business events) or completeness (in the recorincash flows) of the financial
statements or other operational act and the cornffprof the operations with
regulations,

= truthfulness and honesty or completeness of firrstatements or other operational
act,

= conformity of operations with regulations,

= efficiency of operations.

The structure of the audits for which we issuedcadit report in 2001 is shown in Figure
3.
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Figure 3: Types of audit by objective
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Two-thirds of the 90 audits which we completed @D2 were audits of the regularity of
operations, which are the most common type of gueliftormed by the Court of Audit.
Establishing the regularity of operations was thgctive of the audit of the users of the
state budget and the organisers of election campaithe objectives of the auditing of
the municipalities were primarily to test the camfity of operations with the regulations,
whereas in the auditing of the funds establishedhleyRepublic of Slovenia we mainly
examined the financial statements from the pointvigw of the truthfulness and
completeness of the presentation of business events

In terms of the legal basis on which the auditspdgormed we can separate the audits
into two groups: those that we have to perform atatutory obligation and those which
we can include in the work programme at our owréigson. Out of the total of 90 audits
which we completed in 2001 some 76 (84.4 per ogatg mandatory audits and only 14
(15.6 per cent) were audits where the Court of Abdd the opportunity to decide what it
should audit. And an analysis of the time spenth@se audits also shows that we used
more than 80 per cent of our capacity to perforaitadaid down as mandatory audits in
the Court of Audit Act and other laws.

Figure 4 shows a breakdown of the audits for whiehissued an audit report in 2001 in
terms of their legal basis.

Figure 4: Types of audit in terms of legal basis
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The audits that we performed at our own discretiociuded audits of operational
efficiency and audits of conformity of operationgharegulations.

Opinions issued in audit reports
In the audits that we have a statutory duty toguerfthere are generally two objectives:

= to express an opinion on whether the financiakstants are compiled in accordance
with the regulations in force, with accounting stards and with other professional
requirements, and whether they present a trutimidiicamplete picture of the financial
position and operating results of the auditee,

= to express an opinion on the conformity of operaiwith the regulations governing
the financial operations of users of public fundd ¢he activities of the auditee.

In the audit reports which we issued we gave d titd02 opinions; 45 times we gave a
single opinion and 29 times we gave two opinioms:opinion on the truthfulness and
completeness of the financial statements or otleertteat we audited, and a separate
opinion on the conformity of the operations of thelitee with the regulations governing
its operations. In 16 reports we did not give amiopm. There were various reasons why
we did not give an opinion. In 11 cases the obyjectif the audit was to test operational
efficiency, and in these cases an opinion is goescriptively; in one case (report of the
organiser of the election campaign of the UniteddarParty, report no. 1207-26/00-12)
the auditee did not submit sufficient documentateomd we were unable to gather
appropriate and sufficient evidence in order toegan opinion; and in four cases the
audits of the conformity of the operations of mupadities with the regulations,
following the practice for auditing municipalitighat applied at the time, were not
concluded with an opinion in standard form but rereith a description of the
irregularities uncovered.

The most frequent form of opinion expressed wa®p@inion with reservations. In the
audit reports which we issued in 2001 we issuesl tifpe of opinion 56 times, of which
21 times were when we issued two opinions. Thecttra of the opinions by type is
shown in Figure 5.

Figure 5: Type of opinions expressed
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In the audit reports issued we expressed a posipugon a total of 31 times, of which 23
times were in reports containing two opinions, el expressed a negative opinion 15
times, of which 13 times in reports containing tajmnions. The most common reasons
for expressing a negative opinion were violatioristlee law and other regulations
governing the financing of public fund users, waged the awarding of public contracts.

In the audits which we performed on the basis effturth paragraph of Article 21 of the

previous Court of Audit Act, in the auditing of titates and funds we tested primarily the
truthfulness and honesty of the financial statesent
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PRESENTATION OF IMPORTANT AUDITS

Auditing of financial statements and the regularity of the
implementation of the state budget

Audit of the final account and the regularity of the implementation of the 1998 state
budget

The report on the audit of the final account of blielget of the Republic of Slovenia for
1998 (report no. 1202-18/99-170) is the result »feesive procedures to test the
regularity and completeness of the data in thenfired statements of the budget and the
conformity of the implementation of the financidhps for 18 groups of budget users.
This part of the report combines the results ofahdit and the expressing of an opinion
in respect of the entire state budget and in resplethe individual direct budget users.
Because of the extensive and demanding naturesgirtbhject and the lengthy procedures
involved in dealing with comments and objectioranirthe auditees in senate meetings
we were considerably delayed in issuing the ref@dre errors which we discovered in the
presentation of non-tax incomes and sales procemuls, the smaller errors in the
recording of material costs, grants and servicenmays, realised guarantees and capital
investments meant that we issued an opinion wiskerkations on the regularity of the
final account for 1998.

We also issued an opinion with reservations orrelelarity of the implementation of the

state budget for this year because in our investigawe discovered irregularities in 25.3
per cent of a total of 4,217 payments examinedhis report we issued a total of 34

opinions to the budget users included in the awdityhich half were positive and 41.6

per cent were opinions with reservations. In oreecse were unable to form an opinion
because of restrictions on the scope of the inyatstin, and we issued a negative opinion
to the Ministry of Agriculture, Forestry and Foodnparily because of the discovery of

examples of funds used for purposes other tharetfuswvhich they were allocated, non-

approved payments and irregularities in tender gioes and in the award of public

contracts.

Audit of the regularity of the implementation of the financial plans of direct budget
users for 1999

In 2001 we issued nine reports on the audits ofrtiementation of the financial plans
of direct budget users for 1999, which supportedaidit of the final account of the state
budget. In the reports we issued an opinion wilemneations to auditees in 77.8 per cent
of cases. Twice we issued a negative opinion ontriltbfulness and completeness of
financial statements (Ministry of Economic Affair8inistry of Small Business and
Tourism), and three times we issued a negative i@piron the regularity of the
implementation of the financial plans (Ministry B€onomic Relations and Development,
Ministry of Economic Affairs, Ministry of Foreign ffairs). Among the most frequent
errors we established in testing the regularityhef financial statements were incorrect
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classification of expenditures, incorrect inclusimnexpenditures in the budget year and
inaccurate disclosure of the amount of investmeartsfers. In the implementation of the
budget we discovered irregularities particularlhthie allocation of subsidies, grants and
other transfers, in the award of public contracid e the financing of projects. We also

discovered examples of payment of liabilities beftley fall due, irregularities at the

Ministry of Economic Affairs in the allocation o&lkes proceeds for recapitalisation, and
at the Ministry of Foreign Affairs cases of budfetds not being used for the purpose for
which they were allocated.

Audit of the financial statements of the final accant of the state budget for 2000

We were three months late in issuing the reporthenaudit of the final account of the
budget of the Republic of Slovenia for 2000 (repoa. 1201-2/01-46) because of
difficulties in concluding the audit and the needdarify disputed findings with the
Ministry of Finance. Factors influencing the issuiof an opinion with reservations with
regard to the truthfulness and completeness offitteé account of the budget of the
Republic of Slovenia for 2000 were errors in thdabee sheet of incomes and
expenditures relating to the disclosure of a swmiliincomes over expenditures of the
Bank of Slovenia and interest from the issuing ods, the inclusion of sales proceeds
and commission which the Slovenian Development Qatpon d.d. charged to the state
for carrying out commission deals, the inclusion exfpenditures among investment
spending and investment transfers, incomplete aiscé of incomes and incorrect
recording of a loan received by the Ecological Depment Fund, d.d. from Phare funds
in the financial claims and investments account.

Audit of the regularity of the implementation of the state budget for 2000

In 2001 we included in the work programme a projecaudit the implementation of the
budget of the Republic of Slovenia for 2000. Withims project we carried out

preliminary audits of 21 direct budget users, whintiuded checking the existence and
functioning of systems of internal control. We usled results of these audits in planning
the audits of the regularity of the implementatadrthe financial plans of direct budget
users for 2000, in which we included 19 direct ketdgsers: 15 ministries, three
government offices (the Government Protocol Offibe, Office for the Disabled and the
Protocol Services Office) and the Office of thenkgiMinister. In this project we audited
90.7 per cent of expenditures from the state buithg2®00.

The project was carried out by 31 auditors, whonsde725 auditor-days on planning,
gathering evidence and reporting. The plannindnefaudits began at the end of February
2001, and the audit reports were issued in NovembegmDecember 2001.

Besides performing audits and issuing audit opimi@mother important goal of the
project was the training of auditors, which toolqd as part of the twinning project at the
same time as the audits were being carried out.obfective of each individual audit in
the project was to test:
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= whether the auditee correctly disclosed expenditurethe final account of the
financial plan for 2000, and

= whether the auditee implemented the financial ptar2000 in accordance with the
regulations that must be observed by direct budgets.

In addition, we established in the audit how thenistries were fulfilling their
responsibility for the regularity of transfer exp@nres. We assessed the ministries’
internal control systems and their functioning witgard to the allocation of budget
funds to final users.

We performed the audit by testing the individuasibess events on which the disclosure
of expenditures was based. We formulated suitaldé @arogramme to test the regularity
of the recording and disclosure of expenditures @ogrammes to test the conformity of
expenditures with regulations. We applied the apidigrammes to suitably large samples
of expenditures determined according to the Mogetdnit Sampling method. We
projected the non-conformity with regulations ahd errors in the financial statements to
the entire expenditures that were sampled anddhube basis of statistical calculations
determined the upper and lower limits and the rposibable sum total of irregularities or
errors. We added to the most probable sum totairofs or irregularities the known total
of errors or irregularities derived from a 100 pent checking of part of the expenditures.
On this basis in the audit reports we issued opmio the audited budget users as shown
in Table 3.

Table 3: Opinions on the presentation of expenegwnd on the implementation of the
financial plan for 2000

Opinion
presentation of implementation of
expenditures financial plan

Budget user

Ministry of Finance positive with reservations
Ministry of the Interior positive with reservations
Ministry of Defence positive negative
Ministry of Foreign Affairs negative with reservattis
Ministry of Economic Relations and Development positive negative

Ministry of Justice with reservations with reseroas
Ministry of Education and Sport positive with ressions
Ministry of Culture positive positive

Ministry of Health with reservations with reservats
Ministry of Labour, Family and Social Affairs pase positive

Ministry of Economic Activities with reservations  egative

Ministry of Small Business and Tourism positive ae

Ministry of Agriculture, Forestry and Food negative negative

Ministry of Transport and Communications positive ithweservations
Ministry of the Environment and Spatial Planning  sitiwe with reservations
Office of the Prime Minister positive with reseneais
Office for the Disabled and Chronically Sick pogit positive

Protocol Services Office with reservations negative
Government Protocol Office positive with reservaso
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On the basis of the audits carried out we estim#tat the most probable percentage
irregularity (non-conformity with regulations inghmplementation of the state budget in
2000) was 1.4 per cent of all budget expendituresduding all the known irregularities
and the most probable level of irregularity foraliditees.

The most common irregularities in the implementatid the budget of the Republic of
Slovenia for 2000 were:

» Irregular awarding of public contracts — as many.asuditees. Budget users still do
not follow the prescribed procedures for awardinglig contracts (not carrying out
tenders as prescribed, procurement by order forbyalirect concluding of contracts
without examining several bids). In the procedui@scommissioning work major
shortcomings were established in the tender doctatien and in the concluding of
contracts. Work not yet carried out is still bepeyd for.

* In the case of seven auditees the allocation okersrand the calculation of their
wages were not in conformity with regulations. dutarities were established with
respect to the allocation of workers who did noetibe necessary conditions. The
setting of wage supplements contravened regulatiassdid the calculation of
allowances.

= Expenditures or payments from the budget in the cadive auditees were not based
on a proper (authentic) accounting document, irerotords not all of the prescribed
conditions for making payments from the budget weet. Contracts were concluded
in contravention of regulations, contractually agteprices were not used in the
invoices, and payments were made as advances.

» Irregular procedures in the allocation of subsidiesn the case of four auditees.
Transfer funds were not allocated by means of diptdnder, or the auditees did not
follow the prescribed procedure (exceeding the m&wf tender funds, exceeding the
upper limit for an individual recipient, failure tobserve the tender conditions,
applying conditions that were not part of the tendénadequate tender
documentation).

* Funds not used for the purpose for which they vediccated — in the case of three
auditees budget funds were not used for the purpetseut in the budget.

Auditing the operations of the Slovenian DevelopmérCorporation d.d.,
Ljubljana

We completed two audits at the Slovenian Develogn@mrporation d.d., Ljubljana in
2001. Every year we carry out an audit of the fmanstatements pursuant to the Act
Regulating the Slovenian Development Corporatiah, d,jubljana and the Restructuring
of the Companies in the Slovenian Development Qattpm d.d., Ljubljana. In the audit
for 1999 (report no. 1202-5/00-11) we confirmed th&hfulness and honesty of the
presentation with a warning that the SDC was irely including among its capital
investments the claims that were converted intotalaptakes and shares owned by the
Republic of Slovenia. The SDC should have recoroheds books a liability to the
Republic of Slovenia for the equivalent value afgé investments.
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In 2001 we continued with the implementation ofvptisation audits. Our first audit
report of this type (report no. 1202-22/00-2B the audit of the sale of stakes in
companies in 1998 and 1999 at the Sovenian Development Corporation d.d., Ljubljana)
became final. We reviewed the procedures carriedypthe SDC in the sale of stakes in
companies acquired in the process of the ownershigsformation, restructuring and
privatisation of companies or in some other way afso tested the regularity and
rationality of the sale of stakes in two compani& established that in the period
covered by the audit the Slovenian Development @atpn did not have a strategy
worked out for the sale of stakes, and that beakeng the decision to sell the stakes it
did not define in detail the objectives or the noelh of the sale. The SDC conducted the
sale of shares according to procedures conformitigthve regulations in force, but it did
not collect bids for the services of appraisersfandegal advice, and did not consistently
abide by the statutory criteria in selecting thstlimdder for the purchase of stakes. In the
audit report we also criticised the SDC for not rappiately documenting all the
procedures and not monitoring and analysing thésaafsthe sale. In our assessment the
long-term effects achieved were positive from th@np of view of the privatised
companies.

Auditing the efficiency of the operations of the pblic prosecutor's
offices

In 2001 we completed an extensive project to atlditefficiency of the operations of

public prosecutor's offices. The objective of thelitss was to establish the efficiency of
the implementation of tasks by the public prosecsitoffices. We performed audits of
operational efficiency at the Ministry of Justicegdort no. 1205-10/00-12) to determine
whether the ministry was ensuring the financiatspenel, technical and other conditions
necessary for the functioning of the public prosecs offices and carrying out

supervision of their activities, and at the pulgrosecutor's offices: Office of the Public
Prosecutor of the Republic of Slovenia (report &@05-9/00-9), the higher public

prosecutor's offices in Ljubljana (report no. 12060-10) and in Koper (report no. 1205-
8/00-10), and also at the district public prosecsitoffices in Ljubljana (report no. 1205-

3/00-11), Maribor (report no. 1205-4/00-10), Cdljeport no. 1205-5/00-11) and Novo
mesto (report no. 1205-6/00-9). On the basis offthal reports we also compiled a
concluding report (report no. 3105-4/97-37), whieh sent to all of the auditees and to
the National Assembly in July 2001.

The public prosecutor's offices did not have fixeteria for establishing the efficiency
with which their tasks were carried out, and therefwe assessed the efficiency of their
work by comparison with the implementation of task4997, 1998 and 1999 at the same
public prosecutor's office, and in certain caseso aWith a comparison of the
implementation of tasks by all public prosecutoffsces in Slovenia.

We used the following criteria:

= the amount of work carried out compared to the msp@ceived, reports in progress,
resolved reports, indictments lodged and unresalgpdrts or cases,
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» the number of employees compared to the amountarsk wone and the average
volume of work per prosecutor,

» the time required to resolve an individual case,

» funds used per unit of work carried out — here wented a report in progress and a
resolved report or case as a unit of work carrigid o

We assessed the volume of work of the public pruases offices on the basis of

analyses of the number of cases received, caspsogress, resolved and unresolved
cases with regard to the type of case and by casgrawith the figures for 1997, 1998

and 1999. We used the statistical reports on the wbthe prosecutor's offices and the
overall report on the work of the public proseclgtoifices in 1997, 1998 and 1999.

We reviewed the level of occupancy of positionsthe prosecution service, and in

particular the ratio between the number of prosweutand the administrative and

technical staff in the courts. We calculated therage volume of work per prosecutor

and compared the number of reports received, reporprogress, resolved reports and
unresolved reports per prosecutor, the number dittiments lodged per prosecutor and
the number of resolved reports per day of the muatees' presence at work. In the audit
we used these criteria as a standard in ordersiesaghe volume of work accomplished
by the prosecutor's offices in the audit periodtloe same basis. The public prosecutor's
offices do not statistically monitor the time takenresolve cases, and therefore we only
checked the time taken to resolve criminal cas@sguan appropriate sample. In the

audits we also assessed the use of funds by tiseqror's offices and the level of costs
per resolved report and per report in progress.udéel data from the final accounts and
the analytical records of the prosecutor's offisle. included labour costs, material costs
and the minor investment costs among the funds. used

We can summarise the results of the audits of ffieiemcy of the operations of the
public prosecutor's offices into the following gpsuof findings:

= The number of unresolved reports at the auditadictipublic prosecutor's office was
greatest in 1998. In 1999 the number of unresotepdrts fell by 52.6 per cent at the
prosecutor's offices, while at other bodies the Ineimrose by 8.7 per cent. The
audited higher public prosecutor's offices in Ljabh and Koper did not have any
unresolved cases even though there was a riseeinuimber of cases received each
year. The number of unresolved cases at the Offiche Public Prosecutor of the
Republic of Slovenia was lowest in 1999, both fommal cases and civil-
administrative cases. The number of criminal casegived has been falling each
year, while the number of civil-administrative ca$ms been rising.

= The number of accused adult, juvenile and unknoenpgtrators has increased. The
biggest increase was in the share of allegatioaghagunknown perpetrators at the
district public prosecutor's office in Ljubljanah&@ number of adult perpetrators of
criminal offences dealt with by the audited digtrigublic prosecutor's offices
increased by 2,594, or 11.3 per cent, in the gquetiod. Approximately one-third of
the perpetrators dealt with by all the district jpriprosecutor's offices in the Republic
of Slovenia were dealt with by the district pulpiosecutor's office in Ljubljana.

» The increased number of perpetrators also meanin@ease in the number of
prosecution decisions, rejected reports, demands¥estigation, withdrawals from
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prosecution and indictments lodged. There was rifgignt reduction in the number
of unresolved reports at the prosecutor's offiaes ia the number of times public
prosecutors participated in hearings. The numbappgals was also greatest in 1999,
almost 60 per cent of which were against sentendewsions. Taking into account
guilty verdicts and acquittals the audited distgablic prosecutor's offices lodged an
appeal against every 11th ruling. Approximatelyp& cent of the charges lodged
were dealt with by regional courts, which meanst thmanor criminal offences
predominated for which the maximum penalty wasaightee years in prison. Each
year there were also more charges lodged againshgyoffenders. The courts
imposed most sentences in 1997 and fewest 1998.

On the basis of the audits carried out at the highblic prosecutor's office in Koper
and the higher public prosecutor's office in Ljablp we assessed that with the tasks
that they perform the higher public prosecutorfice$ do not have a decisive effect
on the course of a criminal procedure. But the sapery inspections under Article
67 of the Public Prosecutor's Offices Act (ZDT) ataplicated because they are
carried out not only by the higher public prosecstoffices but also by the Office of
the Public Prosecutor of the Republic of Slovenia.addition the rationality of
organising a duty service at the higher public pcosor's offices should also be
examined because very little effective work wasedon

At the Office of the Public Prosecutor of the Repubf Slovenia the largest number
of criminal cases was resolved in 1997, with thenber of cases being rejected
pointing to the poor quality of the submissionstbg parties. The number of civil
cases resolved was greatest in 1999. Most of thene wesolved upon review, and
fewest through the lodging of a request for pratecof legality. The Office of the
Public Prosecutor of the Republic of Slovenia eatrout reviews at the higher and
district public prosecutor's offices. Particulateation was paid to the legality and
professional regularity of the work. We establishiédit with the reviews an
accelerated resolution of cases was achieved ptadkecutor's offices. But according
to the Office of the Public Prosecutor there netxde an improvement in the
professionalism of the work, an increase in thévdiets of the prosecutors to achieve
a final resolution of cases and the use of new w@m@sims, above all deferred
prosecution. We do not believe that supervisorpecsons need to be performed by
the higher public prosecutor's offices as well w$he Office of the Public Prosecutor
of the Republic of Slovenia.

An amendment to the ZDT on 23 July 1999 establistied legal basis for the
founding of a group of public prosecutors for speciases whose jurisdiction is to
prosecute organised crime. We established thagttwep is in control of the cases
even though the number of alleged perpetratorscigasing.

The average volume of work per prosecutor at alnadisiof the audited public
prosecutor's office was substantially more in 188 in 1997 and 1998. There was
an increase in the number of reports resolved pesegutor and the number of
indictments lodged, while the number of unresolkagubrts per prosecutor fell.

Better occupancy of job positions had the effecinafeasing the volume of work
accomplished. The proportion of occupied publicspautor and assistant public
prosecutor positions in the Republic of Slovenim@easing, while the proportion of
occupied professional staff positions fell in 12@®@npared with 1997 and 1998.

The volume of work also influenced the amount afidsl used by the prosecutor's
offices and the costs per resolved report and tepocase in progress in 1997, 1998
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and 1999. Labour costs per resolved report atigtaa public prosecutor's offices in
Ljubljana and Celje and at the higher public prosecs office in Ljubljana were
lower in 1999 than in 1997 because there was aease in the number of resolved
reports. At the district public prosecutor's ofida Maribor and Novo mesto labour
costs per resolved report increased in 1999 cordpar&997.

In terms of the time required to resolve cases stabéished that the district public
prosecutor's offices in Celje, Maribor and Ljubjaon average resolved reports of
serious criminal offences within a reasonable gk(@0 days), and only the district
public prosecutor's office in Novo mesto requireareitime (144 days).

The higher public prosecutor's office in Koper reed on average 3.1 days to resolve
a criminal case, and the higher public prosecutdfise in Ljubljana 12 days. On the
basis of an examination of 30 files relating tongnal and economic cases we
established that the average time required forluéea at the Office of the Public
Prosecutor of the Republic of Slovenia from theedztreceipt of the initiative to the
lodging of a demand for protection of legality wil.1 days per file. In the case of
appeals against second-instance rulings the avehaggion of the procedure for 13
files from the date of receipt of the file contaigithe appeal until the opinion or
proposal of the public prosecutor was 12.1 days OHice of the Public Prosecutor
of the Republic of Slovenia resolved cases aswWeg received.

Auditing of municipalities

In 2001 we issued six reports on audits of munigipa. From the reports on audits of
operations for the period 1999-2000 (for some efrttunicipalities the audit covered the
period from 1996 to 2000) in the municipalitiesByezovica (report no. 1215-12/00-16),
GorisSnica (report no. 1215-13/00-16), Velike &éaJreport no. 1215-14/00-14), RuSe
(report no. 1215-6/00-18) and the two city munittps of Velenje (report no. 1215-

7/00-18) and Nova Gorica (report no. 1215-7/00-48) can summarise the following

important findings which are common to the majoafyhe audited municipalities:

budget funds were reallocated in contraventiorhefRinancing of Municipalities Act
and the conditions and methods laid down in thegbtidecree,

payments from the budget exceeded the planned wodirfunds,

the mayor approved payments from the budget tlthhdi have a basis in the budget
that was in force,

investments were not planned in the budget,

investment works were awarded without public teedeften completed investments
were not recorded among the long-term assets ohtirecipality,

bank guarantees were not obtained from contradtwrsemedying mistakes in the
guarantee period,

liabilities were assumed for purposes not envisagele budget, or the use of funds
for an envisaged purpose exceeded the planned eabfilmudget funds,

borrowing exceeded the statutory limit,

municipalities borrowed without the approval of teistry of Finance and without
the financial relations between the newly formedhroipalities first being regulated,
prepayments were not suitably secured,

individuals were employed without the appropriadaaation,
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= the payment of wages for employees and officiatb aupplements to their wages was
irregular,

= the financing of political parties and councillgm®ceeded in an unlawful manner,

= the issuing of guarantees exceeded the statutaity li

Auditing the efficiency of operations

In addition to the project to audit the operatioefhiciency of the prosecutor's offices and
the privatisation audits, in 2001 we issued twdHher reports from a number of audits of
operational efficiency.

The Customs Administration of the Republic of Sovenia has frequently been audited
within the framework of the state budget becausaghwith the Tax Administration of
the Republic of Slovenia it is one of the largestlies within the Ministry of Finance,
which we audit as a whole every year. In 2000 wgahea separate audit at the Customs
Administration in which we examined in detail thastence and functioning of internal
controls and the regularity and efficiency of thgeations of the Administration from
1996 to 1999 in respect of the procedures for sejazvansport, storage, sale, destruction
and assignment free of charge of confiscated aadddned customs goods (report no.
1202-4/00-14). By means of inspection and testirg aonfirmed that the Customs
Administration has introduced appropriate contrelsich function successfully and
ensure effective discovery of irregularities in pest of the release of goods into
circulation and excise duties. The customs andsexiiformation system satisfactorily
supports operations and ensures regular recordirfgusiness events and provision of
information for decision-making. Less satisfactamgre the actions of the customs offices
concerning confiscated and abandoned goods. Wedfdbha unreasonably lengthy
procedures, inconsistent actions in the managemetitdocumentation of procedures,
high costs of storage of goods and pointless stomafgunusable goods and goods
unsuitable for further use to be irrational andm&de a number of recommendations to
the Customs Administration which we believe shouddp to remedy these weaknesses
and shortcomings in its operations. In the rep@talso pointed out to the Main Customs
Office the unlawful actions by one of the officias the Customs Office in Ljubljana,
whose actions benefiting a persons liable for gust@rejudiced the state budget. We
instructed the office to carry out a special inguand to take appropriate measures
against the official.

At the Health Insurance Ingtitute of Sovenia we performed an audit of the project to
introduce health insurance cards which began irb E9@1 was completed in 2000 (report
no. 1213-3/00-32). We examined the regularity & pinocedures involved in decision-

making and carrying out the project and testedréigeilarity of funds planned and used
for this project. We established that in the impdemation of the project the resolutions of
the general meeting and the management board ol#tiute were not consistently

taken into account, and that part of the costh@fproject was met from current revenues
that were not intended for financing this projéate also discovered that the Institute
concluded contracts with equipment suppliers aedotioviders of certain services which

differed in terms of price and certain other codi$ from the bids that had been made.
We also discovered other violations of the provisiof the Public Procurement Act and
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so we issued an opinion with reservations to tlséitlrite in respect of its actions relating
to the introduction of the health insurance caxjqut.

Auditing of public institutes

In addition to the obligation to audit the reguiarof the implementation of the state
budget we also have to audit every year the omegrabf the Health Insurance Institute of
Slovenia and the Pension and Disability Insuramsgitute of Slovenia, and under the
previous Court of Auditors Act the Employment Seeviof Slovenia was also included
among the mandatory auditees.

In 2001 we completed two audits of these auditéés.issued &eport on the Audit of

the Financial Satements of the Pension and Disability Insurance Institute of Sovenia for
1999 (report no. 1214-2/00-17), and in it confirmedtth®e Institute had truthfully and
honestly presented its position and the resulitsaiperations, and Report on the Audit

of the Financial Statements of the Employment Service of Sovenia for 1999 (report no.
1214-3/00-24), in which we issued an opinion wikarvations because the ESS did not
include in its statements all the claims on the istng of Labour, Family and Social
Affairs and did not include all its liabilities tentitled beneficiaries. Moreover, it did not
include a charge for due claims on unauthoriseiestts of programme funds.

In anAudit of the Operations of RTV Sovenia in 1998 and 1999 (report no. 1212-10/99-
35) we tested the regularity of operations, foogigin certain balance sheet items and the
actions of this public institute. In the audit wisabvered errors in the disclosure of costs
deriving from redeemed rights to broadcast filmd aregularities in the management of
TV channels and in the concluding of contracts vmthkers of TV programmes, all of
which had an influence on our issuing of an opiniai reservations.

In an Audit of the Operations of the Secondary School of Commerce in Ljubljana from
1995 to 1999 (report no. 1211-1/00-11) we tested the regulaftpperations, especially
with regard to revenues, costs and investmentsénschool premises and computer
literacy. The irregularities that we discoveredhe payment of wages and other personal
incomes of employees had an effect on our issuirag @pinion with reservations.
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ADVISING USERS OF PUBLIC FUNDS

Providing advice is one of the important taskshaf Court of Audit. The Court of Audit
advised the public administration on the basishef first paragraph of Article 21 of the
old Court of Audit Act. It also performs this taglirsuant to the new Court of Audit Act,
which also provides for the advising of users dblpufunds in Article 21. The new Court
of Audit Act regulates this area differently andmpés advice to be provided in different
forms. We provide advice:

= while the audits are being performed; on the baksexperience from previous audits
we give advice in order help the auditee remedy iemegularities, shortcomings or
weaknesses discovered,

» in clarification meetings at which, together withetauditee, we try to resolve any
disputed findings and suggest possible methodgmkdying errors or irregularities
established,

* by means of recommendations which we give to thite® during the audit and in
the audit report,

= through comments on the working drafts of the textsws and other regulations,

= Dby taking part in consultations and seminars,

* Dby issuing opinions on questions of public finance.

Members of the Court of Audit and supreme statetaxsdprovide advice by expressing
opinions on a public finance problem or questioncitthey either base on experience,
i.e. on previous audits, or in which they give th@wvn personal expert opinion. If the
public finance question does not relate to a stlgeeered previously in the work of the
Court of Audit then an opinion is given by the denaf the Court of Audit. An opinion
by the senate is binding as far as the judgemeatstdite auditor is concerned.

The advice given to public fund users in 2001 refgmainly to the following questions:

= recording of incomes and expenditures in the statkgyet,

= the introduction of new accounting regulations aheé related transition from
accounting after the occurrence of an event to-flashrecording,

= the compilation of annual reports of budget users,

= the use of budget funds for personal incomes ofi@yeps,

= implementing the financial plan of a prosecutoffice — reimbursement of costs to

employees,

the possibility of an assignment contract beingctuated for a budget user,

the executability of a decision by a state body,

the award of public contracts,

the purchase of furnished business premises fadgedi user,

covering the costs of using business premises amserg of public funds,

the functioning of internal audit services in statglies.

In the audit reports which we issued in 2001 we enadotal of 83 recommendations to
28 auditees. Our recommendations referred maintlyadollowing areas of their work:
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» arrangements ensuring the regularity of operatents greater transparency of public
funds,

= the clarity of financial plans,

= criteria for monitoring operational efficiency,

= evaluation of financial investments and greatendparency in the presentation of
business events,

» the concluding of contracts between budget useatssarvice providers or suppliers of
goods,

» the suitability of the current organisation frometipoint of view of reducing
administrative costs,

» the use of the possibility for rearrangement of kg hours thereby reducing
operating costs, especially concerning the promisibadministrative support for the
work of bodies and commissions,

= the payment of attendance fees to members of theageanent and supervisory
bodies,

= the introduction of new systems of internal conttotl strengthening of the existing
systems.

We also carried out other forms of consultation2@®1 the Court of Audit took part in
debates on the new law to regulate the public secage system; members of the Court
of Audit, supreme state auditors and certain othalitors of the Court of Audit made
contributions at seminars, professional consultatiand study workshops organised by
the Association of Economists of Slovenia, the Assiton of Accountants, Financial
Managers and Auditors of Slovenia, the SloveniadiAimstitute and by the auditees; the
Court of Audit also works together with the univies in Ljubljana and Maribor on the
implementation of training programmes relating tblgc finances and state auditing.
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MONITORING THE EFFECTS OF AUDIT WORK

Measures based on audit findings

The auditees remedy a large number of errors aedularitiesactually during the audit.
We generally report on this in the audit reportise Tollowing important measures were
taken by the Slovenian government and direct budgets by the time the audit report
was issued:

= During the audit of the final account of the statgdget for 2000 the Payments
Agency transferred to the budget the surplus afnmes over expenditures established
in its operations in 1998. An amendment to the lagulating the implementation of
the budget for 2000 and the introduction of a nemidet item to cover the costs of
minting coins and other costs of the Bank of Slaaesstablished the foundations for
remedying the irregularities that had been estiadtifor a number of years already in
the disclosure of a surplus of incomes over expares of the Bank of Slovenia.

= The Ministry of Finance changed the MFERAC compusgplication which
supplements the credit management information aradbles better coordination of
records.

= The Ministry of the Interior remedied irregulargien the payment of supplements to
employees' wages.

= During an audit the Ministry of Health concludede timissing contracts on the
purchase of land and apartments and an annex dateact with the central hospital
and works contractors, which was a condition ferttiansfer of earmarked funds.

= The Protocol Services Office made new calculatioihthe prices of its services and
submitted the prices to the government for confiroma In order to remedy
irregularities in the awarding of public contradtsadopted a number of measures,
including carrying out a public tender for the phase of food and adopting internal
acts in which it clearly set out the procedures segponsibilities concerning public
procurement.

= The Government Protocol Office established recafdstocks of protocol gifts and
produced a catalogue of gifts to ensure easy andlyi selection and purchase of
gifts, and submitted a proposal to the Governmeirit Bervices Office to carry out
public tenders for the award of those contractsrevivge discovered irregularities in
the audit.

= During an audit the Customs Administration of thepRblic of Slovenia adopted
certain measures which helped to reduce the cdststasing confiscated and
abandoned customs goods. It adopted instructionsaodling procedures when the
buyer or other client does not take over the gowisin a certain time limit. The
instructions also prescribed the procedures farecbidocumenting of procedures and
storage of documents, which was a shortcoming ksti@d in the audit.

= The National Assembly returned to the budget thed$uthat were incorrectly
transferred to it for investment expenditures aaddfers.
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The municipalities also remedy the majority of #meors and irregularities which we
discover in the audit of the regularity of theireogtions during the audit itself. In the
reports we report in detail on the following measur

For incorrect and wrongly paid wages or other psasincomes the municipalities
established claims on the mayors and the employe@dave already returned to the
budget in full or in part the funds paid out withgustification.

For unlawful payments in the form of vouchers &é temployees in one of the
municipalities undertook to return the sums reagiire instalments, and some was
repaid during the audit. In four municipalities theayors adopted rules on the
classification of jobs in the administration andued new decisions to employees
reallocating them to positions that conformed witair education, or set wage levels
with the appropriate coefficient and supplements.

For the irregularities established in the financiafy political parties (unlawful
payments of grants and unauthorised settlemerndsi$ ¢or the functioning of parties)
claims were established in one of the municipajtiehile in another adjustments
were made in the budget for 2000 to take into actdle excess sum paid out in
1999.

In one of the municipalities unlawful financing cbuncillors' clubs was stopped in
June 2000 and a claim established in the accoantkaé funds already transferred.

In four of the municipalities investments were neleml during the audit among long-
term assets to ensure the correct presentatidreadsets of the municipality.

In the case of two investments where we establighdéae audit that the municipality
had not correctly insured against potential errorsexecution, the municipality
obtained a bank guarantee from the contractor toright any errors within the
guarantee period.

During the audit errors and irregularities were@akmedied by:

the Employment Service of Slovenia, which estaklisregular recording of business
events in line with the Accounting Act and improvdee method of recording the
liabilities of the ESS to eligible beneficiariesrideng from concluded contracts; the
ESS obtained an opinion in respect of taking agdagainst the value of its claims
and took this into consideration in the compilatafrihe final account for 2000;

The Secondary School of Commerce in Ljubljana reetedhe irregularities
established in the concluding of authorial consautd work contracts with full-time
teaching employees and ensured that their workheesdwithin the permitted extent.

Auditees take measure to remedy irregularitiesirgmua more thorough treatment and a
range of activities to establish a regular stataftdirs after the audit report has been
issued. In 2001 the auditees informed us that on thesbafsour audits they had taken the
following measures:

The Main Customs Office of the Republic of Slovemeade personnel changes
relating to the discovery of unlawful actions ahd temedying of shortcomings in the
functioning of controls at the office in Ljubljana.

One of the municipalities sent to the Court of Audi October 2001 proof of the

repayment of unlawful payments for the remaining p&the wages of the mayor, for
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unlawful incomes in the form of vouchers and forautihorised grants to political
parties. In September 2001 the municipal counadref of the municipalities passed a
resolution ordering the repayment of funds paieigdllly to the councillors' clubs in
ten monthly instalments and in September alreadyirsd payment of the first
instalment. In one of the municipalities employaesre reallocated to positions
corresponding to their education.

= The Health Insurance Institute of Slovenia analybeddifferences between the actual
and the required education of employees and adoptedsures to remedy
irregularities, which it included in its busineskm for 2002. In 2001 the Institute
adopted two internal acts regulating public promeet, and also began development
of a special computer application to enable greswgervision over the awarding of
public contracts.

Under the new law auditees must report on the rgmgdf errors and irregularities in

the post-audit procedure inrasponse report. In the audit reports which we issued in
2001 we made 11 requests for a response repore teubmitted. The deadlines for
reporting on the measures taken to remedy erratsreegularities discovered expired in
2002.

Implementation of recommendations

We also make recommendations in the audit replorthis way we are aiming primarily
to improve operations and to help overcome the nesdes and shortcomings that we
discover in the audit procedures. The recommendsitio the auditees are not binding but
nevertheless we find that the auditees do actuathplement most of our
recommendations.

In 2001 we made the following recommendations:

=  We suggested to the Slovenian government thapitldlstudy the implementation of the
first paragraph of Article 65 of the Public Admim&ion Employees Act (Uradni list RS,
nos. 15/90, 5/91, 16/91, 22/91, 2/91-l, 4/93, 7@&Ad 38/99: "ZDDQO"), which provides
for a higher coefficient only as an exception. Thias because in the audits we
established that a higher coefficient had beemuséér the aforementioned article in as
many as 20 to 40 per cent of positions in the mmiags In the explanations of the
resolutions setting a higher coefficient for patae positions it is not clear that the
reasons for setting such coefficients were spetlificonsidered, or what exceptional
circumstances existed for such a decision. This©iodedf applying the first paragraph of
Article 65 of the ZDDO in our judgement exceedesl plirpose of this provision, which
is defined as a decision to be taken by the govenbhnm exceptional cases. The law
regulating the implementation of the budget of Republic of Slovenia for 2002 and
2003 provides that the higher coefficients canda@plied only for positions occupied by
employees for a fixed period and for the term dicefof a minister under the third
paragraph of Article 8 of the ZDDO. We believe that setting higher coefficients the
basis for all positions for which wages were debeeh under Article 65 of the ZDDO
should be verified
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In their reports on the implementation of recomnagimhs the Ministry of Justice and
the Office of the Public Prosecutor of the Repulidic Slovenia mentioned the
activities that they had undertaken:

- for monitoring the extent of the work accomplishied the individual public
prosecutors with the introduction of a computerggurped system for monitoring
the number of new case, cases in progress andolvedscases.

- for setting a reasonable period (three months)esolving cases,

- preparation of criteria for establishing workie#ncy,

- changes to the classification of job positions,

- changes to the regulations in force which, in andgpment, will contribute to
rationalising the operations of the higher pubtiggecutor's offices,

- the formulation of unified instructions for mamagent and recording of the cases
of public prosecutor's offices.

The Consumer Protection Office of the Republic ofovBnia studied a

recommendation in connection with the method obaating funds for providing

advice to consumers.

In the audit of the sale of stakes in companieseae@mmended that the Slovenian

Development Corporation d.d. Ljubljana should define strategy and plan the sales

in detail in its annual plans. We also proposed ithshould monitor and analyse the

costs of a sale and the effects of a privatisatiah reference to the goals set. In the
business plan for 2000 the SDC included detailéatimation about envisaged sales.

It also amended the internal instructions for managnt of sales procedures and

monitoring of the final effects of a particulareal

At our recommendation the municipality of Velenjdopted instructions on the

reallocation of budget funds, which provide thei®&sr correct recording of changes

in the budget.

Reporting of misdemeanours and criminal offences

In 2001 the Court of Audit lodged Ifoposals with a misdemeanours judge, of which
five were in connection with audits of the opemasiof municipalities and five were in
connection with audits of organisers of electiompaigns for the election of deputies to
the National Assembly on 15 October 2000 pursuattié Election Campaigns Act.

In the case of the audits of municipalities the ppsals for commencement of a
misdemeanour procedure concerned the followingudegities in particular:

violation of the provisions of the Public ProcuremAct,

assumption of larger liabilities or payments frame budget than that specified for a
particular purpose in the budget,

assumption of a budget liability before it has bestopted, or violating the
regulations governing temporary financing.

In the audits of election campaigns proposals viedged for the commencement of a
misdemeanour procedure concerning a violation @& phmovisions of the Election
Campaigns Act, which provides that all the funds & election campaign must be
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collected in a special "election campaign" giroaot, and all the costs of the campaign
must be settled exclusively from this account.

Misdemeanour judges issued decisions in four cabestwo decisions the judge
established that the defendant was responsiblgnéomisdemeanour and imposed a fine.
In both cases the responsible person lodged arabppé the second-instance procedure
has not yet been completed. In two procedures tiselemeanour judge rejected the
proposal pursuant to the statute of limitationse Telative period of limitation expired
after the proposal was lodged because by the thmeone-year period of limitation
expired no procedural act had been carried outhbyntisdemeanour judge. In six cases
the misdemeanour judge has not yet issued a decisio

Of the proposals lodged in 2000 a misdemeanourejudgued in 2001 a decision in
which an admonition was given to the responsibtegrefor violation of the Financing of
Municipalities Act.

In 2001 three reports of criminal offences were lodged on the basis of the audits
performed at one of the ministries, one constitloeraty within a ministry and one direct
budget user.

Reports were also lodged as a result of indicatminesriminal offences of forgery of
official documents and abuse of official positiordaights.

On the basis of the reports lodged in 2001 we veceone resolution from a district court
refusing a request for an investigation submittgdaldistrict public prosecutor's office
because there were no grounds for suspicion thatanal offence had been committed,
and in one case the district public prosecutor dised a report of a criminal offence
lodged by the police because in his judgementindit involve a criminal offence.
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DEVELOPMENT EFFORTS OF THE COURT OF AUDIT

Twinning project

The twinning project involves a trilateral agreeméetween the European Union, a
member-state and a candidate country. The aim isfdbroperation is to develop or
consolidate an institution in the candidate coustrythat the candidate country meets the
conditions for entry into the European Union. Thattires of this project are that both the
candidate country and the member-state are conthidgtéhe project, that a pre-accession
adviser takes part in the project, that the progedll times has a director who performs
the role of advisor, that the project lasts onéwsy years and that it is financed by the
European Union.

The twinning project at the Court of Audit is thesult of many years of successful co-
operation between the supreme audit institutiorth@United Kingdom and the Republic

of Slovenia (the National Audit Office and the Coof Audit). The project was launched

in September 2000, and both institutions are coteohito achieving the goals in two

years. In order to achieve the goal of developiregaudit of public spending in Slovenia

the project was organised so as to cover two kegsaof auditing: development of the

audit of operational regularity and developmenthef audit of operational efficiency. The

development and modernisation of auditing has la¢sm accompanied by the preparation
of a manual and guidelines with the help of whilsd audit procedures will be brought

fully into line with the standards applied in thember-states of the European Union.

Another of the goals of the twinning project is tha@ning of auditors. In 2001 auditors
underwent training at workshops, and also in pcachy carrying out audits in parallel
with the workshops. Eleven auditors attended adaspindividual consultation on audits
of operational efficiency at the National Audit @# in London.

The biggest part of the project is aimed at develept of audits of the regularity of
operations. The objective of these audits was t@ldp methods, to train auditors and to
apply the methods in specific audit cases. In 20@1Court of Audit decided to perform
20 audits of the state budget and all the repodsevpublished at the end of 2001. In
addition, the twinning project helped to develogliy assurance procedures, which were
first used in the audits of the state budget.

With the audits of operational efficiency we begamew type of audit which had not
been performed at the Court of Audit to a substhrgxtent. Audits of operational
efficiency are characterised by checking the edficy of the processes and activities and
not merely the financial statements or the regwylasf business transactions. First we
performed pilot audits that covered six selectedd§, with the aim being to train the
auditors and to apply the methods in specific andges. At the end of 2001 the pilot
audits were in the concluding phase, i.e. the cbngpof the draft audit reports.

One of the tasks of the twinning project was to pidenguidelines and a manual for the
implementation of the audit process. During thelenmgentation of the audits the auditors
and the advisers to the deputy presidents of that@d Audit also prepared the content
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of the guidelines and the manual. At the end of12@@afts were prepared for seven
guidelines for the implementation of the audit @8 from assurance of quality to
reporting and monitoring of the corrective effeds.the end of the year all the chapters
for the content of the manual had been laid out. Mileissue the guidelines and the
manual at the start of 2002.

Employment

One of the strategies of the Court of Audit in 2@0rlachieving its goals was to increase
the number of auditors and to strengthen the sesvfor supporting audit tasks, and
therefore personnel policy was focused on acquinenyy auditors and advanced training
of those already employed in audit work. In thistyemployment contracts were signed
with 19 people: one official, one adviser to thegient, 14 auditors and three staff
members of the support services. During the yaa amployees left the Court of Audit.

On 1 January 2001 a total of 92 people were empi@atethe Court of Audit. By 31
December the number had risen to 102. This reptese0.9 per cent rise in the number
of employees. Yet despite this increase the ailvaging 110 employees by the end of the
year was not achieved due to staff turnover (8ricpat of employees leaving). In terms
of the planned employment level the realisation 8&3 per cent.

In 2001 there was an improvement in the employaeatin structure. At the end of
2000 a total of 73 employees had university edanatr master's degrees. By the end of
2001 the total had risen by 13.7 per cent to 8& filmber of employees with secondary
education remained unchanged. The changes in tleagoin structure in 2001 are shown
in Table 4.

Table 4: Changes in the education structure in 2001

Education No. of employees No. of employees

1 January 2001 31 December 2001
Doctorate 4 3
Master's degree 6 9
University education 64 71
Higher education 3 3
Further education 3 4
Secondary education 11 11
Vocational education 1 1
Total 92 102

After the enactment of the new Court of Audit Attwas necessary to change the
organisation of the Court of Audit so that auditweos could be exercised more
efficiently. We changed the organisational struetusy reducing the number of
organisational units and increasing the numberuditars in the audit departments. The
change was partly determined by the new classificadf jobs. We verified all the

descriptions of the work and tasks and redefineddbnditions for each position. The
new job classification system is designed to engbilenger auditors to be taken on who,
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through training to obtain the title of state aadibr experienced state auditor, can
progress to more demanding positions. At the same the more demanding positions
are sufficiently stimulating that they can attreaahdidates with greater work experience.

Because of the changes in the organisation wehalddo reallocate personnel capacities
so that the organisational units were suitably pmml with respect to the scope and
difficulty of the area of work. When employees weailiocated to new positions those
who demonstrated in their work that they were cégpab carrying out more demanding

tasks were promoted. At the same time we estallishsuitable ratio between auditors
employed in more demanding positions and auditoless demanding positions. At the
end of 2001 more demanding positions were occupye87 auditors and less demanding
positions by 23 auditors. This changed organisatistructure enables a more efficient
organisation of the work and better work resultbécachieved. The overall structure and
occupation of positions as at 31 December 200hagvs in Table 5.

Table 5: Overall structure and occupation of posgias at 31 December 2001

Position No. of employees
31 December 2001

Officials 10

Advisers 4

Deputy supreme state auditors 0
Assistant supreme state auditors 17
Senior audit experts 20

Audit experts 23

Trainee audit experts 1

Support service positions 27

Total 102

Of the 102 employees in 2001 a total of 10 emplsyes 9.8 per cent, carried out

management tasks; tasks related to the performaheeidits were carried out by 64

employees, or 62.7 per cent; and 28 employees/.&riger cent, carried out other areas of
work.

Training

In December 2001 the Court of Audit organised @imng week which was attended by

78 employees, of whom 72 were employed in auditiffte programme was aimed at

improving the system of quality assurance, whicls aigo one of the main strategies that
the Court of Audit used in 2001 to realise the gathad set. It encompassed:

= areview of the work in the area of training torgavut audits in the twinning project,
» topical issues concerning auditing,

= the annual work programme for the exercise of gualiers,

» presentation and instructions for the applicatibgwdelines for internal control,
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= obtaining evidence, arranging documentation anditguessurance,

* time management,

= presentation of the strategy for electronic operatiand the e-administration project,

= presentation of the use of the Idea2000 computaram,

= presentation of the overall image of the Court atiij,

= projection of the ZRacS-1, the rules of procedarel other acts of the Court of
Audit,

= report on international co-operation.

The training programme lasted 33 teaching hours. @drticipants described it as being
very well implemented.

In 2001 the employees of the Court of Audit alsteraded other forms of training.
Various seminars were attended 96 times by audn®:3 per cent), and 35 times by of
other employees (26.7 per cent).

Twelve employees had contracts for training to iobtahigher grade of education or an
academic title, and four of them successfully catea their studies, while two ended
their employment. At the end of 2001 the Court afdA still had six employees who
were training to obtain a higher grade of educat@mnan academic title: four at
postgraduate level to obtain a master's degreetmobtain a university education and
one to obtain further education.

At the start of 2001 four trainees were trainingpgrform audit work. Three of them
passed the professional exam after completingrétieeie period, while the fourth had not
completed the traineeship by the end of the year.

International co-operation also incorporates edaoaind training: an adviser to a deputy
president of the Court of Audit attended a montigldraining programme in Prague on
contemporary methods for preparing training in wdlial audit institutions of the
European Union candidate counties within the fraoréwof EUROSAIL. When she has
gained further training she will pass on her knalgke to her colleagues at the Court of
Audit, and she may also train auditors from otheropean audit institutions.

Co-operation between institutions

One of the main objectives in 2001 was to strengthe co-operation with the European
Court of Auditors and also with certain other supeeaudit institutions. Therefore in
September a three-member delegation, comprisingrigdent, a supreme state auditor
and the secretary of the Court of Audit, went omaaking visit to the European Court of
Auditors in Luxembourg. Their discussions inclugegresentation of the functioning of
the Court of Audit, a presentation of the new CafrtAudit Act and an exchange of
opinions.

The European Court of Auditors is one of the ingbins with which we cooperate in the area
of training. In 2001 two employees of the Courfatit went there to familiarise themselves
with the powers and activities of the European €otiAuditors and its audit methods. One
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auditor took part in a training course there foe fmonths, while another employee from the
informatics sector attended a one-month trainingsmsthere.

One auditor attended the one-month seminar orghaiseually by the UK's National Audit
Office. The topic of the seminar was the introduttdf a financial audit and an audit of the
implementation of tasks.

Together with the Czech supreme audit office weri@drout a parallel audit of
embassies: our supreme audit institution auditedSfovenian embassy in Prague while
the Czech supreme audit institution audited thec&eenbassy in Ljubljana.

International co-operation

The international co-operation of the Court of Audi2001 proceeded on the basis of the
contacts and ties already established at multdhtard bilateral levels, as well as on the
basis of new initiatives as and when they arosdici@f meetings, exchanges and

international participation within these frameworksre never merely a courtesy or of a
protocol nature but always had a defined workingteot.

In May the president of the Court of Audit visitdee Polish supreme audit institution in
Warsaw. The aim of the visit was gain a familiaicea with the preparations underway
for the pre-congress seminar, for which the CodrtAadit has prepared a written
contribution.

Also in May the president of the Court of Audit kopart in a meeting of supreme audit
institutions of the Central and Eastern Europeamtrees (CEEC) plus Cyprus and Malta
in Budapest. The theme of the meeting was an exghahexperience in the co-operation
of individual supreme audit institutions from thergpean Union candidate countries
with individual member-states of the European Unidhe CEEC working group links
the supreme audit institutions of all the Européamon candidate countries and the
European Court of Auditors. For us the group ispafticular interest because with
accession to the EU new obligations and duties tamgin the area of the auditing of
budget spending, and therefore the exchange otiexjges with other candidates and the
dialogue with the European Court of Auditors argaxely beneficial.

In the middle of June the second deputy presidérth® Court of Audit attended a
meeting in Budapest of the working group on prsaion auditing under the auspices of
the International Organisation of Supreme Audititnons (INTOSAI) on the subject of
the guidelines for auditing regulators and audjesuision of public-private financing
and concessions. The Court of Audit is only an oheein this group but we have
decided to apply for membership because the reachgeved by this group are very
useful as far as the work of our audit institutisrconcerned.

In September a three-member delegation from thet@béudit, headed by the president
of the Court of Audit, took part in a pre-congrassninar of the European Organisation
of Supreme Audit Institutions (EUROSAI) in Warsan auditor from the Court of

Audit prepared a paper on the use of computingstoothe auditing of the budget. This
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contribution from our Court of Audit on this topigent down very well; we received oral
and written praise from the other countries thaktpart in the seminar.

In November the president of the Court of Audit andupreme court auditor attended a
European Commission conference in Brussels. Thmehef the conference was the
development of public spending auditing in Europe.

In the middle of October the international relai@uviser to the president of the Court of
Audit participated in a meeting in Sofia of repms¢ives of the supreme audit
institutions of the Central and Eastern Europeamtriees, Cyprus and Malta responsible
for international relations. The aim of the meetings to study the relations and co-
operation between supreme audit institutions aedp#irliamentary committees charged
with deliberating the audit reports.

At the end of October the first deputy presidenth&f Court of Audit and the adviser to

the president of the Court of Audit took part asv@hia's representatives at the 17th
INTOSAI congress in Seoul. The central themes @ tlongress included audits of

international and supranational institutions, tbatdbution of supreme audit institutions

to administrative and governmental reforms, thelie in the planning and introduction of

administrative and governmental reforms, and thauliting. The congress was also an
opportunity for an exchange of opinions and foakkshing new ties between supreme
audit institutions and consolidating the existiregt

In 2001 Ljubljana too was the scene of a numbemgfortant events concerning the
international co-operation of supreme audit ingbtis and working visits.

At the end of February the Court of Audit in Ljudotia received an official visit from Sir
John Bourne, the Auditor-General of the United Kiogn of Great Britain and Northern
Ireland. The purpose of his visit was to officiattpnfirm the co-operation agreement
between the British and Slovenian supreme audituti®ns (twinning project).

At the end of March a meeting was held at the CadirAudit in Ljubljana of the
members of the Governing Board of EUROSAI, hostedhe president of the Court of
Audit, who is also a member of the Governing BoafdEUROSAI. The meeting was
aimed at preparations for the EUROSAI congress asddw in 2002, the programme of
professional training under the auspices of EURQSAloperation between EUROSAI
and the INTOSAI Development Initiative (IDI), anatdrmining the representation of
EUROSAI on the Governing Board of INTOSAI.

In May the Court of Audit organised an internatioseminar on auditing in the area of
information technology in the public sector withihe framework of the INTOSAI
Standing Committee on Electronic Data, which theur€of Audit is a permanent
member of. Several foreign experts gave lecturéaeeaseminar, which was attended by
participants from 29 countries. Countries arourelorld are allocating more and more
funding to the computerisation of the public sectbe lecturers at the seminar were
experts from countries that have the most expegiemd have already performed many
audits in this field. They highlighted the possti®k for fraud in the awarding of public
contracts, how to supervise investments in inforomatechnology and the use of funds
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for this purpose. The seminar also featured pratiens of the systemic aspects of the
work of supreme audit institutions in the area odliing in an information technology

environment, and the auditing guidelines and methdal this seminar the Slovenian
Court of Audit expanded its knowledge through faamnisation with the practice and

experience of the foreign participants.

In June the Court of Audit was visited as part loé tUnited Nations Development
Programme by a four-member delegation from the i&erparliament seeking to learn
about the functioning of the Court of Audit.

At the end of July the European Commissioner resipten for the budget and financial
control Michaele Schreyer visited the Court of Auds part of her official visit to
Slovenia. Her discussions with the Court of Audibtted on the budgetary and financial
aspects of Slovenia's accession to the EuropeamUni

At the end of September the Court of Audit wastegisiby the 18-member budget and
finance committee of the German state of Saxong. vikitors were mostly interested in
the powers, work methods and status of the CourAudit compared to the other

branches of power.

At the start of October the Court of Audit was tadi by a three-member delegation from
the parliament of Vojvodina in Yugoslavia. The mert of the delegation were
interested in the audit procedure at the Court wdifand the relations and co-operation
between the government and the Court of Audit.

Internal audit

The internal auditor of the Court of Audit, Orija@solnik, who is an assistant supreme
state auditor, performed an audit of the regulasftyhe financial statements of the Court
of Audit for 2001, on which she issued audit repart 3108-2/01- 2.

Basis and goals

The audit of the financial statements of the Cofiaudit for 2001 was carried out on the
basis of order no. 3108-1/01-3 of the presidenthef Court of Audit for 2002 as a
mandatory audit in accordance with Article 67 oé tRules on the Accounting and
Financial Operations of the Court of Audit (Rules the Accounting and Financial
Operations of the Court of Audit no. 3101-5/01-116fNovember 2001).

The audit related to the financial statements efGourt of Audit for 2001:
= the balance sheet as at 31 December 2001,

» the statement of incomes and expenditures for ¢hog from 1 January 2001 to 31
December 2001.
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The goal of the audit was to give an opinion on titm¢hfulness and credibility of the
financial statements of the Court of Audit for 2001

Opinion

Pursuant to Article 67 of the Rules on the Accaumtand Financial Operations of the
Court of Audit an audit was performed of the fin@ahstatements of the Court of Audit,
which encompassed an audit of the balance sheat 3 December 2001 and of the
statement of incomes and expenditures for the gdriam 1 January to 31 December
2001.

The audit was carried out in accordance with basgounting principles and international
auditing standards. These principles and standagisire the auditor to carry out the
audit so as to obtain a reasonable assurance hbafinancial statements are free of
material misstatements.

On the basis of a verification of the items in thmancial statements referred to in the
report the internal auditor believes that the fmahstatements of the Court of Audit
present a true picture of the situation as at 3teDwer 2001 and of the results of its
operations in the period from 1 January 2001 t®@8&ember 2001.
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