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| ntroduction

The Court of Audit planned and implemented its atadiks by carrying out its obligations prescribgd b
Article 25 of the Court of Audit Act consideringettexisting conditions. The implementation of thgale
obligations has two aspects: quantitative andtsiraic The quantitative aspect is applied whernGbaert of
Audit efficiently carries out audit procedures; tteuctural aspect is applied when auditing incuthe
following areas:

= Implementation of the state budget,

= Use of transfers from the state budget,

* Business operation of municipalities,

» Business operation of the Health Insurance Instiotl the Pension and Disability Insurance institut
= Use of transfers by the Health Insurance Institute,

= Business operation of public utilities,

= Other.

The implementation of responsibilities of the Cafirfudit was structured in the way, which enaltfexluse
of available audit time as presented in Table 1.

Table 1: Planned percentage of the available tuonditby audit area

Audit area Percentage of the available audit time
minimum maximum

A. Implementation of the State budget for 2002 15 20

B. Use of transfers from the state budget {6220 15 20

C. Business operations of municipalities in 2002 15 20

D. Business operations of the Health Insurdnsttute and the 5 7
Pension and Disability Insurance institute in 2002

E. Use of transfers by the Health Insurancétuitsin 2002 10 15

F. Business operations of public utilities 5 10

G = A+B+C+D+E+F 65 92

H. Other 106-92=8 1666=35

The audits under A are implemented on the bagtsiaf 1, audits under B and E are implementedehbahis of
Point 6, audits under C are implemented on the béstoint 4, audits under D are implemented ordisés of
Points 2 and 3 and audits under F are implementtreedasis of Point 5 of Paragraph 4 of Articlef2he Court
of Audit Act. The audit proposals must be submitgdhe Supreme State Auditors and both Deputyderes.
The procedures for defining audit proposals, inicody audits into annual programme and implementati the
audits are presented in Annex 2.

In 2003 the Court of Audit also implemented taskictvwere not directly linked to auditing respoiiiies.

Nevertheless, the following tasks must be congitleteen implementing audits:

» Training for auditors — for awarding auditor titkéste auditor andcertified Sate auditor,

*= Close co-operation with the Supreme Audit Instigi of the UK, Denmark and Spain — the Twinning
Project,

» Internal audit of financial statements and selesggpinents of business operations of the Court dit Au



| mplementation of the Audit Programme
Basic data on programme implementation

The tasks which were planned for 2003 were more ddim@ in scope and quality if compared to the

tasks from the previous year. The Court of Auditipaore attention to the audits of the use of fienss
by the end users and of the business operatidregiublic utilities. The resources which were used
the results that were achieved are set out ineFigbelow.

Figure 1: Used resources and achieved resulte @dirt of Audit in 2003

Used resources Activities Results
» 104 employees: = auditing = 105 undertaken audits and
- 8 managers = advising 6 pre-audits
-70 auditors =  methodology =  65issued audit reports and
= 10.391 auditor days development 2 special redpolrtS
= 1.254.582 thousand =  preparation and ® opinions and Views
tolars of used budget - implementation of Z| - comments to the draft
funds training programme for regulations

= audit manual
= development of audit
tools

audit certificates
=  permanent education
=  international co-operation

In accordance with the data from the computer @nogre REVIS, which records the implementation of
tasks, presence and absence of auditors, thera #v&®9auditor-days available in 2003. The number of
auditor-days and the structure are presented ia Zab

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

Type of a task No. of auditor-days Structure in pecents
Audit 7.959 56,1
Preliminary audit 93 0,6

Other tasks indirectly linked to auditing 2.339 516,

Total audit tasks 10.391 73,2
Absence from work 3.808 26,8

Total 14.199 100,0

The implementation of audit tasks is presentechénfollowing paragraphs. Among other tasks, whieh a
recorded in REVIS as non-audit tasks, there desatiif types of training, participation at meetiaighe Court of Audit
or outside of the institution, tasks implementetherrequest of the Head of the Department or Meofitiee Court of
Audit. Some of the available time, which is indiyelinked to auditing, was spent for the developinag new methods
and techniques for auditing state and municipajdiadfor the preparation of guidelines and progresnwhich are
referred to fighting against fraud and corruption.

The data on the number of auditor-days relatedbgerace from work include annual holidays, public
holidays, as well as absence due to maternity |sgkaess and nursing.



Results of the Pre-audit Procedure

In 2003 there were 93 auditor-days planned for priefarodedures, which is 0, 6 per cent of the ddlailime. The
purpose of the pre-audit procedures is to reviewedbeived proposals for undertaking audits, toleledhether to
continue with full audits and to obtain data fegaration of detailed audit plaftie Annual Programme 2003 planned
the implementation of 8 pre-audits, 6 of them \méreduced in 2002.

In 2003 testing of the internal controls systems imaluded in the frame of the regular audits. Withe
Audit of the state budget 2002 a special analysisternal auditing was carried out, in order teess how
the ministries address the internal auditing statzda

Apart from the above mentioned pre-audits the Gufuludit implemented a number of inquiries refdrte
the proposals for undertaking audits, which welersited by individuals or organisations. Those pgeats
were pointing out irregularities in business openatof the public law entities.

In 2003 the Court of Audit received 137 proposaisifidertaking audits. Most of them were submityeiddividuals or
groups of individuals (81 proposals), 36 were amag. The National Assembly submitted 9 propagalemmental
offices, Ministries and their subordinate bodidésrstied 27 proposals, local community bodies stiuir#0 proposals.

Out of the total of 153 proposals submitted toGbart of Audit in 2002, twenty one proposals wagiuded in the
Annual Programme for 2003. The Annual Programmsisted of 4 audits that were the proposal of wgtaties of
the National Assembly and one proposal of the meralh@arliament. The Annual Programme 2003 attaded 9
audits on the proposals of ministries and localheonity bodies and seven audits on proposals akptliich were
submitted in 2003. Out of the audits, which wet@dluced in 2003 on the basis of the proposalbdoyNational
assembly, 4 audits were not completed.

The submitters determined in Paragraph 2 of Agislef the Court of Audit Act (deputies and worlkisaglies of the
National Assembly, ministries and local communiiglies) made 56 proposals for undertaking audt®0d8. \When the
Annual Programme for 2004 was defined the Coutiudit included most of the received proposals. Aheaual
Programme 2004 was not completed when this repast being prepared due to the changes in the
management structure. The proposals for undertakidigs which were submitted by the National Asdgmb

in 2003 are presented in Table 3.

The pre-audits which were planned in 2003 wete=isame year completed. In 6 cases, the full aweitsintroduced,

i.e. were included in the Annual Programme 2003.dases the audit procedure was completed inetfaiglit phase

due to findings of the pre-audits and proposaissoBupreme State Auditors. The reasons for tharesented in the
following paragraphs.

The pre-audit of the Post Bank, Maribor includeel tview of documentation and gathering information
related to granting loans, with special attentmthée loan granted to the company DEJ — economgutiong
and development and First pension fund.

The pre-audit showed that the business operatitimedPost Bank Slovenia is transparent, that losme
granted on the basis of adopted guides. The Cdoutudit did not find any irregularities referred to
granting and guaranteeing loans. Due to the faatshie company DEJ should be reviewed as welltleut
Court has no authority), the Bank Slovenia regulasliiews the business operation of the Post Biwek,
Post Bank has its internal audit department, thekBsannually audited by a commercial company, the
Court of Audit assessed that the audit of the Bask is not necessary.



Table 3: Proposals for undertaking audits submiayetthe National Assembly in 2003

No. Submitter Description of the proposal
1 Commission for Budgetary and  Performance and regularity audit of the Governn@tece for
Other Public Finance Control Informatics — assessment of costs and benefiteafdrvices undertaken

by an external provider in the last five yearsjymisof expenditures of
the external service providers

2 Performance of the Governmental Office for PublmcBrement —
appropriateness of its involvement in the publ@prement processes

3 Regularity of business operation of the publigtie#l and their founders

4 Payments for intellectual services of the extesaalice providers (studies,

programmes, analysis ...) —economy and appropessesf contracting
such activities

5 Committee for finance and Regularity and performance audit of Tax Admintgiraof the republic of
monetary policy Slovenia
6 Department for petitions Regularity of use of funds earmarked for employnoéttte disabled in
the company AP-PRO d. o. 0., Lovrenc na Dravskdja po
7 Chamber of Deputies: Slovene  Performance of business operation of the Nova janska Banka —

democratic party and New Slovenigerformance of planning, purchase and implemettiagroject SIGMA
from 1998 to 2003, including the review of regijaaf contracting
external experts.

8 Regularity of business operation of the urban nipality Ljubljana

9 Regularity and performance of the sale of capitates (financial
investment) of the State in the company Sistengkaka, to the
purchaser Viator&\Vektor

On the proposal of the Ministry of Finance and Mstiryi of Agriculture, the Court of Audit undertook
preliminary procedures for the implementation & taview of fulfilment of accreditation conditionga
paying agency which shall allocate funds of theoBaan Agriculture Guidance and Guarantee Fund. The
accreditation is awarded to the paying agency Iyosiged body of the Member State in line with the
demands of the EC. The decision on the accremitegiadopted by the ministry on the basis of ¢éveswv
which is carried out in line with the internatioralditing standards. Since the pre-accreditatigiewe
should not be carried out by the institution tisat@minated for the certifying body, the ministsked the
Court of Audit to carry out the review. After ttigorough review of the valid national and European
regulations and arrangements set up by the Agesrcggricultural markets and rural development, the
Court of Audit assessed that there were risks egedowith the implementation of the task that ddug
harmful for the Court's independence; thereforeXirt decided not to implement the review.

Results of the Audit Procedure

Number of Audits

In the Annual Programme 2003 there were 49 audithwhere not completed in 2002 and 58 new audits

that were proposed by Supreme State Auditors,&fiiSecond Deputy President and President ofdhe C
of Audit.

In order to complete 49 audits transferred fromAhaual Programme 2002, there were 1.347 audiys-da
planned in 2003, 95 percents of the time was used1(279 auditor-days). All audits except oneewer
completed in 2003 and audit reports were issueskder to implement new audits, there were 8.26a@u
days planned in 2003 and 80 per cents of the tiazeused. Table 4 shows the planned and used tirttefo
implementation of the audits introduced by the Asifirogramme 2003.



Table 4: Planned and used time for the implementafi the audits in 2003

Planned number of auditor-days in Used

Audit area _ 2003 for new audits numt_Jer of Implemented
Initial plan Amended plan auditor-
days in 2003
1 2 3 4 5= (4:3)x100

A. Implementation of the state budget for 2002 .900 1.900 1.819 95,7
B. Use of transfers from the state budget f6220 390 660 502 76,1
C. Business operation of municipalities in 2002 1.500 1.560 1.151 73,8
D. Business operation of the Health Insurance
Institute and the Pension and Disability Inscean 500 500 464 92,8
institute in 2002
E. QSe o_f transfers by the Health Insurance 1.000 762 521 68.4
Institute in 2002
F. Business operation of public utilities 094 1.065 884 83,0
H. Other 1.785 1.815 1.271 70,0
Total 8.015 8.262 6.612 80,0

The initial Audit programme which was adopted bg fresident (on 15 January 2003), was later on
amended — four new audits were added. Two of tleéenred to the credibility of the response repibas

the post-audit procedure. Additional changes té\thaual programme were related to the audit scodetze
necessary time for the implementation.

Out of 58 new audits included in the Annual Progren2003 there were 5 audits whisiere proposed by
working bodies of the National Assembly and the fvens of Parliament in 2002hey are presented
in detail in table 5.

Table 5: Audits proposed by the National Assembly

Date of issuing the

No. Audit title decree on audit Situation on 31

. ) December 2003
implementation
1 Performance audit of Slovene development company 19 3. 2003 Draft audit report
since its foundation to 2002 T P
2  Performance of the use of the state budgetadgfiom ) .
Elan d. d., Begunje in 2000, 2001 and 2002 12.11. 2003 Gathering data for testing
3 Implementation of the motorway construction paogme . .
by the Motorway Company of the Republic of Slovenia 10.7. 2003 Working draft audit report
4  Regularity of use of transfers by Nova Goricaésain .
Hospital dr. Franca Derganca for 2002 21.10.2003 Field work
5 Regularity of business operation of the Munidipal 24 6. 2002 Audit report being edited

Menges in 2002

Other proposals received in 2003 from the Natidasémbly shall be considered in the Annual Prog@2004.

In 2003 the Court of Audit issued decrees on aoghtementation for 56 audits. Not all audits frame t
Annual Programme 2003 were completed. 65 audite w@mpleted and the audit reports were issued.

Apart from that, two special audit reports wereeskin 2003, i.e. joint report on the audit of thestruction

of the railway line Murska Sobota in Slovenia a6 in Hungary. The audit was implemented in co-
operation with the Audit Office of Hungary. Thd&et one was joint opinion on the purchase of theesthof

the Slovene Investment Bank Ljubljana. The Courhadit also reviewed the annual reports prepared by
political parties, which is one of the specifickasindertaken by the Court of Audit and it is cdased

as a single audit. One audit was introduced inviiitie the old Court of Audit Act but it was stoppéde to

the objective dispute of the auditee.

For the implementation of audits which were unceted and transferred from the previous years to the
Annual Programme 2008\d the new audits, the Court of Audit spent 7&%ditor-daysThe structure of
used time for auditing of the key auditees is shinwWiable 6.
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Table 6:The scope and structure of used time for audiiting0o3

No. of used No. of used
: auditor-days  Total No. of  Structure of
. auditor-days o
Audit area for not used used time in
for completed )
! completed auditor-days  per cents
audits )
audits
A. Implementation of the state budget 1.859 - 1.859 23,3
B. Use of transfers from the state budget - 502 502 6,3
C. Business operation of municipalities 1.055 493 1.549 195
D. Business operation of the Health Insurance
Institute and the Pension and Disability 464 - 464 58
Insurance institute
E. Use_ of transfers by the Health Insurance 80 668 247 9.4
Institute
F. Business operation of public utilities 586 580 1.166 14,7
H. Other 680 992 1.672 21,0
Total 4.724 3.235 7.959 100,0

The review of the used time for the implementatibaudits in 2003 shows that the Court of Audibedited
most of the resources for the audit of the statigétuand municipal budgets. Furthermore, the Gaad a
lot of time also for the implementation of audifgpablic utilities with the stress on the publicamercial
service providers.

At the end of 2003 there were 38 uncompleted auolits of them was introduced in 2000, and it was
implemented in line with the old Court of Audit A@fficial Gazette of the Republic of Slovenia, No.
48/94). One was introduced in 2002, 36 were inttedun 2003 and they were implemented in line with
the new Court of Audit Act. For the audits, whichrer not completed at the end of the year, the @sdit
spent 3.235 auditor days in 2003. The Annual progra 2004 included 30 audits from previous years:
two audits which did not start in 2003 and 28 audhich needed additional audit work. The audit,
which was introduced in 2000 and was implementeatbuthe old Act, was, in 2003, in the phase of the
second-instance senate. Figure 2 presents the nawihp&nned and completed audits from the Annual
Programme 2003.

Figure 2: The number of planned and completed adidim the Annual Programme 2003

@ Incomplete audits transferred from 2002

Programme of audits . .
for 2003 _ B New audits introduced in 2003

O Audits completed in 2003

Implemented in

O Incomplete audits transferred to 2004
2003 I

B Audits were stopped

0 20 40 60 80 100 110

The comparison of the data related to the year 208 2003 from the above figure enables one &zsdse
efficiency of the Court of Audit.
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Table 7: Results of audit work in 2002 and 2003

Description of a task 2002 2003 Index
The number of uncompleted audits, which were tearesi to the next

49 38 77
calendar year
The number of issued decrees on audit implementatio 61 56 92
The total number of undertaken audits 98 105 107
The number of issued audit reports 47 65 + 2* 138

* The concluding opinion on the purchase of SIB shanel special report on the parallel audit on egilsonstruction
which was prepared in co-operation with the SAI ¢rany.

In 2003 the Court of Audit implemented more audlitd issued more audit reports than in the previeas

At the end of the year there were 38 uncompletelitsawhich were in the phase of reporting and were
transferred to the Annual Programme 2004he period from 1995 to 2003 the Court of Aigditied a total

of 602 audit reports, 65 of them were issued i3 200e number of reports according to the typeyead

is presented in Tabie

Table8: The number of reports according to the types aad ye

Type of report 1995 1996 1997 1998 1999 2000 2001 002 2003
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
Audit reports in line with

the new Act ) i i i i 20 a4 63
Total 15 72 84 86 61 82 90 47 65

On the basis of the old Court of Audit Act two asdwere completed in 2003. 63 audits were
implemented in accordance with the new Court ofidMdt. It is necessary to stress that the audihef
State budget, which was in the Annual Programme3 28nned as a single audit, consists of 18 parts
(audit of the financial statements of the stategetidnd of the implementation of the state budgetly
audits of the implementation of the financial ptafrthe direct budget users). The Annual Programme
2004 consisted of another audit that was introduce2D00 on the basis of the old act. At the end of
2003 there was thgecond-instanceenate which debated the objection to the auglitrteThestructure

of the audit reports by type is presented in Figure

Figure 3: Structure of audit reports by type

Number  of
reports
100 -
90 A - —
80 -
70 - — OAudit report

60 - . . ] OSenate Il report

28 i W Senate | report
30 O Preliminary report
20 A

10 H Y
0 - ear

1995 1996 1997 1998 1999 2000 2001 2002 2003
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The structure of audit reports changed when thedaeit of Audit Act was enacted. The final aughorés, which were
signed by members of the Court of Audit actingeagli of the departments (i.e. preliminary repar@esidents of the
senate (Senate | reports, Senate Il reports) areamapletely covered by audit reports, which asaya signed by the
Auditor General.

Typesof Audits

Aludits can be ranked according to the objectivésy diaé auditors. In 2003 the following audit objes were defined:
* to express an opinion on the financial statements,

» toexpress an opinion on the compliance betwediiess operation and legislation and

= to express an opinion on the performance of bgsipesation.

The Court of Audit mainly implements audits where bpinions are expressed: an opinion on finastei@ments and
an opinion on compliance with relevant regulatittn2003 there was only one audit referred sallyet act on business
operation, two audits solely referred to perforraamt three solely referred to the credibilityesponse reports. In all
other cases the auditors reviewed regularity ahéss operation. The review of regularity was eiti@uded in the
individual regularity audit or joint with the revieof financial statements or with a performancat.adititypes of audits
which were completed and the audit reports weredsa 2003 are presented in Figure 4.

Figure 4: Types of audits in line with the audieotives

46,2%

1,5% O Regularity audit

M Audit of financial statements

O Audit of compliance

30,8% O Audit of compliance and performance
4.6% W Performance audit
,6%0
3,1% O Audit of credibilitiy of response reports
13,8%

Out of 65 audits completed in 2003, 39 audits qued@ent belonged to the group of audits withawit
objectives: the opinion was expressed on finastet@ments and compliance between the busineasmper
and legislation; or opinion was expressed on camgai between the business operation and legistatibn
performance. In 2002 there were 38, 3 per centhfaudits

In 2003 there were 11 performance audits compl@teel.audits which included performance factors were
related to reviewing public utilities, beneficiarho were allocated funds for certain programmespablic
procurement procedures. Those audits represeBt (i€, cent of all reports issued in 2003. If corapgdp
2002, when performance audits represented 32 ptr akall reports, last year the percentage wadedl.
Among those audits there were also privatisatiait@auln 2002 there were two audits completed: both
referred to sales of shares and parts of comp&tasnew privatisation audits were undertaken.

One of the audit objectives of the Annual Prograrafriee Court was to implement appropriate numbaudits of
municipalities. Half of audits of municipalitieschanly one abjective. The objective was to expaesspinion on
compliance of business operation with the regoatibhe rest of the audits referred to the redgulafibusiness
operation. In 2003 the Court of Audit in co-opematwith auditors from the Audit commission of theitgd
Kingdom developed new approach to auditing murlitigs which was used in a pilot audit. The proje
was not completed at the end of the year. In 2803atditors undertook 22 audits of business aperafi
municipalities and issued 15 audit reports.

12



Opinions Issued in Audit Reports

In the audit reports, where the audit objective wagxoress an opinion on the regularity of business
operation or solely on the financial statementh®icompliance of business operation with regudsfithere
was a total of 90 opinions. The opinions in thefqrerance audit reports were descriptive, that & th
assessments of economy, efficiency and effectigenes

The most frequent type of opinion expressed wasgative opinion. In 2003 there were, in total, 8gative
opinions or 38, 9 per cent of all opinions exprésedahe audit reports. In 2002 positive opinionsvpailed,
that is 42 per cents. The increasing tendency ghtive opinions shows certain decline in business
operations, mainly in the part that is relatedampliance between business operation and regdatigure

5 shows the types of opinions issued.

Figure 5: Type of expressed opinions in line wittiobjectives

Opinion on regularity of business operation Opinion on financial statements

O Positive opinion

E Opinion with
reservations
O Negative opinion

50,9% 50,9%

O Disclaimer of
opinion

25,4%

1,7% 1,7%

The Court of Audit issued only 11 audit reportshwbsitive opinions (16, 9 per cent). There welet af
negative opinions related to the audits of compéapetween business operation and regulationsiiblse
common reasons for an opinion with reservatiorss regative opinion were violations of law or retjates
that define financing of the public funds usersinlgaelating to public procurement and pay. In case the
auditors were not able to obtain relevant and geffi audit evidence to express an opinion, thexefte
opinion was not issued.

Time required for the Audit Implementation

The efficiency of auditing in 2003 compared to phevious year has improved. The amount of time f@ed
the implementation of one audit was reduced, as agethe number of calendar days from the day of
commencing the audit to the day of publishing thaitaeport.

In 2003 the Court of Audit issued 65 audits in lmth the new Court of Audit Act. The data on therage
use of time per audit without considering the palairities of audit types, would not give the ajppiate
picture. Therefore the time used for the implemimaof audits (if an audit report was issued i020was
based on three groups of audits and audit areaghiiée largest audits (state budget, institutpdasion and
disability insurance, institute for health insu@naere not included. It was found out that therColUAudit
spent on average 116 auditor-days for usual aamlits31 auditor-days for audits of election camsagymd
13 auditor-days for audits of response reports.aliuis of municipalities were completed on averags
auditor-days. Most of the time was spent on awdifsublic utilities (156 auditor-days); above thesi@ge
there was the implementation of the audits of rmmroercial public services (134 auditor-days).

13



The number of calendar days from the day of comimgribe audit (in 2002) to the day of publishing th
audit report (in 2003) reduced by 43 days. Fouatlwits introduced in 2003 the number of days retifme
61 days. The number of days is presented in Bable

Table 9: The number of calendar d&igsn the day of commencing the audithe day of publishing the
audit report

The average number of calendar days
per audit in line with the new Court of Audit Act
Activity 2003
2001 2002  the decree issued in the decree issued in
2002 2003

From the publication of the decree on audit

implementation to the publication of audit report 228 213 170 152

From the publication of the draft audit reporhto t

publication of the final audit report 72 71 62 52

The data on audit implementation also include thdit af the state budget for 2002 which was thetmos
demanding audit in 2003. To implement this au@i 9.auditor-days or 22, 9 per cent of the totait dimoe
was spent. Apart from the audit of the financiateshents of the state budget, the auditors revighed
compliance between the business operation anddfsation for 17 direct budget usefe results of this
audit are presented in detail on page

The comparison of audit activities under the old #me new Court of Audit Act shows that the audit
implementation under the new Court of Audit Aatrisre efficient. On average the audits were impleaaen
in a shorter period of time under the nAat.

The Court of Audit considers quality assurancéefaudit reports an important task. There is &thrember
board who is implementing editing. Their key tastoireview each report before its publication. &tiorial
board examines whether auditing standards we@fed, accounting standards and guides were cgrrectl
used, and whether grammatical rules were appliegl pfocedure of editing and issuing audit repotighv
were published in 2003 lasted on average 17 calelagia per audit report for audits introduced iB2@nd

12 calendar days per audit report for audits inited and completed in 2003. The average number of
calendar days needed for the audit implementatipresented in Figure 6

Considering the developments in auditing and e&ilthe analysis of the time consumption in irdirail
reporting phases, it can be expected that thedomsumption shall be reduced in future (time wipiabses
from the issuing the decree on audit implementatiiothe publication of an audit report) due to dyett
organisation of work and more efficient managenoémtudit departments. In all other procedures tinke
the reporting phase the length of time cannot betesied.

The period of time from the issuing of a draft aweport to the issuing of a proposed audit rejpaitides
clearance meetings. At the clearance meetings dite@umay: challenge individual disclosures in dieft
audit report and present additional explanationthein business operation. There were 54 clearaeetings
related to the audits carried out in 2003.

The period of time from issuing the draft auditapo the preparation of the proposed audit repoltides
clearance meetings, where the auditees can olgetttet audit findings and additionally explain their
operations. In 2003 the Court of Audit carried ®ditlearance meetings with the auditees. The pefitihe
from issuing the proposed audit report to the petjom of the audit report for editing includes Senate of
the Court of Audit which decides on any disputestidsure. In 2003 auditees filed objections tolokgires

in 15 cases of the proposed audit reports. Evegththe Court of Audit implemented more audits and
issued for 38 per cents more audit reports in 20@8e were 5 objections less than in 2002. Ttawslthat
the Court of Audit was even more successful. Ir8266 Senate of the Court of Audit assembled 1&gtitm
discuss objections filed by the auditees whichedléo the disputed disclosures and in the 19 gegpaudit
reports — in January 2003 the Senate discussed) ateetings, the objections to four proposed aagirts
which were submitted to the Court at the end 0200
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Figure 6: The process of auditing showiing average number of calendar days per audit

Audits completed in 2002 Audits completed in 2003
Introduced in 2002 Introduced in 2003
Decree on audit
implementation
\T’— 142 108 100
Draft Aucit Report
\{/— 30 26 2
Proposed Audit Report
e
\L 22 19 18
Editing

% 19 17 12

Audit Report
213 170 152

In 2002 the Court of Audit used 8.012 auditor-dfysthe audit implementation, 7.959 auditor-dayseve
allocated for the implementation of audits and &3pfe-audits. The main part of resources (6.5t a@u
days or 82, 7 per cent of the available time) wasnarked for those audits which are defined under
Paragraph 4 of Article 25 of the Court of Audit Algtost of the time was spent for the implementatibtine
mandatory audits: the audit of the state budg8b@lauditor-days), regularity audits of the Heaturance
Institute of Slovenia (204 auditor-days) and thasite and Disability Insurance Institute of Sloee(260
auditor-days).

The above mentioned Article also defines that thartCof Audit must every year audit: the regulaofy
business operation of a suitable number of urbano#imer municipalities; business operation of table
number of public utilities providers; business agien of a suitable number of providers of non-caruial

public services. In 2003 the Court of Audit impleresl audits of 22 municipalities, five of them warban
municipalities; of 12 public utilities providers@i9 providers of non-commercial public services. the
implementation of the audits of municipalities @eurt of Audit used in total 1.549 auditor-day485 per
cent of the total time used for auditing in 20082003 an important part of resources of the Gufubtudit

was planned for auditing of public utilities prostd and providers of non-commercial public seriretotal

34 per cent).

The Court of Audit each year audits annual repafrigolitical parties in accordance with Article @fthe
Political Parties Act. At the end of 2002 the CafrtAudit undertook the audit of the reports of tiise
organisers of the election campaigns which is plest as a statutory duty for the Court of Auditthg
Election Campaigns Act. For the implementatiorhoSe audits 187 auditor-days were used in 2003t Apa
from that the Court of Audit used 28 auditor-daysthe review of reports on local elections ancaditor-
days for the review of annual reports on politaties.

In 2003 the Court of Audit spent 7.391 auditor-day®92, 9 per cent of the annual resources faasis
implemented under the Court of Audit Act, the Rit Parties Act and the Election Campaigns Act and
Article 17 of the Slovene Development Company Scampared to the previous year the Court allocated f
18, 6 per cent more resources in 2003. The stauofursed time for auditing of the key auditeeshimwn in
Figure 7.
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Figure 7: Structure of used time for auditing bglitae or subject

Non-commercia
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Based on the legal basis the audits can be otas#ifo four groups:

= the audits which must be carried out at the auglded in the scope that is prescribed by the @burt
Audit Act or other Acts,

= the audits which must be carried out every yetiresdppropriate number of auditees, in the prestrib
area and scope; the selection of auditees is thaidmf the Court of Audit,

= the audits which must be based on proposals dfdtienal Assembly in accordance with the Paragraph
2 of Article 25 of the Court of Audit Act,

» the audits which are selected by the Court of Andigpendently without limitations referred to #rea
or the audit scope.

Out of the total number of 65 audits and reviewgaiifical parties' annual reports and local etei(two
separate audits) which were completed in 2003udissor 27, 7 per cent belonged to the mandataiysa
the rest of them were audits which were indepehdseiected by the Court of Audit.

Compared to 2002, when the Court of Audit spenp&i6cent of its resources for the implementation of
audits under the Court of Audit Act and other Atits, Court of Audit spent 87 per cents of the atel time
for that type of audits in 2003.

The audits, which were selected by the Court ofitAndependently, were audits of agencies and funds
courts, individual programmes (i.e. national prograe of motorway construction, basic development
programme) also programmes financed from the EUISFUrHARE, ISPA), public procurement and
privatisation of state assets.

Presentation of More Important Audits

Audit of the Business Operation of the State

In 2003 the Court of Audit implemented the audithef business operation of the State and issuealitlie
report on the financial statements and budget mmgheation by the Republic of Slovenia in 2002slai
mandatory audit, namely it must be implemented gaeln, as defined by the Court of Audit Act and the
Public Finance Act. The Court of Audit reviewed tise of budget funds in 2002 at 17 direct budgetsuall
ministries, Joint Services of the Government, Siedil Office of the Republic of Slovenia and Slowe
Academy of Sciences and Arts.

The audit objectives were:
*= to express an opinion on financial statements efctmmon part of the budget for 2002 and balance
sheet of 31 December 2002,
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» to express an opinion on the regularity of the kudgplementation for 2002, referred to the busines
operation of each auditee,

* to express an opinion on the regularity of budpglémentation as a whole,

= to asses the implementation of the internal agpiandards.

The Court of Audit would have satisfied the legajuirements by reviewing the common part of thie sta
budget, nevertheless the Court also tested indivjglrts of the state budget, namely of ministias other
above mentioned direct budget users. The Courudft&xpressed the opinion on the regularity ofstiage
budget implementation. Apart from that it analysadrnal auditing in 2002, in order to assess hosv t
ministries address the internal auditing standards.

The Court of Audit tested the regularity of allg@rfinancial statements of the budget, namely tey/en
expenditure, financial receivables and investménatspwings and amortisation of debt. The Couradit
reviewed the balance sheet of 31 December 2002.

The Court of Audit expressed a positive opinionttom financial statements of the state budget f6220
except for the balance sheet. Nevertheless, itgubout some of the inconsequence in presentations.

In the balance sheet of the state budget revemesexpenditure for 2002, the revenues represented
1.173.120.723 thousand tolars and expenditure4.¥481.939 thousand tolars. Tax revenues represtated
major part of the state budget revenues; therdfereauditors reviewed the tax revenues on the lbsis
recordings and reports of the Administration fdolgupayments and the Tax Administration of the iRdip

of Slovenia. The Court of Audit found out that teeords of the Administration for public paymentrevnot
adjusted to the records of the Tax Administratiefoie the balance sheet of the state budget revemae
expenditure was prepared.

In 2002 among the expenditures there were alspetyrments of liabilities incurred in 2002 and pai@003.
The expenditures were reduced for the amount ohiecdue to repayment of the overpaid amount which
had to cover the loss of the Pension and Disaki#tyrance Institute. The Institute refunded tmelfuto the
budget in 2002. Balance of the account of investsreamd receivables for 2002 was positive.

The largest part of the revenues represented resdram sales of shares (sale of shares of Novdjafska
banka). Among the expenditures the use of fundeased, namely the revenues from sales of shares
(privatisation) from 17 to 54 per cents. The exjgares for capital shares and investments werecestiu
from 32 to 1 per cent and expenditures for givandowvere reduced from 51 to 35 per cents.

The Court of Audit found out that revenues fronesakferred to privatisation were presented for6&3
thousand tolars less than appropriate, becauseetioeded amount in the budget did not include the
commission of the Slovene development company. Slowene development company carried out
compensation between its own liabilities and rext#es before it allocated funds to the budget. Puattice

is contrary to the principles of presentation, adiog to which the revenues and expenditures meist b
presented in gross values.

The proposal of the state budget for 2002 inclutledlending and repayment which had the debt in the
amount of 277.166.323 thousand tolars and payofi@bts in the amount of 142.702.437 thousandstola
Compared to 2001, the incurred debt increasedifget cents in 2002; and payment of the debt reldiace

19 per cents. Net debt incurred in 2002 for 87gesits more than in 2001. Compared to 2001, the Stat
incurred debts on domestic market. Incurred dddtsad represent less than 2 per cents in 2002.

The Court of Audit found out that the debt in 2@8Rounted to 266.964.349 thousand tolars and did not
exceed the limit defined by the law.

In 2002 there was a patrticularity in presentingenexes and expenditures of the lending and repagrirent
line with the Act on funding basic developmentalgrammes of defence forces. According to that Aet t
incomes from loans on funding basic developmentagrammes of defence forces is not presented as
revenue in the lending and repayments on the dagagfiving the funds. Without the particularity the
incurred debts in 2002, presented in the lendingepayments, would amount for 1.380.507 thousalacst
more. The income from the loans on funding basiebpmental programmes of defence forces amounted
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15.850.000 thousand tolars in 2002, while in tmelily and repayments the incurred debts amounted to
14.469.493 thousand tolars.

The Public Finance Act prescribes the exceptiopsdsenting revenues and expenditures, namehhémges

in the management of the state debt can be prdsenitein the balance sheet. Without the exceptibas
revenues and expenditures in 2002, presented ilertdig and repayments, would amount for 24.297.64
thousand tolars less.

The Court of Audit reviewed the balance sheet andd out that most of the budget users did not guben
reports on annual inventory of funds and liabditend did not carry out reconciliations. Due td fimaling

the auditors were not able to get the evidencenmreiship, occurrence, and completeness of the itethe
balance sheet. Therefore the Court of Audit diceptess an opinion on the balance sheet.

When auditing the regularity of the budget impletason for 2002, the Court of Audit reviewed exptmds of
each auditee by checking regularity of the impleaatiem of their financial plans. Their expendituregresented
93, 9 per cents of all budgetary expendituresekpenditures were classified into three segments:

= pay and other expenditures for the employees,

= current and capital expenditures,

= current and capital transfers.

In order to review the compliance between the edipges and regulations, the Court of Audit usedU
method. The found irregularities were extrapolated aedabsessments of irregularities for each segment an
the whole budget were made. The use of the MUSauespresented in the Appendix 3.

Pay and other expenditures for the employees mqpess 74, 9 per cents of all budgetary expenditiores
employees. The share of expenditures for emplagpessented 14 per cents of all budgetary expeeslii
2002. The Court of Audit found out two types oégularities referred to expenditures for employees:

= irregularities in employing, allocating staff tork@osts

= irregularities in accounting and allocating pay @ther bonuses the employees.

Current and capital expenditures of the auditedybudsers represented 88, 4 per cents of all ¢uareh
capital expenditures of the state budget of 200% adudited budget users improved their processes of
defining and using measures for the selection eflibst tenders. The most common irregularities were
referred to public procurement of small value items

Current and capital transfers of the audited budsets represented 99, 7 per cents of all cumehtapital
transfers of the state budget of 2002. They repted 65, 2 per cents of all budgetary expenditiiéen
reviewing those payments, the Court of Audit foumat that transfers were allocated without public
invitations. If the public invitations were publegh there were irregularities referred to desigaing using
criteria for the selection of beneficiaries anddsin

On the basis of the assessments presented ab®eouit of Audit issued an opinion with reservatifor
the state budget 2002.

The Court of Audit issued the following opinions tre regularity of the implementation of the finahc
plans for 2002 to the:

= Ministry of finance a positive opinion,

= Ministry of interior a positive opinion,

Ministry of transport a positive opinion,

Ministry of labour a positive opinion,

Ministry of health a positive opinion,

Statistical Office of the Republic of Slovenia a@iige opinion,
Ministry of external affairs an opinion with resations,
Ministry of defence an opinion with reservations,

Ministry of justice an opinion with reservations,

Ministry of economy an opinion with reservations,

Ministry of agriculture an opinion with reservation

! Monetary Unit Sampling
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Ministry of environment an opinion with reservatpn

Ministry of information society an opinion with Ewations,
Ministry of education an opinion with reservations,

Ministry of culture an opinion with reservations,

Joint Service of the Government an opinion witlereations,
Slovene Academy of Sciences and Arts an opinidm iegervations.

When reviewing internal auditing standards, therCoiuAudit assessed that they were met, consigidhia
fact that internal audit services at ministriegsthoperating in 2000.

The Court of Audit issued the demand to submitélsponse reports to 12 ministries. The responset ifegul
to be submitted also by Slovene Academy of SciemeddArts. The response reports have to be dedivere
90 days, afterwards the Court of Audit tests tedibility of the reports and assesses if the reamhetttasures
are satisfactory. On the basis of the findinggbert of Audit issues the post-audit report.

Audit of Business Operation of the Health Insurdnsttute

In 2003 the Court of Audit completed regularity awofithe Institute's business operation, namel2@2, which
included audit of the financial statements andoohjgliance of business operation and regulatioasaelto the
allocation of pay and other bonuses for the empdoypeiblic procurement and current transfers.

The Court of Audit expressed a positive opiniortherfinancial statements for 202t the business operation of the
Institute was not in line with the regulations difare the Court of Audit expressed a negative@pifiihe Institute did
not comply with the rules when allocating trandtaraedical and technical instruments, mainly bsethe suppliers of
the medical and technical instruments were natiedlen the basis of the public invitation andetheere not at least two
valid bids. The irregularity on the area of thelipydgsocurement of smaller value items was relatécsurance, i.e. the
Institute paid insurance policy for vehicle to heurance company Triglav on the basis of the atanae policy.
Material irregularities were found out on the akmansfers for medical and technical instrumenttere all audited
payments were carried out incorrectly on the lbhaigontract made in 1996. The Institute madexasrie the contract
in order to coordinate prices. The Institute dictagy out public procurement for the purchasieasie goods in 2002.

The Court of Audit did not demand a response refporh the Institute, because the irregularitiesewer

remedied during the audit. The following approgri@medial measures were adopted:

= Public procurement of specific instruments was @mginted in line with the Public Procurement Act.
The contract with new tender was made on 7 OcRiiS3.

= On the basis of the meeting of the board of dirediwe Institute also carried out public procuremen
processes for other medical and technical instrtanen

= The Institute adopted amended rules on internalniggtion therefore the working conditions imprqved
and the public procurement department was stremgithe

= The internal audit service was given a proper iposih the organisation — the head of the inteaalit
service is attending meetings of the managemeng ihan auditor of IT who is reviewing internahtrols
operation, new rules on internal audit was adoptelauditors were trained for the internal statditer.

Audit of Business Operation of the Pension and [iigétisurance Institute

In 2003 the Court of Audit undertook two audits luf Pension and Disability Insurance Institute, foe.
2001 and 2002. For both years the audits covenaaidial statements of the Institute and compliaice
business operation of the Institute with the rdguda in implementing the financial plan, pay artdeo
bonuses to the employees, current expenditurataleapenditures and current transfers.

The Court of Audit verified the financial statensefdr 2001, but for 2002 it expressed reservatituesto
depreciation of computer equipment, which was 5840 thousand tolars too high, while the equipraadt
basic assets were undervaluated in the balance afhge December 2002. The irregularity was amended
during the audit.

The Court of Audit also pointed out the capitai@atof the Real estate fund in 2001 and 2002 by the
Institute, which was not recorded and presentdieinong term financial investments of the Institdue to
not clear legal provisions.
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Real estate fund informed the Institute on newevalithe revalorized founding share of the Ingituhich
should have been included in their final finanglort. The basic capital of the Real estate fsiaghartments
bought by funds from the contributions for pensaod disability insurance. The Institute should present
the assets, because the fund was separated froimstitgte and the State was handed over the fosinde
rights. The Court of Auditequested from the Government of the Republic @feBliato explain the status of
the Institute in relation to the Real estate fupel;ause of inconsistencies between legal provisitimes
Government did not give an explanatidhe Governmental Office for health, labour, fanslgcial affairs and
the disabled agreed that the Government shoulelvefie issue of legal rights related to the Reatesfund.

The Institute is formally the only owner of the dimThe Court of Audit believes that the Institutel dhe
Government should clarify issues referred to th@ewship. Only after the discrepancies are clarifiex
Institute shall be able to record and presentihg term financial investments correctly.

In the opinion on the financial statements for 26@2Court of Audit pointed out the incurring debkghe
Institute at banks. The Institute incurred debtseimd of the State who should provide to the ustithe
funds either from the budget or other source.

In 2002 the Institute carried its business operatidine with the relevant regulations. On thetcamy, in
2001 the Institute did not comply with the regulasi in several cases. It was found out that théultes
incorrectly accounted and allocated bonuses folmmgs' readiness at home. The Institute did ryotaee
the employees' readiness at home, and it did nahgeathe records of employees' readiness at hqpaet A
from that the Institute carried out public procuestnwithout public invitation and contrary to itdas on
public procurement process on smaller value items.

Due to the negative opinion on compliance with la@ns in 2001, the Institute had to prepare dsponse

report where the remedial measures were presented:

= The implementation of the records of employeegliness at home and the allocation of bonus on
employees' readiness at home in line with theigioms of collective agreements,

= The improvements on public procurement processespuatrol environment with internal controls that
detect and prevent the irregularities.

In March 2003 the Institute amended the rules exile work time where the types of work and tiroe f
employees' readiness at home, and the method afdireg it. The new rules define the payment for
employees' readiness at home in line with the atole agreement for non-commercial activities. The
remedial measures on the area of public procuremerd assessed as satisfactory, as well. Theutastit
completed the public procurement for cleaning sesyi supply of cleaning materials, printing of feym
durable goods and computer forms in 2003. Thetutestadopted an internal act on public procureraént
smaller value items, which shall contribute tortsguction of irregularities. Furthermore, it desidriwo new
organisational units: public procurement unit (ewoployees) and internal audit service (three awsjlitbhe
Court of Audit considered that as an important oapment.

Audits of Business Operation of Municipalities

TheCourt of Audit considers auditing the state andicipat budgets as the most important tasks ofeenal audit
practice. When auditing municipaliies the auditss the same audit methods, techniques and nsdfasaealuating
the findings as when undertaking audits of the biadiget. In the following paragraphs the most camnon the most
important errors and irregularities from 15 awglitrts on municipalities which were issued in 208presented.

When reviewinghe annual financial report for 2001 of seven municipalities the Court of Audit isspesitive opinion

for four of them and opinion with reservationstfeeeof them, mainly because of errors referred toitdatien of
expenditures into budget lines and accounts andenording and not presenting certain income gpenelitures. In
Municipality Piran they did not record paymentsirgérests and bank services nor earmarked income fo
payments of principals, interests and bank servicédunicipality Ljutomer they incorrectly recomeapital
transfers, current expenditures, current transiads capital expenditures nor did they prepare belar
income and expenditure in line with the economéssification. The Municipality Ljubljana presentbée
payments of commodity credit as current expenditutealance of income and expenditure and notén th
statement of financing. Municipality Piran did moésent payments of principals for three long temns,
therefore the expenditures were underrated.
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The reviews of some data from baance sheat showed that there were several cases of incongbeiels
of the short term and long term liabilites, sherm and long term receivables, unpaid income and
expenditures

The Court of Audit pays special attentiotheregularity of the budget inplementation. It is considered one
of the key audit objectiveln all 15 audit reports issued in 2003 the audieattve was testing compliance
between the business operation and the valid rlilesre were nine opinions with reservations and six
negative opinions. The following irregularitiesreéound out:

Implementation of thefinandial plan

= The scope of the funds was exceeded above thesdllouwdget,

= The funds of the budget were incorrectly allocated,

= Reallocation of funds in the budget was implement#itbut appropriate authorisati@klunicipality
Trbovlje).

Revenue
*  One municipality did not present the income frordiae to environmental burdening,
»  One municipality did not present the objectivesaté and reasons for sale, as well as methoddiegyeo

Errployrrmt pay and bonuses
Employees who did not fulfil all conditions werdehted to work posts (years of work experience,

education)- ten municipalities; in one municipality five eloyees were allocated to work post that were
not in their systematisation;

= Two municipalitiedncorrectly defined the basic pay quotient

= Bonuses to the employees were incorrectly allo@atealis for labour period, management, ...)

»  One municipality paid performance bonuses to enggleyn the scope that exceeded the allowed limit,

= One municipality unduly paid contribution for nongaulsary health insurance.

Publlc procurement
The public procurement process for maintenanceunficipal roads were incorrectly carried out in two
municipalities, while in one municipality a contragas made for maintenance of municipal roads
without public procurement,

= Municipality TiSina incorrectly carried out publfrocurement for collection of dangerous and waste
material, for maintaining parks and implementatrnwinter services. One public procurement was
considered valid eventhough there was only ond fed

= One municipality made a contract with a tender whe not the most satisfactory,

= Municipality Ljubljana in three cases did not cavgyt public procurement process,

= Municipality BreZice in two cases did not carry quiblic procurement process, in one case it was
contrary to the prescribed procedures,

= There was no concession contract made betweenithepality and public service provider which was
not public institutéLjutomer),

= When purchasing items of smaller value the mutitegsadid not follow their internal ruléSerkvenjak,
Sveti Jurij, TiSina, Trbovije, Podtrtek, Ljutomer and Ljubljana);

=  Two municipalities made annexes to contracts fditiadal work without preliminary publication.

Transfers

= There were transfers or subsidies allocated witlpoiliic invitation (TiSina, Vrhnika, Litija, Novo
mesto),

* There was subsidy for agriculture allocated abbeetithorised sum (Domzale).

Liabilities

A municipality can incur liabilities only in lineitlh the funds earmarked in the budget, that ruewadated
many times. Three municipalities incurred higheoants of liabilities than defined in the budgetiray
incurred liabiliies without any legal authoritylunicipality Ljubljana incurred liabilities abovéne limit
approved by the council, Municipality BreZice paidre than agreed in the contract.
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Incurring debts and giving guarantees

= One municipality exceeded the allowed scope ofriimgy debt and hired a long term loan without
minister's approval,

= One municipality exceeded the allowed scope of paymof principals and interests,

= One municipality gave guarantees to two companibew any legal basis.

Municipalities as founders of public companies

The Municipality Ljubljana committed the followinigegularities relating to the management of Haidin

LJubIJana and Public Utility Energetika Ljubljana:
The founders rights were turned over to Holdingbliina what is contrary to the provisions of theé Ac
on commercial public companies,

» Capital investment in Holding was contrary to #gidlation,

= The municipal council did not carry out control p¥ke public utilities in Holding Ljubljana, since
Holding Ljubljana implemented the tasks of the fitem furthermore the mayor was participating at
board meetings without any directions from the rmipal council,

= Authorities between the municipality and Holding revenot appropriately segregated (referred to
organisational, developmental, professional tasks),

= Municipality Ljubljana did not carry out appropgatontrol over incurring debts of the public uékt

Due to the disagreements between the mayor anduhigipal council of municipality Trebnje concemgin
the appointment of the director of the public tytikomunala Trebnje, the operation of the publitityitvas
interrupted. The municipality did not carry out tohover the public utility as a founder should.

Audits of the Public Utilities

Audits of communal companies

In 2003 the Court of Audit issued 3 audit reports asirtess operation of communal companies: audittrepo
on financial statements and regularity of busiopssation of Komunala Trebnje for 1999, 2000, 2@Qdiit
report on regularity of business operation oté{ge Hydrovod and audit report on regularity ofibess
operation of Koper RiZzana water system for 2001.

The regularity audit (compliance with legislatiao)mprised the following:
= Planning and reporting on business operation,

= Investing in water supplying system and their faiag,

= Accounting and presenting taxes,

= Expenditures and income from drinking water supiglyi

= Own and market price of water supply.

The Court of Audit reviewed financial statementd<ofmunala Trebnje in 1999, 2000, 2001 and issued an
opinion with reservations, due to lacking docurnt@miaand errors in presenting grants for financing
infrastructure, equipment, and mechanisation ipén®d from 1993 to 1999.

The compliance of business operation with reguiatisas audited in all three cases. The main fisdang

presented in the following paragraphs.

= The Court of Audit issued a negative opinion onri@ss operation of Komunala Trebnje for 1999, 2000,
2001, due to the incorrect calculation of the patevater supply in 2001. Furthermore the costsewer
incorrectly classified what was the cause of theimand to increase the price of water supply. There
were also material irregularities in accountindilites for water refundation, reporting on use of
revenues from taxes and in making contracts ortiggaloans, eventhough the public utility did net g
the authorisation of the founder.

= The Court of Audit issued a positive opinion on pbamce between business operation of Hydrovod and
rules, with a comment that there were minor irregfies and weaknesses found (on the area of iegord
business transactions and managing contracts witlicipalities). Those irregularities were remedied
already during the audit implementation.
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» Koper Rizana water system did not comply with ridesome cases therefore the opinion with resensti
was issued. In accounting it did not comply with ftinovisions of the Slovene Accounting StandardS8Ho
and of the Act on Commercial Companies. There ais@ minor irregularities in defining costs for the
implementation of public service. The irregulasitigere remedied during the audit implementation.

= The demand to submit the response report was igsit@munala Trebnje. In the post audit reportasw
assessed that the public utility presented saiisfacemedial measures with exception of one afithe
Komunala Trebnje stated in the response reportttbatried out analysis of business costs as déesan
by the Court. Nevertheless the analysis was nobitigll. The utility presented new key for clasatiion
of costs which is based on income and expenditditee public utility. The Court believed it wast tioe
most appropriate method for classification of cobte selected method is not in line with the Steve
Accounting Standard no. 16, which precisely defelessification of costs.

Audit of Business Operation of Holding Ljubljana

Audit of business operation of Holding Ljubljana tompany for managing public utilities, covere@2and
2002 and was carried out in a limited scope. The mbjective was to issue an opinion on regulanitgt
effectiveness of business operation. Furthermarextidit addressed the following issues: how doddirdo
manage and control public utilities, how does liédi financial investments. The focus of the awdis on
business operation of Energetika Ljubljana inimiab the purchase of shares of the Slovene mesdtBank.

The audit found out material irregularities, therefthe negative opinion was issued. The most m|tvide

irregularity was incorrect granting of the guarastéo public utilities, inappropriate managementkvilid

not prevent the purchase of shares of Slovenetmeesbank. The Court of Audit found out that:

= The purchase of shares was not well prepared asdwpemented inappropriately without preliminary
financial review,

= The purchase was not in the business plan of thie jutility Energetika Ljubljana,

» The decision on purchase was not agreed at thengeéHolding.

The main objective of Holding is to manage sevaliputilities as dependent companies. Therefordirig
must co-ordinate their developmental programmesdimedt their financial investments. In line withet
above, Holding should have provided for the pubtitities to carry out investments which promote th
development of public utilities and address pubterest.

When investing in the Slovene investment bank, iHgldid not implement its managerial tasks. Dutihéo
value of the investment and due to the negativeadtspof it, the Court of Audit assessed that basine
operation of Holding related to the managemenewéis public utilities was inefficient. There is @egtion
whether there is a point in connecting seven pultilities into holding. The current establishmehthe
seven public utilities into holding enable thenatoid the direct control of local communities.

The Court of Audit demanded the response repordiwiad to include remedial measures referred to:

= Commencement of the procedures for defining newal legations between Holding and subordinate
companies;

* Introducing new practice in management of pubiligies which are joint into Holding, mainly refea
to financial investments and incurring debts ofhblic utilities.

In 2003 Holding started implementing proceduresaanew legal arrangement of relationships between
Holding and dependent companies. Holding prepareftl Act on establishment of joint body for public
utilities and delivered it to all majors of the nuipalities who founded Holding. The municipalitiead to
present it at the municipal council. That actiwias assessed as satisfactory; nevertheless ittdaeno
completed by Holding because it is beyond its aitié® New practice in managing public utilitiesnt in
Holding was presented, it will help to implemengé tbontrol, but it cannot prevent weaknesses in the
operations of Holding. Measures were referred @lsnanaging public utilities on the area of dirgtand
controlling investments and incurring debts. Haldprepared the review of incurred debts by theigubl
utilities, furthermore public utilities were reqtegsto report monthly on their financial operations

Audit of Business Operation of the Public Utilitydfgetika

The audit of regularity and performance of busimgesation of the public utility Energetika for 20and
2002 was referred to the purchase and sale pridesating, gas and to financial investments, narimidy
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Slovene investment bank. The audit included testfrigcome and expenditures, prices of gas andnigeat
investments into heating infrastructure and firarinvestments.

It was found out that Energetika in several castésdacontrary to the regulations, therefore theaties
opinion was issued. For the purchase of the sloartbe Slovene investment bank, Energetika spehticpu
funds in the amount of 3.472.288 thousand toldrs. purpose of the purchase was contrary to thetiast

of the public utility and was a violation of theesgtional efficiency. Energetika spent the fundstiie
purchase of shares, but the funds should have beesh for the development of public services. The
procedure of purchase was not in line with theslaton. Furthermore, several irregularities wetantl on
the area of public procurement (violations of tiiblie Procurement Act), on the area of pay (adulitigpay
was allocated to three managers in 2001 and 2002).

The Court of Audit assessed that the inefficientieBusiness operations caused poor businesssrasult
2002. The purchase of shares did not achieve ilgigathich were set, therefore Energetika lostetiosds
which would have to be used for its basic actisitie

Energetika had to submit the response report tGoliet of Audit. The response report had to incieateedial
measures referred to: commencement of the procefiurdefining new legal relations between Holdangl
Municipality Ljubljana and other municipalities. rfhermore, Energetika had to improve the control
environment, introduce new controls and improveottieones, which would prevent and detect irregiglgiin
financial investments, public procurement, allogapay. The measures had to include the irregetaréferred

to additional pay.

Energetika adopted an internal act on guides eefeor financial investments which help to preveetect and
remedy irregularities. Energetika adopted apprepriaeasures for improval of control environmetegél
payments of additional pay for 2001 were remedieti,for 2002 were not remedied. Their inactivityswa
explained by the costs which would be incurredtieecosts would have been higher than the expleetefits.

Audit of the Railway Puconci-Hodos—State Border Constnuct

The regularity and performance audit thle railway Puconci-Hodo$-State border construdtiotine period
from 1995 to 2002 was carried out in co-operatidgh the State Audit Office of Hungary, who proposiee
audit methodology. The audit objective was to issudit opinion on regularity and performance ofipiag,
financing, implementing and managing the investnierbe railway construction, on compliance between
environmental demands and the adopted location gildnconstruction permit and on achieving planned
impacts of the railway in the first year of its mg®n. The performance audit was reviewing ifiaeameters,

on the basis of which the measured investment ispaere planned, were achieved (quantity of cargo
transport). Furthermore, it investigated the remfmnchanges of the investment and contractdrfoglioans.

The subject of the investment was the construdii@ngle-track, non-electrified railway line foagsenger and
cargo transport in the length of 25 kilometredhaitunnel of 320 metres, two crossovers and taerpasses, six
bridges, three underpasses and 78 passamestruction of the lighting—safety devices, cowsion of the
telecommunication devices, bypass and tree raibt@ys, HodoS border crossing station and envirciaien
arrangementshe selected railway route allows top speed limitG® kilometers per hour, and averageed
limit of 120 kilometers per hour (the speed of passerages is120 kilometers per hour and of cargogr&b
kilometers per hour). The railway line allows tapacity of 44 trains a day, the planned cargopaamounts of
10, 8 million tons per year.

In 1998 the Government of the Republic of Slovapipointed railways administration - Slovene Railsviay
managing the investment (construction of the railime Puconci-HodoS-State border). There wereoB8acts
made with the external service providers. In ttital contract value, which included costs refercethnd
purchase, renting and servitude rights of the @amders and indemnities, amounted to 21.818 mitliters.
The work included railway construction work, defiveand setting up lighting—safety devices,
telecommunication devices, engineering and artiw@cwork. Most of thecontracts referred to the
implementation of work and services related tomegteotection and land-registry tasks (studies, ity ...).
The Court of Audit reviewed the public procuremefithe construction of the first phase of the raimMine,
the supply and delivery of lighting—safety devioasthe railway track and the establishment of #uthsBreeding
Hunting Ground KompasSome irregularities referred to the use of caterithe public procurement process
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were found out, but the Court of Audit assessetttiey did not influence the objectivity of the esztion
process. Furthermore, the State Public ProcureRewiew Office reviewed the case and expressed an
opinion that the Slovene Railways acted in lindawhie Public Procurement Act.

The auditors closely reviewed the additional warlt ehanges in construction that increased the editie
investment. In the period of adopting location plethe investment value increased due to the desraind
local communities. During the investment implemgorethe value increased due to unpredicted castigiru
work and introduction of the VAT.

The total value was assessed in the amount 0f3,3.8fllion tolars, by the end of 2002 the addiidands in
the amount of 22.333 million tolars were allocdtetthe project.

On the basis of the results of testing the Couttuafit issued the opinion that Slovene Railwaytheperiod
from 1998 to 2002 acted in accordance with thelaéigns, when implementing the investment of rajiwa
construction Puconci-HodosS-State border.

The auditors of the Court of Audit found out tinathie period from 1998 to 2002 the Slovene Railwaysaged and
monitored investment implementation and changbe afivestment. Due to unpredicted and other additiwork
and introduction of the VAT the total value of theestment increased for 5.630 million tolars. chtinges of
the investment were correctly recorded and approVd Slovene Railways provided appropriate managieand
therefore reached the objective of railway cortitruand railway operation in due time.

The assessment of the performance was based fofidthing issues:

»  When planning the investment not all appropriatarfcial sources were considered, apart from the
planned budgetary funds the loans were taken uphwépresented 88 per cents of the total valu¢he
financial construction of the sources the cosfmahcing and settlement of loans were not included

= The State could have saved the amount of 14,3omilblars, if the dynamics of obtaining loans was
more appropriate.

» The expected impacts of the railway constructiorewmt realised. On the basis of data on cargeptven
via new railway track in 2002 it was found out thatbasic predictions on railway cargo annual treates were
not planned realistically, since in the first tweass of railway line operation only 68,1 per cdrihe planned
quantities were achieved. The passenger traintegaere not used properiyvasll.

Audit report on railway construction Zalalovi—Bajansenyve—Hodos—Murska Sobota
Porocilo o revizijah gradnje ZelezniSke proge Zalalivio—Bajansenve—Hodos—Murska Sobota

Jelentés a Zalalivo—Bajansenyve—HodoS—Murska Sobota vasutvonal épitésének ellenorzéséral

2003

The cover of the joint audit report on the raileagstruction ZalaldBajansenye-Hodos-Murska Sobota

The planning and the implementation of the raillirg was undertaken by Slovenia and Hungary, tbezef
both countries decided to carry out the parallditaand to present the findings in the joint awefort. In
April 2003 the Audit Report on Railway Constructidalalow-Bajansenye-Hodos-Murska Sobota was
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issued. The audit report included information @ngfoject of railway construction, results of thalgsis and
audit findings in Hungarian, Slovene and Englishrtiiermore, there were also assessments of the
construction by phases and joint recommendationshvaim at closer co-operation in planning, marggin
and monitoring of joint projects.

Audit of the Regularity of Business Operation of Posteia in 2000 and 2001

The audit subject of the audit of the public utiftgst Slovenia for 2000 and 2001 was the implertientaf
the public commercial services which include pastal other services. The audit objective was toesspan
opinion on compliance between the business opermattithe Post and valid regulations.

The Court of Audit tested:

= the regularity of classification of income and exgiieeire in the books and financial statements,

» the regularity of defining costs per postal ses/amd other services,

= the compliance between the presented costs of wmaterial costs, costs of services and collective
agreement, acts, business plans, business repoitter regulations,

= the compliance between the public procurement psaseand made contracts, investment programmes,
business plans, business reports and regulations.

The audit found out that Post Slovenia in sevessks acted incorrectly, therefore the opinion @n th
compliance between the business operation andatiegid was negative. The key irregularities whiaien
found out are presented in the following paragraphs

= Post allocated reimbursement for not used anndidblge for 1999, 2000 and 2001 without legal basis;
therefore it violated the provisions of the Int¢io@al Convention on annual holidays and the Act on
basic rights from labour relationship.

» Post unjustly allocated reimbursement due to cathgpetlause to three employees whose employment
was terminated, because two of them were pensigificthe third one occupied a position without a
requirement for a competition clause.

= Post insured all employees also for the cases wharke not linked with work. The paid insurance
premium included insurance for sickness, for ddatihto sickness and for temporary work incapacity.
The Court of Audit considered such payments asdehuof a state budget and as irregularities.

» Because Post did not follow the decision of thesGmtional Court, it delayed the payments of ti#erV
from postal services; consequently Post had tanpengests for delay.

= Post acted contrary to the rules related to pyisicurement when implementing investments. Most of
irregularities were linked to the insufficient, ppeopriate or delayed investment programmes, tatiaos
of Public Procurement Act, to too early beginnihgublic procurement procedures, meeting time dimit

Post Slovenia had to deliver to the Court of Atllit response report. The remedial measures ofnRost
assessed as satisfactory, since Post stopped @ayiogl holidays to the employees as a compendation
not used holidays, in April 2003 it made a new @mtton insurance. The employees are insured ontiaé
case of an accident causing death or disabilitingwvork time. In order to improve public procurerme
process Post introduced several measures to praveetect irregularities in public procurementgeator
for investments and procurement was establishegtnal rules for public procurement and internalitau
were adopted, the stress is placed on trainingeparea of public procurement).

Audits of Business Operation of Non-commercial B$givices
Audits of Primary Schools

In 2003 the Court of Audit completed three audifinahcial statements and regularity of businessation for

2001, namely of Primary school France PreSeremjPaimary school St. Jurij obé&vnici; Primary school
Janko Padeznik, Maribor. In all three cases thé aubject was to review regularity of the recogdend

presenting data in balance sheet of 1 Januarya&@Daf 31 December 2001 and in the statementafie@nd
expenditure for 2001, and to review the complidogte/een business operation and regulations.

Due to insufficient documentation in Primary schimhko Padeznik, the audit work was hindered. ThetC
of Audit was not able to verify records in balasbeet and income statement (i.e. receivables, aostsrk,
reimbursements of cost for transport and food,méydrom sale on market, performance bonus, bssings
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costs). Therefore the Court of Audit rejected to give amign on the financial statements of the school for
2001. For the other two primary schools the Cduiualit verified financial statements, becauseghgere
no material misstatements or incompatibilities witles.

The Court of Audit issued a positive opinion on ptiamce between business operations and rules for
Primary school France PreSeren, Kranj and Primegos St. Jurij ob &vnici. As mentioned above the
auditors were not able to review business operafidtrimary school Janko Padeznik, Maribor in fetat

to pay, bonuses, reimbursements, nevertheless e enough audit evidence to express a negative
opinion on compliance between business operatidnregulations. It was found out that school did not
have an internal regulation on public procuremésthaaller value items, therefore it should haviofetd

the Public Procurement Act. Furthermore the sctimbhot comply with the Slovene Accounting Standard
no. 22.1 (timeliness, completeness).

The opinions on compliance between business operatid rules for all three schools were supplerdente
with a paragraph where the Court pointed out theknesses related to separate monitoring of business
operation and presentation of business result.d&classured to remedy the weaknesses thereforelithey
not have to submit the response report.

Audits of Business Operation of Homes for the Aged

In 2003 the Court of Audit completed three auditsanhes for the elderly, namdBanica Vogrinec Home fahe
Aged, Maribor; Lukavci Centre and Home for the aljedevie. Audit subject of all three audits wdsancial
statements ancbmpliance of business operation and regulatielased tathe allocation of pay and other
bonuses for the employees gmdblic procurement for 2001. The audit of Lukaven@e included the
review of business operation in 1999 and 2000.

Due to errors in accounting revalorisation andresenting liabilities, Danica Vogrinec Hometfa Aged was
issued an opinion with reservations. The CourtuafitAdid not find any material misstatement whetlitiag the other
two auditees, therefore it verified the finandatisnents.

When testing compliance of business operations meighlations important irregularities were foundalh
three institutions. Therefore the Court of Audgued negative opinions for all three auditees. Kéye
irregularities are presented in the following peapbs.

DanicaVogrinec Homefor the Aged, Maribor

= Home did not follow the Public Procurement Act antérnal rules on public procurement when
selecting suppliers.

= Home violated Act on pay in public sector, becans2001 it allocated to the employees performance
bonus above the allowed limit without approprigdpraval.

=  Three employees were unjustly paid bonus for wattk meentally handicapped.

= The employees were incorrectly allocated reimbueseffior food.

= In paying overtime work there were several irregfidg found (one employee was unjustly allocated
bonus for overtime work).

* The analytical review showed that Home incorreatiyounted the reimbursement for holidays in 2001.

Lukavc Centre carried out public procurement processes withdlotiqoinvitations or contrary to the provisions of
the Public Procurement Act. The bonus for empldyeadiness at home was paid eventhough thereaNegah
basis for that. Furthermore the reimbursemenbta fvas incorrectly paid to the employees.

Home for the aged Kocevje did not follow the provisions of the Public Prasument Act when selecting
suppliers, apart from that it did not consider gihavisions of the internal act on procurement célsnalue
items. Home managed pensions of the aged, evemthibutid not have registered that activity. When
auditing pay and bonuses it was found out thaethegre several irregularities related to allocatién
reimbursement and bonuses and to defining basi@payent and some specific bonuses (work with the
disabled, impacts form environment, stress...).

Eventhough Danica Vogrinec Hometfae Aged, Maribor; Lukavci Centre and Home foietyed Kdevie remedied
some irregularities during the audit, they hadubngt the response report. The auditees had tenires
undertaken measures for improving business operatlated to public procurement, control environtnen

27



for adjusting reimbursements with the valid regotes and for correct accounting and allocating seau
The Home for the aged Kevje had to adopt measures for remedying irregjglarielated to management
pensions, defining quotients of basic pay and kesius

The remedial measures which were presented iespemnse reports of the Danica VVogrinec Horriadohged,
Maribor and Lukavci Centre were assessed asdatigfaWhile the Court of Audit estimated that Hofor the
aged Kgevje presented measures referred to public proememihich were not appropriate. The part of the
response report related to the allocation of pessieas not credible, therefore the Court of Auidit rebt
assess it. The post-audit procedures are presertethil under the title Results of the post-apditedure.

Audit of Business Operation of Health Centre Izola

The audit objective of the regularity audit of Healtentre Izola for 2001 was to express an opinion o
compliance between the business operation andregfidations. The stress was on work costs, t@nsts
and public procurement.

The audit found out that the Health Centre in sdveases managed its business operation irregularly
therefore a negative opinion was issued. The kegutarities were in defining, accounting and paysay

and other costs of work, costs of business tripsrdtwere no evidence of occurrence) and in sedect
suppliers (contrary to the Act on Public Procuretinen

The Court of Audit reviewed defining pay and reim#sments and found out the following irregularities
= the base for the calculation of the hourly item,

= Sunday work was accounted for 30 per cents monedit@ved by the law,

management bonus was incorrectly defined,

quotients for duty hours were not defined in lirithhe collective agreement,

basic quotient for pay was not defined in line with Act on pay relations,

bonus for working period was incorrectly defined,

the bonuses for certain responsibilities were nectlly defined (for health care, management ...),
there was violation of the Act on labour relatigpsh.e. the limit of overtime work.

Health Centre Izola had to adopt remedial measamedisclosed irregularities and present them in the
response report. The measures referred to thevepent or designing of the internal controls, Whiould
prevent and detect irregularities on the area bfipprocurement, costs of travel, overtime wordfirdng

and allocating pay and bonuses. The post-audieguwe was not completed in 2003.

Other Audits
Privatisation Audits

In 2003 there were two privatisation audits implel@entheir objective was to review the regularitgl a
performance of the sale of the state assets, naalelyf shares of Petrol in 1998 and sale of sluirdova
Ljubljanska banka in 2002.

The audite was the Government of the Republic ofeBlia, who is responsible for management of state
assets and real estate. The subject of the fiditt \eas the sale of 326.039 shares of Petrol, réakesents
15,63 per cents of the ownership by the Republ&afenia. On the basis of the review of the docuatien
related to the sale procedures, analysis of dataeaiew of market prices of shares of Petrol,ahditors
obtained evidence. The auditors carried interviefith the representatives of the group which weslved

in the sale and with representatives of the Ministeconomy.

The audit of the sale of shares of Petrol showetttie Government carried out the sale in line with
regulations. The sale of shares and capital gaie planned in the proposal to the budget 1998.

The decision of the Government to keep the saldidemtial was not implemented, that could have
influenced the achieved purchasing price. Neversiselhe assessment of the auditors was that ¢hevasl
successful and that the sale objective was achi@Vedtransparency of the business transactiotefased
among the sale objectives) was assured, the ctbwt shle procedures were insignificant.
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The audit of the sale of 34 per cents of shar&owh Ljubljanska banka in 2002 included the revag\the
documentation related to the sale procedures,simalydata and activities of the committee for aggament
and control over the sale procedures, and intesvigith the representatives of the committee and the
Ministry of finance, review of information on puede price and costs. The Court of Audit requestathN
Ljubljanska banka to present its assessment stlke

When designing the audit opinion the following eswere considered:

= The objective of the privatisation programme of Mava Ljubljanska banka was to achieve the highest
possible purchasing price, but the purchasing prasenot expressed in a value.

* The audit did not include the data on the useraddiby the republic of Slovenia for the reorgaitsabf
Nova Ljubljanska banka.

= The contract on sale included specific guaranteeshe purchaser which were not defined in the
documentation. The audit report presented opirabtige experts who were hired by the Government.

= The contract between share holders included aeclamidimitations for the purchaser to continue with
purchasing of shares of Nova Ljubljanska bankabyp&cember 2005. The contract on sale of shares
included a clause on limitation of sale of purchasd®res by 31 December 2005.

The audit of the sale of shares of Nova Ljubljariskaka showed that the Government managed aneldcarri
out the sale in line with the regulations. The shlghares was included in the programme of stsietssale
for 2001. The method of sale was the two phasedt&® procedure what is in line with the legigiati

From the performance point of view, the sale wasssed as effective, since the purchase price@or 2
times exceeded the book value. Compared to thesratiEurope the Court of Audit assessed the sale a
successful. The costs of the sale reached 1,2pes of the purchase price, therefore the saleeotares

of Nova Ljubljanska banka was economic.

Audits on Election Campaigns

In 2003 the Court of Audit implemented audits ofihess operation of the organisers of the election
campaign for the president of the Republic. Thexe nine audit reports on the regularity of rembfdnds in
the Election Campaign Reports by the organiséine election campaigns for the president of thelfief Slovenia.

The Court of Audit reviewed whether the organisasiected and presented the funds for the election
campaigns correctly, whether the funds were apiatefyr used and presented.

The Court of Audit carried out the review of theation campaign only in a limited scope due to the

provision of the Election Campaigns Act. Article @the Election Campaigns Act defines that therCaiu

Audit must test the collected and used funddhieretection campaigns, whether the organisersnelotand

allocated funds for the election campaigns inwith the legislation, whether the data presenteddrreports

on the election campaigns were correct. The Chuktidit must evaluate the amounts of partial rehtioh

of the costs to the organisers of the election esgnp. The audit scope was limited by other pronsf the

Election Campaigns Act, due to which the Court aflicould not verify the completeness of the fiiah

reports, namely could not confirm that all the firadlocated to the election campaigns were keph on

specific accounts and that funds spent came frosethccounts:

= The reports on election campaigns must be subniittede Court of Audit two months before the
specific accounts are closed (the Election Campafgn). The organisers must report on all collected
and used funds for election campaign. Neverthelesorganisers can use the specific accounts two
months after the reports are submitted to the @budxtdit.

= The reports on accounts of election campaigns &arare limited to the period of 6 months befioee
day of voting.

The Court of Audit reported on those weaknesstrgetdlational Assembly and proposed the amendménts o
the Election Campaigns Act. Furthermore, the Cotiudit believes that the obligatory auditing dif a
organisers of election campaigns is not economieudld be more appropriate to audit only thosewisgrs
whose candidates reached more than 10 per cevitesfof all voters, which gives them the righpaftial
refundation of their costs from the budget.
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Results of the Post-audit Procedure

The post-audit procedure, which is a part of thataarocess, includes the monitoring of audit intpamnd
the implementation of audit recommendations. That-padit procedure starts after the audit is cotegle
in the form of a proposal to take legal actionharbasis that a legal offence has been commitieditding of
the follow-up is necessary for improving businegsration of the public funds users, for planninmife
audits, for assessments of Court's efficiency diedtereness and for promotion of best practice [jdst-
audit procedure also includes reports on the raimadiions taken with regard to the disclosedulagiies and
inefficiencieqresponse report). The Court of Audit presentdéheand to submit the response report in the canclus
of the audit report, if there are irregularitieefficiencies disclosed and the auditee doeadaptt remedies. Seventeen
audit reports (or 27 per cent of all reports) idsne2003 included a demand to submit a respopsetrd he
Court of Audit received, in total, 22 response repdested their credibility and assessed thevaialee of
the remedial measures referred to the disclosedularities and inefficiencies. In three casethat of
Audit expressed its doubt in the credibility oftbeponse report, therefore the President uspdskibility prescribed by
paragraph 4 of Article 29 of the new Court of Addit; i.e. to test the credibility of the resporegaort by implementing
an audit. For the implementation of those threttssthe Court used 40 auditor-days or on averaded glitor-days per
audit. The time form issuing decree on audit imgletation to issuing audit reports lasted on avegdge
calendar-days.
In assessing the credibility of the response refioet Court of Audit found out that:
= Governmental office for informatics did not present the correct data related to thgutarities referred to
the public procurement.
=  Kodeje Home for the Blderly did not present the correct data related to tlegutarities referred to the
allocation of pensions to the elderly.
= Health Centre I1zola did not present the correct data on bonuses fode§ulabour, managing tasks,
nursing in the response report.

The Court of Audit assessed that in the above thsassponse reports were not credible; theréfmsued
themotions for prosecution

The results of the tests and the assessmenteseatpd in the post-audit reports. In 2003 thet GbAudit issued 19
post-audit reports. In all cases but three, thet Gbudit assessed the presented remedial meas satisfactory.

Figure 9 shows the percentage of demands to sabregiponse report and the percentage of postrapditts
that were issued with the assessment of adoptedistmeasures.

Figure 9: The percentage of demands to submitp@mas report and the percentage of post-audittszpor
that were issued

Demands to submit the response report Assessment of the remedial mesures

27% 79%

Satisfactory

Violation of operational
efficiency
73% 16% Severe violation of
5% operational efficiency
The auditees reported on the correction measustiagdo 77 different imegularities re

presented in the response reports. Most of thectior measures related to the improvements obgmeht policies
and costs of work (33,8 per cents) and of pultticyserment procedures and strengthening of intesntibl systems
(15,6 per cents). Other correction measures déathe irregularities relating to investmentsjiess operations of the
Tax Administration, managing expenditures, allngatiibsidies and other state aids.
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The Court of Audit assessed the correction measanesn-satisfactory at the following auditees:

Tax Adminidration of the Republic of Sovenia — Clearance of unsuccessful bookkeeping entriesnaias
implemented in such a way to keep the trace. Itagasssed that the measures presented in thesgespon
report shall not increase the efficiency of cleaganf the unsuccessful entries. Apart from thatebponse
report did not show how the Tax Administration lsnping to balance its records with the recordbi®f
Administration for public payments, since its cahiookkeeping records (except for VAT) is notter-
date, eventhough that is the basis for the balgnéhe Tax Administration did not present the itbeta
plan with all activities, responsible people antetlimits for procedures. Therefore it was notrdteav the
balancing of the taxes between the tax bookkeeptwds and the data of the payment transfersishall
implemented by the end of 2003. It was assessejbitiag data from different records would not add
completeness and timeliness of the tax admin@tratiust by following the data recorded the Tax
Administration cannot reduce the insufficiency aethys. The Tax Administration did not provide dor
satisfactory remedy of a disclosed irregularitgrdfore the user of public fundsverdy violated the
requirement for operational efficiency (paragraph 5 of Article 29 of the Court of Auditth
Minigtry of external affairs — the Ministry did not adopt a rules on public pr@enent referred to the
embassies as defined in the Act on External Affdite Act entered into force in June 2001, the
Minister in August 2002 appointed working group public procurement. Nevertheless the response
report states that the preparation of the rulggutitic procurement is a priority task. The insircto
order goods and services and presenting that imdrehly financial reports is not an excuse for not
issuing the rules.

The Ministry of External Affairs was demanded tovitle the response report also in the case of eludit
the implementation of the financial plan for 20Qdo irregularities in the business operation;ine
public procurement, use of funds, irregular paysehtbonuses and reimbursements. The correction
measures presented in the response report wessesses unsatisfactory in the post-audit reporesi
the Ministry did not:
- correct the unfairly paid bonusesialerly duty,
- adopt appropriate measures to provide iateontrols systems to operate and assure correct
business operations in public procurememiaying salaries and bonuses, in using budgetadgsf

- refund the incorrectly accounted and paiclises to pay,

- but it reimbursed costs for protcaats to its employees.

In the review of remedial measures in 20@33burt of Audit found out:

- that the Ministry did not improve the internal cofg system in public procurement process and did
not unify the processes of public procurement, ibirhproved the internal controls system for
reviewing documentation which is delivered to tharficial service,

- that the Ministry in internal act defined reimbumesnt of costs for protocol suits, eventhough there
was no legal basis for it,

- that the Ministry did not reimburke bverpaid costs to the employees.

The Ministry of External Affairén its response report did not provide for a satisfy remedy of a disclosed
irregularity,thereforethe user of public funds violated the requirerfegrdperational efficiency (paragraph 5
of Article 29 of the Court of Audit Act)
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Governmental Office for Informatics did not settle the overpaid bonus to the trainde dudit of the
credibility of the response report referred to tuerent and capital expenditure found out that the
statements, concerning the public procurement @fllsmalue items, in the response report are not
credible. The assertion of the Office that the jpytiocurement of small value items were in lingéhe
internal rules was not true. The Court of Auditieexed the remedial measures referred to the pay and
other bonuses allocated to the employees. It founthat they were not satisfactory.

The Governmental Office for Informatizsthe response report did not provide for a astefy remedy of a
disclosed irregularity (referred to the pay arfteobonuses allocated to the employees) and iidehihe
response report which was not credible (referrdtigaurrent and capital investment), thereforaisbe
of public funds severely violated the requiremanbperational efficiency (paragraph 5 of Artie$eof the Court of
Audit Act and paragraph 2 of Article 37 of the RwéProcedure).



= KocejeHomefor the Elderly did not provide an authorisation for allocatiortta# pensions to the account
of the Home, but 72 pensioners had their pensitosated to that account in April 2003. It was fdun
out that the Home allocated pocket money to twesipasrs in the wrong amount, due to incorrectly
accounted difference between the pension and $ite aiocare. Apart from that the Home did not allec
pocket money at all to 26 pensioners, eventhoughstaccounted for and the money was paid from the
Home's treasury. On the basis of that it was faoutdthat the statement on implemented correction
measure was not correct, therefore the responed reps assessed as not credible. The review of the
remedial measures referred to irregularities irchmsing goods and services showed that they were no
satisfactory. It is necessary to set up internarots on the area of purchases, if the interrtalaad rules
are to be respected in future.

The Home for the Elderly provided a response repbith was not credible in the part referred to the
remedial measures of the irregularities (i.e. afioo of pensions to the account of the Home). The
Kocevje Home for the Elderlgeverely violated the requirement for operatioifielescy (Article 37 of

the Rules of procedure of the Court of Audit).

The Court of Audit notified the National Assembly ihie cases of severe violation of operationatieffcy

in the case of Governmental Office for Informatiosl K@&evje Home for the Elderly. After receiving such a
notification the National Assembly must adopt aisies on measures to be undertaken (Article 2hef t
Court of Audit). The Court of Audit issued a calt the dismissal of the officers responsible anideted it

to the relevant authorities; in the case of Govemtai Office for Informatics to the Government bé t
Republic of Slovenia and in the case of Home ferElderly to the Council of the public institutiofhe
director of the Home was dismissed in 2003. That@duhudit informed the public on the measuresmefd

to the auditess in a special press release.

The introduction of the post-audit procedure hazraved the efficiency of the state audit. Sincepthielic

funds users started addressing irregularities raeftidiencies sooner and introduced activities iyaim the

area of internal controls. In that way they adhistauditors in disclosing possible irregulariaesl prevent
the irregularities occurring in future.

In assessing the correcting measures of disclosgdlarities and inefficiencies, the Court of Awglicounters many
problems since it is a relatively new procedure. dtiditors lack experience in assessing the amrectivities, as well
as the auditees who have to report on them. Thteemufdice difficulties in selecting the appropriaimedial activities
relating to disclosed irregularities and inefficies which have to be included in the responsetsefdsually the
auditees introduce the correction measures amal forocedure but not on the operational level.afpeopriate and
satisfactory measures are achieved if the reasomsdularities and inefficiencies are analy$ée. correction measures
should be based on the results of the analys2808ihe Court of Audit assessed that three pdistrgports were not
credible, that shows that the auditees did noidaarike preparation of them as an important task.

Proposalsfor Commencement of Proceedings against Violationsviotibns for
Prosecution

In 2003 the Court of Audit filed two proposals fae tommencement of proceedings against violatimhfled seven
motions for prosecution due to disclosed iredpaisiri

Violations

The Court of Audit filed the proposals to the Misganour Judge due to the following disclosed laetgs:

= |rregularities in collecting and using funds whemgjamising election campaigns (Article 18 of the
Elections Campaign Act),

* Irregularities in defining pay (Article 22 of thecon Payment System in public institutions, dhaidies
and local communities).

The Misdemeanour Judge did not adopt any decistating to the above proposals, neither did agloptdecision
relating to the proposals filed in 2002
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Legal Offences

The Court of Audit fileglat the Ministry of Interior, seven notices dususpicions of

= forgery or destruction of the official documentpk@r official papeiin three cases (one subordinate
body of the ministry, two public institutions),

= giving away official secrecy,

= abuse of the official position or authoritytwo public institutions.

The authorised public prosecutor rejected oneetéses, for one case it introduced the invesiigafihe
Ministry of internal affairs did not inform the Cawf Audit on its decisions referred to the aboventioned
notices.

Quality Control over the Implementation of Audits

| nternal control

In 2003 the Court of Audit continued with the procesupf quality assurance that were successfully
introduced at the end of 2001. The Supreme Stati#aks, Deputy Presidents and the President oCtuet
with the assistance of the advisors and legal cemmplemented the internal control over the quaiit
auditing.

The internal control is implemented in the follog/iays:

= with continuous reviews of each activity in theiaprocess. Those reviews include examining the
appropriateness and correctness of detailed dadi pnd draft audit reports, proposed audit re o
final audit reports;

= with monitoring of the implementation of the Ann&abgramme through regular monthly reports. Those
reports describe the status of the undertakersapdipose other activities if the audit is notlenmented
in accordance with the plan.

In 2003 there were no spot examinations carriegtbat is the review of an audit as a whole oras@lof the
audit process, if a problem occurs during the auagiementation or if there is a doubt about tragtgof audit results.
The Court of Audit each year carries out an afidit inancial statements. The audit is undertéiyean auditor of the
Court of Audit who is appointed as an internaltaudly the President. The internal auditor camigisits tasks in
line with the Annual programme.

External control

The control over the ability of the Court of Auditimplement the activities of a supreme auditturntsbn is
carried out by the European Commission. The Europgammission each year carefully reviews
preparations for accession to the EU in the ardmanficial control. The representatives of the Cagaion
visited the Court of Audit twice in 2003; they beeaacquainted with the work and the developmetiteof
Court. The Regular report for 2003 of the Eurog@ammission presented the assessment that the netw Co
of Audit Act assured appropriate functioning of gtate audit, but it is necessary to complete thit a
manual as soon as possible. The Commission ediintaeSlovenia needs to ensure appropriate fumofio
the external audit

Eventhough paragraph 2 of Article 31 of the Co@iadit Act defines that the financial statementshe
Court of Audit shall be audited by an auditing camyg selected by the National Assembly upon theqzal
of its working body responsible for budgetary atigeopublic finance control, the financial statetaesi the
Court of Audit were not audited in 2003.
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Providing Audit Reports to the National Assembly

In all developed democratic countries Parliamentsider Supreme Audit Institutions important. Namely
the Supreme Audit Institutions communicate relidbfermation to the Parliaments on the use of publi
funds and on the implementation of the adopted kega. In the Republic of Slovenia the co-operati
between the National Assembly and the Court of tAadiefined in the Court of Audit Act. In line Wwithe
Act the Court of Audit submits all audit reportste National Assembly which is therefore ableveraew
the control over the use of public funds that isied out by the Court of Audit. If the Court ofudit
estimates that the auditee did not provide fotisfaetory remedy of a disclosed irregularity amefficiency,

if the requirement for operational efficiency hagi seriously violated, the Court of Audit shallifgdhe
National Assembly. The working body of the NatioAakembly responsible for budgetary and other publi
finance control shall adopt, after a discussiowi@h a representative of the user of public fumass also
been invited, within the scope of its powers, asit®t on measures to be taken in respect of theuser
violation of the responsibility for operationalieincy. The authorised working body is the Comimis$or
Budgetary and Other Public Finance Control. Thésttets of the Commission help to improve the bussine
operations of the users of public funds.

In 2003 the Court of Audit issued 65 audit repditee Commission for Budgetary and Other PublicriéaaControl
discussed seven audit reports and also 9 audisreyttich were issued in 2002. The audit reporishwiere discussed
by the Commission in 2003 are presented in Table 11

Table 11: The audit reports which were discusséiaddgommission for Budgetary and Other Publiciéia&ontrol
in 2003

No. of the  Date ofthe Audit report

meeting meeting
19 14.11.02 Audit report on business operation of the PubllityuElektro — Slovenia in period from
2.7.03 1998 to 2001

18 7.11.02  Audit report on financial statements and on impletat®n of the budget of the Republic of

20 12.2.03 Slovenia for 2001

21 12.3.03

22 18.3.03  Audit report on financial statements@n regularity of business operation of the Healt
Insurance Institute for 2001

23 15.4.03 Audit report on State election committee, refetcetthe use of funds allocated to the
implementation of the elections for the Nationasésbly in 2000
Audit report on business operation of Postojnaitdpality for 2001
Audit report on business operation of Kranj Mypedity for 2001
Audit report on business operation of Velika Pal&funicipality for 2000 and 2001
Audit report on business operation of Dobrovalhd®dGradec Municipality for 2000 and
2001
Audit report on the programme of closing the MeEiaae from 1996

24 15.5.03  Audit report on regularity of business operatidhefTax Administration of the Republic of Slovenia

28 9.9.03 2001 and on performance of the business operai@®p to 2001

27 4.7.03 Audit report on the credibility of theponse report of the Government Office for Inétics

29 21.11.03 Audit report on financial statemeanis on implementation of the budget of the Repulflic
Slovenia for2002

4. 19.9.03  Auditreport on financial statements and regulefityusiness operation of thedéwje Home for the
Elderly for 2001
Audit report on financial statements and regulafityusiness operation of the Lukavci Centre ir9,199
2000 and 2001

Audit report on financial statements and regularfitiusiness operation of the Home for the Aged
Danica Vogrinec, Maribor in 2001

30 10.10.03  Audit report on financial statemants regularity of business operation of the Comh@mapany
Trebnje for 1999, 2000 and 2001

Out of all audit reports issued in 2003 the CobiAudit in three cases assessed that the seraation of the
responsibility for operational efficiency occurrsihce the budget user did not provide for a aettisfy remedy of a
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disclosed irregularity and inefficiency. All thiegeses were discussed by the Commission for BuglgathOther Public
Finance Control and adopted the following decisions

Kocevje Home for the Elderly — the Commission discussed the issues and askeddbet user and the
Government (the founder of the Home for the Eldedyadopt measures for the prevention of further
illegal business operation or serious violationhef responsibility for operational efficiency in days.
The Commission also asked the Ministry of labcamily and social affairs to prepare a report on the
control over the operations of the homes for tHer}. It also asked the Bank of Slovenia to revileev
regularity of the implementation of payment orderthe pensioners at the Post Slovenia and Po&t Ban
Slovenia.

Government Office for Informatics - the Commission asked the Government to prepareothparative
review of the organisations of the governmentatedf for informatics in European countries (Finjand
Ireland, Netherlands, Austria) and to pay spediahtion to the issues of internal and externalices.

It also demanded that the Office for the Preventibthe Corruption undertakes analysis of contracts
made between the Office for Informatics and serpiiders in order to assess the possibilities of
corruption. The Commission proposed to the Tax iddination to carry out inspections at the service
providers, those inspections should be referréitetocncome tax and to the unnecessary costs.

Tax Adminigtration of the Republic of Sovenia - the Commission adopted the decision that thedutyni

of finance finds out the number of cases and arsafrteturned tax and interest rates (on the lodsis
Article 95 of the Act on tax procedure) when ttax Pdministration returned over paid taxes in 2000,
2001 and 2002. The special attention should besghlan bigger and medium sized tax payers or
economic companies and should report on the fisdidgart from that it should present to the
Commission the project of integrated tax informatystem and should report on the document of the
Tax Administration from 2000 »Integrated tax infation system — development programme,
September 2000«. The Minister of finance shouldeve the design and operation of the internal
controls at the Tax Administration in line with tReblic Finance Act and report on it. The Ministfy
interior should review tax procedures referrechtodffsets of receivables and liabilities, speaificthe
returns of over paid tax. The review should includaterial returns for 2000, 2001 and 2002, the
Ministry of interior should report thereof to ther@mission.

In the discussions of the Commission the represezgaof the Court of Audit are present, but oftezy must
defend the findings and opinions which are pregédntéhe audit reports eventhough they cannotdubpect
of a dispute (as in the Court of Audit Act). Sommgts it looks like the audit reports are questianahht the
Court of Audit did not correctly and completely lsa the actual circumstances and did not issugaopi
which is based on reasonable judgement.
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Consulting the Users of Public Funds

One of the important tasks, beside disclosing apdrtieg, of the Court of Audit is to consult theetss of
public funds on regularity and performance of besénoperations. The Court of Audit implements the
consulting function on the basis of its findingsi\ael from audits and on professional expertisesgtting

is related mainly to the assessments on the ragwaad efficiency of the use of public funds.

In line with the Rules of Procedure the Court ofidprovides consulting in three levels. The Merabtire
Supreme State Auditors can provide advice to thesu public funds on public finance issues, éf dalvice

is based on previous audits. Nevertheless theypamande their own professional opinion about public
finance issues with an explanation that the Cdutudit did not define the opinion and that it ist ®inding

for the Court of Audit. An opinion about public éince issues can be made by the Senate, if the @ourt
Audit has not yet adopted a decision on that is$ire. opinion of the Senate is binding for the tawsliof the
Court of Audit when implementing audits.

The Court of Audit can advise to the auditees dutie audit implementation, i.e. during field warid at
clearance meetings, to which the auditees aredsiter the draft audit report is issued. At tearance
meeting the auditee's representatives and theedgree upon the findings referred to the pediaoa or
regularity of business operation as presentectidriit audit report.

Consulting is not explaining or assessing alreadhjighed audit reports, unless for the purposssiehtific,
professional, research and pedagogic work. Conguli important because it can have an impact en th

improvement of public funds use in future

In 2003 the members and supreme state auditotseofourt of Audit provided advice to the public

funds users on:

= payments related to costs of work (basic salamuses, performance bonus), reimbursement of costs
(business trips, ...), anniversary bonus, holidayubpovertime work,

= reimbursement of costs referred to the electiorpaggns and financing political parties,

= paying different state aids,

» procedures of public procurement in case of commurigastructure and procedures of public
procurement for small value items,

= business operations of municipalities (supervisoards, making contracts, ...),

» other issues (recording financial and accountirgyai@ntation in electronic version, content of thlesr
on internal audit, implementation of internal audjt

The Senate issued opinions on the following thudgigfinance issues:
* implementation of investments in municipal infrasture,

= allocation and use of income surplus in publidtinsbns,

= bonuses for judges.

36



Developmental Initiative of the Court of Audit

Twinning Project

In 2003 a new Twinning project was launched at thart®f Audit. The Project involved the cooperatidgn
the Court of Audit and distinguished audit inskiing of the United Kingdom, Denmark, Spain andAtdit
Commission of the United Kingdom. The Project cstesi of four components whighie referred to four
areas in order to strengthen the Slovene Courtudft Aesults based budgeting, auditing of municipalities
transfers from the EU budget and detecting fraadcarruption. The outcomes of the project are:

Results Based BudgetAudits

Within this component the Court of Audit co-opedatéth the representatives of the National Audficefof

the United Kingdom and prepared several workshdpshahelped to develop the capacity of the Court to
address the concept of the results based budgeguidteline on results based budget audits isutteme of
the clear concept and adaptation to the natior@lrostances. In developing the guideline the iatemal
methodology and national existing arrangements wansidered. Those regulations require from thectir
and indirect budget users to report on achieveettibps and results.

Auditing business operations of municipalities

An important development on the area of local comties audits was in the preparation of the strateg
plan, which proposed different audit approaches kgigjard to the size of the municipality and agsksdsks.
The strategic plan anticipated increase in the eurob audits implemented per year with the avalabl
resources. The strategic plan was tested by agpitht which helped to develop audit tools. Thosgstcan
be used in order to implement the audit in lese taimd of high quality. The preliminary resultshaf pilot
project show that the thorough transformation efréporting system on the area of the local selegonent

is needed. In future it will be necessary to dgvelainified system of collecting and analysing dataall
municipalities each year. A special attention sthdel put on the development of internal contraisesy that
needs improvement.

Auditing trandfers fromthe EU budget

The budget of the EU shall represent an importaritgf funds used for programmes and projectsen th

Member States. This component of the Project wasséml on the development of the audit approachhwhic

shall address the following issues:

= to review the readiness of the users on the aragricltural policy, structural and developmefiiads
and social policy,

= to audit key programmes and projects in orderdoraghat the EU funds shall be properly used.

The Court of Audit, in co-operation with the NatibrAudit Office of Denmark, reviewed the area and
addressed the associated risks. The importantusimel of it was to respect the rules defined byEhke
otherwise the funds cannot be obtained from thé&diget. Therefore the audit guidelines were deeelo
which shall be useful for designing audit prograrmmegerred to auditing transfers from the EU budget
implementing the activities the representativethefbudget users were involved. The close alliavithén

the area is needed also in the future.

Detecting Fraud and Corruption

Possible occurrence of fraud and corruption casecthe reduction in allocation of public funds. areas
are especially tangible to fraud and corruptiorretfoge the Twinning Project addressed those argas b
developing audit tools which will help the audittesmplement audits efficiently. In co-operatioithwthe
representatives of the Supreme Audit InstitutionSphin the experts of the Court of Audit developed
guidelines on the role of the auditors in the figtpinst fraud and corruption in the following area

= public procurement,

= state aids (grants, subsidies, other transfers),

= collection of tax.
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The Twinning Project was completed in February 20w completion of the Project marked an end of a
chapter in the development of Court's capacitied,ittintroduced a new period when the above mesdio
tools shall be integrated in the audit procesteShuditing is constantly faced with new challeragesrisks,

it will be necessary to develop other tools whishllsaddress those risks and challenges.

Audit Manual

The Audit manual is one of the key bases for thdementation of audits. Therefore the development of
such manual on one hand demands precision ancupdrfess and on the other hand needs to follow the
latest achievements in auditing. The Manual ofGbart of Audit, which was completed in 2003, ingad
detailed instructions for the implementation of tfiections presented in the audit guidelines. Gdwrt of
Audit achieved its endeavour: high quality anchioélly of the audits. In order to constantly imyeothe audit
quality, the Court of Audit will up-date and furth@evelop the manual which must reflect the conteany
audit practice.

The Audit manual is not only the collection of nmtblogical solutions, but also a tool for managemén
organisational aspects of audit implementation.

In the development of the Audit manual the auditpss was examined and the following was highlihte
= Consistent and sound phases in the audit process

» Harmonised implementation of activities on all lsve

= Timely implementation of dependent activities

Consigent phasesin the audit process
The audit process must be designed in such a wanable the activities to be implemented in the
predetermined order.

Harmonised implementation of activitieson all levels
The length of each activity is defined on the bakitime needed for the implementation of an abgite of
audit report, complexity of an audit, availableorgses, type and scope of risks.

Timely implementation of dependent activities

All activities in the audit process must lead te fiteparation of the outputs, which are precisiEntified.
Only well defined outputs of each activity can deahe implementation of dependent activities ia th
following phases. The manual promotes the starsdiol of audit process for regularity audits at@ourt
of Audit.

The experts of the Court of Audit shall developlgabat shall enable the implementation of the abov
mentioned objectives. In that process the Coullidit shall invest its developmental endeavour.

Guidelines

Within the Twinning Project the following draft gelthes were developed: one guideline on resultscbas
budget, two guidelines on auditing transfers frbm EU budget, and several guidelines on deteatiugl f
and corruption.

The basic principle of th&uiddine on auditing of the results based budget is that the designing of
programmes and the scope of their budgets is gliisked to the desired objectives and resultschviaire
identified already in the phase of the budget e herefore the budget users need to prepafimémeial
plans which are based on planned objectives arettgresults and are not the consequence oftitease

in the budgetary funds. The guideline shows thatyeludget user must design system which can ngeasur
the impacts of changes, i.e. in the values of akpers per planned objective.

In future the Court of Audit shall face the problefrtonstructing the system in co-operation withbadget
users.

38



Guiddines on auditing transfers allocated from the EU budget are referred to tharea of structural funds and
the EGAF. Both guidelines point out the necesdituralerstanding the operation of the internal cisitr
system, therefore the Court of Audit should devedaph audit approach, which can contribute to the
operation of the existing systems. In the developrokthe guidelines the Court of Audit used titotving
direction: the Court of Audit should contributetib@ appropriateness of the system which is to tepsby

the bodies responsible for the implementation@fitlocess related to the managing of the EU funds.

Besides the general guideline on detecting fraddcarruption there were other guidelines desigibdse
guidelines refer to the areas where risks are caonsinon:

= Public procurement,

» State aids (grants, subsidies and other transfers),

= Tax collection (assessing, accounting, controlcatidction).

Guiddine on detecting fraud and corruption in public procurement

The guideline is structured in such a way to camditke natural flow of public procurement procesmfthe
beginning to the end. In each phase it focusebefattors that indicate risk. The purpose of thidedine is
to point out the circumstances that could inditlageexistence of fraud and corruption. The pastiityl of
the guideline is in examples which support the ouslogical approach. The auditor should resporttig¢o
guideline by assuring quality of audit evidence @specting procedures on communication aboutiysdi

Guiddine on detecting fraud and corruption of the allocation of State aids

The guideline presents the system of allocatinig stils. The guideline is linked with the guidediren
auditing transfers allocated from the EU budgee Kéy conclusion is that the auditor needs to stated
the system of allocation of state aids and thenateontrols structures. Furthermore, any dewdtiom the
internal controls procedures can be understoochasdication of a risk for fraud and corruption.€Th
guideline also presents aspects of performancesifidss operation related to the review of achigtlie
objectives of state aids. The performance auditsi€aing objectives) can be an effective mechari@m
identifying risks of fraud and corruption.

Guiddine on detecting fraud and corruption in the tax collection system

The guideline consists of four parts. The first pariudes the problem of detecting fraud and gation in
the tax collection system as implemented by theAdministration. The second and the third partgmean
example of auditing of the Tax Administration ahd Tax Office by the Spanish Court of Audit. Thertb
part includes general methodological approach ditiag of the Tax Administration, the Spanish eigrere
and the existing national legislation and descringdit approach to auditing of the Tax Administratin
Slovenia. The fourth part is a complete presemtatigplanning the audit of the Tax Administratidntioe
Republic of Slovenia. It pays special attentionthie risk factors of possible occurrence of fraud an
corruption. Within the project another audit apploaas presented; i.e. audit approach of the NAMeof
United Kingdom. The area of tax collection is vayymamic, therefore the quality of auditing depenalthe
knowledge of the auditee's business operatiorthatis not limited only on the tax administratidherefore
the guideline shall be amended in future on this ledgxperience of the NAO of the United Kingdom.

| ntranet

In 2003 the Court of Audit set up system toolslierihtranet of the Court of Audit. The Intranet wasned
Klek on the basis of the pool carried out at tharGCaf Audit.

The purpose of the Intranet is to improve and sfynpbmmunication and availability of the data and
information. The search function enables the engglsyof the Court to quickly find the data from aaga
base of the Court of Audit.

The framework of Intranet includes information aesls from the area of law, international co-opemadf the

Count, of personnel department and library. Thilitaus shall be able to access documents thattoefer audit
or a project. Each department has its own pagbefnore each employee can design his own pagghén
function of Klek is »discussion« with the purpaseébate specific problems that occur during aggliti
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The content of the Intranet can be amended, shrealaily use can show the weaknesses and possible
improvements.
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Training and Employment

Attending Seminars

In 2003 the employees attended various seminatgis where they improved their skills. Ten auslitended
training which were organised abroad (i.e. 8, tgatrof all training in 2003). About one thirdaoiitors of the Court of
Audit were involved in training to obtain the tiestate auditor. Therefore other types of tranivere for 9 per
cent less than in the previous year.

There were seven employees at the Court of Audithati contracts for training to obtain a highesigyef education or
an academic title.

Training for State Auditor Titles

The most intensive training, which was carried dutha Court of Audit in 2003, was the training for
obtaining state auditor titles. The legal basigtierimplementation of the training is the CourfAafiit Act;
Article 22 defines that the Court of Audit issuestificates for state auditor and certified statditar. The
preparations for the implementation of the trairstagted already in 2002, when the President dCthet of
Audit adopted the Rules on issuing certificatessfate auditor and certified state auditor. TheeRdefine
conditions for obtaining auditor titles, for un@édihg examinations and issuing certificates.

The Training programme includes the syllabus aachtimber of lectures per subject. The Programme was
developed on the basis of the consideration thditoasi need general, specific, technical and maishge
skills. Some of those skills refer to state auditond to state internal auditors and auditorsefter the part

of the programme is similar to the one for obtajnihe titles of auditor and certified auditor whiafe
awarded by the Slovene Institute of Auditors. Alsobases for this part of the training are theystoaterials
prepared by the Slovene Institute of Auditors.

The collective part of the training for the statelitor title includes subjects which promote speakills
necessary for the implementation of external awditk. The study materials comprise legislation and
materials prepared by lecturers. The specific gfaitie training programme includes the subjectuslitang
that is focused on the audit work of the Court abli Study material is represented by the Mantiéhe
Court of Audit.

In February 2003 the common part of the trainingstate auditor title began. That part of the ingjrwas
carried out on the basis of the programme of tbeeBke Institute of Auditors. It included four sudtfein the
total of 56 hours of lectures: accounting, audimmercial and tax law, quantitative methods. Thene 29
auditors of the Court of Audit who participatedtlre training. The auditors, in the period of founmnths,
attended the lectures, passed exams and implenaeritsias their regular work tasks.

In September 2003 the collective part of the tngjrfor the state auditor title began. It includedjscts
which are very important for the state auditor&rafion and organisation of the public adminisirgtpublic
accounting, public finance. The lecturers had malaexperience what was helpful for the auditon®\are
constantly faced with problems occurring in pulsictor. The auditors, in the period from Septentdber
December 2003, participated at 61 hours of lectanelspassed exams from the above mentioned subjects
The training for state auditor title shall continadlarch 2004.

Employment

The personnel plan for 2003 envisaged the total rumbll3 employees at the end of 2003. The actual
outcome was: 92 per cents of the planned amourtteAteginning of 2003 there were 106 employetgeat
end of the year there were 103 employees, i.2 [par cents less. The number of employees in reamay

and in support was reduced, the number of auditoreased. Those changes show that personnel frolicy
2003 was orientated towards productivity (see Tab)e
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Table 12: Composition of staff by function

The number of employees on

The number of employees on

Area of work 31.12. 2002 31.12.2003
Management

= Member 3 3

= Supreme State Auditor 6 4

= Secretary of the Court 1 1
Total 10 8
Auditing

= Advisers 6 9

= Deputy Supreme State Auditor 0 0

= Assistant to Supreme State Auditor 20 21
= Principal Auditor 16 12
= Senior Auditor 25 28
Total 67 70
Support

= Secretary 11 10
= Other employees 18 16
Total 29 26
TOTAL 106 104

In 2003 there were 5 candidates who signed an gmplat contract at the Court of Audit and seven
employees who terminated their working relationgtvip of them had a contract for limited periodiofe).

In 2003 the stuff turnover represented 6,3 pescéiie stabilisation which started in the previgesr
continued. The stuff turnover represented 9 pés cetine years before 2002.

In 2003 the employment policy of the Court of Awdits oriented towards employing new audit staif. |
June the Court of Audit published five vacant wapkts on the area of auditing: one principal atidto

senior auditorsgand one trainee for auditor. The public invitatieas successful, since five new employees
were accepted. Because the new Act on Public Sereatered into force, the procedure on employment
slowed down. By the end of the year only one aecepandidate started working, the other four g

contracts in April 2004. Compared to 2002, the remd§ employees by function did not change much in

2003 (see Table 12).

The educational qualifications of the staff at@wurt of Audit did not change much in 2003 if congobto

the previous year (see Table 13).

Table 13: Composition of staff at the Court of Al educational qualifications

The level of education or an

No. of employees on

No. of employees on

academic title 31.12. 2002 31.12. 2003
Ph.D. 3 3

M.A. 10 9
University degree 75 76
Higher education 4 3
Secondary education 13 12
Vocational education 1 1
Total 106 104

Oncea Yyear there is the review of performance carmgdroorder to assess the quality of undertakek. wo
In accordance with the resullts of the review, employees were promoted, i.e. 8,6 perafait employees.
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| nternational Co-operation

Co-operation with Other Institutions

In 2003 the co-operation with other institutionsceeaded in line with the past developments: the tGiur
Audit strengthened its co-operation with severgbr&me Audit Institutions and the European Court of
Auditors. In that way the Court of Audit reachexlabjective that was set up on the area of thenattenal
co-operation.

The most extending co-operation in 2003 was estaddli with the European Court of Auditors. The Eanp
Court of Auditors organised several seminars amkbiwops, furthermore it invited auditors of the SélLuxembourg
in order to present the operations of that augtitition. One auditor of the Court of Audit vidithe ECA.

Each year there is a meeting of the PresidentsedEtiropean SAls where they discuss the future s
co-operation in working groups. This year the mgetivas held in Prague and it was organised by the
European Court of Auditors. The President and teeuly President attended the meeting. Before that
meeting took place there was a meeting of repraday of the SAls in Luxembourg, where they agthed
further steps and drafted resolutions. The Advistine President for international relations pgudited at the
meeting.

The European Court of Auditors together with th&A each year organises professional seminars for
Candidate Countries. The purpose of such semisais update and unify activities of the Supreme
Audit Institutions in the acceding countries. Ofisuch seminars which was held in Turkey focused on
the preparation of the audit manuals. The Secomdipd resident attended the seminar

The Court of Audit in co-operation with the Europ&zourt of Auditors and SIGMA organised the worksho
on audit sampling in Ljubljana. The programme idelticontemporary practice on the area of audit lszgmp
and types of sampling in different supreme audiitintions. The lecturers were experts from thénblénds,
Ireland, the European Court of Auditors and thetédhKingdom. There were 39 participants from the
Supreme Audit Institutions of Bulgaria, Cyprus, ZRepublic, Estonia, Lithuania, Latvia, Croatiangary,
Malta, Poland, Romania, Slovakia, Slovenia, Austnid France.

Representatives of SIGA and 'EA Group work

Slovenia was one of the countries that presentethéthod of sampling which is used at the Couftuofit.
The representative of SIGMA assessed that Sloveud Bas a well developed sampling methodology.

The representatives of the European Court of Atgditoa member and three auditors — participatésiaat
working visits in Ljubljana.

In Krakow (Poland) there was a meeting of the Blezts of the Candidate Countries and the reprdisesta
of the European Court of Auditors. The Presidenthef Court of Audit also attended the meeting and
presented a paper.
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The Court of Audit in co-operation with thustrian Rechnungshehrried out extensive parallel audit of
motorway construction. Therefore there were sevasefing meetings held in Austria and Slovenia.

The Court of Audit and the Hungarian Supreme Almgiitution carried out the joint audit on thealy line
construction. The auditors of both SAls met sewviaras in working meetings in Hungary and in Slaaen
After the completion of the audit, in April, theeBidents of the SAls signed the joint audit reparthe
construction of the railway line Murska Sobota Jaliwé. Furthermore, one member of the Hungarian
Institute of Audit arrived to Ljubljana on a oneydsudy tour.

Cyprus is one of the countries that has a very deleloped auditing of public procurement. Therstoe
Court of Audit organised the seminar on audit dflisyprocurement which was managed by the Audic®ff
of Cyprus. At the same time the Supreme State #wolitthe SAI Cyprus officially visited the Slove@eurt
of Audit. In April a tree-member delegation of theurt of Audit visited the SAI Cyprus.

The SAl of Norway developed its IT programme PROSH a support for auditing, which was presented to
the President of the Court of Audit and two of Advisors. The programme was translated into Engiigh
was presented to the Court of Audit in Ljubljan&eve an official meeting of the Auditor General &l
delegation was held.

Bl

Presidents of the SAls of Norway and Slovenia (Briv Representatives of the SAls of Norway and
Eidem and dr. Antafic) Slovenia

The largest project which was launched in 2003th@J winning Project. The Project was carried nwiad-
operation with the Supreme Audit Institutions oé tinited Kingdom, Denmark, Spain and the Audit
Commission of the United Kingdom.

The Court of Audit has developed good relationsgliip the National Audit Office of the United Kingap

the Pre-Accession Advisor from the NAO of the UWhikingdom has been managing the Twinning Project
for the third year and in that way assisting ther€dpart from that one auditor from the CourtAafdit
participated in a three-week training which wasoiged by the NAO.

The co-operation with the NAO of Denmark was stilegiged in 2003, i.e. the NAO is involved in the
implementation of the Twinning Project. The auditiboom the NAO presented their experience on ke aif
auditing transfers from the EU budget. The Advtsahe second deputy president and Assistant tce8p
State Auditor undertook a study visit to Denmardtirermore the President of the Court of Audit brsd
Advisor visited the NAO of Denmark.

The Spanish Court of Audit was also one of the rimigp partners therefore several activities werd frel
Slovenia. The auditors from Spain presented thxpierence referred to detecting fraud and corropfiovo
auditors of the Slovene Court went on a study tas&pain.

The Court of Audit of the Republic of Slovenia sythened its co-operation with the SAI of Bulgaiie:
May the President, Advisor to the president andingreme State Auditor visited the SAI of Bulgaiig;
October the President of the SAl Bulgaria visite&hia.
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Delegation of the SAI of Bulgaria Presidenthaf 5AI of Bulgaria, dr. Nikolov

The Slovak Supreme Audit Institution celebrateaitisiversary, therefore it prepared a meeting wiviab
attended by the President and his Deputy. Thederasof the Court of Audit was a spokesman at the
meeting.

The Court of Audit of Germany renewed the workhaf VAT group. Their purpose is to organise init@in
the fight against fraud on the area of VAT. The tingewas attended by the Advisor to President who
prepared a report on the work implemented by thet@b Audit.

The delegation of the European Commission and SlGivtived to two visits in Slovenia to assess the
preparations before the accession and prepargddtpess report.

Other Forms of International Co-operation

Among international gatherings organised by therat®mnal audit organisations — INTOSAI, EUROSAI —
there were also meetings of the International Bosuditors for NATO. The IBA included in its mémags
also the future members of NATO. The Advisor toRnesident attended two meetings in the Brusshés. T
purpose of the meetings was to inform the SAls &ibeir roles and responsibilities as memberseofiiA.

The International Organisation of Supreme Audittitmgons (INTOSAI) each year organises several
seminars in order to inform the countries aboutdtest methods and guides of state auditing. NA©BAI
developmental initiative (IDI) organised a workshmpfinancial audit in Cyprus. From the Court ofditu
three auditors and Advisor to the Deputy Presid#ahded the workshop. The Advisor was also ortleeof
lecturers. In Wien there was a seminar on the ablthe SAls in auditing use of funds on the area of
education. One auditor from the Court, who attengexbented the findings of the audits referratdbarea.

The Court of Audit is a member of the Permanentdogthe INTOSAI for IT. The working meeting which
was held in Norway was attended by the AdvisohéoRresident who undertook the role of the leafireo
sub-group for risk analysis in the projects of edses.

In June the Second Deputy President participated INTOSAI meeting of the working group on
privatisation audits which was in Prague. The Depugsident presented the privatisation auditéoveBia.

The EUROSAI organised a seminar about auditingitatspn regional level. The seminar was held ierRu
in France. One auditor from the Court participatedJune there was a seminar on auditing healéa car
services organised by EUROSAI in Denmark. Two auslifrom the Slovene Court participated in the
seminar.

In Rome there was a meeting of EUROSAI Governingréiowhich dealt with the future activities of
EUROSAI members. The meeting was attended by #sdent and the Second Deputy President of the. Cour
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The working meeting of the EUROSAI working groupl®rwas attended by the Advisor of the President of
the Court of Audit. He prepared a paper and wasinaiad as a member of the narrow working group:
together with the auditors from the Spanish CouAulit they were assigned to prepare a manuaketin
assessment, in autumn they had a working meetiBgam.

The area of fraud and corruption was discussedadiumes in 2003: the Advisor to the Second Deputy
President attended the seminar on fraud and meanagry in Prague. It was focused on the role ohtiust
institutions in efficient detecting those irregitlas. Two representatives of the Court of Auditoperated
with the GRECO, who reviewed the capacities of 8t@evene administration in detecting fraud and
corruption.

The European Commission organised a meeting oéfitesentatives of the SAls which was attendetidy t
Advisor of the President of the Court of Audit. eT$ubjects of the meeting were: risk managemethiein
audit institution and key challenges of the inteanlit.

In May there was a meeting of the Vysegrad Groupziech Republic. Slovenia who was representedeoy th
President and the First Deputy President of thet@béudit was the guest of honour.
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Appendix 1

Audit Activities

Each audit report and post-audit report is a refaltidit activities, which follow each other in@gcribed
order.

Outline planning

The first step of the audit process is the outlimditgolanning. The purpose of the outline planngp get
appropriate professional base for the selecticsudits which shall be included in the Annual progrze.
When preparing audit proposals and adopting theuédlnorogramme, the Court of Audit must consider its
legal engagements, audit priorities and guidebebtrategic plan of the Court of Audit. In thegh of the
outline planning there are two important documergated:

Figure 10: Outline planning results in two docuraent

Annual programme
Outline audit plan of the Court of Audit

The adopted annual programme is the base for thiertieg of the detailed audit planning. Before the
commencement of each audit, there is a very demzptiiase of detailed planning. In order to comlete
process effectively, the auditors must gather gpjae data from the auditees. The users of pdinfids
(auditees) must therefore, submit all relevant dwms, i.e. bookkeeping records, data and other
documentation. The auditors carry out other ingatiins which are necessary for planning.

Auditors want to establish simulative working eomiment with the auditee, since the end resultrishie
auditee and auditor the same, namely to manage ubtis efficiently and with responsibility. On tife
means for creating the working environment is aistine provision on delivery of data in 8 days raftes
demand is received by the auditee. Namely, thearutiiust precisely define the data needed, museagr
with the auditee on the date of delivery of thedmithe implementation of the demand.

After the auditors receive the data, they revievettivr the submitted data correspond to the demhbiuth w
was delivered to the auditee. It is important tesst that the auditors usually demand differergsygd data
from the auditee during the audit. The auditee meister the data with due care. The auditors extpatthe
auditee shall fulfil the demands and shall co-dpelaut this should not be abused.

If the responsible persons of the auditee do naipesate with the auditors, the Court of Audit cae the
prescribed sanctions or can decide not to iss@idih opinion, what can be a reason for dischargfrtge
responsible person.

After the demand to submit data is prepared, thineplanning is completed and the phase of @etail
planning is commenced.

Figure 11: The final document in outline planning

Demand to submit data
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Detailed planning

During the detailed audit planning the auditor immats several activities prescribed by internationa
standards of auditing, mainly the INTOSAI and thtetnational auditing standards. While designirgy th
detailed audit plan the auditors consider auditdajiies and audit manuals, which represent the
operationalisation of the standards and are exarmplgood practice at the supreme audit institatitmthe
phase of the detailed planning the auditors anaisks for irregularities occurring in the busineggrations

of the auditee; and errors in the financial statémeThe risk analysis is undertaken by using rdiffe
methods, mainly by preliminary analytical procegurgderstanding the business operations and titi®ico
environment of the auditee and understanding tbeuating process. In the process of the detaikeohpig

the criteria for assessment of the found irregidarand errors are defined on the basis of theriality. The
materiality includes gquantitative and qualitatigpect; therefore the auditors must define all efatbpects in
order to be able to assess the irregularities moseOn the basis of the undertaken risk analgsiswuditors
identify appropriate auditing strategy. The auditdecide whether to rely on the internal contrélshe
auditee or whether to test the regularity of tha dad in which scope. Apart from the audit scopeatditors
define the subject of the tests for each specifiditaobjective, which must be documented in audit
programmes. The detailed audit planning is conmgbleyepreparation of the detailed audit plan, wimalst
contain all the above. The holder of the detailleehrpng is the Supreme State Auditor, who preptres
guides on the implementation. The assistants toSiygreme State Auditors are responsible for the
implementation of the detailed audit plan. They aganteams of auditors; the sizes of teams depetitton
audit scope, available time, difficulty of the sedtj Each team member must implement activitiesiwéie
defined in advance by the assistant to the Sup&tate Auditor. The assistant to the Supreme Stadiak

is responsible for the preparation of the drafitkt audit plan. The approved detailed audit {[@dhe base
for the commencement of auditing which starts syirgy the decree on audit implementation.

The detailed audit planning leads to the findinggtvmust be documented in the detailed audit plan.

Figure 12: Documents in the detailed audit planning

The list of found risks byj The list of found risks The list of found risks Defined materiality
using that appear in business that occure in For irregularities
preliminary analytical process and auditee accounting process
organization
procedures
I ) _ Audit programmes for
Classification of Detailed audit each segment and define:
Risks and strategy for plan approach to testing

each audit objective

In the planning phase the auditors use on avefagerents of the available audit time which @& pkd for
the audit implementation.

Gathering Audit Evidence

During the field work the auditors implement whasystanned and documented in the detailed audit iblan
the auditors find out that the controls are refiabiley can be more efficient by reducing the sabbeir
work (scope of testing). That audit approach isiptes if the management of the auditee designédesft
system of internal controls. If the auditors find that the controls are not reliable, they muspare the plan

for testing and identify an auditing strategy. eAfthe controls are tested, the auditors havenizition on
weaknesses of the controls and can suggest toutliteea how to improve the controls or remedy the
weaknesses. The field work continues by testing iabrder to collect sufficient, reliable and agprate
audit evidence considering the set audit objectiVée audit evidence must be documented as working
papers which support the audit findings presemtatia audit report. The auditors must assess ridedjs

and define audit opinion.
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Figure 13: Documents in the phase of field work

Documented
Audit findings and
designed audit opinion

Decision on control
reliance

The auditors use on average 50 per cents of th&aldgaaudit time which is planned for the audit
implementation.

Reporting

The process of audit reporting is commenced alrigatiye phase of collecting audit evidence, sincadly
in that phase the audit evidence must be systaihatiecorded in the working papers. On the basaudit
findings, which are supported by the sufficientprapriate and reliable audit evidence, the audiagar
prepares draft audit report. The draft audit repatudes the audit findings and an opinion on ress
operation of the auditee.

Figure 14: A document and activities of the fiegiorting phase
Draft audit report

and invitation to the
Clearance meeting

Objections to the audit findings

Written statement in the draft audit report

_that they are at the clearnace meeting
without objections

The Draft audit report is sent to the auditee tuggetvith the invitation to the clearance meeting.the
clearance meeting the auditee can object to thefenaihgs which are presented in the Draft auejgort or
can additionally explain the audit findings.

If the auditee objects to the audit findings, ththarised Supreme State Auditor reviews them aselsass
the sufficiency, appropriateness and reliabilityhef evidence which support the auditee’s objestion

If the Supreme State Auditor during the procesasskssment finds out that the objection is judtitiee
finding in question is excluded from the text wiies Proposed audit report is designed.

After the assessment of the objections to the &indihgs, the Supreme State Auditor prepares tbpd3ed
audit report.

The users of public funds and their responsibleplpecan file an objection to the audit findingstie
Proposed audit report.

The audit finding is disputable if an auditee srésponsible person files an objection to it. $&eate of the
Court of Audit reviews the disputable audit findinghe Senate can either exclude the finding frematdit
report or can decide to keep the disputable finidiige audit report, unchanged or altered.
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Figure 15: The document and activities in the seceporting phase

Proposed audit report

The auditee Objections against the
Does not object to the Proposed audit report
Proposed audit report

The Senate decides to exclude the disputable fndiitg from the audit report only if the objectiof the
auditee or its responsible person is argumentezlobjection to the audit finding is considered avgnted if
the Senate decides that there are sufficient, ppat® and reliable audit evidence submitted.

If the disputable audit finding is discussed at$aate, their judgement is expressed in the emitt as a
resolution. If there is no disputable audit finditfte issued proposed audit report becomes thefdraties
final audit report of the Court of Audit. The firaldit report is issued after the editorial review.

If the auditee submits the objection to the Progi@selit report, the Court of Audit delivers to thelitee the
audit report and the answer to the objection. dixgected that the auditee thoroughly reviews tisever to

the objection. Only in that way the auditee will &lgle to appropriately react to the possible desand
implement remedial measures.

Figure 16: The documents and activities of thd fihase of reporting
Review of the answer to th

Audit report objection against audit finding
and audit report

In the reporting phase the auditors use on av@@ger cents of the available audit time whicHasiped for
the audit implementation.

Post-audit procedure

If the audit report presents irregularities andfitiehcies and there is no evidence that they Hmmen

remedied during the audit procedure, the auditedeimanded to submit the response report with the
prescribed content and form.

Figure 17: The documents and activities after ttukt aeport is issued

The demand to submit
the response report

Following up the remedial
measures referred to
found irregularities and
delivery of the response report
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In eight days after the response report is receitle®l authorised Supreme State Auditor prepares the
assessment of the credibility of the response teploe assessment is approved by the Deputy Pneside
submitted to the Auditor General. The authorisgat&ue State Auditor must review the following:

= Whether the auditee adopted the remedial measurat ifregularities, inefficiencies,

»  Whether all remedial measures are documented,

»  Whether the statements on remedial measures tfaitru

The Auditor General on the basis of the assessvhém credibility of the response report decidbestiver to
introduce the audit of the response report or not.

The audit of the response report is conductedaséime manner as other audits, it includes colteofi the
sufficient, appropriate and reliable audit evidefarethe evaluation of the appropriateness of @meedial
measures, which were adopted by the auditee. Towesgw of reporting in the post audit procedure is
completed by issuing the post-audit report.

The key elements of the post-audit reports are

» The assessment if the adopted remedial measurestiafactory,

= To express an opinion on the remedial measures

* The resolution whether there is violation or sevigation of operational efficiency.

The report is issued to the audited user of pdblids. If the auditee did not adopt appropriateediad
measures, the call for undertaking action is issoidde authorised body. The authorised body et by
the Auditor General, because it can act againsigke of public funds who committed violations evesre
violations of the operational efficiency. The bagtlyould discharge the responsible person of the afiser
public funds.

Figure 18: The final document and activities indhdit process

\ Following up remedial
measures for all found

irregularities and
delivery of the response repor

The demand to submit
the response report

Review of the credibility

of the remedial measures

In the post-audit procedure the auditors use orageelO per cents of the available audit time wisch
planned for the audit implementation.
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Appendix 2

Use of the monetary unit sampling

The auditors choose the appropriate type of setettansactions for testing, which may includetaths,
selected items or may use audit sampling. WhenIsagnihe auditors need to address the followisges:
how many items to test, which items to select ahdtwonclusions can be drawn. Sampling can ber eithe
statistical or non-statistical. The difference texwthem is that the sample in statistical samysisglected
randomly and the results are assessed on theobtsesprobability. The risk of error is precisdbfined. The
non-statistical sampling assessments are not sagpay the theory, therefore extrapolation caneatdzd.

First of all the population must be defined. Thpyation is composed of many elements which argsisb

to testing. The definition of the population is wémportant. When planning, the known informatiam o
population must be used. In that way the sample iglamproved. On the basis of that information the
stratification of the population to the sub-popalais made.

In the audit of the state operations the samples sedected on the basis of the data on expersiftureach
ministry, which were divided into strata: pay artlden expenditures for employees, other expendiamds
current and capital transfers. When the populadidefined, the sample can be identified. In e&eltusn the
payments are selected independently.

The size of the sample is influenced by the méitgriate and detect risk. The materiality rate Pé€guals
the percentage of the value of the audit subjeitthwiias defined (in the state budget audit itéspglrcentage
of expenditure).

The detect risk is one of the elements of the aistit The Court of Audit allows the audit risklie 5 per
cents. The accepted detect risk is defined ondbes lof accepted audit risk and the found coniskland
inherent risk, which are defined on the basisrafifigs obtained when reviewing business operatibtise
auditee, on the basis of the assessment of int@ngibls system and its operation.

The audit of the business operations of the staseimplemented by monetary unit sampling. It imtistical
sampling method. Each monetary unit has the sassiiity to be selected. The sampling item isefae
not the transaction but monetary unit. When moyeitait is selected it is not audited individuallyttas a
part of the transaction. This method allows eamfstiction to be selected according to the sizeftine the
higher value transactions are more likely to appeaisample.

The number of items in the sample is defined:
n = X* Az / (materiality — expected error)

X is the population value, #he level of confidence in detecting. The valug¢hie denominator is hamed
planned precision. The expected error is assegsaaditors. The average sampling interval (ASened
in the following way:

ASI=X/n,

X'is the value of each stratum. All payments alibeeASI are excluded from the population and ad#eul
separately, the rest of them are included in thvgka

Each payment from the sample is audited, by danifpe auditors find possible irregularities. Thkmtive
error of each payment is called tainting. The fotamts are extrapolated to the stratum.

The auditors calculate the most probable sumegjutarities as a product of average sampling itend the
sum of tainting; the upper limit for the sum oégularities is the sum of most likely error andwutprecision;
the lower limit for sum of irregularities is thdfdrence between the most likely error and additiprecision.
The sums of the irregularities are turned into léwels of irregularities (expressed in percents) are
considered when designing audit opinions. If theeagrror limit is below the materiality rate, thasitive
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opinion is expressed. If the lower error limit is above thateriality rate, theegative opinion is expressed. If
the upper error limit is just above the materiaiitie, the lower error limit just below the matisiaate, the
opinion with reservationsis expressed.

53



