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Introduction

2004 was an important year for the Court of Audé:celebrated the tenth anniversary of our
operations, increased the number of employeesedpennit of the Court of Audit in Maribor, outlshe
new ideas for future work and implemented the tasisented below.

In 2004, the Court of Audit issued 72 audit repdvtest of the available time, 83 per cent, was dised
implementing audits prescribed by Article 25 of @murt of Audit Act. The most time-consuming and
demanding audit reviews were the three mandatalysathe audit review of the annual financial
statement of the national budget, and audit revi@se regularity of operations of the Health
Insurance Institute of Slovenia and of the PenaiahDisability Insurance Institute of Slovenia. In
2004, auditors of the Court of Audit reviewed ofieres of twenty municipalities - four of these were
city municipalities, eleven commercial public sees providers and eleven non-commercial public
services providers. In the past year, the Coultunlit performed all of its mandatory obligations,
pursuing, at the same time, a number of audit Giagscwhich had been set with the purpose to
improve the performance of the entire Public Adstmattion through better control of the operatidns o
public funds users. Thus in 2004 only thirteen @etrof the available time was used for audits which
the Court could undertake at its own choice ancrelion. When implementing these audits, the Court
also acknowledged suggestions. However, more tithbevequired in the future for these audits and
the Court will only be able to cope with all thguests received by the general public if it inoesabe
number of its auditors.

In addition to their regular work, the auditordloé Court of Audit took part in systematic training
programmes which were both internal and externaledisas at home or abroad. Work results of an
auditor must be highly professional and improvementhis field can be achieved only through
constant professional training. In 2004, 23 emp@eyacquired the title “State Auditor” while new
programmes are under way to acquire the title figekiState Auditor”. These programmes will provide
knowledge and skills required for organisation arahagement of the most demanding public finance
audit reviews.

The Court of Audit also participated in internagibactivities in 2004: its representatives took rar
multilateral and bilateral events, engaged in wagldgroups, participated in research activitiesled

the supreme European audit institutions, and peavasistance and advice to several supreme audit
institutions which had just commenced operatinifpé@ir countries.

The work and experience acquired in the past yees imnportant when setting the goals of the Court

of Audit. Its most important guidelines in the fiedf auditing are as follows:

+  The Court of Audit shall make every effort to implent the highest possible number of audits in
order to examine the operations of as many pulnfid$ users as possible. The time required for
mandatory audits will be reduced through increasfidlency of auditing and a higher number of
horizontal audits will be introduced which will da the Court to focus on specific topical issues.

+ Inorder to improve its overview of appropriationglementation, the Court of Audit started to
devote more attention to performance audits angéoation of the performance-oriented principle.
In this way, direct and indirect users of state immhicipal public funds are compelled to achieve
their goals through more efficient and rational ofstheir funds.

+  Given that issues and problems linked to the ptioteof the environment are becoming
increasingly more urgent, in the future the nunab@nvironmental audits will also be increased. A
pre-audit environmental review was carried outigyCourt in 2004 in order to prepare for a
tripartite environmental audit which will take ptaim 2005, on the initiative of the supreme
auditing institution of the Republic of Austria,dawith the supreme auditing institution of the
Republic of Hungary also participating.

+ Following Slovenia's admittance to the Europearobnihe tasks of monitoring and
supervising the use of the funds received fromBhmpean Union were added to the tasks of
our auditors. Funds received from the EU budgeatsgnted in 2004 a growing item within



the structure of financing programmes and projec&ovenia, and this trend is expected to
continue in the future.

«  When preparing and implementing its annual plaactiities, the Court of Audit strives to
timely respond to topical and well-grounded cadesuspected irregularities detected among
users of public funds. In such cases, the Courdydvacknowledges suggestions made by the
wider general public. When deciding which auditsitalertake, however, the Court must act in
compliance with the regulations stipulating implenagion of audits and must also consider
the following criteria: themount available to the user of public funds ingfios, risk
analyses of compliance, efficiency, rationality afiitéctiveness of his operations, will the
findings of a particular audit positively contriteuto further work of the public administration,
will the effects or added value of a particular &udhprove operations of the state, whether a
particular audit review is feasible if the time asi@ff constraints are taken into consideration.

The Court of Audit's constant endeavours are didetwards having the field of public finance in
good order and transparent and towards ensuribgubéc funds users operate in compliance with the
regulations and in accordance with performancetaieprinciples. It is important to observe that th
Court has a precautionary function as regards poavements in the use of public finance; it
implements this function by formulating opinionglamews on issues dealing with public finance and
by making proposals to change legislation.

An important part of the Court's activities isantribution to developing the auditing profession.
When implementing its audits, the Court of Auditaduces new approaches and methods of auditing
and other new functions as it acquires new knovdedgen co-operating internationally.

The Court of Audit will strengthen its co-operatieith the Commission of the National Assembly
which supervises the state budget and other piitidicce, with the Ministry of Finance and its Offic
of the Republic of Slovenia for Budget Supervisieith internal audit departments which are curgentl
being developed within the users of public fundsyell as with other institutions in the countryierh
ensure that the operations of the users of pulshids are transparent.

Internationally, the Court of Audit will increads co-operation with supreme audit institutionthi
European Union, the European Court of Auditors,thedvorking parties of EUROSAI and INTOSAI;
it will transmit its own organisation, working metts and good practices of auditing to supreme audit
institutions in some European countries in whiathsactivities have been introduced only recenrtly. |
will, at the same time, strive to increase its geiiion among international professional circles.

The Court of Audit keeps the general public infodnabout its work methods and audit findings and in
this way ensures that the activities of the Cou&ulit are public.

Goals which the Court of Audit has set for itself/arious fields of operating are directed towards
establishing a higher culture of public financa eulture in which regularity and the principle of
performance-oriented operations will become natestlires. The Court of Audit will achieve this by
establishing itself as an unquestioned authoritythe basis of the high professional level of itskyso
that recipients of budgetary funds will be prepameaddition to simply following the measures
suggested by the Court, to follow its recommendateand advice as well.
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| mplementation of the Audit Programme

Basic Data on Programme Implementation

The Court of Audit's basic task is to ensure bepperations of the public administration by
supervising operations of public funds users.ufgesvision is implemented via audit reviews which
provide relevant and competent evidence to enabl€oburt to issue its opinion on the operatiorthef
public funds user in question that was subjechafait review:

during its audits, the Court ascertains whethefitiamcial statements in question are complete
and accurate,

when performing a regularity audit, it issues amiop on compliance of operations with the
regulations and directives that must be respectedi bsers of public funds,

when carrying out a performance audit, it issuaghe basis of gathered evidence, an opinion
on the economy of a particular user of public fufisv a given scope and guality of services can
be achieved at lower costs), efficiency (how tothsgfunds in order to achieve the highest effect)
or on performance (whether the set objectives haga achieved).

The Court of Audit set forth the following goals 2004:
to implement, in a timely and professional manaedjts which are imposed by the legislation
as mandatory for the Court,
to carry out regularity audits of most direct r@mips of budgetary funds,
to increase the number of audits of municipalities,
to introduce several audits which have so far nesen implemented by the Court,
to organise the functioning of the Court's sepamite
to better respond to requests of the general public
to enhance the ability of auditors to perform desiianaudit tasks,
to strengthen co-operation with the supreme auslitutions in the European Union,
to increase the Court's recognition among intesnatiprofessional circles.

A detailed plan of activities was prepared by tloai€ of Audit on the basis of the above goals,
including the audits which the Court is legallyiged to carry out and audits which can be carried
out at the Court's choice and discretion. Goal®wset in regard to each audit type. As the Court
usually implements several types of audits durimg audit review, goals are set for all of them
(i.e., for the financial audit and for the reguaiaudit). The Court's fulfilment of its regulatory
obligations in 2004 was planned and structureddrggntage of time available as presented in
Table 1. The implementation of the regulatory ddtigns has two aspects: quantitative and
structural. The quantitative aspect is applied wihenCourt efficiently carries out audit
procedures. The structural aspect is dealt withriepking down audits into the following fields:

implementation of the state budget,

use of transfers of the state budget,

operations of municipalities,

operations of the Health Insurance Institute of&hia and of the Pension and Disability
Insurance Institute of Slovenia ,

use of transfers financed by the Health Insuramstéite of Slovenia,

operations of public utilities,

other.



Table 1: Planned percentage of available audit bynaudit area

Audit area Per centage of available audit time
Minimum Maximum
A. Implementation of the state budget for 2003 51 20
B. Use of transfers from the state budget f@320 15 20
C. Operations of municipalities in 2003 15 20
D. Operations of HIIS* and PDIIS ** in 2003 5 7
E. Use of transfers by HIIS in 2003 10 15
F. Operations of public utilities 5 10
G = A+B+C+D+E+F 65 29
H. Other 100-92=8 1665=35

* Health Insurance Institute of Slovenia (hereg@d11S"), ** Pension and Disability Insurancetihge of Slovenia
(hereinafter: "PDIIS")

The audits under A cover obligations in Point thef Court of Audit Act (hereinafter: "CA Act-1"),
audits under B and E cover obligations in PoirsL@lits under C cover obligation in Point 4, audits
under D cover obligations in Points 2 and 3, auditier F cover obligations in Point 5, Paragraph 4.
Article 25 of CA Act-1. Audit proposals must be sutied by the Supreme State Auditors and by both
Deputy Presidents.

In 2004, the Court of Audit also implemented taskéch were not directly linked to auditing
responsibilities and which must be taken into adergition when implementing audits:

training for auditors to gain the title stiate auditor

close co-operation with the supreme audit inshiigtiin UK, Denmark and Spain — the Twinning
Project,

internal audit of financial statements and selestgpnents of operations of the Court of Audit.

The tasks which were planned for 2004 were moreagielng in scope and quality if compared to
the tasks from the preceding year. The Court ofitiathblemented a higher number of audits of

the use of transfers by the end users of budgéiads and examined the business operations of a
higher number of public utilities. The resourceschitwere used and the results that were achieved
are outlined in Figure 1 below:

Figure 1: Used resources and achieved resultedCturt of Audit in 2004

Used resour ces Activities Results
108 employees, auditing 144 implemen_ted audits
- 8 managers advice anq 5 pre-aud!ts
- 69 auditors methodology development 72 issued a(Ldelft reports
12,787 auditor days preparation and OpINIONS and VIEws
1.956. 216 000 t |y f implementation of training comments to draft
e SO > programme for State Auditor | regulations
used budget funds fitle audit manual

permanent education development of audit tools

international co-operation

According to the data in the REVIS computer progranwhich records implementation of tasks
and presence and absence of auditors, there wgrgdl&uditor-days available in 2004. The number
of auditor-days and the structure are presentéalie 2.



Table 2: Number of auditor-days by type of task

Type of task Number of auditor-  Structurein ~ Number of auditor-  Sructurein

daysin % daysin 2003 %
2004

Audits 8,856 52.8 7,959 56.0

Pre-audits 588 35 93 0.7

Oth_er tasks, indirectly linked to 3343 199 2,339 165

auditing

Total tasks 12,787 76.2 10,391 732

Absence from work 3,987 238 3,808 26.8

Total 16,774 100.0 14,199 100.0

Total time planned for implementation of audit tagkew by 23 percent in 2004 when compared to
2003. Implementation of audit tasks is presentedadre detail in the following paragraphs. Otheksas
that the REVIS programme records as non-audit taskgle all kinds of training and meetings at the
Court or outside it which cannot be attributed paeticular audit, as well as tasks performed by
auditors on the request by the Head of Departrmévieanber of the Court of Audit.

In January and February 2004, some of the timededaunder other tasks but connected with auditing
was spent on development of new methods and teasfqr auditing state and municipal budgets as
well as for the preparation of guidelines and paognes referring to the tasks of a state auditonwhe
fighting against fraud and corruption. Time earradrfor implementation of other tasks increased in
2004 by 43 percent when compared with 2003, rafigthe fact that intensive training took place in
2004 for obtaining the title of State Auditor. Triaig activities were also carried out on Saturdang

this additionally increased the scope of audit @vailable.

The data under "absence from work" includes arsmalextra holiday leaves of auditors, state and
other public holidays, and a high percent of abselue to maternity leave (960 auditor-days), sis&ne
and recovery. Absence from work increased by 4:@epein 2004 when compared with 2003.

Results of the Pre-audit Procedure

In 2004 there were 588 auditor-days or 3.5 perdaheavailable time planned for pre-audit
procedures during which the auditors of the ColAwalit examined information in order to decide
whether to continue with audit procedures or natind) which they gathered data for preparation of
detailed audit plans. In the annual programme @@42here were four pre-audits and all of them
were commenced and completed in 2004.

Substantive tests of internal control systems warged out in 2004 within pre-audits and, to a
smaller extent, also within regular audits. A pugliareview was implemented prior to the audit of
the annual financial statement of the budget oRb&public of Slovenia for 2003, with the aim of
analysing the risks of operating and controlling ase this analysis as a basis for the preparation
of a detailed audit plan of financial statementd afhthe regularity of the budget implementation

of the Republic of Slovenia for 2003. Auditors exaed, among other issues, the annual inventory
listing of assets and liabilities of direct budggteecipients as at 31 December 2003 and tested
completeness, timeliness and regularity of recgrthumsiness events which are presented either as
budgetary expenses or costs and are linked witkttte assets or with certain balance sheet items
of individual ministries.
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In 2004 pre-audits of the Health Insurance IngitftSlovenia (HIIS) and the Pension and Disability
Insurance Institute of Slovenia (PSIIS) were immeatad as part of regularity audits carried out in
these two institutions. According to CA Act-1, réggity audits are mandatory for both institutions.
Better knowledge of the control environment wasigdiduring these two pre-audits, especially
knowledge in respect to the organisation of ac@noyt and internal control in both institutions. § hi
proved to be a great help when a detailed auditfplaauditing financial statements and regulawity
operations in both institutions for 2003 was pregdar

A pre-audit review was also planned and implememe&®04 in the field of environmental
protection. Its aim was to prepare for an audit With be carried out in May 2005 on the initiatiog
the supreme audit institution of the Republic ob#ia, with the supreme audit institution of the
Republic Hungary also participating. The pre-audis undertaken following a consultation in
Vienna during which all the three audit instituscagreed on potential themes of the joint
environmental audit. The pre-audit was introducekthie with the agreements adopted during this
meeting while the audit is designed to take placZ05. The subject of this environmental analysis
deals with the issue of how to protect the qualitthe water in the river Mura and its affluentsph
to define the influence of factors polluting theer Mura, as well as how to protect the quality of
underground streams in the territory of the riverrd) in the part where the Mura is the border
between Austria and Slovenia. Another topic adéebby the pre-audit were issues linked with the
establishment and functioning of the Krajinski P@ixricko Public Institute .

All the pre-audits planned for 2004 were concludedhree cases procedures continued with
introduction of audit review in 2004, in one calse procedure will continue in 2005, in accordance
with the findings of the pre-audit and as propdsgthe competent Supreme State Auditor.

In 2004 the Court of Audit received 163 proposalsundertaking audits. The highest number of
proposals came from individuals or groups of indiiéls - 101 proposals, 57 were anonymous.
The National Assembly submitted 3 proposals, 2p@sals were submitted by government
offices, ministries and their subordinate bodiéspfioposals were submitted by local community
bodies and 15 proposals were submitted by othet gities (commercial companies, public
companies, institutions, societies and associgtions

Out of the total of 137 proposals received by tler€in 2003, 23 proposals were included in its
annual programme for 2004 as well-grounded, of iicee audit proposals came from the
working bodies of the National Assembly and onefitbe National Assembly delegates. The
annual programme for 2004 also included three awditthe proposals of ministries and local
community bodies and 16 audits on the proposatsi@rs. Of the audits that were introduced in
2004 on the basis of the proposals by the Natidsaémbly, three audits were not completed by
the end of 2004.

Submitters determined in Paragraph 2 of Articlefthe CA Act-1 (deputies and working bodies of
the National Assembly, ministries and local comryubodies) made 45 proposals for undertaking
audits in 2004. When adopting the annual prograofraedits for 2004, the Court included most of the
proposals received by the above submitters. Siecartnual programme of audits in 2004 was due to
the changes in the management structure only atlopt26é May, the Court was also able to take into
consideration proposals submitted in 2004. Thegwzalg for undertaking audits that were submitted by
the working bodies of the National Assembly aresgnéed in Table 3.



Table 3: Proposals for undertaking audits submittethe National Assembly in 2004

No. Submitter Description of the proposal

1 Deputies of two political groups Performance and regularity audit of the companies

(Social Democrates and New  Telekom, d. d., Mobitel, d. d., and Siol, d.o. 0.
Slovenia - SDS and NSI)

2 Political Regularity and performance audit of the publicitnsbn
group . RTV Slovenija
Slovenian National Party (SNS)Regularity and performance audit of
Mednarodni sklad za razminiranje

Results of the Audit Procedure
Number of Audits

| n the annual programme for 2004 there were 38sawtlich were not completed in 2003 and 138 new
audits which were included by the President ofabert of Audit on the proposal by Supreme State
Auditors, Deputy Presidents and upon his own cansen

In order to complete 38 audits transferred frometimeual programme for 2003, there were 1,740 audito
days planned in 2004 and 2,669 auditor-days agusdld. This increase in the used auditor-days was
required because of subsequently found facts wWisidmot been known during the planning phase. Out o
929 additional auditor-days, 85 percent were redudecause of expanded scope of regularity and
performance audits of the following four users bl funds: Vodovod — kanalizacija, Ljubljana,
DruZzba za avtoceste v Republiki Sloveniji, Elan &balvenska razvojna druzba (Water Supply and
Sewage, Ljubljana, Slovenian Company for Motorwaryd Expressways, Elan, and the Slovenian
Development Company). All these audits dealt widhmplex issues. Three of them were completed
in 2004 and audit reports issued in the same yédle the regularity and performance audit in

Elan and its subordinate companies continued i5200

Additional time used for the audits, which were pbeted in 2004, was mostly required due to
post-audit procedures, which are in principle difft to plan since much depends on the contents
and on the scope of audit findings, as well as easures imposed to correct irregularities. All the
mentioned audits required additional resourcesdidiitional assessment of audit evidence and for
implementing post-audit activities.

Table 4: Planned and used time for implementafioilew audits in 2004

Planned number of auditor-days Used
; in 2004 for new audits number of  Implemente
Auditarea Initial plan Amended plan auditor - d
daysin 2004
@) (&) (©)] @) (5)=(4) :(3)x100

A. Implementation of the state budget for 2003 , 720 1,720 1,719 99.9
B. Use of transfers from the state budget fo8200 1,014 1,373 843 61.4
C. Operations of municipalities in 2003 1,520 785 1,011 64.1
D. Operations of HIIS* and PDIIS**in 2003 360 415 370 89.2
E. Use of transfers by HIIS* in 2003 580 106 486 79.7
F. Operations of public utilities 1,450 1,210 674 55.7
H. Other 1,182 1,737 1,084 62.4
Total 7,826 8,643 6,187 716

* Health Insurance Institute of Slovenia, ** Pensimd Disability Insurance Institute of Slovenia
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The rest of the full-year audits were complete@@04 and all the audit reports issued. There were
8,306 auditor-days planned for 2004 for new aualitd 81.5 percent of these were used. Table 5
presents the time that was planned and used foaneits in 2004 by audit area.

Table 5: Planned and used time for the implementafi all audits in 2004

Planned number of auditor-daysin Used number

Audit area 2004 for new audits of auditor-days Impgnent
Initial plan Amended plan in 2004
@) ) ®) 4 (5)= (4):(3)x100

A. Implementation of the state budget for 2003 22,1 2,120 2,115 99.8
Z%Ogse of transfers from the state budget for 1,144 1,415 996 70.4
C. Operations of municipalities in 2003 1,790 884 1,301 70.4

D. Operations of HIIS* and PDIIS** in 2003 440 495 454 91.7

E. Use of transfers by HIIS* in 2003 845 875 768 87.8

F. Operations of public utilities 1,860 1,625 B48 91.3

H. Other 1,847 2,787 2,327 83.5
Total 10,046 11,165 9,444 84.6

* Health Insurance Institute of Slovenia, ** Pensimd Disability Insurance Institute of Slovenia

For the first time in its history, the Court of Atidias in 2004 confronted with specific challenges
when preparing its annual program for auditing.sBant to CA Act-1, the nine-year mandate of
the Court's first President expired. A month la@ndates of all Supreme State Auditors, who are
key decision-makers in the annual planning proaegsred as well. While the appointment of new
Supreme State Auditors followed immediately, theéiddeal Assembly appointed the new President
of the Court only on 19 May 2004. All these circtamces had an important effect on the planning
process which is briefly outlined below.

The President of the Court of Audit adopted a phainual programme of audits on 23 December
2003. The programme mostly included full year asjgite-audits and three new audits. The total
time planned for the implementation of the auditthie partial annual programme was 2,050
auditor-days. This partial annual programme of &ugihabled the Court to function without
interruption during the period the management ef@ourt was being changed. New audit
proposals were added to the partial annual progeomil6 March 2004, so that the total time
planned for the implementation of audits rose #58,auditor-days.

Because of the above circumstances, the initialanprogramme of the Court of Audit was
adopted only on 26 May 2004. The total time planioedhe implementation of audits in this plan
was 10,046 auditor-days. During the rest of 2004 jnitial plan was amended several times,
mostly due to the additional time necessary forgletimg more demanding audits, so that the total
time planned for the implementation of audits imsed to 11,165 auditor-days.

Out of 138 new audits planned in the annual prograrfor 2004, four audits were included on the
proposals submitted in 2003 and 2004 by the workidjes of the National Assembly and by
individual delegates. Because of the delay in adgits annual programme of audits, the Court of
Audit discussed and included in the programme @@42he proposals received from the National
Assembly in 2004, while the audit of operationshaf Municipality of Ljubljana in 2003, undertaken
on the basis of a proposal received in 2003, wasm@nced and concluded in 2004.

In 2004 the Court issued 110 decrees on the implkatian of audits, out of these 33 audits were
concluded in 2004, four audits were concludedeir fire-audit phase, two were transferred as pigsau
into 2005, while 22 audits, undertaken in 2004aasqd a larger horizontal audit review, were cdade



as the Court estimated that the goal would be &sthiey implementing a smaller number of audits.
Procedures were fully completed with 72 auditdiefand relevant audit reports were also issued. O
of these reports was issued in respect with an ahitih had started in 2000 in accordance with the
previous Court of Audit Act.

There were 8,856 auditor-days used for the impleatiam of incomplete audits which were
transferred to the annual programme for 2004 froewipus years, while 8,856 auditor-days were
used for the implementation of new audits in 2004kir structure is presented in Table 6:

Table 6: The scope and structure of used timeuftitirag in 2004

No. of used
aﬁgﬂgﬁfg auditor-days  Totalno.of  Sructureof
Audit area Y for not usd auditor-  used time
for completed
' completed days (per cent)
audits )
audits
@) (3] (©) 4)=2)+(3) ©)
A. Implementation of the state budget 1,719 0 1,719 194
B. Use of transfers from the state budget 4 10 843 947 10.7
C. Operations of municipalities 605 696 01,3 147
D. Operations of HIIS* and PDIIS** 370 0 370 42
E. Use of transfers by HIIS* 545 223 768 8.7
F. Operations of public utilities 889 594 1,483 16.7
H. Other 1,234 1,034 2,268 25.6
Total 5,466 3,390 8,856 1000

* Health Insurance Institute of Slovenia, ** Pensimd Disability Insurance Institute of Slovenia

The review of the time used for the implementaticeudits in 2004 shows that the Court of Audiicated
most of its resources for the audit of the useiblipfunds acquired from the state for a definagpase by
commercial companies, funds and by other indieegbients of budgetary funds. Out of the total  Aaditor-
days, used for these purposes, 55 percent afrteewas used for the following: regularity and penfance
audit of the Elan Group, a regularity and perforreaaudit of the Slovenian Development Companye pric
policies in kindergartens, a regularity audit of@thza blagovne rezerve (Commaodity Stocks Instjtate
regularity audit of the Real Estate Fund of PDR&rsion and Disability Insurance Institute of Shiaja
regularity audit of Prvi pokojninski sklad, (FiRtnsion Fund) and regularity and performance afdite sale
of the hotel chain Morje, carried out by the SldsefRestitution Fund.

An important scope of the Court's available regsueere in 2004 allocated for auditing the impleat&Em of
the state budget (1,719 auditor-days) and muntoimigets (1,301 auditor-days). A considerable atrmfun
time was used for auditing operations of publitiei and a special emphasis was put on auditsofmercial
public services providers (1,483 auditor-days).

At the end of 2004, there were 102 uncompletedsdunim the annual programme plus one from theadnnu
programme 2003. For the audits which were not cetagbby the end of the year, 3,604 auditor days uged
in 2004, while 81 audits were transferred to timeialprogramme for 2005. The number of planned and
completed audits from the annual programme 2Q8@4&ented in Figure 2.
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Figure 2: Number of planned and completed audits &nnual programme 2004

@ Uncompleted audits transferred from 2003

31
audits for 2004 W New audits introduced in 20
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The efficiency of the Court of Audit can be assffisbe data related to the years 2003 and 20Bigjime 2
are compared.

Table 7: Results of audit work in 2003 and 2004

Task description 2003 2004 Index
2004/2003
Number of uncompleted audits transferred to tealerdar year 38 81 213
Issued decrees on audit implementation 56 110 196
Total number of undertaken audits 105 141 134
Number of issued audit reports 65 + 2* 72 107

* The concluding opinion on the purchase of SIB steme special report on a parallel audit of railvemstruction prepared jointly with the SupremeiAud
Institution of the Republic of Hungary

In 2004, the Court of Audit issued more audit respand implemented a significantly higher numberuolits
than in the preceding year. At the end of the these were 81 uncompleted audits which were miosthe
phase of reporting and were transferred to theshprogramme for 2005. In the period from 19950042he
Court of Audit issued a total of 674 audit repat®spf them were issued in 2004. The number oftepp
type and years is presented in Table 8.

Table 8: Number of final audit reports by type pear

Typeof report 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
Audit reports in line with the

old Act

Preliminary report 13 44 45 55 38 58 50 - - -
Senate | report 2 17 26 13 14 9 13 - - -
Senate Il report 0 11 13 18 9 15 7 3 2 1
Audit reports in line with 71

the new Act i i i i i i 20 a4 63

Total number 15 72 4 86 61 82 0 47 65 72

In 2004, one audit was completed pursuant to th€alirt of Audit Act and 71 audit reports wereéskin
accordance with the new Court of Audit Act. ltésessary to stress that the audit of the statetwdgch
was in the annual programme for 2004 plannediagla audit, consists of 16 parts (audit of tharfiial
statements of the Republic of Slovenia and impléstien of the budget of the Republic of Slovenisfl4
audits of the implementation of the financial @éthe direct budget users). A list of all audioes
implemented in 2004 is at the end of this report.



Types of Audits

Audits can be ranked in accordance with the obg=scget by the auditors. In 2004 the following
objectives were set:
to express an opinion on financial statements,

to express an opinion on the compliance of opersitidgth the regulations, and
to express an opinion on the performance of opasti

The Court of Audit mainly implements audits in whieo opinions are simultaneously expressed: on the
regularity of operations, i.e. on the complianahtie regulations, and on financial statemen®004

there was only one audit in which just the perforceeof operations was reviewed by the auditoroalyd
two audits in which financial statements were msei: In all other cases auditors reviewed the agigubf
operations which was undertaken either as an indepetask or carried out simultaneously with &wev

of financial statements or performance of operatidgpes of audits for which audit reports wenedgsn
2004 are presented in Figure 3.

Figure 3: Types of audits according to audit objest
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O Regularity audit H Performance audit

O Audit of financial statement
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Out of 72 audits completed in 2004, 69 audits gré¥@&ent were audits with two audit objectivebeei
expressing opinion on financial statements anaorpiance with the regulations, or expressing opion
compliance with the regulations and on the perfaomaaf operations. In 2003, there were 60 perafent
such audits.

Fifteen performance audits were completed in 2B8formance factors were included in audits ofipubl
services providers and in audits of public fundsiastitutions that receive funds allocated fotaier
programmes, including audits of three hospitaldoReance audits represented 21 per cent of attsep
Issued in 2004, which was more than in 2003 (1&:@ent of all audits). Audits of the sale of stesets are
included in these audits.

One of the objectives set forth in the annual pfahe Court of Audit was to implement an adeqoateber
of audits of municipalities. Half of these audisltonly one objective - to express an opinion onpliance
of operations with the regulations while the ré#he audits also reviewed financial statememt004, the
Court experimentally applied a new approach tatiagdinunicipalities, an approach which was develope
in co-operation with British auditors. Forty audifsnunicipalities were implemented and 10 augiorts

on municipalities were issued in 2004.

Opinions Issued in Audit Reports

In the issued audit reports where the objectives @#iner expressing an opinion on the regularity of
operations or on compliance of operations withrégilations, or only expressing an opinion on
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financial statements, a total of 126 opinions veqaressed. Opinions expressed within performance
audits were descriptive and consisted of assessmeatonomy, efficiency and effectiveness of
operations. There were 15 such opinions issue@idd.2

The most frequent type of opinion expressed wassiiye (an ungualified) opinion. Audit reports,
issued in 2004, contained 59 positive (unqualifgaihions which represented 46.8 per cent of all
issued opinions while the majority of opinions Bdin 2003, 38.9 per cent, were negative (adverse)
opinions. It is nevertheless not possible to catelinat the quality of operations improved in 2004
and this is especially evident in the part coneeyine regularity of operations since the percentag

of all opinions, negative an positive, is nearlgm®if we look at the structure of all opinions -

negative opinions were by 1.3 percentage pointsanithan positive opinions. The structure of
opinions is presented in Figure 4.

Figure 4: Type of opinion expressed in 2004 abglit objective

Opinion on the regularity of business operatior@3pinion on financial statements
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The Court of Audit entirely confirmed only 14 issugudit reports (11.1 per cent) on the accuracy of
financial statements and on the audited entityisptiance with the regulations. Although the
percentage of issued negative opinions in conneetith regularity audits significantly declined in
2004 if compared with 2003 (50.9 per cent), negatpinions still prevailed (38.6 per cent). The
most frequent reasons for issuing opinion withme@®ns and negative opinions were violation of
laws and other regulations related to public funskrs' financing, especially public procurement and
salaries. No disclaimers of opinion were issue20ip4.

Time Required for Audit Implementation

The efficiency of auditing did not significantly aige in 2004 when compared with the preceding year.
The amount of time required by the Court of Audlinbplement one audit review, and the number of
calendar days required from the day of commenciradit to the day of issuing the correspondingtaud
report, slightly increased. This increase in tinee€ourt required to implement one audit was a
consequence of more demanding audit reviews.

In 2004, the Court of Audit concluded 72 audits msded the same number of audit reports. Without
considering the particularities of each audit type detail on the average use of time per oné¢ aodid
not convey a relevant picture and for this realsertine used for audits in 2004 for which audibréep
were issued (considering the total number of yeeesled for each particular audit) was calculated



according to three basic groups of audits and auetits. The largest three audits (operations ctate,
Health Insurance Institute and Disability and Remsistitute) were not included in this calculatithrvas
discovered that the Court of Audit spent on theagye121 auditor-days for standard audits (166a@udi
days in 2003) and 15 auditor-days for audits aftiele campaigns. Audits of nhon-commercial public
services providers were the fastest to perforna(@tor-days in 2004, 134 auditor-days in 200330Al
below the average were auditor-days required fditsaof municipalities (on the average 119 audi@ays
in 2004, 93 auditor-days in 2003). This can beaspd by the fact that the budgets and the scope of
operations of municipalities are small. The inaeaaghe average number of auditor-days requined fo
these audits in 2004 was a consequence of implementdit reviews in the largest two municipalities
(the City of Ljubljana and the City of Maribor). &lhighest amount of time per one audit was speatwh
auditing public utilities (148 auditor-days in 20086 auditor-days in 2003).

The number of calendar days from the day of comimgran audit to the day of issuing a corresponding
audit report increased by 89 days in 2004 for autitlertaken in 2003 and concluded in 2004. This
number decreased by 49 days for audits undertak¥04 when compared with 2003. The above
increase in the number of calendar days spenttfiermommencement of an audit and the issuance of a
corresponding audit report is partially a consege@h organisational changes at the Court in 2Di0d.
increase is also a consequence of demanding euetvs implemented in this period. The number of
days from the start of an audit to the day of ghiotig a corresponding audit report is presenté@dlite 9.

Table 9: The number of calendar days from the flagramencing an audit to the day of publishing a
corresponding audit report.

Average number of calendar days per one audit pursuant to

the New Court of Audit Act
Activity 2004
2002 2003 Decreeissued in Decreeissued in
2003 2004
From th_e issuance of a dec_ree on audn to the 213 152 241 103
publication of a corresponding audit report
From the publication of a draft report to the 7 52 81 40

publication of the final audit report.

The data on implementation of audits also incliideswudit of the annual financial statement of the
national budget and budget implementation of thauBke of Slovenia in 2003. This was the largeslitau
implemented by the Court of Audit in 2004 sinaeduired 1,719 auditor-days or 19.4 per cent of the
total time used for audits during this year. Thiaitidoes not include the time used for implementin
pre-audit which required 396 auditor-days. Thigifiigs that the Court of Audit devotes more andanor
of its time to examining the control environment émtesting the functioning of control procedures.
Besides auditing the annual financial statemetiteohational budget, the Court auditors also exaanin
the compliance of operations with the regulatidrisdadirect budget users. The results of this aardit
presented in more detail on page 21.

The Court continues to devote a considerable anabtinte to quality of audit reports. A board
consisting of three members edits all audit refaortkreviews each of them prior to publication from
several points of view: whether auditing standarele followed, whether correct accounting standards
and guidelines were applied, as well as in regaticet compliance with the regulations and the couse
of the Slovene language. The procedure for editimtgpreparing audit reports issued in 2004 was
shortened and preparation of one audit reportdodke average 12 calendar days for audits uneertak
in 2003 and three calendar days for audits undsgrtaikd concluded in 2004. The average number of
calendar days needed for audits for which audurtepvere issued in 2004 is presented in Figure 5.
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Figure 5: The process of auditing showing the @esnamber of calendar days per audit

Audits completed Audits completed in 2004
in 2003 Introduced in 2003 Introduced in 2004
Decree on audit
implementation
\T’— 104 160 67
Draft audit report
\/¢/— 24 45 18
Proposed audit report
.
¢ 19 20 7
Editing
—3 15 12 3
Audit report 162 237 95
.

Implementation of audits took 9,444 auditor-day2004, out of these 8,856 auditor-days were retjfine
implementing audits and as many as 588 auditorfdayaplementing pre-audits. Most of the capit&588
auditor-days or 74.4 per cent of available timapvaedlocated to audits determined by Paragrapinidle/5 of
the CA Act-1. Most of the time was used for thel@mgntation of mandatory audits: for the annuakfiial
statement of the national budget (1,719 audits-degre used for auditing the financial statements a
implementation of the state budget) and for reuiandits of the Health Insurance Institute ofvEioa (180
auditor-days) and the Pension and Disability Imagrénstitute of Slovenia (190 auditor-days).

The above mentioned Article also requires thaCthet of Audit must annually perform regularity #sidf a
relevant number of urban and other municipalitiesymercial public services providers and non-cortieder
public services providers. In 2004 the court imglsted audits of 20 municipalities, four of theseawban
municipalities, 11 commercial public services mies and 11 non-commercial public services praiéier the
implementation of audits of municipalities, the €osed 1,301 auditor-days or 14.7 per cent abtatime used
for auditing in 2004.

In 2004, an important part of the Court's resowezs allocated to audits of commercial and nonaertial
public services providers, 3,398 auditor-daystad, teepresenting 38.4 per cent of the total tiseeldior auditing
in 2004.

Pursuant to Article 24 of the Political Parties, g Court of Audit each year reviews the anmymirts of
political parties. In 2004 the Court audited report thirteen election campaigns which had beemisegl for
deputies of the Republic of Slovenia. This is pitasd by the Election Campaigns Act as a statdtayfor the
Court of Audit. A total of 185 auditor-days weresidor implementation of these audits in 2004:ti6kes in the
European Parliament and in the Slovenian Natiossgibly took place in 2004. It took the Court 2itor-
days to audit reports submitted by 26 organiséesé election campaigns.

In 2004, the Court allocated 7,331 auditor-day&2a? per cent of its annual capacities to the talesl

to implement in accordance with Article 25 of CAtAg the Political Parties Act, the Election Cangpai
Act, and Article 17 of the Slovene Development CanypAct (in 2003: 7,391 auditor-days or 92.9 per
cent of the Court's annual capacities). Althoug?0®4 the Court allocated 10.1 per cent less of its



capacities than in the preceding year to auditsambove areas, one must note that this onlyseex
60 auditor-days less than in the preceding yeaesioect to the structure of the total time aviglahe
reduction of time allocated to mandatory audi2df4 was a consequence of the rise of the totil aud
time available in 2004 if compared with 2003. Ttnecture of audit time in 2004 by top user of ptibli
funds or group of public funds users is presemtésigure 6.

Figure 6: Structure of time required for auditin@D04 by auditee or audit subject
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According to legal bases audits can be classifiedfour groups, i.e., audits which must be carigdn
respect to those legal entities which are defiyettido Court of Audit Act or by other legislationdaior
which the scope of audit is also prescribed; aguete number of audits of subjects in a presciabedal
which must be carried out each year and for wihielstope is also determined while the selection of
auditees is at the Court of Audit's discretionsBant to Paragraph 2 in Article 25 of CA Act-1, @aurt
must in the latter case select at least five pradpdiom those submitted by the National Asseminy a
include them in its annual programme, at its ovsaretion, and without limitation to audit area afze.

Out of the total number of 72 audits completedd@®and which include reviews of local electiorispB
41.7 per cent can be defined as mandatory audtsest were audits where the auditee and theaaadit
were selected by the Court. An analysis of the tise=l for implementation of mandatory audits is
presented in Figure 7.
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Figure 7: Structure of audit time used for mandatardits in 2004 - by legal basis
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Compared with 2003, when the Court of Audit useg8i7cent of its capacities for the
implementation of mandatory audits prescribed byAuA-1 and other legislation, less time was

allocated for these audits in 2004 (83 per cent).

Audits implemented at the Court's discretion, idahg those undertaken on external suggestions
received by the Court, were mostly audits of pulngtitutions, public funds, public utilities,
specific programmes (e.g., basic development progres) and privatisation of the state assets
(e.g., Report on the Audit of the Sale of Equitésioteli Morje d.d., Portoroz, by Kapitalska
druzba pokojninskega in invalidskega zavarovangh, tljubljana, in 2001).

More Important Audits

Audit of the Operations of the State

Pursuant to the Public Finance Act and the CA Adh#, Court audited the regularity of the
financial statements and budget implementatiom@Republic of Slovenia also in 2004. In
accordance with the audit objectives the Courttaddhe annual financial statement of the
national budget for 2003, the regularity of budggtlementation by the ministries and the entire

budget implementation by the Republic of Sloveni2®03. The regularity of the financial

statement of the national budget is a respongilafithe government, the regularity of budget
implementation of the Republic of Slovenia is g@wsibility of the government and of the heads
of relevant ministries. During this audit the Coaito analysed and assessed reports on the

objectives and results achieved in respect to salextib-programmes carried out by three

ministries and published the findings of its preliaof several balance sheets items of individual




ministries.

In order to express an opinion on the financiatesti@ent of the national budgée Court audited the
regularity of recording and presenting the datdébalance sheet of revenues and expenses, in the
financial receivables and payables account, atiteimccount for financing. The Court expressed a
positive opinion since it did not discover any mialenisstatements in the audited financial
statement of the national budget for 2003.

In the balance sheet of the annual financial sextef the national budget for 2003, revenues
amounted to 1,392,686,779,000 tolars and expendg461,157,976,000 tolars. When compared with
2002, budget revenues increased by 18.7 per ceitiaiyet expenses by 11.4 per cent. Tax revenues
contributed a major part to the budget revenu@8@3: 1,281,820,644,000 tolars. Auditors reviewed
the tax revenues on the basis of records madesbddinistration for Public Payments and by offices
monitoring and supervising public tax revenues. it@mpared with 2002, the Tax Administration
partially improved the quality of the data it usedts report on the realisation of the annual @an
revenues in 2003. The Tax Administration also inapcbthe system of its entries by significantly
reducing the number of unresolved cases. As tdarorevenues, which represented 6.95 per cent of
the total budget revenues, it was not possiblenmliyconfirm the completeness of entries in the
general ledger due to the fact that the systemtaes in the general ledger of the budget was
inadequate in 2003. When reviewing budget expensest, frequently detected errors were over-
valuation of expenses and under-valuation of temasind the largest percentage of errors in ojasgif
(1.65 per cent) was detected in the field of inwesit expenses.

Current expenditure was found to be too low, by, 852,000 tolars, therefore the budget deficit sthoul
have been higher (by 0.5 per cent). In additisagularities amounting to 37,376,000 tolars weoadb
in respect to reallocation of the users' rights.

Revenues and expenses in the financial receivahtbpayables account were significantly lower 6320
than in 2002. Revenues on behalf of loan repayraectsales of capital shares amounted to
7,674,842,000 tolars; expenses on behalf of leratidgncreases of capital shares amounted to
9,310,490,000 tolars. The largest share of totalmees were purchase amounts received on behalf of
privatisation from the Slovenian Development Comypartiquidation. This share increased from 1.7 per
cent to 62 per cent, while the percentage of tes shcapital shares decreased from 96 per c& foer
cent. The highest amount of revenue, 4,756,358{@@, was received from the Slovenian Development
Company in liquidation on behalf of purchase amguhe second largest, 3,526,733,000 tolars, was
received on behalf of realised state guaranteem twiewing the balance of state guarantees3s at
December 2003, it was found out that 86 per cergagfivables from realised guarantees were not
reconciled and 13 per cent of receivables balamess unconfirmed. Guarantees extended to the Agency
for Railway Traffic of the Republic of Sloveniatime amount of 12,200,000,000 tolars were not sdcure
by a collateral in 2003.

In the financing account, the government's indetassl amounted to 224,595,593,000 tolars and debt
repayments to 199,477,056,000 tolars. When compaited2002, the government debt decreased
to 19 per cent while debt repayments increasedlyes cent. Despite the reduced amount of debt
the financing account shows that indebtedness w2%/418,537,000 tolars higher than debt
repayments (net indebtedness). Due to particudargrovided for in the Act on Funding Basic
Developmental Programmes of Defence Forces of émiBic of Slovenia for the period 1994 -
2003, indebtedness shown in the financing accaur2303 decreased by 761,463,000 tolars and
by the same amount decreased also the net indelstetat this was not assessed as irregular.

The regularity of Slovenia's budget implementatio2003was examined by the Court of Audit in
such a way that it audited the regularity of impéerning financial plans in fourteen ministries. In
order to get evidence which would support them wdvgaressing opinions, auditors tested salaries
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and other labour expenses, other current and tagjpenditure and current and capital transfers.
When testing the regularity of Slovenia's budgegilementation in 2003, the Court discovered
several examples of non-compliance with regulations

Salaries and other labour expenséntities undergoing an audit review represeted per cent of all
budgetary expenses in regard to salaries andlabizarr expenses. In the expenses of the natiodgkbu
for 2003, the share of labour expenses was 14&péerThe Court of Audit estimates, on the b&sis o
irregularities discovered at the budget users godtey an audit review, that the sum of all the tead
irregular labour expenses amounted to 1,646,3380@. Two irregularities were especially frequen
when expenses for salaries and other labour exgpemse in question: irregularities in recruitmemd a
allocating staff to work positions, and irregulastin determining basic salaries and allowancesomy
the most frequent irregularities were not respgdtie job systematisation and distributing stafidets
for which they lacked adequate qualifications negLiby the job systematisations in individual ntiés.

Partial current and capital expenditugé auditees represented 86 per cent of the peutiggnt and
capital expenditure of the national budget in 200&e total budget expenditure, the share opéngal
current and capital expenditure was 21.2 per ThietCourt of Audit estimates, on the basis of
irregularities discovered at the budget users godt®y an audit review, that the sum of all auditees
irregularities in this segment amounted to 3,155@00 tolars. Most of these irregularities occuired
the field of public procurement. Procedures présctifor public procurement based on public
tenders were not respected; cases were found shvphblic supply contracts were made without
public invitations to tenders, the best tenderes s&dected although the ministry in question did no
receive at least two valid offers, ministry offisdailed to apply correct procedures when making
public invitations to tenders, higher amounts waken into smaller amounts with the purpose of
avoiding public tenders, irregularities were conteaitwhen publishing and applying criteria for
selecting the best tenderer and in the area ofgppitdcurement of small value items. Irregularities
discovered in addition to the above were: procurgraEgoods which had not been planned,
expenditure not in accordance with the financiahpbkettlement of invoices without contracts,
untimely conclusion of agreements.

Current and capital transfersf auditees represented 99.1 per cent of all ouered capital

transfers of the national budget in 2003. In tite taudget expenditure, the share of the curraht an
capital transfers was 64.5 per cent. The Courtufitiestimates, on the basis of irregularitiesalisced

at the budget users undergoing an audit reviewtrtbaum of all auditees' irregularities in tieddfiof
current and capital transfers amounted to 2,6910803olars. Auditors found the following
irregularities: deficient and inadequate basegfibering into agreements, failure to follow the
regulations when allocating subsidies and othengaof help. Transfer funds were paid by ministries
to recipients who did not meet the criteria sgiublic tenders; in invitations to tenders and raigv
documentation, ministries failed to make public hbw criteria would be applied; the amount of co-
financing was not defined or was incorrectly define addition to the above irregularities, miriesir
paid contract amounts without a credible financeétulation, the same service was paid twice on the
basis of two different contracts, funds for intdrips in public institutions were paid incorrectly.

The Court of Audit examined the regularity of ogenas in all the fourteen ministries and
formulated opinions in regard to the implementatbthe budget of the Republic of Slovenia in
the parts implemented by individual ministriesaficial plans. The Court expresdedr positive
opinions(Ministry of Interior, Ministry of Transport, Mistry of Labour, Family and Social

Affairs, and Ministry of Education, Science and Bg) it expressedight opinions with
reservation(Ministry of Finance, Ministry of Justice, Ministigf Economy, Ministry of

Agriculture, Ministry of Environment, Ministry of ealth, Ministry of Information Society,

Ministry of Culture) andwo negative opinion@Ministry of Exterior and Ministry of Defence). On
the basis of its audit findings, the Court alsoregped an opinion on the regularity of the
implementation of the budget of the Republic ol@lua in 2003 as a whole and, since the Court's



assessment shows that the irregular expenses agdaoni, 493,647,000 tolars, the Court
expressed aapinion with reservation.

The Court's review includegkssessment of reports on achieved objectives audtséor three
selected programmes of current transfer expendiiukdinistry of Labour, Family and Social
Affairs, Ministry of Education, Science and Spoged Ministry of Culture. It was established by
the Court that the ministries' reports on impleragah of the selected programmes were not in
compliance with the regulations and that they weiéher objective nor transparent. Basic reasons
for this were inadequately formulated financiali@an which objectives and expected results for
each individual programme were not clearly defir®uth in regard to the programme's current
status and in regard to its intended impact. Thagtmies failed to set the criteria and indicatoirs
achievements with expected values which would entilem to measure the achievements of each
individual programme after its implementation. ®imeficiencies had already occurred in the
phase of planning, reporting did not focus on tftegmammes' results and achievements and the
information provided in these reports was consetiyierither adequate nor sufficient.

The Court of Audit also presented in its audit mefiadings from itspre-audit review of balance
sheet items of ministries in 2Q08was established that in 2003 ministries ditfoly comply

with all the regulative provisions and did not havelace adequate records which would ensure
that the data about the assets of the state wagletenand accurate.

Audit of the Health Insurance Institute of Slovenia

|n 2004, the Court of Audit implemented a regulaaitgit of the Health Insurance Institute of Slogeni
in 2003; this review included an audit of the lgé's financial statements (balance sheet as at 31
December 2003, statement of revenues and expanditatement of receivables and investments, and
statement of the financing account for the peniothf1 January to 31 December 2003) and an audit of
compliance of the Institute's operations with tigutations, especially in regard to salaries ahérot
labour expenses, invitations to public tenders,camaent transfers.

The Court of Audit expressed an unqualified (p@sitiopinion in regard to the financial statements
of the Institute in 2003 and in regard to the ragty of its operations in 2003.

Audit of the Pension and Disability Insurance laibf Slovenia

In 2004 the Court of Audit carried out a reguladtydit of the Pension and Disability Insurance
Institute of Slovenia in 2003; the audit covereel ifistitute's financial statements (balance steet a
at 31 December 2003, statement of revenues andditjpe, statement of receivables and investments,
and statement of the financing account for theogdrom 1 January to 31 December 2003) and an
audit of compliance of the Institute's operatiorts the regulations, especially in regard to sataand
other incomes of employees, expenses for goodsaamites (through invitations to public tenderg) an
transfers, as well as purchases of fixed assetaifth invitations to public tenders).

The Court of Audit expressed an unqualified (pesjtopinion on the financial statements for 2003. |
a special paragraph, however, the Court made raftibe following issues:

increases in the capital of the Pension and Oitgdh#urance Real Estate Fund Ltd., Ljubljana -
Nepreméninski sklad pokojninskega in invalidskega zavamave.o.0., Ljubljana (hereinafter PDI Real Estate
Fund): the Institute's initial shareholding in Euwed increased from 2,187,000 tolars to 18,491)803plars at
the end of 2001, and to 18,782,592,000 tolarga&trid of 2002. The amount remained at the sania@tdie

24



end of 2003 but was due to unclear regulationsiagetermined ownership relations not recorded and
presented under the Institute's long-term finaasisdts in 2003;

as at 31 December 2003, the Institute's borroviiagsbanks and from the national budget amounted to
21,176,000,000 tolars; however, pursuant to Ast2&8 and 244 of the Pension and Disability Ingaréat,
the funds for covering the loss in 1999 and 2000ldihave been provided by the state, from therati
budget or from other resources.

The Institute's capital investment in PDI Real Estaund is presented as amounting to 2,187,000
tolars. This amount consists of a re-valued initegital investment amounting to 1,500,000 tolars,
paid-in by the Institute in 1996 when it foundedr8ivanjski sklad pokojninskega in invalidskega
zavarovanja (the Pension and Disability Insurancadihg Fund - predecessor of today's PDI Real
Estate Fund). The Institute, i.e. the founder, &hbave presented the capital increases in its
financial statements and adjust the amount to tih@uat presented by PDI Real Estate Fund.
Namely, the Fund's share capital consists mainth@alue of flats and of amounts received for
the flats which had been sold pursuant to the Hhguact; in the past, these flats were purchased
with the assets collected on behalf of pensionsdisability insurance contributions, and the
Institute would have been fully entitled to prestig capital amount among its assets, had not the
founding rights been transferred to the state wdpErations of the PDI Real Estate Fund and of
the Institute were separated.

The position adopted by the Court of Audit in itsli&of the PDIIS financial statements and regtyari
of operations in 2002 was that the Institute wdaddable to ensure accurate recording and presentati
of its long-term financial assets and of the gdriaral, as regards PDI Real Estate Fund, only when
unclear issues are clarified and the ownershipeofund is clearly defined.

The Institute submitted to the Government of thpuRéc of Slovenia and to the Ministry of Labour,
Family and Social Affairs an initiative to defirfeetlegal status of PDI Real Estate Fund on 15 2pfB.
At the end of 2003, the National Assembly adoptetZZLE, the Act Amending the Pension and
Disability Insurance Act, which in Article 14 prokas that the Institute is the only founder andetiader
of PDI Real Estate Fund. Since this Act took efect January 2004, the issues regarding the Fund's
ownership are therefore no longer unclear. Neveghgthe issue in respect to the managing rigltieo
Institute over the Fund has remained unclear iecenanaging rights are still in the hands of the
government.

The Court's opinion was that the operations ofitisétute in 2003 had been in all important respect
compliant with the regulations, with a few excepialetected in invitations to public tenders (apini
with reservation). In a few cases (physical praacservices, receptionist services, purchasesrigus
materials, network printers and notebooks) it vesldished that the Institute had ordered withquria
invitation to a public tender and not in accordanitk its Rules on ordering small value items.

Audit of Business Operations of Municipalities

SJpervising municipal budgets is one of the mostartgmt tasks of external supervision over
public spending implemented by the Court of Auditien auditing municipalities, the same
auditing methods, techniques and measures for @wuaduthe findings are applied by the Court as
when auditing the national budget. These audite ihawe objectives: formulating an opinion on a
municipality'sannual financial statement of the budgethe year under audit and formulating an
opinion onthe regularity of operationsf a municipality in the year under audit. When
implementing audits of the so called 'small muratitfes’, i.e. municipalities with a budget of
below 1,500,000,000 tolars, the Court has onlyahjective: formulating an opinion on the
regularity of operations in the year under audit.



In its audit reports on municipalities, in the cteapn municipal borrowing activities, the Court
especially stressed that municipal borrowing (rgggiommodity credits) is not properly regulated
and that it ishot limited.

In the following paragraphs, the most importanth@ most frequent errors and irregularities are
presented from ten reports on audits implementeihi@ municipalities and issued in 2004. Two
of these reports deal with the operations of thaikipality of Koper, since an audit reviewing a
part of operations of the Municipality of Koperi898, 1999, 2000 and 2001, concerning refunds
to employees for their meals, had been implemeoreitie basis of the findings of the regularity
audit for 2002 and 2003.

Audits of the annual financial statements of mymaitbudgets

The annual financial statement of the budget f@22@as audited in four municipalities (Murska
Sobota, Koper, Maribor and Slovenske Konjice), wiiile annual financial statement of the budget
for 2003 was audited in one municipality (Ljubljanahe Court of Audit issued four positive
opinions (to the Municipalities of Murska Sobotaypgé€r, Maribor and Slovenske Konjice) and one
opinion with reservation (to the Municipality ofubljana).

When auditing balances of revenues and expensgsints of financial receivables and
investments, and statements of the financing adctha Court of Audit found the following
errors:

* in one case the disclosed revenues and expensesogdow because the municipality in
question did not record the full value of businegsnts (off-balance-sheet netting); in
addition, some of the expenses were incorrectlyedrut this did not have an effect on
the total amount of disclosed expenses (the Mulitgipf Ljubljana).

When auditing data in balance sheets the Courugitfound cases of incomplete recording.
Three municipalities were warned:
the Municipality of Ljubljana did not reconcile limlance of assets and liabilities with the actual
balance determined during the inventory listingddition, tangible fixed assets and receivables
from managed funds were overstated while shortitetgivables, receivables from long-term
investments and short-term liabilities were undest
the Municipality of Maribor did not disclose itsig-term liabilities to a public institution in its
balance sheet while it understated some contingenrits off-balance-sheet.
the Municipality of Koper did not reconcile its date of assets and liabilities with the actual
balance determined during the inventory listingddition, receivables from the use of land tax and
unpaid revenues were understated.

Regularity audits

The regularity of operations in 2002 was auditeseven municipalities (Murska Sobota, Menges,
Mislinja, StarSe, Koper, Maribor and Slovenske Ka®)j The regularity audit of the Municipality of
Koper also included the period from January to &aper 2003. The regularity of operations in 2003
was audited in two municipalities (Ljubljana ands&mj). The Court of Audit issued three opinions
with reservation (to Murska Sobota, Mislinja andtaaj) and six negative opinions (to Menges,
StarSe, Koper, Maribor, Slovenske Konjice and Lard). After implementing a regularity audit in
the Municipality of Koper which focused on refuridemployees for meals in 1998, 1999, 2000 and
2001, the Court of Audit issued a negative opinion.

The following irregularities were found by the Cowf Audit when implementing regularity
audits:

Excess of liabilities and redistribution of budggtéunds
The Court of Audit found that the Municipality ofavibor incurred higher liabilities than provided
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for in its budget and that the Municipality of Kag®id out a higher amount than allowed by its
budget. Payments without adequate grounds in ligigets were carried out by the Municipality
of Maribor and the Municipality of Ljubljana. Budgey funds were incorrectly redistributed by
the Municipalities of Menge$ and StarSe. In additimthe above, during the Court's audit of the
Municipality of Ljubljana, cases of premature paynse overpayments, disrespect of deadlines for
payment, and failure to distribute budgetary priovis to budgetary items before effecting
payment were discovered.

Acquisition of budgetary funds
« upon the sale of land, one of the municipalitiesmbt require that the buyer pay a

revalued amount and interest for delay in payniemthermore, it rented out business
premises incorrectly:through a direct agreemert Ktlunicipality of Koper).
another municipality sold its assets without ohitajra prior consent from its Council and
additionally charged one 'greenpeace tolar' foemaithout an adequate legal basis (the
Municipality of Maribor).
one of the municipalities acquired funds from théaenal budget for works which had not
been implemented and sold land without an invitatmpublic tender (the Municipality of
Slovenske Konjice).

Employment, salaries and other expenses
Employees not meeting all the conditions were alied to work posts (education and
work experience were not in accordance with theagob systematisation) in the
Municipality of Koper and the Municipality of Ljujaina.
Two cases were found in which the municipality irestion incorrectly determined the
basic salary quotient and five cases in whichaobimectly determined the refund for more
difficult conditions at work (the Municipality of Mtska Sobota).

One of the municipalities paid a management borhishwvas not justified (the
Municipality of Menge3).

Refunds paid to employees for their meals weréntgb in the period from January 1998
to September 2003 (the Municipality of Koper).

Public procurement

The Court of Audit found that six municipalitiegldiot follow the regulations concerning awards of
public contracts or annexes to public contractsn@és, StarSe, Koper, Maribor, Slovenske Konjice
and Ljubljana). When public contracts of small eaiiems were in question, six municipalities failed
to act in accordance with their internal rules (g Mislinja, StarSe, Murska Sobota, Slovenske
Konjice and Ljubljana).

Transfers

Current transfers were found to be implementedauitinvitations to public tenders in the fields
of culture, sports and agriculture, or were implated solely on the basis of received application
letters (the municipalities of Murska Sobota, Mesg@lovenske Konjice and Sostanj). The Court
of Audit also found out that one municipality inceetly allocated funds to local communities (the
Municipality of Koper).

Borrowing activities and extending guarantees

The Court of Audit notes that the municipal resesrgained through borrowing funds (credit
raised at banks) reached the legally determindishgeif 10 per cent of annual revenues. A part of
this credit was raised for the purposes for whih@nnual repayment ceiling is set at only 3 per
cent of annual revenues, but the limit to the totdébtedness is not defined. During the audits the
Court did not discover any irregularities, howeiéndicated thamunicipal raising of commodity
credits is not properly regulated and that it ist fimited.



Municipalities as founders of public utilities

When auditing the Municipality of Ljubljana, the @bof Audit found that the situation in regard to
the ownership of the city public utilities and tHelding Ljubljana did not change. The Court of
Audit established in previous years that the Mynailify of Ljubljana had transferred the founder's
rights it had in its public utilities to the Holdjpand that this was in conflict with the Public
Commercial Companies Act; namely, the Decision stafdishing a Holding of the City Public
Utilities from 1994 is in conflict with Article 18f the Public Commercial Companies Act. Since the
situation did not change, the Court's findings rienraforce. Furthermore, the situation did not
change in regard to the Court's findings on théaamsegregation of authority between the
Municipality of Ljubljana and the Holding in respéco technical, organisational and development
tasks concerning the commercial public companiddrarespect to inadequate supervision over their
borrowing activities. Two public utilities raisededits without a guarantee issued by the Holdimg, i
the total amount of 1,451,054,000 tolars. The polsitive move noted by the Court in respect to the
owner's supervision of the public utilities' busis@perations were the activities undertaken by the
City Council.

Table 10: Summary of formulated opinions and poslitaneasures

Municipality Annual financial Regularity of Responsereport
statement operations
1 MO Murska Sobota Positive opinion Opinion with not required
reservation
2 Menges - Negative opinion not required
3 Mislinja - Opinion with not required
reservation
4  Starde - Negative opinion not required
5 MO Koper Positive opinion Negative opinion not required
6 Koper — employee - Negative opinion 90 days
bonuses 98-01
7 MO Maribor Positive opinion Negative opinion 90 days
8  Slovenske Konjice Negative opinion not required
9 MO Ljubljana Opinion with Negative opinion 90 days
. reservation
10 Sostanj - Opinion with not required

reservation
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Audits of the Regularity of Operations of Commeré&lablic Services Providers

Audits of Public Water Supply Utilities

The Court of Audit commenced implementation of hamial audit reviews of the public water
supply utilities in 2003. It issued regularity audiports on three public water supply utilities2003
and in 2004 it issued further three reports oniputhter supply utilities: on the regularity auidit
Mariborski vodovod d.d. in 2001 and 2002, on trgutarity audit in Vodovodi in kanalizacija Nova
Gorica d.d. in 2001 and 2002, and on the regularity performance audit in Vodovod-kanalizacija
d.o.o. Ljubljana in 2001 and 2002.

These regularity audits (of compliance with theufetipns) comprised assessments of:
planning and reporting on business operations,
investing in water supply network and its finanging
accounting for and distributing communal charges,
drinking water supply revenues and expenses
pricing - own prices and sales prices of drinkirager supply.

Negative opinions were formulated for all the thregularity audits in audit reports issued in 2004.
The main findings were the following:

The public water supply utility Mariborski vodovatl,d. paid to the Municipality of Maribor the
funds collected as the 'greenpeace tolar'. Thetgioourred by the utility were found to be
unjustifiable and too high. In some cases theyuitiiade awards of public contracts which were
in conflict with the instructions for public pro@ment of small value items. In one case, the
additional scope of works was planned in an arméhet public contract which exceeded the
amount in the main contract by 25 per cent.

The public water supply and sewage utility Novai€zod.d. failed to fully comply with the
provisions in the Public Procurement Act sincésib anade awards of public contracts in
accordance with the procedures set for public peosent of small value items when a public
tender was required. This public utility carried the works as a sub-contractor and later on
made a contract with the chosen bidder in whiclvaéihee of the works was set higher than in the
original offer submitted by the bidder. The Codiradit also suspects the sums on certain
invoices to be fictional, in order to acquire fuffiden the budget of the Municipality of Nova
Gorica. Furthermore, irregularities were deteaterbilecting connection charges (charges
related to water consumption meters) since it \stabkshed that users were charged who did not
have water meters installed and that in the Mualitypof Brda funds to cover losses from water
supply activities were acquired via connection gesr

The public water supply and sewage utility Vodov&@nalizacija, d. o. 0., Ljubljana did not
comply with the Public Procurement Act either, siits invitations to public tenders were carried
out only after the works had already been accohmgalisor the utility started the public
procurement procedure before all the conditiongwest, as was the case of the central waste
water treatment plant construction - the investraenédule was not revised and was not in
accordance with the prescribed methodology forippbbcurement investment schedules,
neither was the said investment schedule discassbddopted by the Ljubljana Municipal
Council. Contributions charged at disposal of wistéurdening of the environment were used
to advance the financing of the construction osteond phase of the waste water treatment
plant, which was in conflict with the contract thenicipality had signed with the constructor.
Furthermore, construction works for several pdrteeplant were carried out prior to acquiring
the construction rights. The Court of Audit alstabished that depreciation generated from the
communal waste waters and rainfalls dischargeitesiwas used for investment in water
systems.



Audit of Business Operations of Kobilarna Lipica

The audit's objective was to formulate an opinioritenregularity and performance of business
operations of the Kobilarna Lipica (Lipica Stud ffrom the years 2001 to 2003. The
compliance with the Kobilarna Lipica Act (hereirafthe KL Act) was examined in detall,
especially its compliance with the provisions regnlg the care for the pedigree herd, payment of
the collected parking fees to the Municipality @8na, and the stud farm's movable and
immovable assets. Auditors also examined the ubadadetary funds, public procurement
procedures, and payment of salaries. To exprespiaion on the performance of operations,
auditors assessed effectiveness of the plannederurhlanimals in the core herd, whether the
quality of the hotel capacities and the achievedlyer of hotel guests were in accordance with the
plan, how effective were revenues from visits tdHarna and guided tours, and how effective
were revenues from the sale of hotel services anélsd Auditors also assessed the economy of
labour and depreciation costs.

It was established during the audit that in sevesiaks Kobilarna Lipica acted in conflict with the
regulations and with the guidelines for operatithgyefore the Court of Audit expressed a negative
opinion on the compliance of its business operatigith the regulations. Important irregularities,
presented in the audit report were:

Kobilarna Lipica failed to adjust the number ofdes in individual lines since it did not define
the number of horses in the riding school anderird for tourists as stipulated in the KL Act;

by not paying parking fees amounting to 11 milliolars to the Municipality of SeZana, the
stud farm violated a provision in KL Act;

it did not acquire the Slovene Government's cor@gntt to concluding agreements on rentals
and on selling horses, as required by the KL Act.

it failed to take the necessary steps which woudllenimplementation of six projects possible -
the projects in question would provide it with fhading from concessions for 2002, amounting to
29 million tolars;

Kobilarna's surplus in 2001 and 2002 was spenhptanned rehabilitation of the losses
incurred by its Catering and Tourism organisatiamé in the total amount of 107 million tolars.
This was a violation of the KL Act since the adtes of catering and tourism do not belong to the
public services which may be financed from theameati budget;

public contracts for purchase of goods and servasesunting to 578 million tolars, were
awarded without invitations to public tenders; Kalvia did not publicly announce, in the Official
Gazette of the Republic of Slovenia, awards folipaontracts amounting to 22 million tolars,
which was in conflict with the Public Procuremerat;A

in the period from June 2002 to May 2003, a grassuat of 9 million tolars was paid to the
acting managing director as his salary, withoutilgsa decree defining the quotient of his basic
salary. This was in contradiction with the Regolaibn the criteria for defining basic salary
quotients for managing directors in public instiios.

The Court of Audit's performance audit review ebshied that Kobilarna Lipica did not manage
the public funds in accordance with performancagples in the following cases:

Since Kobilarna Lipica has no procedures in placerinual planning and reporting on achieved
results, its objectives were not clearly definettlimnnual programmes for the years under audit.
The objectives set in the field of investmentsel®f hotel capacities, and overnight stays were
not achieved.

In view of generating revenues, operations of tiiefor marketing and sales were not very
efficient; this means that the principle of econamag not met since it would be possible to
acquire additional 11 million tolars for the saroepe and quality of marketing activities. The
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results of Hotel Klub were not satisfactory, athmperiod 2001 to 2003 the hotel accommodation
rate was 17 per cent. The Court of Audit was afiopi that the main reason for ineffective use of
the hotel capacities was failure to adopt propeisitgs about the Hotel Klub. Operations were
also less efficient in the field of drinks, namehe difference (margin) between the revenues from
the sales of drinks and between their purchaseleostased from 5.07 to 4.32.

Kobilarna Lipica did not have an adequate contret tabour costs and did not act in line with the
policies designed in its annual programmes. Labosts were above the plan by 180 million tolars .
Labour resources were additionally wasted by Kotalas unjustified holiday leaves were approved
to its employees, which generated about 2 milidars of unnecessary labour costs in 2003.

Kobilarna Lipica has no measures in place to déterthe value of its stallions and mares, i.e.,
the depreciation basis, so that the growth in vatugd reflect the herd's real situation. The
increment in value for 2000 is questionable, iierealistic, due to the low quality of the colts
when compared with the preceding years. The @oditioss account as presented by Kobilarna
for 2003 was inaccurate because no investmenitaingible long-term assets were disclosed as
made and therefore no depreciation on these wadateld, so that the disclosed operating costs
were too low by 6.4 million tolars.

Kobilarna Lipica did not respond to the Decisiortlumland tax for 2001 in which the land tax
was 16 times higher than in the preceding yeaesalt of this was that the operating costs were
too high by at least 15 million tolars and thatljmuflonds were spent uneconomically.

Despite the fact that the first acts of the Infdiasssub-project were implemented as early as
December 1999, the sub-project was still not caletlby the end of June 2004: after four and a
half years. The agreed funds were / will be exadbgle’.7 million tolars or 51 per cent. The
Court is of opinion that the result of such projeetnagement is spending public funds
uneconomically.

Audit of the Regularity and Expedience of Busings=sr@ions of the Public Utility - Company for
Maintenance of Motorways and Expressways Ltd.

The auditors' objective was to formulate an opiniothe regularity and performance audits of thdigpub
utility Company for Maintenance of Motorways angEessways Ltd. (Podjetje za vzdrzevanje avtocest, d
0. 0., hereinafter CMM) in 2001 and 2002, with sgdeamphasis on 2002. The audit focused abovaall 0
accounting records of business operations, onasrying out public services and on implemémtaf
maintenance works.

It was established during the audit that CMM ojgelrat accordance with the regulations and inteta|
except in regard to public procurement procedureshid not comply with the Public Procurement Act
(CMM made it possible for suppliers to deliver ghuantities of goods than agreed in the contiicts
concluded long-term insurance agreements witheitéiions to public tenders, quantities of goods or
services in the contracts were in contradictioh e tender's documentation and did not comply tiv
conditions set by the bidders). Furthermore, detgsivere made about work clothing which conflietitt
the rules on work clothing for collectors of tdiazges and for workers maintaining the roads ifRRtiublic
of Slovenia, financial records of costs for evesfiigle were not kept in line with the rules onuke of
company vehicles, the consumption of fuel wasewmnded in business books, on the basis of credible
bookkeeping documents, and, since there was nmbowntr the consumption of fuel, it was not pdedib
exclude occurrence of irregularities as regardsdheumption of fuel.

When assessing the performance and expediencesioielss operations, the Court of Audit was of
the opinion that CMM could have managed the pubincls in a more expedient way since cases
of uneconomical purchases, spending and stockeahsfor regular maintenance of motorways
and expressways were detected. CMM did not payusdeattention to proper planning of
purchases, to monitoring the consumption and toagiag its stocks of materials, especially those



required for providing the winter season serviaas far maintaining motorways and expressways.
CMM adopted business decisions which caused exeesperating costs because insurance
contracts were also made in favour of employeesiges not directly linked with work accidents
and occupational diseases.

In view of the fact that the irregularities and caeomical operations were not material, the Court
of Audit issued opinions with reservation for bdtie regularity and performance of operations of
CMM in 2001 and 2002.

Audits of Operations of Non-commercial Public Seggi®roviders
Audit of the Regularity and Efficiency of Medicalgplies and Expendables in Hospitals

In 2004 the Court of Audit concluded a horizontaliof public procurement of medical supplies and
expendables in general hospitals in 2002. The dvuiaz audit's objectives were: to define the sibmat

in the field of public procurement in hospitaldtie period under audit, to indicate the most fragque
irregularities, to present efficient solutions gud practices which are being applied in individua
areas, and to formulate recommendations which waitidte appropriate amending measures.

The audit included general hospitals in MariboljeZ&lovo mesto and Jesenice; in line with a unifor
procedure, independent audits of these instituti@re implemented; the audits' objective was to
formulate an opinion on the regularity and efficigf procurement of medical supplies and
expendables.

The Court of Audit assessed that in 2002 on theageer’5 per cent of the total value of publicly
ordered medical supplies and expendables in thgthlssunder audit importantly conflicted with the
applicable law stipulating public procurement. Tikithe reason why the Court issued to the audited
hospitalsa negative (an adverse) opinion the regularity of these operations.

The most frequent irregularities committed durindplpc procurement of medical supplies and
expendables were the following:
the buyer did not apply an adequate procedurelettigg the best bidder: in 2002 only one
of the audited hospitals implemented this proceéturenost of the medical supplies it
purchased; such irregularities were detected #146.8 per cent of the assessed purchases
of medical expendables;
13 per cent of the assessed public contracts éoptinchase of medical expendables were
irregular;
4.5 of assessed deliveries of medical expendal#es mot in accordance with the contracts.

Efficiency of public procurementas defined by the Court of Audit as represerdingtio between the
investment and its effect in the period under addtits was assessed in view of achieving the basic
purpose of an individual activity within the pureiray system that consists of working processes of
defining the needs, selecting the suppliers, anthgiag the contracts.

The Court established the following deficienciesohtinad a significant effect on the performance of
the hospitals in regard to their purchases of nakdigpplies and expendables:

the hospitals in question did not establish prooeslior identifying their purchasing needs
and consequently failed to identify these needteayatically,

three of the hospitals did not adhere to the proeedf selecting the best medical supplier,
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did not plan their purchases at regular time irgkvand did not join several purchases in
one order,

none of the audited hospitals had set standardadidual sorts of medical materials,
the decisions taken by some of the hospitals eliecsthe bidder according to the lowest
price offered for the entire package of expendableas inefficient,

the decisions taken by some of the hospitals hexk the adequacy of the offered
materials only during the second phase of the pubtider - was inefficient since the
procedures were long, and the planned deadlinggdourement delayed,

the hospitals paid too little attention to what fpziprocurement procedure they should
select,

concluded contracts did not always provide a gaasiddfor placing efficient orders;
controls over implementation of the contracts weaglequate; tasks and responsibilities of
individual participants in the entire process déstng the supplier were not clearly
defined.

The Court of Audit thereforeecommendetb the hospitals to:

1. detail in their internal acts the tasks and resibditges of individuals involved in the
process of selecting suppliers, to provide a peid@si basis for assessing whether
purchases are justifiable, and by doing so to dser¢he subjective factor at purchases,

2. define again which medical supplies and expendaskesctually being used in the
hospital and compose a list of articles to be pageld through public tenders, and to make
adjustments to the list every year,

3. pay more attention to the interdependence betweeartered object and the chosen
procedure of selecting,

4. introduce adequate software in order to automateuhchasing process on the basis of the
implemented public contract, establish the necgssantrol mechanisms and ensure an
adequate basis for planning the purchases,

5. monitor the implementation of contracts and prodegerts in writing, with
recommendations or suggestions for potential creaagd amendments.

Most of the irregularities and inefficiencies deeetin the field of public procurement of medical
supplies and expendables were often a consequédeidencies of the system, therefore the
Court of Audit is of the opinion that the Ministo§ Health should strengthen its role in this arga b
setting uniform standards and professional critmiassessing the quality and other required
characteristics of medical supplies and expendables

A udits of Galleries and Museums

In 2004 the Court of Audit completed two auditsin&hcial statements and of the regularity of
operations of galleries and museums in 2002, fianeoNational Gallery Ljubljana and of the
Slovenian Natural History Museum. The audit's dijes were in both cases examinations of
recording and disclosing the data in the balaneetsis at 31 December 2002, in the revenues and
expenses account for 2002 and the compliance ocatiges with the regulations providing for
salaries and other labour expenses, costs of esfvitaterials and other expenditure resulting from
public procurement in 2002.

The National Gallery Ljubljanavas issued a negative opinion by the Court of Adidi the
financial statements and for the regularity obipgrations in 2002.



Several irregularities were found during the aoélfinancial statements:

it was not possible to establish which works ofcartstitute the art fund kept in the
bookkeeping documents; the inventory-listing cortemitdid not compare the actual balance
with the bookkeeping balance; there was no cormebitween the inventory-listing book
and the statement of the art fund's value in tfenica sheet;

in the statement of revenues and expenses, revereuesindervalued by 24.322,000 tolars
and expenses were undervalued by the same amount;

revenues and expenses by activity were not pres@ngeccordance with the regulations
that, in the case when public funds are used fblipservices, provide that monitoring of
operations and disclosing the result of operatghmild be presented separately for the
public funds and for the funds acquired throughddle of goods and services in the
market.

The Court of Audit noted in a special paragraph tiva value of the stocks of merchandises
(catalogues, publications and similar) in the beadesheet as at 31 December 2002 were disclosed on
the basis of estimated purchase value in the preggdars when this value was presented as a
current expense. In the statement of revenues>qahditure for 2002 the estimated purchase value
of stocks is presented as a re-evaluatory revamliaga reduced operating expense. The amount
disclosed as a reduced expense does not entifeitoehe purchase value of stocks in 2002. A

result of this way of recording is a surplus ofaewes over expenses in 2002. If such recording had
not been applied, the statement of revenues arehegp of the Gallery would have disclosed a
surplus of expenses over revenues in 2002.

There were several cases in 2002 when the Nateal#ry did not operate in compliance with the
regulations:
there were several cases when the Gallery awauddid pontracts without invitations to public
tenders or in contradiction with the provisionghie Public Procurement Act which stipulate the
public procurement of small value items;
the Gallery concluded several work contracts whidmot comply with the Employment Act
and made payments on the basis of these contracts;
the Gallery paid the voluntary health insurancethadollective accident insurance for its
employees without having adequate bases in isotiol agreement or in the collective
agreement for the cultural domain;
the Gallery settled a number of invoices of studentices on the basis of incomplete bookkeeping
documents.

Audits of Health Centres

In 2004 the Court of Audit completed audits of ficiahstatements and regularity of operations in
2002 in three health centres: in Litija, Medvodd 8&omzale.

The Court of Audit issued unqualified (positive)rmipns to all the three health centres in regard to
their financial statements for 2002. However, sitieeregularity audits revealed important
irregularities committed by all the three institurts in 2002, the Court of Audit issued negative
opinions in regard to the regularity of their opienas. The following irregularities were

discovered:

Health Centre Litijacommitted the following irregularities in 2002:

salaries paid to employees for holiday leaves ardigpholidays, for being on-duty and for
house visits to patients did not comply with thpugations in the collective agreement;
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two cases were found in which the Centre acceptadcaease in the prices of the suppliers
after the contracts had been signed, which waseritradiction with the Public Procurement
Act and with the Centre's internal rules providiagpublic procurement of small value
items;

the Centre made a public contract which didooonply with the Public Procurement Act
and with its internal rules on public procuremeinsmall value items.

Health Centre Medvodeommitted the following irregularities in 2002:
there were several cases of acting in contradietitnthe stipulations in the Public
Procurement Act as the Centre awarded a publicamiwithout an invitation to public tender,
did not adhere to a condition set in its invitatiompublic tender (the lowest price of the bid and
other advantages important for the buyer) but 8@ifpublic contract by accepting two offers;

there were several cases of acting in contradietitinthe stipulations in its internal rules on
public procurement of small value items.

Health Centre DomZaleommitted the following irregularities in 2002:
it paid a higher amount to employees for their ganance at work without acquiring the
consent of all the owners, which is in contradictiaith the provisions in the Act on
Salaries in Public Institutions, Government Offieesl Local Communities; the Centre
therefore did not have bases to increase the anpaichto employees for their
performance;
the amount paid to the director for his performaatcerork was calculated on an inaccurate
basis, to the effect that this part of the saladyntt comply with the decision of the
Centre's Council and was too high in 2002;
allowances and benefits were not calculated inraece with the Employment Act, with
the Act on Salaries in Public Institutions, GoveaminOffices and Local Communities,
and with the collective agreements. The basesdioutation of allowances and benefits
were inaccurate, they were allocated incorrectjcuated incorrectly, and paid out
although there existed no basis for such paymaerttsei applicable regulations;
the annual award to the director was paid witheguaing the consent of all the owners
and despite the fact that all the required critead not been met, which was in
contradiction with the provisions in the Decisiamtbe Criteria for the Annual Award to
Directors of Public Institutions for their Perfornee;
when selecting suppliers of goods and materialpemdders of services, the Centre did not
adhere to the applicable law regulating public prement but it purchased on the basis of
inadequate public procurement procedures, appiieedia which were not in compliance with
the documentation in its public tenders, and avehpdiblic contracts without implementing
prior procedures as prescribed by the law andshgtiernal act on public procurement of small
value items.



Other audits

| SPA Pre-accession Programme Project RegularitytAug@D02

The European Union offered support, through pressioe assistance programmes (I5BAd
SAPARD), to applicant States in preparation for accedsidhe European Union. Pre-accession
assistance to applicant States is conducted angalihe European Union rules for programmes of
assistance to third countries. Assistance is pthonghe basis of Accession Partnership prioriliegs
key pre-accession strategy document, which waaterally adopted by the European Commission,
identifies short-term and medium-term priority @ar@awhich Slovenia must urgently make progress in
order to be prepared for accession to the Eurdgaam in timely fashion. Another key strategic
document for requirement planning is the NatiomagRamme for the Adoption of the Acquis by the
end of 2002. ISPA (Instrument for Structural Peficior Pre-accession) programme is a structural
instrument whose establishment was proposed tutapean Commission in Agenda 2000. It was
established in June, 1999 in the Council Regulatiori267/1999for assistance in the period from
2000-2006.

The Court of Audit audited projects of the ISPA-poeession programme for year 2002. The audit was
conducted at the Ministry of Transport, Ministryivironment, Spatial Planning and Energy,

Ministry of Finance and Government Office for Eugap Affairs. The objective of the audit was to

form an opinion on the regularity of ISPA projetplementation in the transport and municipal
infrastructure sector in year 2002.

After the above-mentioned revision, the Court oflidissued three separate opinions on the regularit
of ISPA programme project implementation, namebgitive opinions to the Ministry of Transport and
the Ministry of Finance, and an opinion with resgion to the Ministry of Environment, Spatial
Planning and Energy.

The Court of Audit issued an opinion with reseoratp the Ministry of Environment, Spatial Planning
and Energy because, in year 2002, it did not,nmestases, comply with the rules and policies in the
implementation of ISPA projects, namely:

In project implementation, the Ministry of Enviroent, Spatial Planning and Energy concluded
an agreement with the municipality of Slovenj Geaole co-financing of sewage system and
central waste water treatment plant constructigh,the investment completion deadline
exceeding the validity of the concluded Financirgmdrandum,

For maintenance services of information suppotesy$or preparation, follow-up and
management of environmental municipal infrastrgctovestment projects, the Ministry
settled its obligations to the contractor, the Rgaif Civil Engineering and Geodesy, in
contravention of the concluded agreement.

In its report on the above-mentioned audit, therCouAudit called the Ministry of Transport and
the Ministry of Environment, Spatial Planning anteEgy's attention to the fact that, in their finagc
plans, when stating assets in ISPA private furliirmigjet lines, they did not distinguish betweergbeiv
funding assets for ISPA projects, and private fumétr the co-financing of other projects, whichemfor
insufficient transparency and prevents monitorirgssets by individually concluded Financing
Memoranda. The said deficiency did not impact fseiéd opinion.

! ISPA — Instrument for Structural Policies for &eession —.

SAPARD - Special Accession Programme for Agrimeltand Rural Development —
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Sate Property Privatisation Audits

The Court of Audit conducted four state properiyairsation audits in 2004, in which it examined
the reality and accuracy of data stated in salebare exchange reports, regularity of sales sesha
exchange procedures, and sales or exchange penfmemgne entities audited were the Investment
Company for Pension and Disability Insurance djdbljana (hereinafter: KAD) and Slovene
Compensation Corporation, d.d., Ljubljana (heréeraSOD), which sold, i.e. exchanged, shares of
Hoteli Morje d.d., Portoroz and Hoteli Palace dirtoroZ, and sold shares of Viator & Vektor, d.d.
Ljubljana in 2001.

In all four cases, the Court of Audit issued a pasiopinion on regularity of sales procedures, and
the sales and exchange of shares were evaluabethgssuccessful. A response report was not
required; however, the Court of Audit drew the teek' attention to the following deficiencies:

In the course of sales of Hoteli Morje's, Hotelidea's and Viator & Vektor's shares, KAD
did not entirely comply with all the guidelinestbe business plan for 2001 as regards to
KAD internal organisation, and it did not supplyappriate documentary evidence for all
stages of the sales procedure, which consequesthplinsufficient traceability;

In the course of sales of Hoteli Morje's, Hotelidea's and Viator & Vektor's sales, SOD
did not comply with the good practice, as it did sapply appropriate documentary
evidence for all stages of the sales proceduresiwtonsequently led to insufficient
traceability

The Court of Audit made the following recommendasidor the remedying of the found
deficiencies at sales of assets:

For improved transparency, traceability and docuamgrevidencing of financial asset sales
and exchange procedures, KAD should in the futnseiee that the participants make up-to-
date official notes of oral agreements and nedotiat as well as of specific transactions of
which there are no other written records;

KAD administration, investment committees, analgctions and other specialist services
partaking in the sales procedure should always g&uhsir decisions, recommendations and
proposals in written form and accompanied with apgate explanatory notes;

KAD should ensure obligatory use of sales procedumaagement guidelines and define in
its acts the violation of omission in obligatonaptice;

SOD should amend the Regulation on capital asket aad prescribe obligatory
compliance with the Regulation, and define conseges of violations thereof;
amendments should primarily relate to the formaiffitations to suppliers when the sales
are direct, definition of sales methods for capasdets in which SOD has minority shares in
sales proposals, notes on negotiations with pa@tlesuppliers and sales conclusion
procedures (monitoring of the implementation ofeagnent provisions and sales accounts);
In order to ensure systematic monitoring of thelengentation of all the agreement
provisions of sales agreements, SOD should adgpbppate internal rules and thus make
provisions for procurement of agreements.

Audit of the Investment Company for Pension and ilisa Insurance d.d. — First Pension Fund

The Court of Audit conducted an audit of the regtyaf operations of the First Pension Fund of
the Republic of Slovenia (hereinafter: PPS), maddmyethe Investment Company for Pension and
Disability insurance d.d., Dunajska 56, Ljubljaharginafter: KAD) in accordance with Article 23
of the Law on Pension Fund of the Republic of Shi@eand on conversion of authorised
investment companies. In 2004, two regularity ateports were issued on PPS, namely for the



years 2002 and 2003. The Court of Audit issuedsatige opinion for both years.

In the report for 2002, the Court of Audit remarkkdt, in spite of compliance with the decision
on the arrangements for evaluating of bookkeepims of the mutual pension fund, issued by the
Securities Market Agency in accordance with thesRenand Disability Insurance Act, long-term
financial investments of lower value in businesarel and ordinary shares, not traded in the
regulated securities market, were probably inapjstedy evaluated and that there was a
likelihood of market values being lower than valagpearing in the bookkeeping records of these
investments. In 2003, KAD applied a tested andgesed model for business share evaluation,
approved by the Ministry of Finance. Due to nonsexice of a securities and business share
market, it is difficult to determine their valuedathere is therefore a likelihood of the estimated
value derogating from the actual value obtaineshbds of the assets, i.e. difficulties might occur
during sale of these investments.

In 2002, the Court of Audit made the following reanendations to PPS: to document, either with
written records or with official notes, all its @ for purchase of securities and orders plactd wi
security dealers, as well as to file them; thatvitredor issue an account for the securities puecimas
all the purchases of securities, for the purposghetking the carrying out of a purchase with grder
and that KAD note, evidence, keep records of dadificumentation on important parts of
negotiations during sales and purchases, for th@opa of improving control efficiency. The above-
mentioned recommendations were taken into congideria 2003.

Financial Audit and Regularity Audit of the RealdEstPension and Disability Insurance Fund, d.o.o

The audit objective of the financial auditbé Real Estate Pension and Disability Insuranod,Fu
d.o.o was to issue an opinion on the fund's fiaaaccounts for year 2002, and on the regularity of
fund's operations for year 2002.

The Court of Audit was of the opinion that the balsheet dated 31/12/2002 as well as the
corresponding profit and loss accounts and docunagmexed thereto, give a realistic and honesirgjct
from all major viewpoints, of the Real Estate Pamsind Disability Insurance Fund's financial siturat
on the day of 31/12/2002 and of the profit and tdsts operations in the financial year which eshda
that date, in accordance with Slovenian AccourSitagqndards. Regularity audit of tReal Estate
Pension and Disability Insurance fund, d.o.o reeeab major irregularities either; therefore a
positive opinion was issued as regards both aogittves. This notwithstanding, on the grounds of
audit results, the Court of Audilled on the Government of the Republic of Sloveas the founder of
theFund to regulate, within the limits of its powers, theplementation of founder's rights and
obligations of the Pension and Disability Insurainstitute, as the founder of tReal Estate Pension
and Disability Insurance Fund.

The Court of Audit indicated in the audit repodttthere is a contradiction in contents betweesgpaphs
three and four of Article 240 and Article 241 a fPension and Disability Insurance Act. The Perenzh
Disability Insurance Institute, which is registesexthe founder of tHeeal Estate Pension and Disability
Insurance Funanay not exercise founder's rights set out itCh@panies Act, considering the role of the
Government of The Republic of Slovenia and of theidify of Labour, Family and Social Affairs, as
specified by the Pension and Disability Insurance A
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Regularity and Performance Audits of the Motorwayrpany of the Republic of Slovenia
(DARS) in the Construction of Blagoviegentjakob Section of Motorway

In years 2002 and 2003 a parallel audit in the béldad construction was conducted in cooperation
with the Austrian Court of Audit. In Slovenia, régity and performance audits were conducted of the
Motorway Company of the Republic of Slovenia in ¢bestruction of Blagovica— Sentjakob motorway
section, as a part of the national motorway coostn programme.

More detailed regularity and performance auditseveenducted of the 3rd section of the Blagovica—
Kompolje motorway construction of Blagovica— Sekijamotorway section, which was opened for
traffic on 30/06/2003. For regularity and performatesting of motorway construction, the 20
kilometre-long motorway stretch, constituting 7e2qent of the roads open for traffic by 2003, was
selected. In 2001, a total of 16.7 kilometres aflowere opened for traffic, and the above-merdione
stretch constitutes 8 kilometres or 50 percertt@fdads opened.

The Court of Audit issued a negative opinion onrdgularity of DARS's operations in the
construction of the 3rd section Blagovica-Kompoljetorway section Blagovica—Sentjakob,
because in some cases, DARS operated in signifrcartompliance with the regulations. The
following were the most significant among the ekshled irregularities: operation supervisi@ng
formainvoices and accounts were not effected in compéawith the regulations and agreement
provisions; temporary work was not accounted faadnordance with the agreement and general
technical conditions; DARS allowed the constructiarks contractor, contrary to the bidding
offer made and agreement concluded, to subcoritrachajority of works, thus acting in
contravention of tender and agreement provisionbjdders were required to list their
subcontractors in their bidding offer; unforesedditional works under the agreement for
construction of a four-lane motorway were not acted for on the basis of amounts chardged
factoin accordance with the agreement, but on the lphgistimated level of completion; adoption
of annexes for necessary and unforeseen workstaed additional works was not conducted
progressively and within reasonable periods ofigheing of approval for additional works; the
decision on the selection of the most favourabdielé was issued tardily.

Performance evaluation of the construction of mesyr Blagovica—Sentjakob section is based on
the following assessments:
The Court of Audit estimates that DARS did not eagificient use of public funds, as the
accounts for the effected works must be examirssfitrainforeseen and additional works arising
in the process of construction of the motorway Igaloe to landslide remediation and new
planning solutions, it did not make previous areamgnts with the contractor in an annex to the
agreement.
On consultation with construction specialists,@loairt of Audit took reasonable measures for
remediation of landslide, which resulted friarce majeureand it remedied the consequences of
the landslide; DARS consented to shorten deadlimieging socio-economic advantages to
direct users, while the inflow of toll funds incsed, which was assessed as efficient by the Court
of Audit.

DARS successfully ensured landslide remediatiothersite, even though it exceeded the
initially planned costs for construction of retamiwalls on the audited stretch by threefold. The
objective of opening the motorway section ahedteinitially planned term was reached



Audits of the Election Campaign Organisers

In 2004, two types of elections were held: the EesogParliament election on 13/06/2004 and the iNgtio
Assembly election on 03/10/2004. For all the edeatampaign organisers, the Court of Audit conducte
regularity audits of election campaign financingdandidates i.e. candidate lists. The Court ofitAud
conducted thirteen election campaign organisetsanidihe European Parliament election, and tweaixy
audits of the National Assembly election. All the@pean Parliament election audits were completed i
2004. Thirteen National Assembly election auditsvedso completed; more specifically of those degas
which are eligible for a partial reimbursementlettion campaign costs under Article 21 of the titias
Campaign Act(hereinafter: ZvolK). The remaining thirteen asidit National Assembly election
organisers, which are not, in view of the eleatesullts, eligible for a partial reimbursement etabn
campaign costs, will be completed early in 2005.

The auditors of the Court of Audit planned and aaoted the audits to the extent set out in ZVolK.
Under the provision of ZVolKthe following items must be tested:

The amount of raised and used election campaiglsfun

Whether the election campaign organiser acquirdditiised campaign election funds in
accordance with ZVolK,

Whether data supplied by the election campaigmésgain reports set out by ZVolK are
accurate,

The amount of partial reimbursement of electionpaign costs for which the election campaign
organiser is eligible under ZVolK.

The audit objectiveras to issue an opinion on the regularity of edectiampaign resource mobilising
and use, and the amount of partial reimbursemegieofion campaign costs. The audit focus was
primarily on the regularity of stated funds usedtfie election campaign, as the established cdiseof
election campaign and the number of received \ajteach candidate, i.e. candidate list, serve as
grounds for calculation of partial reimbursemenglettion campaign costs from the national budget.

Regularity audits of the financing of the electtmmpaign for thirteen candidate lists for European
Parliament Members were conducted by the CourudiitAn the election campaign organisers'
headquarters. In regularity audits of the amouated in the election campaign final report, their€o
of Audit issued a negative opinion in one cas@pnion with reservation in two cases, and a pasiti
opinion in ten cases. In regularity audits of thabitisation and use of election campaign funds, the
Court of Audit issued an opinion with reservatiorone case, a positive opinion in ten cases, and no
opinion in two cases, as the organiser neithegdaisr used funds for the election campaign.

In the testing of data supplied by election campaiganisers, the most common irregularities and
errors in relation to raised election campaign fuvere as follows:

The organiser did not state, among raised fundspdnts and payment exemptions received
from service suppliers, i.e. product vendors;

Used election campaign funds;

Calculation errors and misstatements in the accaunaiunts;

The organiser did not state all the election cagmpaccounts;

The organiser did not state, among used fundspuiigs and payment exemptions received
from service suppliers, i.e. product vendors;

The election campaign accounts were paid by a gdrtyy, in non-compliance with Article 18
of ZVolK, because they ought to have been paid fileenparty's special election account;

The organiser included the expression of thank®ters in the election campaign costs, which
does not fall within election campaign costs byetian purpose criteria, as these activities are

Official Gazette of RS, No. 62/94 and 17/97.
Article 24.b of ZVolK.
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undertaken upon completion of campaign; it was thumn-compliance with the provisions of
Articles 2 and 17a of ZVolK;

The organiser included indemnity costs in the @aatampaign costs, which are not a part of
election campaign costs by purpose or type of @itgtria; it is thus in non-compliance with
Article 17a of ZVolK;

The organiser included the costs of catering sesvatipplied upon official completion of
election campaign in the election campaign codisglwdoes not fall within election campaign
costs by time criteria, as it is an activity und&en upon completion of elections; it is thus in
non-compliance with Articles 2 and 17a of ZVolK.

Regularity audits of election campaign financingdandidates i.e. candidate lists for National
Assembly Members in 2004 were conducted by thet@bdudit for only thirteen organisers, namely
those which are eligible for partial reimbursen@rglection campaign costs under Article 21 of
ZvolK. In auditing the regularity of amounts statedhe election campaign final report, the Cofirt o
Audit issued a negative opinion in one case, aniapiwith reservation in two cases, and a positive
opinion in ten cases. In auditing the regularityrabilisation and use of election campaign funds, a
positive opinion was issued in four cases, an opiwith reservation in one case, and a negative
opinion in eight cases. Established errors andutegities were similar to the ones found at regyla
audits of election campaign financing for candidiate for European Parliament Members.

Results in Post-audit Procedure

Post-audit Reports

The post-audit procedure is a part of the auditgge@nd occurs upon completion of audit. This
procedure also includes the review of responserrepmhich must be prepared by the audited user
of budget funds — if the Court of Audit finds sifjoant irregularities or under-performance, on
condition that it was not stated in the audit réploat appropriate measures were taken, in the
course of audit procedure, for the remedying offthmd irregularities and under-performance. In
the response report, the audited user of publidfumust report on the remedying of the found
irregularities or under-performance. The Court afik assesses the veracity of the response
report, and if it estimates that the found irregtikss or under-performance were not remedied in
an appropriate manner, it may issue a call fooadi the competent authority. It is the authority,
for which the General State Auditor estimates ithaay, within the limits of its competencies,
take measures against the responsible person aséref public funds, and notify the Court of
Audit of the measures taken — it is expected thatrésponsible person will be deprived of his/her
office within 30 days.

In 2004, the Court of Audit required twenty thremlided users of public funds in 72 issued audit
reports to state their corrective measures. In esisgpn with 2003 (17 cases or 27 percent), the
response report requirement increased to 32 pedigato an increased number of reports in which
audited users of public funds did not implementective measures during the conducting of the
audit, and to increased volume of establishedutegiies of a more significant nature. The deaallin
for submitting response reports is thirty to ningdtys, and thus some post-audit reports issued in
2004 relate to specific audits for which reportseniesued in 2003, while the response reports were
not due until 2004.

The majority of measures required of audited usepaiblic funds related to improvements
connected with work costs and employment, publicprement procedures and internal control



enhancement, as well as replacement of inapprepriggrnal acts. The proportion of response
reports requirements in issued audit reports astigadit reports in the total response reports
including an evaluation of the measures takenagsvahin Diagram 8.

Figure 8: The proportion of response report reapgirgs and of issued post-audit reports

Request made for response report submittal in Assessment of measures
issued audit reports in issued post-audit reports
76%

32%

Stated major failure to adhere

to fair practices
Stated failure to adhere to 6%
68% fair practices

18%

The Court of Audit issued seventeen post-auditrtepo2004, assessing measures stated by thirteen
audited users of budget funds as satisfactoryeCtore measures stated in response reports by three
audited users of budget funds were assessed Bythieof Audit as being in violation of obligations
under Article 29 of the Court of Auditors Act (ZF&&) and Article 37 of the Rules of Procedure ef th
Court of Auditors of the Republic of Slovenia (PoBg one of the audited users of budget funds was
found to have committed a major violation of oliigas under Article 29 of ZRacS-1 and Article 37 of
PoRacS, of which the National Assembly was notifeed dismissal was required for the person
responsible.

In the assessment of veracity of the responsetepbe Court of Audit found the following:

In thelzola Community Health Care Centre&sponse report, specific corrective measuresediop
by the health care centre on the basis of the @bémdit's requirements were assessed as
satisfactory; however, the Court of Audit foundttbarrective measures relating to the remedying
of accounting and salary administration irreguksitstated by the health centre in its response
report, were in fact not implemented. Thus, thdtheantre did not implement, by the time of
response report submittal, the stated remedi¢bdarccounting of Sunday work and management
supplements. The Court of Audit assessed as sfasatiry the corrective measure for the
remedying of irregularities in basic rate estalplisht for the position of a nurse in home nursing,
as the auditee did not correct the rate, whichimvaen-compliance with the Act Regulating Wage
Rates in Public Institutions, State Bodies and LGeemmunity Bodies. The irregularity, for which
no satisfactory corrective measure was stateceiretsponse report, and for which the Izola Health
Center did not implement any such measure uponigabaif response report, does not exceed in
nature or significance the significance threshake:ih into consideration in the audit in which the
irregularity was found, and thus the Court of Auditablished that the health centre was in
violation of fair practices under the provisiongpafagraph 5 of Article 29 of ZRacS-1 and of
paragraph one of Article 37 of PoRacS.

* Motorway Company of the Republic of Slovenia, ligal successor of the Company for Motorway
Management and Maintenance, d.@®reinafter: DARS) stated, in its response repp#gific
measures assessed as satisfactory, while measatieg)ito the remedying of irregularities in pabli
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procurement, found at conclusion of insurance ageeés and equipment purchase were assessed as
unsatisfactory, as well as measures relating tdwasion of accident insurance agreements for
employees in the case of accidents outside worR®H#mited itself to stating, in the corrective
measures section, that in the future it would fakginto account the provisions of the Public
Procurement Act, and added that the suggestiohevithade to the management board to give
consideration as to which employees should beddsurhile until then, the established insurance
system would remain in force. The Court of Audiineated that DARS did not state satisfactory
measures for the remedying of irregularities ingtgponse report, nor were such measures
implemented at a later date. As irregularitiessfbich no satisfactory corrective measure was stated
in the response report do not exceed, by natumg significance, the significance threshold takea i
account in the audit in which the irregularitiegevi®und, the Court of Audit issued a decision on
violation of fair practices.

Water and Waste Water Public Utility Supply, d.&jobljanastated a few measures in its response report
which were assessed as satisfactory, while theitpaibmeasures the public utility, stated in tbgponse
report, were not satisfactory. The irregularit@sihich Water and Waste Water Public Utility Syppl
d.o.o,, Ljubljanalid not state satisfactory measures exceed, bficsigne and by nature, the significance
threshold set for this audit, and therefore thet@biudit assessed all the measures in the respeport
as unsatisfactory. The Court of Audit thus issugelcsion on major violation of fair practices, and
suggested to the public utility's founders the disahof the public utility’s director. The founsléwok into
account the Court of Audit's suggestion, adoptiagiecision on the public utility’s director's dissal

after the lapse of one year.

The three cases of response reports in relatisrmich the Court of Audit assessed that the audited
users of public funds were in violation of fair gtiges clearly show that users of budget funds take
corrective measures too formally, and that theytrilsly give little consideration to causes of
irregularities and under-performance.

Proposals to Institute Misdemeanour ProceedingsCritdinal Offence
Reports

In 2004 the Court of Audit filed seven proposalsgtitute misdemeanour proceedings due to
irregularities found in audits. In this period idlan no occasion press charges.

Misdemeanours
Proposals to the Misdemeanours Judge to instiistdemeanour proceedings were filed for the follgwin
misdemeanours:
Rental of business premises without a public tepieedure (item four of Article 107 of the
Public Finance Act),
Overly high food reimbursement amounts (Articleofthe Act Fixing the Reimbursement
Amounts for Work Related Expenses and Certain Qbeeipts),
All election campaign expenses were not paid ont the special election campaign account
(Article 29 of the Elections Campaign Act),
A special election campaign account was not opeftkith the prescribed deadline (Article 29 of
the Elections Campaign Act),
Report on election campaign financing was not siseinivithin the prescribed deadline (Article 29
of the Elections Campaign Act

Out of two proposals to institute misdemeanourgedinigs filed by the Court of Audit in 2003, orieueder
statute of limitation while under examination by Misdemeanours Judge, while the other is stibund
consideration.



Criminal offences

In 2004 no charges were pressed. Out of severiggpaharges , filed in 2003, the competent state
prosecutor requested an investigation in one estsilished that the offence described was nohanat
offence in four cases, while in the remaining ctise€ourt of Audit has not yet been informed @nstiage
reached in the procedure.

Request for legality assessment

In 2004, the Court of Audit filed one request ® @onstitutional Court of the Republic of Sloveiathe
assessment of legality of a municipal act, nanhelompatibility between the Rules on Renting Bxgsin
premises and the Public Finance Act.

Supervision over the Court of Audit's Work Quality

External Supervision

In 2004, the Court of Audit was visited by a deliegedf the International Monetary Fund, which was
introduced by the auditors of the Court of AudiCiourt of Audit's work methods in auditing the ttesaf
specific programmes of the national budget; mentferee OECD Commission were given an
introduction to the responsibilities of the Coudradit and state budget auditing methods.

ZRacS-1 provides for the financial statements®fburt of Audit to be audited by a company setecte
by the National Assembly on a proposal from thekimgrbody responsible for the supervision of the
budget and other public funds. In 2004, the Nakidsaembly adopted a decision on selection of an
auditing company for auditing the Court of Auditencial statements for years 2001, 2002 and 2003.
The company selected was the Audit Office RENOMA. @. Ljubljana.

Upon completion of audit, a separate report waggs$or each year, in which RENOMA audited the
Court of Audit's balance sheet and the annexedrnaand expenditure account and additional
explanations of financial statements for the tHapsed year, expressing the following opinion e
year:

‘In our opinion, financial statements with explapas give a realistic and fair picture of the
financial situation of the Court of Audit on thete®f ..., with excess of revenues over expenditure
in the then elapsed year in accordance with theliPltinance Act and the Accountancy Act.'

| nternal Audit

| nternal audits at the Court of Audit are basecherRules on Accounting and Financial Issues of the
Court of Audit and the Rules on Internal Auditshef Court of Audit of the Republic of Sloveniagimtal
auditing is conducted by the auditors of the Colu&tudit, designated by the President.

Internal audits are conducted in accordance witlddunental accounting principles and
international auditing standards, and on the hzfdise adopted short-term auditing plan. The
short-term auditing plan for 2004 set out the felleg audits:

Regularity audit of financial statements and ofithplementation of the Court of Audit's
financial plan for 2003,

extraordinary audits.

A regularity audit of financial statements andtud tmplementation of the Court of Audit' financial
plan is a mandatory audit, as set out by the Rul&sccounting and Financial issues of the Court of
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Audit. In 2004, financial statements for 2003 waardited, including balance sheets on the date/231
2003 and the implemented financial plan of the Cafuikudit for 2003. The objective of the audit vias
issue an opinion on the reality and veracity @friitial statements and on the regularity of finhptia
implementation (or on the regularity of the Co@irhadit). Findings of the audit were submittedhie t
financial statement audit report for 2003 (No. 320804-2 dated 26/02/2004) and in the Court ofitAud
regularity report for 2003 (No. 3108-1/2004-4 d&iBD4/2004). On the grounds of reviews, it was
established that the financial statement givealgieture of the state of assets and funds odette=of
31/12/2003 and of the profit and loss account#hiperiod from 01/01 to 31/12/2003, while the
implementation of the Court of Audit's financiauplfor 2003 was in all respects in compliance thith
regulationsa positive opinion

In addition to financial statement and regulariglies of the Court of Audit, regularity audits etording
and evaluation of specific business transactiotigilCourt of Audit's books were conducted. Upon
completion of reviews, reports, explanations andmenendations were issued, which were taken into
account by the management.

Co-operation between the Court of Audit and thedviali Assembly

Co-operation between the Court of Audit and the deti Assembly is specifically provided for in
ZRacS-1. Under this provision, the Court of Audit@s all the issued audit reports to the National
Assembly, so that it may have an up to date ingigbtthe entire review process of use of publiaify
conducted by the Court of Audit. If the Court ofdiLestimates that a user of public funds did not
remedy found irregularities and under-performance satisfactory manner, and establishes major
violations of fair practices, it notifies the Nai@ Assembly of these circumstances. Under ZRacS-1,
the working body of the National Assembly respdesibr supervision of budget and other public
funds, upon discussion of these matters requihiagptesence of a representative of the user oicpubl
funds, takes a decision, within the limits of ésponsibilities, on measures to be taken due tormaj
violation of fair practices. The competent workimagly is the Commission for Budgetary and Other
Public Finance Control. The Commission's Decis@ngribute to an improvement of public fund
users' business practices.

In 2004 the Court of Audit issued 72 audit repdstgt, the Commission for Budgetary and Other
Public Finance Control did not examine any repor2004. Likewise, the National Assembly did
not examine the Court of Audit' annual report f603.

In 2004, The Court of Audit prepared, on the grauoida decision of the Commission for Budgetary
and Other Public Finance Control of the Nationateksbly of the Republic of Slovenia, an analysis of
the most common and recurrent violations of prowsifound in the Court of Audit's audit reports.

The subject analysis prepared by the Court of Azgiitprises the most common and recurrent
violations of provisions found in final audit repoissued by the Court of Audit under ZRacS-1 for
years 2001 to 2004. The reports relate to bustressactions of audited users of public funds from
year 2000 onwards. This period coincides with #mgop in which all the new public finance acts were
put into force and into use, such as the Publiariéia Act (ZJF), Accountancy Act (ZR) and Public
Procurement Act (ZIN-1).

Violations or irregularities and errors treatethm analysis represent violations of provisiortheZJF, ZR,
ZJN-1 and the Republic of Slovenia Budget Impleatent Acts (ZIPRS). In addition, violations of the
Financing of Municipalities Act (ZFO), the Local @wnment Act (ZLS), the Public Utilities Act (ZGJS)
the State Employees Act, the Act Regulating WagesRia Public Institutions, State Bodies and Local
Community Bodies (ZRPJZ), and implementing regutatbased thereon, were taken into account. The
analysis did not include violations of other laggen though they were also found in audit repbits.
subject of the analysis was broader than initathposed by the National Assembly, as employment



regulations too were taken into considerationpgeged to budgetary issues only, since an antiysis
conceived gives a more comprehensive view of tilatibns committed by direct and indirect useistate
and municipal budgets. The treated violationdgréheir nature, irregularities and errors, aggein the
Court of Audit guidelines. Thus, the analysis gdaiegularity audits and financial audits.

The analysis was structured by type of auditee ghaas regards
the state, i.e. direct users of the state budget,
municipalities, i.e. direct users of the municipadiget,
indirect users of state and municipal budgets and

economic public utility providers

The analysis is concluded by final findings andramendations, summarizing analysis results.
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Recommendations and Counselling to Users of Public
Funds

The Court of Audit counsels users of public fundbénfollowing manner: Court of Audit members @ th
Supreme State Auditor give counsel on public firassues, basing it on previously conducted addties.
opinion on a specific public finance issue mayitergby the senate, if the Court of Audit has mbtryled
on the issue. The Court of Audit conducts the ritijof its counselling and recommendation giving
activities during the audit, at clearance meetiwhiie some recommendations are issued in audittssr
prepared separately.

In 2004, the senate issued one opinion on a fduaicce issue, namely on the amount of assetéetttieon
campaign organiser can obtain as a contribution iindividual persons and legal entities for theidvet
Assembly election campaign; the two Deputy-Chairam@hSupreme State Auditors issued thirty-six
opinions related to public fund user requests.ntimber of issued opinions, counsels and recommensiat
is increasing yearly, while all types of counsel commendations contribute to better businestiqars of
public fund users.

In the audits conducted in 2004, the Court of Afadihd certain inconsistencies in the legislatwimich
led it to prepare proposals and recommendatioribddegislator:

In audits of municipalities' business operatidhs, Court of Audit found that there is a risk of
excessive contracting of debts by municipalitiesrefore, iproposed to the legislator to legally regulate
business borrowing and limit its scope. It alscoramends that a limit be set for the total amount of
financial borrowingfor purposes for which there is currently onlyraitifor amounts of yearly principal
and interest repayments.

In audit reports oflection campaign organiser auditsstrictions for the conducting of audits,
deriving from the provisions of ZVolK, were exposethich prevented the auditors of the Court of Audi
from verifying the integrity of amounts statedhe teport, i.e. from verifying whether all the ¢lec
campaign costs were paid out from the accountéstin. The restrictions in question are the fdtguv

- Under Articles 18 and 19 of ZVolK, the election gagn organiser must submit the

election campaign report to the Court of Audit twonths prior to obligatory closing of the
special election campaign account; in the regartust report, among other things, on all the
funds raised and used in the election campaigmelémtion campaign organiser may thus
conduct business transactions through the acooutd more months following the

election campaign report submittal deadline;

- The period set for the closing of the special agcand the period set for the issuing of our
audit report, for organisers entitled to partishtirsement of election campaign costs under
ZVolK, are equal, and limited to three months, Wingeans that, in these audits, the auditors of
the Court of Audit cannot test the organiser's diamge with the provisions of Articles 18 and
24.a of ZvolK;

- The report on transactions on the election campaigmiser's account, from which it transferred
funds to the special election campaign accouinbiied to a period of six months prior to election
day.

The subject of the Court of Audit audit under ZVigkhe election campaign report, whose form antkots
are specified in the ordinance on the forms faprten funds raised and used for election campEign
report forms are deficient, as they do not incloftemation on the election campaign organiser, the
responsible person or the candidate for whom tanaer organised the election campaign, nor isfttomon
special election campaign account.

In view of the above mentioned lack of clarity &falK provisionsthe legislator should initiate
procedures for the changing of the lamvorder to facilitate election campaign organisecsk in
reporting on raised and used election campaigrsfasiwell as the Court of Audit' work in auditing



election campaign financing. Upon completion ofibfal Assembly election campaign organisers audit
early in 2005, The Court of Audit intends to remrtthis issue again to the National Assembly®f th
Republic of Slovenia, and to the sector Ministridlke Ministry of the Interior and the Ministry fBublic
Service.
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Court of Audit's Development Efforts
Twinning Project

Twinning projects were organised as part of the pe@ao Union's assistance to pre-accession
states in order to help these states functiondritliropean Union in accordance with the standards
in force in the EU. The Court of Audit was involviedtwo such projects; the implementation of

the latter started in 2003 and was concluded imugel 2004. The Supreme Audit Institutions of
Great Britain, Denmark and Spain, and the auditrodtee of Great Britain partook in the project
along with the Court of Audit. The twinning projegas comprised of four components,
representing four development effort areas of therCof Audit, putting into operation the

principle of alignment of budget with results, audj municipalities' business operations, auditing
transfer receipts from the European Union budget,detection of fraud and corruption. During

the implementation of the twinning project, drafidglines for auditing these subjects were drawn

up.

The results of the project were already visibl@®4: the audits of state operations and of the use
of international assets received by the RepubliSlo¥enia prior to accession to the European
Union included new review elements, audits of mipaility operations were conducted following
the new methodology, while tools for fraud and aption detection are used in every audit by the
auditors of the Court of Audit.

Following completion of the twinning project, neentdencies for improving the audit process and
demands for development of new tools are arisirgchvwill allow the auditors of the Court of
Audit to respond to an increasing number of chgkanin auditing the use of public funds;
therefore, the Court of Audit will continue to perpate in the educational trends of the European
Union.

Establishment of a Separate Unit of the Court ofitindviaribor

On the basis of the second paragraph of Article 2RdicS-1, the Court of Audit decided to
establish an organisational unit of the Court oflidin Maribor. In its decision to establish a unit
in Maribor, the Court of Audit was guided by théidaving factors:

The lack of space in the Court of Audit Ljubljarsitities

A substantial number of auditor employees withdesce in eastern Slovenia

The wish of the Court of Audit to come nearer te tisers of public funds and gain new
employees from the north-east of Slovenia.

In the period from 2001 to 2004, the Court of Aumhihducted twenty-seven audits in the north-
east of Slovenia, representing 9.8 percent of tmatiucted audits. The opening of a new
organisational unit in Maribor will allow the Cowt Audit to conduct a substantially larger
number of audits in this area.

The Court of Audit has a leasing agreement forimgritusiness facilities in Maribor with a surface
area of 281.65 square meters for a five year pavitdextension and termination options. The
headquarters of the organisational unit is in Mamjtllica heroja Bré&ca 6.



Education and Employment

Seminar Attendance

In 2004, the employees attended one hundred andfieettraining and continuing education
seminars, including one auditor's three week tngimibroad. The Court of Audit organised three
trainings in its facilities, two for all the emplegs, and one for auditors only.

Twelve Court of Audit employees are pursuing cauitig education programmes, four of which
have an agreement for undergraduate studies, ghtifer a Master's programme.

Court of Audit auditors attending a seminar Presitbf the Court of Audit Igor Soltes awarding
diplomas at the closing ceremony for graduatekeof t
training programme for the title of state auditor

Training Programme for Obtaining the Title of Statelitor

Due to constant development of the profession, tli@é@s of the Court of Audit are expected to
attend professional trainings and acquire newsskithich are a prerequisite for high quality audit
performance. In 2004, thirty auditors pursued thaing programme for obtaining the title of state
auditor, twenty-three out of which obtained thketib the same year.

The training was organised in the Court of Auddtslities, with lecturers coming from
universities, the public administration sector &mel Court of Audit. Knowledge and skills acquired
by the employees in the training programme for iobtg the title of state auditor are determined
by the curriculum, which encompasses subject aneigding public administration, public
finance, public sector accounting, legislation anditing methodology. Such programmes for
acquisition of new skills and experiences conteltotthe improvement of the Court of Audit
employees' efficiency, and is in accordance witli@$AIl's and Court of Audit's code of conduct,
which requires a state auditor to know and apptiitang profession standards, and to continually
pursue professional education programmes.
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Employment

The court of Audit's establishment plan for 2004ismyes one hundred and twenty employees. At
the close of the year, post occupation reacheaB82pt of the planned total. On 31 December, 2003
there were one hundred and four employees at the GbAudit, increasing to one hundred and
twelve by 31 December, 2004, four out of which weerior officials, who continue to receive wage
compensation upon expiration of their term appoéntts. There are a hundred and eight actual
employees at the Court of Audits, including eigittier officials, seventy-nine clerical workers, and
twenty-one technical workers. The number of empdeyia 2004 increased by 7.7 per cent.

In 2004, twenty employees concluded employmentraots, including two employees with fixed-term
contracts, who were employed as substitutes. Enigenployees resigned from their positions. Eight
senior officials' term appointments expired. Staffover was 10.4 percent, or 4 per cent higher itiha
2003, but due to intensive recruitment in 2004 nitn@ber of employees increased in comparison with
the same period of last year. Importantly, Couduadit counsellors were also elected to vacant
positions, which ensured professional continuitgnemagement. Due to recruitment of current
employees for newly opened positions, and to thi#euof staff owing to resignations, staff policy
was mainly aimed at employing new auditors and aamaff with university education. In 2004 there
were seven vacancy notices for forty vacancies.tmesand and twenty-three candidates applied for
these positions. Twenty-five of them concluded eymient contracts with the Court of Audit. Twenty
of them began work in 2004, while five of them giiart in 2005. The recruitment process for fourtee
vacancies is still under way, and will be completeBl005. New staff inflow will most likely be
completed by June, 2005. The educational struofis&ff has not changed significantly in compariso
with last year's. It is shown in table. 11

Table 11: Staff educational structure

Level of education or professional title Number of employees Number of employees
31/ 12/ 2003 31/ 12/ 2004
PhD 3 0
Master's Degree 9 7
University or high education 76 85
Post-secondary education 3 2
Secondary education 12 13
Vocational training 1 1
Total 104 108

Similarly, the number of employees by work secta@s not changed significantly in comparison
with last year. The number of employees in suppertices increased by four, two of which were
employed at substitute positions. The number ofleyees by work sectors is shown in table 12.



Table 12: Number of employees by work sectors

Work sector Number of Number of
employeeson employees on
31/12/2003 31/12/2004

Management

+ members 3 3

« supreme state auditors 4 4

. secretary of the Court of Audit 1 1
Total management 8 8
Auditing

« counsellors 9 5

« deputy supreme state auditors 0 4

« assistant supreme state auditors 21 18

« senior auditing staff members 12 15

« junior auditing staff members 28 27
Total auditing 70 69
Support services

+ head of international co-operation and public fetet

services 0 1

« head of office 0 1

« secretaries 10 9

- civil servants in support services 16 20*
Total support services 26 31
Total 104 108

* 2 substitute positions

Twice in the year, heads of organisational sectiemiwed the work of public officers from
guantitative and qualitative viewpoints. Accordiogheir findings, they proposed promotions to a
higher grade. Twenty-five, or 23.14 percent oféh@ployees, were promoted. Fifteen, or 13.8 per
cent of the employees were raised to a more regpemmsitions.
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| nternational Co-operation

The Court of Audit set as its objectives for 20G#/aco-operation in international working grougthin

the framework of INTOSAI and EVROSAI organisatiomsgl in the international committee of institutions
which are a part of the NATO: NATO-IBA, strengthegnbf co-operation with Supreme Audit Institutions
which are a part of the European Union, continair@p-operation with V4+2 group, and extension of
bilateral co-operation through counselling to tHegpreme Audit Institutions which are candidates fo
accession to the European Union, and to those &amagountries which are only starting preparafmns

the establishing of Supreme Audit Institutionsedtched is objectives through co-operation of thet®f
Audit representatives at multilateral and bilateraktings, participation in working groups, co-afien in
research undertaken by European Supreme Audititimsts and professional counselling to SupremetAud
Institutions of Macedonia and Montenegro and teesmtatives of VVojvodina and Bosnia and Herzegovin

Co-operation within International Organisations

In 2004, the 18th congress of INTOSAI (Internatiddaganisation of Supreme Audit Institutions) took
place in Budapest. At the congress, a new stratagyadopted, including new guidelines to be bniilt i
future operations of Supreme Audit Institutionstiyhout the world. Four representatives of the (xur
Audit attended the congress.

Several working groups operate within the framevedild TOSAI. The Court of Audit participates in two
of them: the Working Group on Information Technglaand the Working Group on Privatisation Auditing.
The meeting of the Working Group on Informationfiredogy took place in Moscow. The Court of Audit
Is a permanent member of the group's committeghardourt of Audit representative prepared the
introductory speech on risk assessment in e-adrativs projects, for this meeting where one ofttipics
treated was e-administration auditing.

The INTOSAI working group on privatisation's regianual meeting in Sofia was attended by the
counsellor of the Deputy President of the Couiwafit. The attendees presented audit methods
implemented by their Supreme Audit Institutionthie past years.

EUROSAI — the European Organisation of SupremetAasglitutions is one out of six regional
organisations within INTOSAI. As the Court of Audita member of EUROSAI's administrative
committee, the President and the head of intenadtio-operation services attended the regularshnnu
meeting, held in Lithuania this year. At the meagtimeads of working groups presented their aetiyviti
findings and proposals. The latter were adoptead itye members of the organisation at the mebtidjat
the same time as the INTOSAI congress in Budapest.



Slovénian _deiegation at the INTOSAI congress  International workshop for environment auditing in
in Budapest Bulgaria, within the framework of EUROSAI

The EUROSAI group for auditing information systemas the most active. All the Supreme Audit
Institutions partaking in the group prepared methakdich will be used in self-assessment of IT fonstof
each individual supreme audit institution. The €obiAudit representative in the group attended the
meeting in Switzerland. Members of the working gralso held a workshop in Portugal, and presefited |
function self-assessment methods to attendeesaft@uropean states. A junior auditor of the Cofirt
Audit, an expert in the field, attended the meeting

A working group on environment auditing also o atithin the framework of EUROSAI. The Court of
Audit intends to form a group of auditors speaiajjsn audits of this type, and thus one Court odif\
representative attended the workshop in Sofia,endugdits concerning conservation of bio- diveisitie
natural environment were presented.

The counsellor of the Deputy President of the Gafuludit attended the regular annual meeting batwe
representatives of Supreme Audit Institutions offf®member states, and members of the international
committee of NATO auditors. Representatives ofdrganisation presented their activity report, Whias
then discussed.

| nter-institutional Co-operation

With the accession of ten new Member States int&ctirepean Union, the group of Central and
East-European states, Cyprus, Malta and Turkeynded with the purpose of harmonising
auditing methods with standards in use in the EesiagJnion, ceased to operate. Before May
2004, two closing meetings of the group took platehe first one, held in Dubrovnik,
international relations representatives preparedkiwg papers for the meeting of the presidents of
Supreme Audit Institutions of the group, whichtumn, took place in Riga. The first meeting was
attended by the head of international relationgieerand the second by the President and his
Deputy.

The Court of Audit co-operated most intensely itipreme Audit Institutions of the European
Union Member States. The exchanges took placeriousaworking groups and bilaterally, and
Supreme Audit Institutions briefed each other airtivorking methods in different fields through
numerous questionnaires, allowing for comparis@t&éen specific Supreme Audit Institutions'
methods. The Court of Audit took an active pathiese exchanges, attending several working
meetings.

Structural fund auditing is a topic gaining inclieggelevance due to the accession of the Repablic
Slovenia to the European Union, and therefore gihéilands Court of Audit organised a seminar on
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preparing special reports on structural fund anglitA supreme state auditor and a junior auditor
attended the seminar. A presentation on strudiumal auditing methods was, in turn, organised at
the European Court of Audit in Luxembourg. It wierded by three Court of Audit representatives.
As for the agreement reached on further co-operatith the European Court of Audit — relating to
the fact that the European Court of Audit auditardsenever they conduct an audit of the use of
European funds in Slovenia, inform the Court of Aoflit beforehand — it was negotiated in
Luxembourg by the first Deputy President. Withia tramework of the agreement on auditor
exchange, the counsellor of the second Deputyd@natsof the Court of Audit spent six months at the
European Court of Audit.

A workshop on performance audits, organised by SX3Me organisation consolidating OECD
and European Union initiatives for supporting imgments in state and public administrations of
Central and East European states) and the Eurdpman of Audit took place in Prague, and was
attended by two Court of Audit representatives.

Meetings of the working group for fiscal auditsufimled on the initiative of the German Court of
Audit, took place in Brussels, Rome, Bern and itaRd. The group's objective is maximum
standardisation of fiscal and customs audits. #dlmeetings of the working group were attended
by a Court of Audit representative.

In 2004, the Conference on Auditing in Public Seabok place in Brussels, and was attended by a
supreme state auditor, while the Healthcare FraddCorruption Conference was held in London.
Prior to the conference a research was conductedhich an auditor of the Court of Audit, who
attended the conference, took part.

The meeting of the European Federation of Accoust&®ublic Sector Board in Switzerland was
attended by a Court of Audit representative; attieeting, co-operation of the Board with IFAC
(International Federation of Accountants) Publict8eBoard was presented.

Conclusions and results of meetings, seminars amklsivops are always presented at a meeting of
the Contact Committee, whose members are presideStgpreme Audit Institutions. The 2004
meeting took place in Luxembourg, and was atteibgetie President of the Court of Audit.
Representatives of Supreme Audit Institutions iéennational co-operation were in charge of
meeting preparations. The meetings were held iis Bad Luxembourg, and were attended by the
head of international relations service. In ordemiike the Contact Committee's operation as
efficient as possible, a select group of represeataof Supreme Audit Institutions for internatbn
relations, named the Task Force, was organisedh Sfmyvenia's accession to the European Union,
the Court of Audit became a member of the groums&hmeeting in London was attended by one
representative.

The Court of Audit had close interinstitutional gperation with Supreme Audit Institutions of
Great Britain, Denmark and Spain, in the year afotwsion of the twinning project, whose topics
were alignment of budget with results, auditing rmipalities' business operations, auditing
transfer receipts from the European Union budget,detection of fraud and corruption.

In the same year, Great Britain National Audit €éforganised a three-week training, attended by
one Court of Audit auditor.

In 2004, the Court of Audit began a more intengéigpation in the group of Supreme Audit
Institutions of the Visegrad Group. Up to that pofDourts of Audit of Austria and Slovenia had
the status of honorary members; the group is novgemised and was renamed to V4+2. The
group's objective is the exchange of views and eempees, and participation in joint audits. The
2004 meetings were held in Poland and Slovakiah Batre attended by the President of the Court
of Audit. The seminar held within the frameworktbis group in Slovakia was on application of



INTOSAI standards. Court of Audit representativiésraded lectures on audit planning and
sampling.

N B

Austrian auditors group at the closing of auditre Court  The President of the Audit Office of the Repulblic o
of Audit of the Republic of Slovenia Croatia Sima Kragi during a visit to the Court of Audit

The President of the Court of Audit visited Norwaagand Danish Supreme Audit Institutions; the
topic treated was inter-institutional co-operat@anning.

Several discussions with the Croatian Audit Officethe operating principles of a Supreme Audit
Institution's regional units and on twinning prajegperiences took place in Zagreb and Ljubljana,
and an agreement was concluded on a joint auttieifield of ecology.

Similarly, ecology will be the subject of a tripéetaudit, conducted by the Court of Audit in co-
operation with the Austrian Court of Audit and Bepreme Audit Institution of Hungary. The first
discussions among experts took place this spriniénna. The Court of Audit has already
conducted individual audits with both institutiotise last audit in co-operation with the Austrian
Rechnungshof was completed in 2004, and the AnsBaurt of Audit representative with a
delegation of auditors who participated in the tiadime to Slovenia for the closing. The Court of
Audit exchanged experiences in the field of statdget auditing with the representatives of the
State Audit Office of Hungary: Ljubljana was visitby three Hungarian auditors, while two
Slovene auditors went to Hungary.

Representatives from Vojvodina and Montenegro edito the Court of Audit for discussions on
co-operation in the establishment of audit ingbius, and discussions took place with
representatives of Bosnia and Herzegovina on tsistasce of the Court of Audit in auditing the
election campaign in Bosnia and Herzegovina.

In May, Ljubljana was visited by a delegation of thternational Monetary Fund. The auditors of
the Court of Audit briefed them on the Court of Alsdworking methods in auditing results of
specific state budget programmes; as for the reptasves of the OECD Commission, who visited
Slovenia in the autumn, the Deputy President aBdmeme State Auditor presented the Court of
Audit's competencies and state budget auditing oasth

On 9 December, 2004, the Court of Audit celebréigetenth anniversary. The celebration was
attended by Presidents and representatives of @epheldit Institutions with which the Court of
Audit had closer co-operation: the President ofEbeopean Court of Audit, the Presidents of
Slovakian and Hungarian audit institutions and higgresentatives of the Croatian Audit Office
and of Great Britain National Audit Office. Bilatdrdiscussions took place with all the visitors
from abroad on that occasion.
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The President of the European Court of Audit The President of the State Audit Office of Hundapéad

Fabra Vallés at the tenth anniversary celebratifthe Kovacs, the President of the European Court oftAudi

Court of Audit of the Republic of Slovenia Fabra Vallés and the President of the Court of foidi
the Republic of Slovenia Igor Soltes at the tenth
anniversary celebration of the Court of Audit



