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Dear Reader

It is with greaf pleasure that | present you the repart on our instifution’s professional ac-
tivities and operation in 2017 in a new, updated format that makes our report even more
transparent and reader-friendly than before.

In keeping with our traditions, | would like to give an insight into the declared endeavours of
the State Audit Office of Hungary in consideration of the focal activities and performance of
the organisation, while also providing an overview of its future perspectives. Our approach
remains the same: SAQ audits are activities focused on past events; however, the evalua-
tion of the auditing experience is future-oriented:; it lays the foundation for the decisions
prompted by the audit processes. In light of the 2018 parliamentary elections and the for-
mation of the new National Assembly, the operational framework and mandate of the SAOQ,
the performance-hased presentation of its mission and the societal ufilisation of its annual
work were given special significance in this year's report.

The State Audit Office of Hungary, as the supreme financial and economic audit organi-
safion of the National Assembly, is a key independent institution of the democratic state
organisation. Its mission is to promate the transparency of public finances through value
creating audits performed on a solid professional basis, thereby confributing to the oper-
afion of the well-managed state. In line with its legal status and mission, it is perhaps one
of the most important duties of the SAO to harness ifs expertise in order to support the
legislative activity of the National Assembly. | believe, it is important fo emphasise that the
State Audit Office of Hungary is an office, not an authority or a court. It does not sanction or
regulate, nor does it make decisions in legal matters or conduct investigations. However, in
case of irregularities or suspected crime, it notifies the competent authority or files charges.
In its publicly available reports, the SAQ formulates findings and recommendations.

As a cornerstone of its independence, the State Audit Office of Hungary develops its own
audit policy and methods. The SAQ follows the infernational standards and recommenda-
tions in establishing and applying its professional audit rules, and takes info consideration
the constitutional and statutory requirements applicable fo the operation of the State Audit
Office of Hungary and the Strategy and mission of the SAQ, as well as its internal operation-
al rules. The SAD, therefare, performs its wark in compliance with Hungarian regulations but
alsa in consideration of the international environment.

The SAO performs its work based on a semi-annual audit plan and systematic analysis.
This systematic technology enables the SAQ to comply with its statutory obligations and,
af the same time, fo identify focal points based on the results of risk assessment - some of
which have been fargeted on the same areas for years. Anather essential part of the work
relies on risk assessment and evaluation results. It is intended to enable users - i.e. society,
legislation - to put into focus systemic, typifiable, recurring problems and hence, facilitate
the operation of the well-managed state. The completed, synthesising evaluations sum up
years of audit and analysis experience, with which the organisation explicitly intends to
support the work of the National Assembly and the Fiscal Council.

By way of its audits and the consequent recommendations, and by way of the evaluation
of the action plans compiled by the audited organisations in response to the recommenda-
tions, the SAQ primarily supports the regular and transparent use of public funds and public
property. At the same fime, our audit work also seeks to encourage the effective, efficient
and economic utilisation of public funds.

The SAQ’s audit activity has been dynamically broadening in recent years. Legislative acts
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and National Assembly resolutions constitute an ever-expanding framework around its op-
erafing areas. The trend presented in each annual report is, to a great extent, the product
of the SAQ’s explorations, findings and advisory work. Already included in the 2016 repor,
textboxes entitled the “SAQ’s proposals” also appear in the 2017 publication. They are in-
tended to draw aftention to systemic problems and change requests and to convey our
comments fo the legislator.

Besides our primary auditing function, our advisory and opinion-forming function is also in-
creasingly coming to the foreground. This function is infended to improve the transparency
and effectiveness of the use of public funds by way of the SAQ’s analyses, studies, opinions
and wide-ranging knowledge sharing activity, and to contribute to the more efficient op-
eration of public finance areas and institutional systems praviding public services. In this
context, the SAQ’s analyses concerned several areas in 2017, including the graduate career
tracking system, the Hungarian research/development and innovation system, municipality
waste management companies and city museums with county rights. The SAQ supported
the work of the Fiscal Council with numerous fiscal and macroeconomic analyses, while sev-
eral analyses were prepared under the Integrity Project - an initiative dedicated to mapping
corruption risks with a focus on corruption prevention.

As the law provides ample leeway with respect to our advisory activity, the SAO has devel-
oped its own model for the support of good governance. As part of this activity, strengthen-
ing the integrity and enhancing the management of general government arganisations, as
well as state and local government-owned companies were priority topics in 2017. With its
advisory activity and the transfer of good practices at various events and via publications,
the SAQ focuses on the prevention of problems with a view to minimising societal costs.

In the course of its audit work and analyses, the SAQ placed special emphasis on factors that
have a negative effect on Hungary's competitiveness, such as the internal cantrol issues of
the institutional systems, corruption risks and the potential lack of transparency, while also
taking info account the positive changes, such as the beneficial effect of the reduction of
the debt-to-GDP ratio and the improvement in the fiscal balance. The strict legal regulations
on SAQ audits provided a sufficient basis for eliminating the lack of consequences in audits.
The growing number of fallow-up audits also facilitate the elimination of deficiencies.

In recent years, the National Assembly has passed numerous resolutions entrusting the
State Audit Office of Hungary with specific tasks that have determined the SAQ’s goals and
their implementation to a great extent. This includes, for example, taking preventive action
against corruption by disseminating the culture of infegrity bath in the Hungarian public
sector and on a glabal scale. In 2017, we continued to enhance our Integrity Project: we
involved new institutions in our surveys, and shared our methods and results at the inter-
national level; consequently, they are now being utilised by other SAls in several foreign
countries. The maintenance period of integrity surveys is over; the results have been sum-
marised and numeraus utilisation areas have been identified.

Also on the basis of a Parliamentary resolution, we committed ourselves fo the enhance-
ment of public sector management. Laying the foundations of public finance leadership
training and commencing the fraining in practice are important tools in this endeavour. In
the interest of public finance education, in 2017 the SAO launched a leadership training pro-
gramme for museum directars, and in 2018 it will include other areas and institution groups
of public finance in its ethical public finance leadership programme. In its audits, the SAO
evaluated the perfarmance of public sector leaders according to a complex criteria system.
Mareover, we enabled numeraus SAO auditars o obtain their degrees under the further
training programme launched in conjunction with the University of Miskolc in 2016 for the
purpose of training public service performance analysts.

In accordance with the National Assembly’s resolution, in 2017 we continued to play an ac-
tive role in initiatives aimed at increasing the financial (public finance) awareness of the
Hungarian population, and contfributed to the formulation of a national strategy for the
enhancement of financial literacy, which was adopted in 2017. Once again in 2017, we el-
evated financial-economic (public finance) topics to a scientific level by cultivating Public
Finance Quarterly, our public finance periodical looking back on more than half a century.
With the approval of our 2016 report, in June 2017 the National Assembly requested the

State Audit Office of Hungary fo continue pursuing our activities aimed at the methodologi-
cal revision of the audit system of public finances, and fo continue contributing to the meth-
odological development of auditing entities performing audits in the system of the general
government through our audit findings and analysis-based experience. | believe that the
General Assembly’s resolutions and requests can also be viewed as a form of recognition of
the work performed by our institution.

The quantification of our 2017 results reveals that the 2017 performance of the State Audit
Office of Hungary was remarkable in terms of the number of reports published: 251 reports
were drawn up on the audits completed in relation to 874 audited entities. Based on this
volume of wark, the SAQ issued 1,546 recommendations and sent 102 warning letters fo
audited entities. Based on the recommendations issued, the SAO commented on 560 action
plans prepared by the audited entities, thereby supporting the best possible utilisation of
the recommendations. By completing such audits, the State Audit Office of Hungary fulfilled
ifs statutory obligation.

In addition to enhancing the audit process, improving efficiency in operating the organisa-
tion is another central issue for the State Audit Office of Hungary. I am convinced that only
high-quality work and tight controls can create value with results that can be utilised. Con-
sequently, quality-controlled operations are assigned a high priority both in the operation
of the organisation and in the audit pracess.

The State Audit Office of Hungary's unchanged objective is to make the management of
public assets, the operation of public services and the economic management of public
funds more transparent, straightforward and effective. Simultaneously, the SAQ places its
own operations in the framework of the same transparency: its audit plan is publicly avail-
able, and the operation and processes of the organisation are continuously communicated.
High quality, controlled, back-tested and transparent work is also a pledge for the adequate
efficiency of the capacities that also provides an opportunity for the improvement of per-
formance.

| believe that the activity and reputation of the State Audit Office of Hungary guarantee that
the efforts fo establish arder in public finances are successful. It is my conviction that it is
not only the objective that matters but also the road to achieving it: the tasks performed
transparently and in high-quality provide a basis for the successful accomplishment of the
objectives set in the SAQ's mission and, since faresight makes the world mave forward, also
contribute to development.

Laszlo Domokos
President
State Audit Office of Hungary
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Specific events of the
Drevious year

The State Audit Office of Hungary and the University of Miskolc have held a seminar
under the title “Ethical Leadership, Integrity and Performance Management in the
public sector”. The two organisations launched a joint public service analyst training
programme in September 2016. In September 2017, we contributed fo the develop-
ment of ethical public finance management by announcing another course.

The two institutions have launched a training programme for the leaders of public
sector institutions. The good practices seminar enfitled “Ethical Leadership, Integrity
and Performance Management in the public sector” was supplemented by a 50-hour
training module designed primarily for museum directors.

The State Audit Office of Hungary evaluated the specific activities of the executive
officers of state and local-government owned companies and central budgetary insti-
tutions in the framework of management performance evaluations.

With the professional input of the National Bank of Hungary, in 2017 the SAO pub-
lished a book entitled “Management in the Service of Public Good”, intended for the
management of organisations using public funds. The purpose of the book is to share
the latest knowledge on management, organisational science and financial manage-
ment with a focus on organisational integrity, while bearing its public service mission
in mind.

A priority area of the SAOQ's corporate social responsibility is the
enhancement of financial awareness among the Hungarian population, with spe-
cial regard to finances, public finance and the sharing of public dues, and in parallel
with this, fo improving the attitudes towards and forms of behaviour related to (pub-
lic) finances. In 2017, the SAQ contributed fo this goal in various ways, for example,
through its contribution to the formation of a national strategy intended to improve
financial literacy; recruiting voluntary auditors for disseminating financial literacy
under the Ambassadors of Financial Literacy programme; financial literacy survey;
educational videos, presentations.

The State Audit Office of Hungary organised a professional workshap, discussing in-
ternational audit experiences on large investment projects. The two-day event was
attended by SAl experts from five countries, and several Hungarian partner organisa-
tions and ministries also delegated their representatives. The purpose of the knowl-
edge-sharing seminar was to map out the integrity risks associated with large public
investments and to precisely identify controls for the prevention of corruption risks.

Through its praposals and by initiating legislative amendments based on its audit
experiences, the SAO supported the formulation of high-quality legislation aiming fo
improve accountability.

In 2017, the SAQ conducted its seventh annual Infegrity Survey, the purpase of which
is to provide feedback an public sector institutions’ exposure to corruption risks, as
well as the levels of controls that serve to manage corruption risks. Last year a here-
tofore unprecedented number of public institutions - a total of 3,346 - participated
in the survey.

In October 2017, the State Audit Office of Hungary and Corvinus University of
Budapest published a special issue of the journal Public Economy (K6z-gazdasag).
The special issue presented the latest results of Hungarian integrity research.

For the fourth fime in 2017, the SAQ organised its now traditional International An-
ti-corruption Seminar. Attended by 40 representatives delegated by supreme audit
institutions from 25 countries, the topic of the event was “Public Sector Integrity
and Ethical Leadership”. Participants were given insight info the “Hungarian model”
of the fight against corruption, the methodology behind the SAQ’s infegrity survey.
Following the anfi-corruption seminar, the SAO also organised an international integ-
rity workshop for a smaller group of parficipants in order to transfer more in-depth
knowledge. Participants of the warkshop received guidance on the introduction of the
integrity project in their own countries.

It is indicative of the SAQ’s international recognition that, following the 2017 Congress
of the European Organisation of Supreme Audit Institutions (EUROSAI), the SAQ con-
tributed to the implementation of the 2017-2023 strategy of EUROSAI by setting up
and heading two new project teams dedicated to disseminating the culture of integ-
rity and to the utilisation and transparency of the audit work. Besides integrity and
the utilisation of the audit work, the SAO commenced product development work
concerning quality control, publicly owned companies and IT taols for the purposes
of improving the utilisation of the SAQ’s results in organisational development and
professional audit work in the international arena and intensifying knowledge sharing
among supreme audit institutions.

According to the latest, 2017 report of the Open Budget Survey, over the past two years
the SAQ has improved its result further in contributing to the transparency of the bud-
get. The SAQ performs its duties at high standards — even higher than the average
of developed countries — as regards the control exercised over the central budget.

WWW.INTEGRITAS.HU
WWW.PENZUGYISZEMLE.HU

WWW.ASZHIRPORTAL.HU
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Summary of the operation of the SAO

SAO operating
model

The State Audit Office of Hungary, as the supreme financial and economic audit organisation
of the National Assembly, is a key independent institution of the democratic stafe organ-
isation, an active member of the Infernational Organisation of Supreme Audit Institutions.
In line with its legal status and mission, it is one of the most impartant duties of the SAO to
harness ifs expertise in order to support the legislative activity of the National Assembly.
The SAQ has general powers in auditing the responsible financial management of public
funds, state and local government assets. Acting within its functions laid down in the law,
it audits the implementation of the central budget, the management of public finances, the
use of funds from public finances and the management of natfional assets.

The SAQ is required to conduct audits pursuant to resolutions passed by the Natfional As-
sembly, and may commence audits upon the Government’s request. The National Assembly
tightened the requirements pertaining to the management of public funds, which elimi-
nated the lack of consequences in regard to the inadequate use of public funds and public
property. Audited entities are now required to fake action with respect to any deficiencies
detected by the audit. While the SAO Act and other pieces of legislation define mandatory
audits, the SAO is entitled to look into any spending of public funds.

Auditars perform their work based on a pre-defined audit plan approved by the President
and submitted to the National Assembly. In planning its audits, the SAO applies the practice
of rolling planning and always conducts its audits retrospectively, perfaining to a previous
period, based on the criteria of lawfulness, expediency and effectiveness. The SAQ’s audit
activity is performed in accordance with a set of professional rules governed by internation-
al SAl standards.

Pursuant to legal requlations, the SAO supports the compilation of the central budget by
offering opinions and it audits the execution of the budget. On an annual basis, it audits
the exercise of propriefary rights over state property and the resource allocation of the Bu-
dapest Municipality. It retrospectively audits the settlement of campaign fund spending
during the election campaign, and semi-annually audits the financial management of all
parties and party foundations that received budgetary subsidies. The duties of the SAO are
described in more detail in Annex .

In selecting the audit topics, the SAQ considers the inherent risks of the areas to be audited,
as well as the risks identified with respect to the internal control systems of already audited
entities; as a result, it gains more and more information on the risks posed to the general
government and on the risks associated with the use of public funds or public property.
Consequently, it can use the audits as targeted tools, focusing on areas that need them the
most. The summary report on the SAQ’s annual activity also provides the means for drawing
systemic conclusions.

FORMS OF THE SAD'S ACTIVITY:

Reports Information documents

Analyses, studies

Evaluation of action plans

Good practices seminars,

Evaluation of the responses to conferences
warning letters
Self-tests
Follow-up audits

Launch of new audit
modules

Notifying the authorities

The more reqular, effective
and efficient operation of
audited enfities

Supporting the work of
the FC

Informing the NA

Informing the professional
community, focusing attention
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Audit reports may relate to a specific topic or organisation, or they can be thematic audits.
Thematic audits are conducted on the basis of longer-term, uniform audit programmes that
allow for comparable and holistic evaluation; they are designed to cover the most important
areas of the operation of a large number of business associations performing identical or
similar tasks on a specific area, such as local governments, higher education institutions,
hospitals, museums, non-governmental human service praviders, orchestras or companies
majority-owned by local governments or by the stafe.

Aregular duty of the SAQ is the evaluation of the action plans drawn up by the audited en-
tities. Moreover, the SAQ ascerfains of the execution of the action plans by regular follow-up
audits, and notifies the competent authorities of any infringements detected. When the SAO
detects practices in violation of the law or perceives the risk of improper or wasteful use of
assets, it notifies the audited entity thereof in a separate warning letter.

The SAO’s mission is to promote the transparency of public finances through value creating
audits performed on a solid professional basis, thereby contributing to the operation of the
well-managed state. The SAQ’s added value to the order of public finances and the quality
control and development thereof mainly manifests itself in the fact that as an independent
institution, it provides an objective view of the systemic processes affecting the general
government and national assets and, relying on its wide-ranging experience, it is capable of
facilitating the improvement of the effectiveness and expediency of the system. As part of
its activity performed in support of the well-managed state, strengthening the infegrity and
enhancing the management of general government organisations, as well as state and local
government-owned companies are priority fopics.

Itis also a strategic goal of the SAQ to perform its duties efficiently, by setting up an optimal
organisation structure and efficiently distributing the resources available, setting an exam-

ple of unwasteful work performance as a guardian of public funds.
Besides its primary audit activity, the SAQ’s advisory and opinion-forming function has in-
creasingly come fo the foreground. Alongside the audits, this function is primarily intended
to improve the transparency and effectiveness of the use of public funds by way of the
SAQ’s analyses, studies and opinions and to contribute to the more efficient operation of
public finance areas and the institutional systems providing public services. Taking action
against corruption, disseminating the culture of integrity and mapping the corruption risks
of the public sector are parts of the SAQ’s mission and, as a socially responsible instifution,
it joined in the efforts aimed at improving financial literacy.

Presentafion of the SAQ’s
focus areas

Exploiting ifs remaining capacities beyond its statutory mandate and the audits performed
with legally required frequency, the SAO focused its activities on the following areas in 2017.

RELATIONSHIP BETWEEN THE ENTITIES AFFECTED BY THE SAQ'S AUDITS AND ANALYSES AND
THE AUDIT AND ANALYSIS IMPACT AREAS ILLUSTRATED BY EXAMPLES OF THE SAQ’S OUTPUT
PRODUCTS

Central sub-system Local government Organisations
of the general

sub-system of the outside of the

overnment eneral government eneral government o
g g d g g Organisations affect- Subsidiced
- : - - ed by the audits - :
Organisations affected by the audits Organisation  Organisation ... .. o el e uan d anal- Audit State-owned Central budgefary | Local governments organisations oufside
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q Conferences,
Internal control system Themathc e Management of o . ° ‘ o
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DISTRIBUTION OF SAQ REPORTS BY AUDIT IMPACT AREAS, 2015-2017 (NUMBER OF REPORTS) The focus areas were identified based on previous years’ experiences and the duties pre-

scribed by the SAQ Act, in consideration of current risks posed to public finances.

The SAQ’s goal is to reach additional, heretofore unaudited areas where risks can be identi-
017 197 57 539 fied. Another goal is fo exponentially assist the utilisation of its work through holistic audits
and analyses and by defining medium-term audit directions. These goals are being served
by the audits conducted in new areas as specified in the SAQ’s 2017 audit plans, such as

2016 audits concerning the institutional system of child protection and child catering, the chim-
z 2 2 22 ney sweep public service, ragweed cantrol, air quality, energy efficiency of public build-
2015 ings, the Hungarian Energy and Public Utility Regulatory Authority (MEKH), EU assistance
for research/development and innovation, the NTCAs information technology systems,
101 197 7 209 foundations, public foundations, student unions, institutions operated by national minarity | o A
. . . . L n the electronic version, clicking on the link
self-governments and public libraries. Similarly, the SAO applied new audit criteria in au- will display changes in the number of SAQ
difing regional water utility companies. In 2017, the SAO extended its audits to previously reports across the years by audited enfity
B INTERNAL CONTROL SYSTEM unaudited, large projects as well. In addition, it conducted audits on already audited top-
ics at new organisations, for example, non-governmental human service providers, public
MANAGEMENT OF STATE PROPERTY bodies and stafe and local government-owned business associations. In the context of the
latter, healthcare service providers and orchestras were put info focus. Some of the audits
I ACCOUNTING RULES conducted in these new areas are carried over fo 2018.
[ FINANCIAL POSITION, FINANCIAL MANAGEMENT
I SUPPORTING THE WELL-MANAGED STATE, ECONOMIC COMPETITIVENESS
AN OVERVIEW OF THE COMPONENTS AND FEATURES OF FOCUS AREAS DISTRIBUTION OF SAQ REPORTS BY AUDITED ENTITIES, 2015-2017 (NUMBER OF REPORTS)
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1. Utilisation

N ADJS N legislation

1.1SUPPORTING THE NATIONAL ASSEMBLY

— The highest level of the utilisation of the SAQ’s constitutional duty set out in the Fundamen-

tal Law is the support provided to legislative work, which is carried out by the organisation
e either directly as specifically defined by the law, or in indirect ways and forms established
| within the constitutional framework. The SAO wishes to support high-guality legislation

serving the interests of Hungarian citizens by any means and methods afforded by the
legislative framework.
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OUR
PERFORMANCE
IN NUMBERS WITH

RESPECT TO SUPPORTING
THE WORK OF THE NA-
TIONAL ASSEMBLY
IN 2017

references to SAQ
as a percentage of
parliamentary
session days

days in attendance
at committee
meetings

reports to the
NA

recommendations
for bills

requests for the
amendment of
legislation

comments on draft
bills and other
documents
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The tasks set out specifically in the SAO Act that directly support the work of the National
Assembly are providing an opinion on the bill on the central budget submitted by the Gov-
ernment, auditing the execution of the central budget for the previous year, and informing
the National Assembly on the SAQ’s audit activity, operation and financial management in
the previous year, as well as of the actions taken based on the audit findings.

Supporting the work of the National Assembly is carried out in numerous ways:

- forwarding reports and relevant studies and analyses to the
officials and Members of Parliament;

= supporting committee work by way of SAQ information documents and background
materials
and by providing information on the audit experiences related to the implementation of
pieces of legislation;

» issuing recommendations in relation to the legislative programme based on the relevant
audits;

- submitting proposals for legislative amendments based on the audit experiences;

- submitting the SAQ’s audit plan to the National Assembly;

= ensuring transparency based on the parliamentary relafions
published on the SAQ’s news portal for the whole of saciety.

1.2 LEGISLATION SUPPORT BASED ON AUDIT EXPERIENCES

Beyond providing Parliament with summary reports, the SAQ also provided support for
debates on specific regulatory amendments and initiated legislative amendments in its
own right. Proposals on legislative amendments are especially suitable to ensure that the
diversified and evidence-based experiences of the SAO are utilised at system level in the
risk-laden areas of public finance and public property management.

Legislative programme

During the spring and aufumn sessions of the National Assembly, in keeping with ifs prac-
tice of previous years, in its recommendation issued for the legislative programme the SAO
drew attention to already published reports in relation to specific bills. The spring and au-
tumn legislative programmes included a total of 94 bills, for 35 of which the SAO recom-
mended previously published SAQ reports.

Requests for the amendment of legislation

For the better utilisation of audit experiences, apart from the reports affecting the hills in-
cluded in the legislative programme, in several cases the SAQ informed those respansible
for crafting and putting forward draft legislation if it had relevant audit experiences in the
given regulatory fopic. The SAO confacted the legislators on a fofal of 10 occasians to share
system-level experiences gained during audits on the one hand, and to offer several specif-
ic proposals on legislative amendments on the other.

Specific areas included in the SAQ’s proposals on legislative amendments

CAMPAIGN PUBLIC BODIES
FINANCING REVIEW OF THE AUDIT OF

DISCLOSURE PUBLICLY
AND SUPPLY OF
DATA OF PUBLIC

INTEREST

SYSTEM OF FINAN-
CIAL MANAGEMENT LOCAL
POWERS GOVERNMENT

OWNED
COMPANIES

FINANCIAL MAN- DEBT SETTLEMENT

AGEMENT OF LOCAL
GOVERNMENTS OPERATION AND

FINANCIAL
STATE PROPERTY MANAGEMENT OF

PUBLIC PRO- PARTIES
CUREMENT

Comments on legislation

In 2017, 18 draft hills were sent to the SAQ for comments and comments were requested in
relation fo 7 other documents (methodological guidelines, rules of procedure, programme,
strategy). The SAO commented on the documents received based on its audit experiences.

During the autumn session of Parliament, the act on campaign financing was amended
as a result of the irreqularities detected by the SAQ based on its audit findings. The
new provisions were already in effect during the 2018 parliamentary elections.
For the increased protection of public funds, the new provisions require parties
setting up a party list to repay the budgetary subsidy if the party list of the giv-

en party does not receive at least 1% of the valid votes cast on the party lists.
During the administrative consultation on tax-related legislation with the e
ministry in charge of the preparations for drafting the legislation, the SAD &
observed that, according fo its audit findings (audit of the Demaocratic Com-

munity of Welfare and Freedom [JESZ] and its foundation), there were no ad-

equate rules in the acts on parties and party foundations on the collection of
prohibited contributions. The NGM Decree has put in place legislative guaran-
tees with respect to the collection of prohibited confributions in that it imposes
an obligation fo take action upon the Hungarian State Treasury as an authority.

2. Utilisation on the side of
audited enfities

Utilisation process of the audit work at the audited entities

RECOMMENDATIONS IN THE AUDIT REPORT WARNING LETTER
ACTION PLAN
RESPONSE TO THE ACTION PLAN
ACTIONS TAKEN BY THE AUDITED ENTITY

FOLLOW-UP AUDITS

IMPROVEMENT IN THE ORDER OF PUBLIC FINANCES
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RECOMMENDA-
TIONS, EVALUATIONS

AND WARNING LETTERS
FOR AUDITED ENTITIES
IN 2017

Recommendations

Addressees

Warning letters

Evaluated
action plans

What is a warning letter?

As per the SAQ Act, in order fo
eliminate the practices found fo be
in violation of the law as well as the
improper or wasteful use of assets
identified during the audit, the
President of the State Audit Office
of Hungary may send a reminder
of the findings fo the head of the
audited entity, provided that mare
serious sanctions need nat be
imposed under law. The head of the
entity shall evaluate the contents

of this reminder within 15 days (the
governing body at its next meeting),
take the necessary measure, and
natify the President of the State
Audit Office of Hungary accordingly.

@ SAO professional activities in 2017

2.1. RECOMMENDATIONS AND ACTION PLANS BASED ON
FINDINGS WITH OBLIGATIONS TO TAKE ACTION

It is a requirement of the SAQ that the findings should be based on firm legal grounds and
the conclusions should be well substantiated. To that end, the findings behind the recom-
mendations and the President’s warning letters are reviewed from a legal standpoint. The
State Audit Office of Hungary operates a monitoring system for registering the action plans
received, and thus for the continuous monitoring of the SAQ’s obligation to take action, as
defined in the SAO Act.

Recommendations based on findings with obligations to take action

The head of the audited entity may comment on the audit findings. Comments by the au-
dited entities are evaluated by the supervisory managers assigned fo the individual audits.
Pursuant fo the SAO Act, the SAQ is required fo indicate in its reports any disregarded com-
ments along with the reasons for rejecting the comment.

In addition to the above, composed of independent participants, the SAQ’s multi-level qual-
ity control system ensures that the audit findings are based on objective facts and are cor-
rect both from a professional and from a legal perspective.

In the reports published by the State Audit Office of Hungary in 2017, the SAQ issued a fotal
of 1,546 recommendations for the heads of the audited entities. In regard to the number of
recommendations, it is imporfant fo note that one recommendation is generally supported
by more than one finding; therefare, action may have to be taken in multiple areas based
on a single recommendation.

Action plans and facilitating the implementation thereof

Monitoring the execution of the SAQ’s recommendations contributes to ensuring trans-
parency and accountability in public spending. In order fo ensure the implementation and
utilisation of the recommendations formulated in the SAO reports, the SAQ evaluated the
acceptability of the action plans submitted by the audited enfities. The SAO produced 560
evaluations with respect o the action plans received in 2017 in response to the recommen-
dations.

The SAQ evaluates the implementation of the action plans in the framework of follow-up
audits.

The President of the SAQ sent 102 warning letters to the heads of the audited entities in
relation to the SAQ reports issued in 2017. In the warning letters, the SAO typically instructed
the heads of the audited entities fo take steps in order to eliminate the unlawful practices
detected during the audits.

The warning letters also support the endeavour laid down in Government Decree No.
1660/2015; namely, that the activity of the heads of majority state-owned companies
should be continuously assessed from the aspects of regularity, effecfiveness and econ-
omy, and that the heads of state-owned companies are required to abide by strict ethical
and integrity principles.

2.2. FOLLOW-UP AUDITS

One of the objectives laid down in the SAQ’s strategy is to eliminate the flaws, deficiencies
and irregularities detected in the course of previous audits. To that end, the SAO conducts
regular follow-up audits, which contribute to improving the orderliness of public finances.

The first step in ensuring the desired consequences of the audits and the elimination of the
detected deficiencies was adopting the statutory obligation of preparing an action plan on
the audited entities. Audited enfities must submit to the SAO the action plan compiled by
them for eliminating the deficiencies. The SAQ evaluates the plans and natifies the heads
of the audited entities of the result. The SAQ ascertains of the implementation of the action
planin the context of follow-up audits. Follow-up audits at less frequently audited organisa-

DISTRIBUTION OF AUDIT REPORTS IN 2017 BY AUDITED ENTITY,
HIGHLIGHTING THE NUMBER OF INDEPENDENT FOLLOW-UP AUDITS

AUDIT INSTITUTIONS E
STATE-OWNED BUSINESS ASSOCIATIONS
CENTRAL BUDGET
LOCAL GOVERNMENT SECTOR
ORGANISATIONS OUTSIDE OF THE GENERAL GOVERNMENT
[ ] AUDIT FOLLOW-UP AUDITS

tions are performed on the basis of independent audit programmes. In all other cases, audit
programmes with different focal points also contain criteria for follow-up audits, which help
reduce the burden on mare frequently audited entities.

2.3. CONTRIBUTION TO IMPROVING THE ORDER OF PUBLIC FINANCES BY
LEGAL MEANS

The National Assembly has significantly strengthened the system of the legal consequenc-
es of SAQ audits, which put an end to the era of audits without legal consequences. The
State Audit Office of Hungary has a wide range of instruments af its disposal to impact
auditees with a view to promoting the economic and regular use of public funds. The SAQ
Act provides general autharisation for the SAO to inform any external authority competent
to act in specific cases with respect to irregularities observed during the audit processes.

The SAQ strives to prevent flaws and deficiencies and to support audited entities by exhib-
iting an attitude of cooperation.

This means that the ultimate goal of SAQ audits is not a search for faults or sanctioning, but
facilitating the prevention of the errars, maving public finances in the right direction and
initiating and mainfaining positive changes. Moreaver, the SAD abviously exercises its stat-
utory right, as appropriate, to nudge the participants of the public finance system toward
regular operations.

It should be stressed that the SAQ is not an authority and it does not have powers to conduct
investigations in relation to its audit findings; it is only entitled ta initiate proceedings with
the competent body to enforce legal consequences. If the suspicion of a criminal offence
arises in the course of its audits, the SAQ is required fo communicate the relevant findings
to the competent authority without delay.

After the notification, the owner of the case will be the authority nofified, which decides
on the measures to be taken within its own competence. Cansequently, in consideration
of the interests of investigations and other administrative pracedures, the SAO does not
provide specific information about the status or outcome of the cases. Moreover, since all
SAQ reparts are public and available on its website, based on their findings, any autharity is
entitled fo initiate procedures within its own competence.

The State Audit Office of Hungary keeps a recard of the administrative indications initiated
by the organisation along with the feedback received, with a view to measuring their utilisa-
tion and determining the directions of future development.

Of the 257 administrative and other nofifications sent by the SAQ in 2017, 46 were addressed
to the Prosecutor’s Office, 70 to the Chamber of Auditors, 47 to the public procurement au-
thority, 57 to government offices, 6 to the National Tax and Customs Administration, 11 to

The SAO’s proposal

In our opinion, action should
be taken in order to step

up the efforts fo eliminate

the irreqular and wasteful
management of public funds
and public property and o
reduce the risks thereof. There
may be a need to define - and
clearly communicate at the
government level - expedien-
cy requirements.

NUMBER OF
PROCEEDINGS

INITIATED
IN 2017

Notifications to
the investigating
agency

Notifications to the
Chamber of Hungar-
ian Auditors

Requests ta launch
public procurement
remedy proceedings

Notifications to gov-
ernment agencies

Nofifications to
other authorities
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the Court of Registration, and 20 to other supervisory bodies (e.g. the Hungarian Energy and
Public Utility Regulatory Autharity, the National Authority for Data Protection and Freedom
of Information [NAIH]).

DISTRIBUTION OF ADMINISTRATIVE AND OTHER NOTIFICATIONS
BY AUDITED ENTITY IN 2017 (NUMBER, %)

@ Stfafe/Local government-owned companies
Local governments

@® Institutions of the central subsystem

@ Parties, party foundations

® Public bodies

® Other

The necessity of administrative natifications on the one hand confirmed the justification
of selecting audited organisations on a risk-basis and, on the other, drew attention to the
imporfance of operating the internal control system.

Notification of investigative authorities

In 2017, 34% of the natifications sent to the investigating authorities was related to the au-
dits of business associations, while 22% concerned institutions of the central subsystem,
20% local governments, 13% subsidised partfies and party foundations, and 11% other or-
ganisations. In most cases, the investigative authorities were notified because of suspect-
ed violations of the accounting rules, mismanagement or negligent use of funds and the
forging of official documents. Moreover, in several cases the SAO notified the Prosecutor’s
Office not as an investigating agency but as an organisation promoting the protection of
public interest.

Notification of government agencies

The reason for the nofification of government offices was the fact that the findings of the
auditors could be best remedied by the metfropolitan and county government offices con-
cerned, as they are respansible for the supervision of local governments’ legal compliance
and, by virtue of their supervisory role, they have mare direct and therefore more efficient
tools available than the SAQ. Such irregularities included the lack of Organisational and Op-
erational Rules (OOR) or the lack of an inventary policy, or the deficiencies detected in their
confent.

Based on our indications, government offices called for compliance with the legality re-
quirements in the framework of supervisory procedures in several cases, and on numerous
occasions they provided professional support to the affected local governments to elimi-
nate the flaws and deficiencies detected. Therefare, our indications to the government offic-
es contributed to ensuring the regularity of the operation of local governments.

Notification of the Chamber of Hungarian Auditors

It was perceived as problematic by the SAQ that auditors attached an unqualified opinion to
the annual reports in several cases despite the fact that the SAQ’s audit had detected severe
deficiencies or irregularities in relation to the reports (e.g. major miscalculations, the lack of
stocktaking that would substantiate the chart of accounts and balance sheet items).

Notification of the Public Procurement Arbitration Board

The public procurement remedy proceedings initiated by the SAO have contributed to
fostering the legally compliant execution of public procurements and the transparency of
public spending. The majority of the public procurement-related irreqularities addressed
by the remedy proceedings initiated by the SAO arose during the audits of state and local
government-owned companies as well as foundations and public foundations. In line with
previous years, the most fypical irreqularity was the audited entities’ failure to conduct a

PUBLIC PROCUREMENT ARBITRATION BOARD PROCEEDINGS LAUNCHED IN 2017
BASED ON THE SAQ’S NOTIFICATIONS (NUMBER, %)

V ¢

32%

@ Infringements established

Procedures in progress

® Termination of the procedure

public procurement procedure and, to a lesser degree, the amendment of existing contracts
in violation of the Public Procurement Act.

In most remedy proceedings, the breach of regulations was confirmed and in many in-
stances fines were imposed. The Arbitration Board imposed fines in 25 cases amounting fo
a total of HUF 43.6 million, concerning, for the mast part, state and local government-owned
companies.

Other notifications

The SAQ natified the Court of Registration of irregularities concerning the supervisory
boards of business associations or concerning the disclosure of annual reports and the
amount of sharehalder's equity, and the Hungarian Energy and Public Utility Regulatary
Autharity of irregularities concerning the public service fees applied by water utility com-
panies and district heating suppliers. For the protection of the rights of citizens, the SAQ
sent indications to the National Authority for Data Profection and Freedom of Information
for the non-performance of disclosure obligation. The SAO notified the National Tax and
Customs Administration of irregularities concerning invoicing or faxation issues detected
by the audits or concerning the obligation of filing asset declarations. The purpose of the
SAQ’s natifications related to the duty of the Prosecutor’s Office to protect public inferest is
to ensure that lawful aperation is restored and ensured at nan-governmental arganisations
(in these cases, at parties and party foundations).

DISTRIBUTION OF OTHER NOTIFICATIONS IN 2017 (NUMBER)

NAIH

COURT OF REGISTRATION

PROSECUTOR’S OFFICE - PROTECTION OF PUBLIC INTEREST

vrca

HUNGARIAN COMPETITION AUTHORITY n

MEKH

TREASURY

COURT

What constitutes the SAQ’s coop-
eration
with investigative authorities?

Pursuant to Act XIX of 1998 on
Criminal Praceedings, the court, the
prosecutor and the investigative au-
thority may contact central and local
government agencies, authorities,
public bodies, economic entities,
foundations, public foundations and
assaciafions to request the supply or
transmission of information, dafa or
documents. Not all ongoing criminal
proceedings at the investigative
authorities were initiated by the
SAQ, but even in those cases, the
SAO0 may have documents or audit
information available that could be
of significance in criminal proceed-
ings.
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What is the obligation to
cooperate?

Pursuant fo the SAQ Act, the audited
entity is required to make available
to the State Audit Office of Hungary
(at its request without delay, but no
later than within five working days)
the dafa and documents necessary
for scheduling and conducting the
audit, and to ensure access fo the
premises of the organisation during
on-site inspections.

This obligation - along the obligation
to draw up an action plan - qualifies
as the obligation to cooperate, and
failure to comply with this obligation
may result in legal consequences
under the criminal law.

OUR PERFOR-
MANCE IN NUMBERS

WITH RESPECT TO
COMMUNICATION
IN 2017

s
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News Porfal

the media

Electronic

conferences

News items on the SAQ

News items in

press conferences

Press releases

Traditional press

Cooperation with investigative authorities

In 2017, the SAD responded to 25 official requests from investigative authorities, providing
substantial assistance to the investigative authorities conducting the criminal proceedings
by forwarding to them documents that were at the SAQ’s disposal.

Obligation to cooperate

In 2017, the SAQ filed criminal charges because an audited entity failed fo comply with its

statutory data supply obligation despite multiple notifications and on-site data requests;
moreover, it did not allow the auditors to enter the premises of the organisation.

3. Areas of societal utilisation
- Information supply and
advisory function

3.1. INFORMATION PROVISION AT THE LEVEL OF SOCIETY

Animportant element of the utilisation-oriented operation of the State Audit Office of Hun-
gary is the societal level as, through our reports and analyses, we provide information to
citizens on how their fax forints are being used.

Societal utilisation

The credibility of reports and analyses is supported by the SAQ’s strict quality control
system and the system of professional rules that were formulated in accordance with in-
ternational standards. The media plays an important role in getting the information and
messages across; therefore, the SAO pays special attention to informing media outlets on
a regular basis.

DISTRIBUTION OF SAQ NEWS ITEMS BY MEDIA TYPE IN 2017 (NUMBER, %)

.

® Online interface
Printed press

® BTV media

The news portal of the SAO (www.aszhirportal.hu) gives an insight into the day-to-day work : s
of the institution, bringing a whole new level of transparency to a publicly funded institution The SA0’s proposal:

even by international standards.
The SAQ proposes that, based

on the SAQ’s communication
experiences, the National
Assembly call on (by issuing
a resolution) the institutions
subject to a reporting obliga-
tion toward the Parliament
to improve their social utility

2o [ o0
and transparency, thereby
06 N 1/c strengthening the credible

information supply of the in-

NUMBER OF HUNGARIAN-LANGUAGE ARTICLES ON THE SAO'S NEWS PORTALS

2015 o
s stitutions concerned. Through
2014 the tool of positive communi-
I canon,_’rhe,call may strepgth-
en society’s confidence in the
Government and contribute fo
0 500 1,000 1500 2,000 2,500

implementing the well-man-
aged state.

In 2017, in addition to Hungarian language articles, the SAQ also published 534 articles on
the foreign language pages of the News Portal.

Academic utilisation

Since its foundation, the SAO has paid particular attention to sharing the results of
its audit, advisory and analyst actfivity with the professional/scientific community.
By doing so, it stimulates the analysed financial and economic areas of professional dis-
course.

Public Finance Quarterly, an impact factor public finance journal is published by the State
Audit Office of Hungary in close conjunction with the Public Finance Quarterly Online web-
site.

The purpose of publishing the professional journal is to pravide - in light of the most signifi-
cant financial correlations - an authentic picture of the main features of the operation of the
public sector and the national economy. Another goal is to support future building endeav-
ours, professional debate and the dissemination of financial awareness, and to confribute
to substantiating financial/economic palicy decisions.

In 2017, the Public Finance Quarterly published four issues. The issues focused on
the following fopics:

- The State, as a factor of competitiveness
- Taxas a social policy instrument

« Uncertainty, risk, volatility

« Financial instruments in practice

Another important publication of the year was the special issue of the journal Public Econ-
omy (Koz-gazdasag), published jointly by the State Audit Office of Hungary and Corvinus
University of Budapest (BCE) on 9 October 2017. The special issue presented the latest re-
sults of Hungarian infegrity research, based on the results of the SAQ’s Integrity Survey and
the findings of the Corruption Research Centre of BCE. The special issue was authored by
experts from the scientific workshops of SAQ and BCE.
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3.2. THE SAQ'S ADVISORY ACTIVITY

It is an important mission of the SAQ to leverage its audit expertise to support potfential
audited entities in the context of its advisory activity prescribed by law.

In addition to its analyses, studies and information documents drawn up for the National
Assembly, the SAQ also shares its experiences with the wider professional audience at con-
ferences, seminars, consulfation forums and in trainings.

Knowledge-sharing within the framework of cooperation and consultations

In 2017, the SAO contributed to the transfer of knowledge and experiences accumulated
within the organisation by way of extending cooperafion agreements with other institu-
tions, consultations and participation in joint projects.

STRENGTHENING CONSULTATIONS

Analyses, studies

» development of fraining ma- - GOSN CITNANIIVE WITH THE
THENMI CULTURAL  LEADERS OF MUNICIPAL

terial, fraining courses, contact

On the one hand, producing analyses and studies is the SAQ’s statutory obligation (in rela- .
maintenance

£
{'EMZES

tion to the work of the Fiscal Council); and on the other, it is a key tool in supporting good
governance - a pillar of the SAQ’s advisory activity.

The analyses produced by the SAQ play an important role in the SAQ’s knowledge-sharing
activity. Firstly, they synthesise the SAQ’s audit experiences and secondly, their goal is to
explore the background - and share the deeper correlations - of certain topics in the centre
of public interest, public thinking or, as the case may be, a government measure. The SAO
published 13 analyses in 2017, while the additional analyses prepared during the year are
utilised in the SAQ’s audit and advisory activity.

Knowledge sharing at conferences and seminars
Experts and senior officers of the SAQ shared their experiences and the “good practices”

collected by them at conferences, professional workshops and forums, providing audited
entities with the opportunity to achieve more regulated and more effective operations.

+ EUROSAI: the SAQ leads

« INTOSAI: the SAO joined yet anather

INSTITUTE INTEREST GROUPS

ACTIVE PARTICIPATION

IN THE WORK OF THE CONSULTATIONS
INTERNATIONAL WITH HISTORIC

working roup ORGANISATION OF CHURCHES

(added value of SAls) SAls

two new projects (infegrity, utility of
audit work)

CONSULTATIONS
ON PREPARATIONS
FOR THE AUDIT ON THE IMPLE-

* ministries, HCSO

COOPERATIVE « MTA, Office of the Commissioner for

- graduate career tracking
- air quality
- energy efficiency

AUDITS WITH
OTHER

Fundamental Rights

MENTATION OF THE - National Council for

UN’S SUSTAINABLE

- topic: “Public sector infegrity ETHICAL LEADERSHIP,

and ethical leadership”

INTEGRITY, - presentation of the

4. INTERNATIONAL

SAls Sustainable Development

A\ DEVELOPMENT GOALS

+ 40 SAl delegates of INTEGRITY PERFORMANCE public service analyst
25 countries SEMINAR MANAGEMENT training launched jointly with the _ _ _

- presentation of the SAQ’s GOOD PRACTICE University of Miskolc . dISCUSSanS, consultations,
anti-corruption model SEMINAR - the SAO's audit experience BILATERAL cooperation

INTERNATIONAL + Vietnamese, Korean, Serbian,

CONSULTATIONS, \E’ﬁlﬁgge -
« the SAQ’s more in-depth + SAls from 9 countries UTRE L - INTOSAI IDI
communication on the BUDAPEST - development of anti-corruption - OE(D
integrity methodology INTERNATIONAC MEETING OF THE IDI'S toolkit Budgetary Control

+ to the SAls of
6 countries

- the SAQ’s audit experience
- government objectives,

INTEGRITY

WORKSHOP ANTI-CORRUPTION PRO- - infocus -

GRAMME prevention of corruption

“MANAGEMENT OF
PUBLIC SERVICE
ORGANISATIONS

+ SAls from 5 countries

INTERNATIONAL - presentation of integrity risks

Committee of the
European Parliament

The leadership undertaken in EUROSAI's new project feams provides an opportunity for
sharing and utilising the SAQ’s accumulated experience and systematised knowledge in the
infernational arena. In order to achieve this as efficiently as possible, the SAO develops and
publishes knowledge products in the areas of integrity, the utilisation of audit work, quality
control, publicly owned companies and IT tools.

programmes _IN FOCUS: SEMINAR ON and CO”TTU'S The Integrity project feam may contribute to the broad-based adoption of the organi-
* Training for museum MUSEUMS’; LARGE INVESTMENT * preparafionof safional culture of integrity in European countries. The central component of the project
directors PROJECTS methodological guidelines team’s activity is an electronic integrity product market that has already been implemented.
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C. GOOD PRACTICES
SEMINAR

SAO - ECONVENTIO
ASSOCIATION -
YEAR-END
CONFERENCE ON
FINANCIAL

« presentation of the results
of the financial literacy research

AWARENESS

SAls with access to the portal and a desire to move forward and develop post the descrip-
tion of their products and set up bi- or multilateral knowledge-sharing relations with those
inferested in the product.

One of the objectives of the EUROSAI project entitled “Societal utilisation and transparency
of public finance audits” is to lay the foundations of possible ways of measuring the utilisa-
tion of the audit work and to strengthen knowledge-sharing between the SAls.
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KEY INDICATORS OF
THE SAQ’S

ADVISORY ACTIVITY
IN 2017
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What are self-tests?

Analyses
and studies

reports to the NA

SAO conferences,
seminars

consultations,
discussions with do-
mestic organisations

international
consultations,

discussions
(apart from joint audits)

professional pre-
sentations given
by SAQ assaciates

self-test downloads

Self-tests comprise a questionnaire complet-
ed voluntarily by the stakeholders for their
own utilisation, designed in consideration of
a given operational and regulafory environ-
ment and the feafures of specific tasks for
the purpose of supporting the assessment
and evaluation of the task performance of
organisations and institutions using public
funds, along with the regularities of their
infernal control systems.

Self-tests allow respondents to formulate a
view of the regularity of their own operation
and the state of their own control mech-
anisms; they can be used effectively to
explore defects, deficiencies and risks and to
identify the possibilities for carrection.

e SAO professional activities in 2017

Self-tests

The system of self-tests was developed with a view to enabling the broadest possible range
of the entities involved in the use of public funds to utilise the SAQ’s audit experiences.

In 2014, the SAQ developed self-tests for the internal confrol of local governments,
for minority self-governments and for church institutions. In April 2015, the scope of the
self-tests was extended to cover the operation of central budgetary institutions, while in the
spring of 2016 it was further enpanded by self-tests supporting the utilisation of European
Union funding. In 2017, the existing self-tests were revised and updated in order to ensure
up-fo-dafe content and confinuous ufility. The continuously growing number of self-test
downloads confirms the successful utilisation of the self-tests.

SELF-TEST DOWNLOADS (CUMULATED DATA)
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| EXPERIENCES OF
AUDITS AND ANALYSIS

1. Synthesising evaluafions
based on the SAD's audit
experience of several years

In addition to defining the organisations at which the SAO needs to conduct audits,
the provisions of the SAQ Acts highlight certain audit areas. Pursuant to the SAO Act, the
State Audit Office of Hungary shall, among others, evaluate compliance with the accounting
rules of public finances, as well as the operation of the internal control system of public
finances, and audits the financial management of state and local government assets. The
audit areas specified in the SAQ Act imply regular tasks for the SAQ, of which - due to their
scope -, the accounting rules, the audit of infernal control systems, asset accounting and
the audit of asset preservation have special significance. Within the framework of the more
general aspects defined in the SAQ Act - audifing the financial management of the general
government, facilitating the operation of the well-managed sfate - key roles have been
assigned within the SAQ’s audit practice to areas deemed to be particularly significant, such
as public debt, audits and analyses concerning the financial position of the general gov-
ernment and audits and analyses fostering economic competitiveness. Below we present
the audit findings concerning the abovementioned areas as priority areas that are audited
and evaluated on a reqular basis af several audited entities. The synthesising evaluations
presented below hold up a mirror or capture a snapshat, of public finance and the financial
management of public property from a number of important aspects. They draw attention
to the well-functioning elements of the management of public funds and public property,
as well as to the areas with room for improvement. Moreaver, in this chapter we present the
utilisation of individual elements of the system-level proposals offered in previous years

by the SAD.

1.1. FINDINGS RELATED TO THE AUDIT OF INTERNAL CONTROL SYSTEMS

In performing its core task, the SAO audits the setup and operation of the internal control sys-
tems of budgetaryinstitutions, in particular, local governments. This is because the SAO places
great emphasis on auditing the internal control system, the purpose of which is to ensure the
regularity ofoperationandfinancial managementandtosafeguardagainstcorruptionthreats.
QOver the past five years, the SAO conducted audits specifically targeting the setup and op-
eration of the infernal control system at 152 local governments. In 2017, 21 SAQ reports were
published on audits on the internal control systems of local governments. In addition, the
number of thematic audits where part of the audit is focused on the internal control system
of the audited entity increased significantly over the past two years. According fo the find-
ings of local government audits, the scope of typical flaws, deficiencies and irregularities
concerning specific pillars of the internal control system remained the same as in previous
years in 2017 as well.

Regarding the area of the central budget, the SAD assesses the internal control system in
the confext of final accounts audits from year to year.

The SAOD’s proposal:

In order fo eliminate the defi-
ciencies detected by the risk
analyses of the SAQ, it should
be ensured that the SAQ’s
findings have a greater impact
on internal audits, thereby
improving their efficiency and
effectiveness.
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THE SETUP OF

THE INTERNAL CONTROL
SYSTEM WAS
INADEQUATE

AT 84% OF
THE LOCAL

GOVERNMENTS

MAIN IRREGULARITIES

lack of organisational and operational rules  + the undertaking of commitments

Central budget

Years of experience in the audit of the final accounts demaonstrate that the vast majority
of the irreqularities and deficiencies revealed by the SAQ’s audits have been corrected hy
the affected organisations and thus, the SAQ’s audit work has been utilised. As a result
of regular, annual audits, at the institutions subject o reporting obligation o the National
Assembly, at the institutions of constitutional chapters and at the organisations managing
social security funds, the setup and operation of the internal control system was adequate
and contributed to enforcing the integrity approach. The SAQ identified room for improve-
ment at other institutions of the central budget - the range of which changes year after year
-, mainly in areas such as risk analysis, conflict of interest and ethical requirements, raising
awareness about and strengthening infegrity.

Local governments

In the past five years, in the confext of independent thematic audits, the SAO conducted
audits specifically targeting the setup and operation of the internal control system at local
governments.

The audited local governments were selected based on risk assessment every year; there-
fore, audits on the setup of the internal control system, key cantrols and the regularity
of the operation of the internal contral system resulted in nearly identical or very similar
findings. The audits revealed numerous typical errors, deficiencies and irreqularities, which
were communicated to the affected local governments at various forums and also in written

FINDINGS OF THE AUDITS ON THE INTERNAL CONTROL SYSTEM
AT AUDITED LOCAL GOVERNMENTS SELECTED ON A RISK BASIS, 2013-2017

THE OPERATION
OF THE KEY CONTROLS
WAS IRREGULAR AT

INTERNAL AUDIT
WAS IRREGULAR AT

91% OF THE LOCAL 43% OF THE LOCAL
GOVERNMENTS GOVERNMENTS

TYPICAL DEFICIENCIES TYPICAL DEFICIENCIES
- lack of a strategic audit plan

or deficiencies in the content of the 0OR
« the representative council
failed to define professional ethical
requirements for civil servants
* no risk management or monitoring
systems in place
or even if it was in place,
it was not being used
- failure to comply with the electronic
disclosure ohbligation, or insufficient compliance
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was not made in writing
+ payments made
without performance certificate,
or the performance certificate was issued
and endorsed by unauthorised persons

or insufficient plans

- failure to keep a record of
the findings and recommendations
of the infernal audit reports,
the action plans or the monitoring
of the implementation thereof

- failure to draw up an action plan

form. Nevertheless, the results also confirm that the risk-based approach applied by the
SAQ is key to efficient and useful audit work, and that the SAQ conducted audits at organi-
safions where the audit was justified.

The adequate setup and operation of the internal control system plays a key role in the
management of carruption risks and in the prevention and detection of fraud activities rel-
evant fo infegrity. In accordance with its revised audit programme, the SAQO audited the
infernal controls of local governments with a focus on corruption risks and threats as early
as 2013.

Establishing and strengthening an integrity-based public sector culture and the function-
ing thereof is closely related to the operation of the internal cantrol system; therefore, the
scope of the audits was extended to assess the extent to which the setup and operation
of the internal control system facilitated the enforcement of the integrity approach. In the
course of the audits, the SAQ found that there are still many local governments where the
infegrity approach has not taken hold yet; the inadequately set up infegrity control systems
are unable fo address efficiently the corruption risks arising during the local governments’
operation and the task performance of the offices.

Local governments need to expend further efforts to ensure the enfarcement of the infeg-
rity approach.

1.2 EXPERIENCES AND EFFECTS OF THE AUDITS ON ASSET ACCOUNTING AND ASSET PRES-
ERVATION

Pursuant to the Fundamental Law, the management and protection of national assets shall
aim at serving public inferest, meeting common needs and preserving nafural resources,
as well as at taking info account the needs of future generations. Requirements on the
preservation and protection as well as the responsible management of national property
are defined in cardinal acts. It is the SAQ’s strafegic goal to ensure that its audits facilitate,
to the greafest possible extent, transparency, accountahility and enforcement in the man-
agement of public funds and public property, as responsible management of public proper-
ty is a basic condition for the performance of public tasks.

The SAO increasingly places audits on the management of public property at the centre
of its audit work at organisations in the central and local government sub-systems and at
publicly owned companies.

NUMBER OF SAO REPORTS ON PROPERTY MANAGEMENT
IN 2014 AND 2017

2014  60REPORTS 2017 |150REPORTS

In addition to auditing the adequate compilation of the halance sheets under the financial
accounting standards during its audits on the final accounts, the SAQ separately audits the
property management of central budgetary institufions.

Based on the findings of the audits performed in the period of 2014-2017, less than half
(45%) of the audited central budgetary institutions demonstrated adequate property man-
agement. On occasion, in the lack of asset utilisation contracts, the audited institutions did

SAO professional activities in 2017 e



"
"
f@
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the exercise of proprietary rights over state property in

2017 is available by clicking on the highlighted

disclosure serial number or can be downloaded from the SAD
website (www.asz.hu).

17123

I-..
i
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not lawfully utilise or recognise the state assets used for the performance of public tasks
or the incomes collected from asset utilisation. In the period of 2014-2017, the percentage
of organisations with adequate property management varied, as different institutions were
put in the focus of the audits every year. Property management irreqularities were extreme-
ly prominent at the audited social and child protection institutions in 2016 and 2017. A typical
deficiency at the vast majority of the audited social and child protection institutions was the
violation of the accounting principle of authenticity by incorrectly recognising the property
managed in the financial statements, and owing to inventory taking and valuation deficien-
cies, property protection and the monitoring of changes in assets were not ensured.

In compliance with its statutory obligation, the SAO conducted audits on the exercise of
proprietary rights over state property in 2017 as well. The audit conducted in 2017 found
that despite the annual audits, the exercise of proprietary rights still exhibited deficiencies
in 2015, although the regularity of the exercise of propriefary rights tended to improve.

FINDINGS OF THE 2014 SAO REPORT
(ON THE EXERCISE OF PROPRIETARY RIGHTS OVER STATE PROPERTY)

THE SETUP AND
OPERATION OF THEINTER-

THE REGISTRATION OF THE UTILISATION OF
STATE PROPERTY WAS NOT STATE PROPERTY

REGULAR WAS NOT REGULAR NAL CONTROL SYSTEM

WAS NOT REGULAR

FINDINGS OF THE 2017 SAOC REPORT
(EXERCISE OF PROPRIETARY RIGHTS OVER STATE PROPERTY)

THE SETUP AND
THE UTILISATION OF
THE REGISTRATION OF STATE PROPERTY OPERATION OF THE

STATE PROPERTY WAS NOT INTERNAL CONTROL
REGULAR e SYSTEM WAS

OVERALL REGULAR OVERALL

According to the findings of the audits canducted at state-owned companies in the period of
2014-2017,it was a basic shortfall that the companies did not meet their obligations related
to the preservation and profection of national assets in all cases. Moreover, the owners’
audits often failed to facilitate the companies’ responsible management of assets. Some
companies failed to ensure the transparency of data supply on the assets.

The SAO continuously audits property management at local governments and their budget-
ary institutions in the local government sub-system, as well as at local government-owned
companies.

TYPICAL IRREGULARITIES IDENTIFIED DURING THE AUDITS OF
LOCAL GOVERNMENTS IN 2014-2017 AND THEIR CONSEQUENCES

CONSEQUENCES

AREAS OF DEFICIENCIES

+ measurement and protection of

ublic propert
- Analyfical records s

- Inventory faking

- Internal control system

- Definition and practice of competencies
- Pre-decision documentation

local governments

None of the city museums with county rights were able to comply with the requirements
pertaining fo the registration and lease of cultural goods comprising national assets; con-
sequently, they failed to ensure the protection and safeguarding of the national wealth in
their care.

The overwhelming majority of local government-owned companies have established the
conditions for the performance of public duties. At the same fime, audits between 2014 and
2017 often detected deficiencies concerning the companies’ assef registration and property
protection obligation. The registration of assets was not regular at almost half of the com-
panies audited in 2017; the companies failed to take a full inventary of the asset items, or
failed to support their balance sheet items by stocktaking. The protection of state property
was notf ensured at 40% of the companies. All this posed a threat to the regularity and
transparency of property management and jeopardised the profection of national assets.

1.3. EXPERIENCES AND EFFECTS OF THE AUDITS ON THE ACCOUNTING SYSTEM

In line with the provisions of the SAD Act, programmes prepared for auditing the financial
management of the audited entities extended fo auditing compliance with the accounting
rules of public finances. In keeping with its strafegic goals, with its findings and recom-
mendations concerning the accounting rules, the SAO improved the regularity of the use
and utilisation of public funds and public property, promoted the transparency and order of
public finances, and contributed fo “good governance”.

Public finance organisations commenced fransitioning to accrual-based accounting from
1January 2014 based on the new legislative requirements also encouraged and endorsed
by the SAQ. The transition to the accrual-based approach, the introduction of financial ac-
counting based thereon and the resulting modifications implied a significant change in the
reporting and book-keeping practice of budgetary institutions. Audit questions about the
entities’ preparations for the transition to accrual-based accounting and the proper imple-
menfation thereof were incorporated into the programmes of thematic audits conducted at
local governments and central budgetary institutions alike.

Accordingtothe audit findings, the audited entities have prepared, overall, for the transition to
the newaccounting system; however, establishing the related IThackground was notasmooth
process. Even the results of the questionnaire-based survey conducted among local govern-
ments pointed to the lack of an information technology background. Flaws were fypically de-
tectedwithrespecttothe compilationofthetechnicalbalance sheef,assomeof theinstitutions
failed to produce the technical balance sheet supported, as required, by a regular inventory,
or missed the pre-defined deadline in preparing it.

« regular performance of
investment activities
- the accountability of decision-makers

was not ensured af the vast majority of
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» lack of updates or maintenance
» incomplete or legally non-compliant
regulations

ACCOUNTING
POLICY,
CHART OF
ACCOUNTS

- entering dafa in ac-

countfing records in

SYSTEM AND DIS- the absence of prap-

— (NN ®  erly issued account-
ING RECORDS ing documents

- posting  economic

events fo the wrong

G/L account or in the
wrong amount

RISK-LADEN AREAS OF
THE ACCOUNTING RULES

ASSET

RECORDS

« incorrectly recognised asset ifems in
the financial statements

- asset registration is in conflict with
legal regulations

The SAO’s audits regularly found deficiencies regarding the inventories that are infended fo
support the balance sheet contained in the annual report, or determined that the invento-
ry-taking was incomplete or missing altogether. All this poses a risk to the authenticity of
the annual reports.

Irrespective of the type of the audited entities, it occurred in every single area that certain
asset items were improperly recorded or not recorded at all throughout the audited period
or in a part thereof. In addition, it was a typical deficiency that the value of cerfain asset
items was incorrectly defined in the balance sheet contained in the annual report.

Throughout the audited period or a part thereof, the social, child protection or education
institutions and museums belonging fo the central sub-system routinely recognised indi-
vidual assets in their asset registry and hence, in the balance sheet of their annual reports,
without backing it up with the relevant accounting documents. According to legislative re-
quirements, asset items must be recognised at the asset manager; therefore, recognising
asset items not managed by the institutions in the balance sheets called into question the
authenticity of the audited entities” balance sheets.

The SAO formulated recommendations for the heads of the audited entities regarding the
errors and efficiencies detected by the audits, in response fo which the affected organi-
sations drew up action plans. The SAO continuously inspected - also by way of follow-up
audits - the utilisation of the findings at the audited entities.

REGULARITY OF
ACCOUNTING

DISCIPLINED AREAS OF IMPROVEMENT REGULARITY OF

ACCOUNTING

AFTER THE EXECUTION FINANCIAL
OF THE ACTION PLAN STATEMENTS

RECORDS
SUBSTANTIATED
ASSET REGISTRIES
AND REPORTS

As a result of the tasks executed, the quality of the financial management of the audited
entities improved, overall. The SAQ’s advisory activity also facilitated better control system
designs and the prevention of errors.

The SAQ's findings with respect to the deficiencies identified at the audited state and lo-
cal government-owned companies also affected the activity of the companies’ auditors.
By notifying the Prasecutor’s Office and the Chamber of Auditors in the event of a breach of
the accounting rules, the SAO facilitated an improvement in the audited enfities” activities in
relation to the accounting rules.

1.4. OTHER REGULARLY AUDITED PRIORITY AREAS

Establishing a balanced financial position, setting public debt on a sustainable path and
facilitating economic competitiveness are of key significance in the management and op-
eration of public finances. With that in mind, the SAO has paid special attention to auditing
and analysing these areas in recent years.

Financial position, financial management, public debt

Pursuant to the Fundamental Law, as long as public debt exceeds 50 per cent of GDP, public
debt-to-GDP (the debt ratio) must be improved continuously. The Stability Act, in turn, de-
fines the concept of public debt and the extent of the reduction (debt rule).

The State Audit Office of Hungary pays particular attention fo auditing activities and or-
ganisations having a direct influence on the enforcement of the debt rule. Accordingly,
upon commenting on the budget bill and auditing the final accounts, the SAQ assess-
es developments in public debt each year, and in 2012 and 2015 it took the initiative to
audit the effectiveness of public debt management independently.

Besides the audits, the SAQ also prepared an analysis on the operation of the general gov-
ernment’s debt management system. The analysis complemented the specific findings of
the audits with a presentation of the process and results of debt management between
2012 and 2015 and with a general international comparison.

The SAQ regularly audits the financial position and financial management of individual bud-
getary institutions. It assigns priority to the audits of local governments associated with a
relatively greater financial management risk. The summary findings of the assessment of
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local governments are included in Chapter 6.1. Applied since 2017, the SAQ’s local govern-
ment monitoring system may contribute effectively to establishing the financial balance of
local governments.

Among budgetary institutions, the fypical deficiencies detected by the SAD’s audits in the
area of financial management included the modification of appropriations, the use of ex-
penditure appropriations, the definition of appropriation residues and record-keeping.

Economic competitiveness

With its audits and analyses, the State Audit Office of Hungary focuses on the objective
factors determining the country’s competitiveness. The basic requirements that influence
Hungary's competitiveness the most - including public debt and deficit - are set out in the
Fundamental Law. The transparency, legality, expediency and effectiveness requirements
defined in the Fundamental Law must be borne in mind by all business assaciations man-
aging public funds and public property.

An improvement in sustainable economic growth may correlate with efforts fo ensure the
regularity of financial management and with the intention to stahilise the financial position
through the audits.

REGULARITY AUDITS ON
THE MANAGEMENT OF
PUBLIC FUNDS AND
PUBLIC PROPERTY

INTEGRITY
EVALUATIONS IN THE
PUBLIC SECTOR AND AT
PERFORMANCE AUDITS CTATE AND LOCAL
METHODS OF THE GOVERNMENT-OWNED
SAQ’S CONTRIBUTION COMPANIES
TO ECONOMIC
COMPETITIVENESS
AUDITS AND
ANALYSES ON PUBLIC STUDIES AND
ANALYSES
DEBT AND ON THE
IN SUPPORT OF THE
FINANCIAL POSITION OF .
WELL-MANAGED
THE GENERAL STATE
GOVERNMENT

Based on the analysis experiences of the State Audit Office of Hungary, the conclusion
may be drawn that the objective macroeconamic indicators of the Hungarian economy, and
thereby its competitiveness, have improved. The debt ratio is on the decline and shows a
significant implicit reserve that provides ample room for policy manoeuvre. The growing
trend in the centralisation and redistribution rate observed in recent years has reversed; in
addition, the unemployment rate declined and the number of people in employment was
higher than ever been since the regime change.

1.5 SYSTEM-LEVEL RECOMMENDATIONS AND THEIR UTILISATION

Based on its audit experiences, the SAQ has made several proposals and initiatives over the
past few years with regard to the need fo improve certain areas of public finance. Some of
them were expressed in the SAQ’s Report on its activities in 2016, while others were raised
af various forums through its advisory activity. Several measures have been taken by gov-
ernment bodies in response to ifs proposals and complex recommendations.

Complex recommendation items and their utilisation

Through its advisory activity the SAO has offered complex recommendations in recent
years with subsequent implementation in the following areas:

- fransition to accrual-based accounting,

- transition to more expedient, risk-based tax office operations,

- strengthening the control over prohibited contributions to political parties and tightening
the use of campaign funds.

The implementation of the following complex recommendations is in progress:

- strengthening the system of the local government debt settlement procedure,

- commencing the reform of public sector management in the case of business
associations managing national assets,

- extending the culture of integrity in the framewaork of broad-based international cooperation,

- ontheissue of accounting for the budget residue, the amendment of the government
decree on the implementation of the Act on Public Finance (Aht) created a more frans-
parent framework for the financial management of the budget residue; however, there
is still a need to rethink how to manage the risks posed to the financial management
aufonomy of “constitutional chapters” subordinated to the National Assembly and the
prevailing laws.

Analyses prepared in relation to the proposals included in the SAQ’s Report on its 2016
activity and initiatives made in this regard

In its 2016 Report on the SAQ’s professional activity and operation, based on its audit expe-
riences, the SAO formulated a number of proposals for the National Assembly on the need
to review a total of four regulatory areas affecting public finances.

The proposal addressing the debt settlement of local governments expressed a need for a
legislative environment that efficiently addresses both the underlying reasons of indebt-
edness and creditors’ interests and imposes adequate sanctions on irresponsible financial
management or non-compliance with the rules.

Initiative:

The SAO has collected its audit experiences regarding the debt settlement of local govern-
ments, and informed the ministries concerned of its findings.

The proposal formulated in the interest of transparent and responsible management of
public assets concerns security measures to be implemented by the SAD when detecting
the improper use of public funds, or wasteful financial management.

Initiative:

Several legal analyses have been produced on the subject of the protection of state prop-
erty, in which the SAQ summarised, based on its audit experiences, the main rules of reg-
istering and stocktaking of state property by the owner and by the asset manager, along
with the relevant best practices. The analyses idenfified a number of points in the regula-
tions that, by clearly identifying the responsibilities and the tasks, ensure that the registry
of state property is complete and up-to-date. The SAO notified the competent minister in
charge of the supervision of state property of its findings.

The SAO indicated that the regulations on disclosures need to be revised. In addition, it also

AREAS OF THE
SAQ’S PROPOSALS PUT

FORWARD IN ITS 2016
REPORT

« LOCAL GOVERNMENT DEBT SETTLEMENT
+ RESPONSIBLE MANAGEMENT OF

PUBLIC ASSETS

« DISCLOSURE OBLIGATION
« AUDIT INSTITUTIONS
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2. Supporting the concept of
fhe “well-managed state” OUR PERFOR.

MANCE IN NUMBERS

| d ith its strat the missi f the State Audit Office of H is b L RIS
n accordance with its strategy, the mission of the State Audit Office of Hungary is to pro- .

mote the fransparency and regularity of public finances with its value creating audits per- WELL-MANAGED
formed on a solid professional basis, thus contributing to the concept of the “well-man- STATEIN 2017

aged stafe”. By now, good governance has become a concept that can be described with a
complex set of criteria against which the performance of individual economic policies and
state organisations can be measured. Moreover, the SAQ Act provides for the supreme audit

institution’s contribution to the functioning of the well-managed state. SA0

The role of supreme audit institutions in supporting good governance has not been ex- reports
plained so far af the infernational level by means of a comprehensive model. Therefare, in

consideration of its mandate and the duties enshrined in the SAQ Act, the State Audit Office

of Hungary has constructed a model fo provide an overview and a classification of the con- Analyses
tribution of supreme audit institutions to good gavernance. and studies

The SAQ’s audits and analyses in recent years have put into focus the SAQ’s contribution to
increasing Hungary's economic competitiveness by facilitating the effectiveness and effi-
ciency of government measures. In selecting the fopics of its audits and analyses, the SAQ

Informal reports
to Members of

takes into account both the EU's growth strateqy (Europe 2020) and the UN’s sustainable Parliament
development framewark (Agenda 2030) - including the building up of integrity. The Hun-
garian Government is also committed to these directions.
stressed the importance of strengthening the management and quality-oriented culture of
institutions and ecanomic operators. CONTRIBUTION OF SUPREME AUDIT INSTITUTIONS TO GOOD GOVERNANCE
o HUNGARIAN MODEL
Initiative:
Following a comparative legal analysis, the SAQ wrate a letter to the Minister of Justice on
the fopic. The SAQO’s analysis found that, in addition to expanding the range of the datfa fo
be disclosed, a possible direction of transforming the disclosure requirements of the current
Privacy Act is narrowing down the range of requests. Mareover, the SAO suggested further
directions with a view to simplifying the existing rules and avoiding redundancies. ACHIEVEMENT
, _ _ | GOOD GOVERNANCE ‘
In its proposal, the SAQ emphasised the need for strengthening the quality assurance and ST
sanctioning of the work performed by audit institutions, at least as it concerns the cerfifi- NATIONAL AUDITED ACADEMIC
. o L2 . o . USING PUBLIC
cation of the activities of organisations involved in public finances by market participants. ASSEMBLY AU ENTITIES ANDC%F;/?&ES,iRNAL FUNDS SOCIETY S(0PE
Inifiafive: AUDIT REPORTS, FINDINGS, RECOMMENDATIONS, ANALYSES, STUDIES,
ACTION PLANS, FOLLOW-UP AUDITS, GOOD PRACTICES, WARNING LETTERS AND INFORMAL REPORTS ASSETS

On this subject, the SAQO has prepared a legal analysis on the role of auditors in the pro-
tection of state property. In the analysis it concluded that, in auditing public property, the
auditor function cannot fulfil the role of public property protection in view of the fact that

the auditing of private and public entities are governed by uniform auditing rules. The SAO é o w ==
canfacted the Ministry for National Economy on the matter, and cansultations regarding the %‘ n E = § = % = =
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Relevant NA resolution

advisory activity related to
management systems and
supporting ethical leadership
training in the area of public
finances pursuant to Gov-
ernment Decree No. 34/2015
(VI 7).
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MANDATORY
DUTIES Comments on the budget
REQUIRED FCanalysis
BY LAW

ADVISORY Studies and analyses
ACTIVITIES Reports to the NA

Integrity
Public sector management
Financial awareness

2.1. PUBLIC SECTOR MANAGEMENT, RESPONSIBLE MANAGERIAL CONDUCT

The well-managed state is a public interest that implies the setting up and operation of a
performance evaluation system that improves the organisation’s performance and confrib-
utes to faking advantage of development opportunities. The leaders of the organisation
play a decisive role in the operation of the organisation. The enhancement of management
performance evaluation is a timely issue; indeed, a system measuring the performance of
the leaders confributes fo the reform of public administration and to the implementation
of the strafegic goal of sefting up an efficient national public administration system as set
forth in Article XXVI of the Fundamental Law. In this area, as well, the State Audit Office of
Hungary supports the implementation of good governance by way of its audit and evalu-
ation activity.

One of the purposes of the advisory activities pursued by the State Audit Office of ungary
is to propagate knowledge-sharing and the use of “good practices”, as well as to enhance
public finance and management skills in public sector organisations. This goal was recon-
firmed by the National Assembly.

To this effect, the SAQ strives to work together with the other constitutional institutions
and with higher education institutions, placing ethic financial management in the focal point
of their educational and research activities.

In its resolution, the National Assembly empowered the Stafte Audit Office of Hunga-
ry to widen ifs consulfancy activities concerning the management systems in respect
of organisations involved in managing public funds and public property, and to support the
training of ethical managers in public finance. Moreover, Government Decree No. 1660/2015
provides that the activity of the heads of majority state-owned companies should be con-
tinuously assessed from the aspects of regularity, effectiveness and economy, and that
the heads of stafe-owned companies are required to abide by strict ethical and integrity
principles. In accordance with these requirements, with respect to stafte and local govern-
ment-owned companies, on the basis of a risk-hased selection praocedure, the State Audit
Office of Hungary evaluated the performance of executive officers for a predefined period.
For the safeguarding and protection of national assefs, the management performance eval-
uations were extended to specific central budgetary institutions as well.

i

Inline with the provisions of the Fundamental Law, during its audits the State Audit
Office of Hungary judges the performance of the head of an organisation using
public funds or public property primarily based on the extent to which they enforce
the requirements of lawfulness, effectiveness and expediency in their manageri-
al activity. Developing proposals affecting the quality of management using the
findings of the audits of state-owned companies is a starting point in determining
the requirements for public sector management. As of October 2016, a government
decree stipulates that it is the responsibility of the heads of public sector institu-
tions fo establish an internal control system capable of ensuring the enforcement
of ethical values and integrity in all scopes of activity. The integrity approach as-
signs priority to the prevention of corruption, which increases the responsibility of
the leaders of the organisation as it assumes that the leader explores and raises
awareness about the carruption risks threatening the given organisation based on
corruption risk analysis. Another feature of integrity is its emphasis on the impor-
tance of expressing and following pasitive values. Passible tools in this endeavour
are a value-oriented strategy and mission statement, a code of conduct and lead-
ing by example.

Since 2016, the assessment of the management of corruption
risks and the coverage of protection against corruption as well as the operation
of controls have constituted an integral part of our audits. In relation to the audits
on the financial management of state and local government-owned companies
and budgetary institutions belonging to the central sub-system, in 2017 the
State Audit Office of Hungary evaluated the leaders of the organisations
concerned for the year 2015. The purpose of the audit was to assist
the work of the audited entities through audit findings, recom-
mendations and advice, and to contribute to the responsi-

ble and sound exercise of the powers of controllers and
employer’s rights.

With a view tfo disseminating “good practices”, in 2017 the
SAQ continued the series of events dedicated to knowledge shar-
ing, and supported the training of ethical leaders in public finances.
The training of top-ranking executives was infended to facilitate the implemen-
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tation of common goals and to foster the operation of the well-managed state by
enhancing public finance and managerial skills. In January 2017, the SAQ and the
University of Miskolc held a “good practices” seminar entitled “Ethical Leadership,
Integrity and Performance Management in the public sectar”. The common en-
deavour of the twa institutions is o scientifically substantiate a leadership training
course material, where the measurement and assessment of ethical leadership
conduct and leadership performance are intertwined at the levels of both theory
and practice.

Institution leaders in the public sector should not only possess professional knowl-
edge but also managerial skills; accordingly, they should train themselves contin-
uously to meet the increasingly more complex expectations on them. The SAQ’s
leadership training programme provided assistance in this regard, firstly to muse-
um directors. For the first fime, the SAQ’s October 2017 “good practices” seminar
entifled “Management of Public Service Organisations - Museums in Focus” was
supplemented by a 50-hour fraining module.

In order to implement the National Assembly’s resolution prescribing the broaden-
ing of the advisory activity related to management systems and supparting ethical
leadership training in the area of public finances, the State Audit Office of Hungary
also initiated the compilation of a workbook for public sector leaders.

Intended for the management of organisations using public funds, the book enfi-
tled “Management in the Service of Public Good” was published in 2017. The pur-
pose of the boak is to share the latest knowledge on management, organisational
science and financial management with a facus on organisational integrity, while
bearing its public service mission in mind. Several experts of the SAO - including
the President of the State Audit Office of Hungary - actively participated in the
conception of the book.

THE SAQ’S CONTRIBUTION TO THE DEVELOPMENT OF PUBLIC SECTOR MANAGEMENT
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2.2. OPINION ON THE 2018 BUDGET
APPROPRIATION BILL OF HUNGARY

Each year, the SAO comments on the budget bill submitted to the National Assembly, and
prepares an analysis for the Fiscal Council's comment on the draft budget bill and on the last
version of the hill before the voting takes place. Meeting its statutory obligations under the
SAQ Act, the State Audit Office of Hungary has compiled its opinion on the Bill on the 2018
Central Budget of Hungary. In its opinion, the SAO comments on a specific state of budget-
ary planning in light of its legal compliance and in light of the extent to which the revenues
and expenditures are substantiated and feasible. The purpose of commenting on the bill is
to assist the National Assembly in adopting a budget that is substantiated and capable of
managing risks that may realistically arise through passing new laws and adoptfing amend-
menfs. With its opinions expressed during the debate of the budget hill and its analyses, the
State Audit Office of Hungary continuously supported the crafting of the budget for 2018,
and also confributed fo the transparency of budgetary planning. Based on the latest, 2017
report on the hi-annual international Open Budget Survey (0BS), the SAQ performs its role
adequately in ensuring the transparency of the central budget, and the quality of the SAQ’s
opinion (report) on the budget is even better than the average of developed countries.

Findings

The SAO found the hill on the 2018 central budget to be substantiated, and that the revenue
appropriations can be met provided the macroeconomic forecast faken info account during
the planning of the budget materialises. The hill complies with the debt rule specified in the
Fundamental Law and, save for one requirement, all statutory requirements concerning the
budget, and it contributes to maintaining the fiscal stability of Hungary. At the same fime,
budgetary decisions still require consistent budget management at both central and local
level, as well as other organisations within the government sectaor.

The analysis on the 2018 budget bill calls attention fo the key risk factors surrounding the
revenue and expenditure appropriations of the budget.

The SAO prepared another analysis for the Fiscal Council on whether the version of the
budget hill prepared for the final vote meets the debt-ta-GDP ratio reduction requirement
set out in the Fundamental Law.

2.3. INTEGRITY

Upon the call of the National Assembly, the State Audit Office of Hungary has been involved
in adopting, disseminating and strengthening the culture of integrity for nearly ten years.
Evaluating the enforcement of the integrity approach plays a significant part in the SAQ’s
reports. The SAQ has been conducting annual surveys evaluating the integrity status of
public secfor institutions since 2011. Starting from 2015, it also conducts surveys among
state-owned companies. The purpose of the audits is to improve the internal control sys-
tem, while the surveys are intended to provide a feedback to public sector institutions and
business associations on their integrity risks and on the coverage of the controls managing
the risks. 3,346 public institutions parficipated in the survey conducted in 2017.

In 2017, the State Audit Office of Hungary published two integrity reports.

Based on the data of the 2016 survey, the SAQ published an analysis evaluating the infeg-
rity risks and controls of public sector institution groups in which, for the first time, the SAQ
linked the Hungarian Stafe Treasury’s database to the results of the survey. This was also
the first fime that special controls for high-risk situations could be examined independently.
The results of the research indicate that the higher risk levels of public sector institutions
are coupled with a higher level of control coverage. However, different institution groups
perform differently, and their inadequate levels of integrity affect substantial amounts of
public funds and public assets. In the areas of control coverage and ethical management,
larger organizations with more stratified management systems are leading the wauy.

The second report of the SAQ assessed the integrity stafus of the public sector for
2017. The analysis found that the ratio of risks uncovered by controls declined; in oth-
er words, the level of integrity systemically improved among public institutions.

The SAQ report presenting the comments cantained in the
SAQ’s opinion on the budget and the announcement of

its disclosure are accessible by clicking on the highlighted
disclosure serial numbers, or can be downloaded from the
SAQ website (www.asz.hu).

17085
17085-H

The analysis prepared for the Fiscal Council for the budget
bill version preceding the final vate is accessible by clicking
on the highlighted publication number, or can be download-
ed from the SAQ website (www.asz.hu).

T/422

What is the Open Budget Survey?

The biennial Open Budget Survey
(0BS) evaluates the pillars of bud-
getary accountability (transparency,
supervision, public participation)
based on a comparative method that
is independent of the prevailing gov-
ernments. Developed in accordance
with infernational standards, the
0BS survey also assesses the extent
to which a parficular country’s su-
preme audit institution (stafe audit
office) contributes to the transparen-
cy of the central budget. Its method-
ology also addresses the supreme
audit institution’s performance of its
duties both in terms of quality and
level of independence. The survey

is conducted by the International
Budget Partnership (IBP) in conjunc-
tion with research institutes and civil
organisations worldwide.
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Relevant NA resolution

Pursuant to NA Resolution No.
35/2009 (V. 12.), strengthening
the SAO’s role in mapping
corruption risks

The analysis prepared based on the 2016 integrity

survey is accessible by clicking on the highlighted publica-

tion number, or can be downloaded from the SAQ website
(www.asz.hu).

T/421

The analysis prepared based on the 2017 integrity

survey is accessible by clicking on the highlighted publica-

tion number, or can be downloaded from the SAQ website
(www.asz.hu).

T/427
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Changes affecting the institutional system (structural fransformations, changes in legal sta-
tus, increase/decrease in the scope of duties) influenced the changes in risk and confrol
indicators as well.

Although the integrity approach has solidified, its dissemination shows a varied picture by
public institution and sector. Risks arising from the encounter of public institutions with the
private sector are particularly significant. Accordingly, the SAQ has examined the integrity
status of public services, administrative powers, public procurements and other business
relations between the public secfor and the private sector, as well as the employment of
experts.

Based on the experiences of previous surveys, in October 2017 the State Audit Office of
Hungary launched its survey cavering business associations majority-owned by the state
or local governments. 752 companies participated in the survey.

The maintenance period of the Integrity Project launched in 2009 expired in 2017; therefore,
the survey has reached an important milestone. The SAQ is no longer obliged to conduct
the survey on a mandatory basis. Nevertheless, at the annual integrity meeting of the in-
stitutions on 11 December 2017, the Ministry of the Interior, the Ministry of Justice, the Curia,
the General Prosecutor's Office, the National Office for the Judiciary, the Public Procurement
Authority and the Governor of the National Bank of Hungary requested the State Audit Of-
fice of Hungary to continue the surveys in some form. Similarly, the Government requested
the State Audit Office of Hungary via Resolution No. 1239/2017 (IV.28) fo ensure that the
Integrity Survey is carried out annually until 2018 in respect of companies in majority state
and local government ownership in respect of the measures related to the National An-
ti-Corruption Programme.
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2.4. SUSTAINABLE DEVELOPMENT

Striving to ensure sustainable development, efficient energy utilisation and the reduction
of the ecological foofprint and making continuous efforts to imprave the quality of life,
are ohjectives enshrined in the common agreement between the European Union and the
Member Stafes. With a view fo achieving these objectives, Hungary has made national-level
commitments in which public institutions are expected to play a prominent part. With the
adoption of its Resolution No. 18/2013 (1ll. 28.), the National Assembly launched the National
Sustainable Development Framework Strategy, empowering the SAO to proceed in its own
competence in order to inspect compliance with the restrictions applicable to economic re-
sources. The SAO wishes to contribute fo ensuring sustainable development through its au-
dits as well, in the framewaork of which it evaluates the implementation of national goals and
the efficiency of the measures faken in separate audits. Accordingly, in 2017 the SAQ audit-
ed the situation of the chimney sweep public service and the system of ragweed confral.

Audit of the chimney sweep public service

The compliance of the chimney sweep public service is of paramount importance to a broad
layer of the society in terms of life and property protection. The legislative environment of
the area has changed repeatedly and significantly in the past few years. The SAO audited
the public service for the period of 2013-2015, assessing the compliance of task perfor-
mance as per the legal requlations in effect until 30 June 2016.

Findings

The SAO found that despite the essentially compliant task performance of the relevant lo-
cal governments and disaster management directorates, the public service providers’ dis-
charge of the public service was overall inadequate.

Based on the household survey pertaining fo the chimney sweep public service, the life
and property protection objectives were not fully met, in consideration of the fact that the
service provider failed to carry out 7 per cent of the mandatory chimney inspections in 2015.
That notwithstanding, the population was overall satisfied with the quality of the chimney
sweep service. In some cases, respondents expressed dissatisfaction regarding the exper-
tise or work performance of chimney sweeps or the quality of the service.

The SAQ report containing the findings of the audit is acces-
sible by clicking on the highlighted disclosure serial number,
or can be downloaded from the SAO website (www.asz.hu).

17062

The summary prepared for the press (alsa containing the
main findings) is available af the link marked “0”.

17062-0
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The SAQ report containing the findings of the audit is acces-
sible by clicking on the highlighted disclosure serial number,
or can be downloaded from the SAQ website (www.asz.hu).

17090

The summary prepared for the press (alsa containing the
main findings) is available at the link marked “0”.

17090-0
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Audit on the ragweed control system

The proliferation of ragweed has many negative implications in Hungary. In agricultural
areas ragweed reduces the volume of crops, while the high pollen level of ragweed causes
health problems and generates significant healthcare expenditures. The audit on ragweed
control adds to the number of audits conducted by the Stafe Audit Office of Hungary in
relation to the topic of sustainable development.

Although significant resources have been devoted to ragweed control for years, despite
these efforts, the concentration of ragweed pollen remains high. Therefore, the purpose
of the audit was to assess whether the ragweed control system operated appropriately,
whether the authorities involved in the system of detection, sanctioning and public con-
trol fulfilled their related duties in compliance with the requirements, and whether ragweed
control measures promoted the accomplishment of long-term goals.

Findings

One of the most important findings of the audit was that the measures aimed at ragweed
controlin the period of 2013-2015 facilitated, but did not ensure the implementation of long-
term goals. The objectives aimed at the reduction of health risks caused by biological aller-
gens were not achieved.

Positive findings and deficiencies detected by the audit

- the regulatory environment is in place

- professional coordination, control, inspection and reporting
by the Ministry of Agriculture and Rural Development (FVM)
were regular

« information fechnology systems are in place and in use, their
enhancement has been completed

- on the whole, conditions for the performance evaluation of
ragweed control have not been established

- insufficient information on the expenditures of ragweed con-
trol and an the infected areas

- in several cases, government offices and notaries parfici-
pating in the system of public control carried out their tasks
irregularly

- the size of the area covered by the public control, as well as
the number of days spent by government offices on inspec-
tions both showed a declining trend

In order to eliminate the deficiencies, in the SAQ’s opinion the objectives, system and meth-
ods of ragweed control should be reviewed based on previous experiences and research re-
sults; if necessary, the system needs to be reformed in order to ensure that ragweed control
effectively contributes to the reduction of the pollen concentration of ragweed.

2.5. ADDITIONAL PRIORITY AUDITS IN SUPPORT OF THE WELL-MANAGED STATE

The SAQ’s audits related to certain topics represent increased confributions to the identifica-
tion of and awareness-raising pertinent to the problems, risks or good practices of a cerfain
public sector functional area or subsector. The audit results and recommendations can be
used for the more effective and efficient management of the given area.

Audit of the operation of the information system of public fi-
nances and the official statistical service

The information system of public finances and the statistical service are reliable and their
proper functioning has a fundamental role in enabling the Government, and more exten-
sively, the economic and societal participants to make their respective decisions based on
veritable and credible information. It provides assistance in analysing socio-economic pro-
cesses and exploring linkages, and it supplies information to the institutions affecting both
the infernational and the Hungarian economy. All of this is a prerequisite of good gover-
nance on the one hand and, on the other, it facilitates economic efficiency and ensures that
goods are utilised as optimally as possible at the levels of the economy and society. By au-
diting the information system of public finances and the operation of the statistical service
between 2014 and 2015, the State Audit Office of Hungary has promated the enforcement of
good governance, and supported compliance with the increased social expectations aimed
at esfablishing transparency.

Findings

The SAO concluded that in 2014 and 2015, the operation of the information system of public
finances performed by the Ministry for National Economy and the Hungarian State Treasury
was in line with sfatutory provisions. However, the level of the internal regulation of opera-
tions did not ensure the accountability of task performance.

The fransfer of data between the information system of public finances and the official
statistical service, and the generation of statistical dafa was performed in compliance with
statutory provisions: they supported the planning of the financial processes of public fi-
nances, the establishment of appropriations, the execution and auditing of the budget as
well as the regular generation of data.

Positive findings and deficiencies detected by the audit

- compilation of stafistical data
- data receipt

« level of internal regulation

Audit of data protection

National data assets that are part of national assefs are made up of data of public interest
managed by organisations performing public tasks, personal dafa and data made public
on the grounds of public interest. Ensuring the security of such data assets is essential in
the inferest of reinforcing the trust of citizens placed in the state and of the canfinuous and
uninterrupted operation of public administration. By auditing the period of 2011-2015, the
SAQ has promoted the enforcement of good governance, contributed to protecting nation-
al assets, and supported audited entities in complying with increased social expectations
aimed af establishing fransparency.

The SAQ report containing the findings of the audit is acces-
sible by clicking on the highlighted disclosure serial number,
or can be downloaded from the SAQ website (www.asz.hu).

17017

The summary prepared for the press (also containing the
main findings) is available at the link marked “0”.

17017-0

AUDITED
ENTITIES:

TREASURY
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The SAQ report containing the findings of the audit is acces-
sible by clicking on the highlighted disclosure serial number,
or can be downloaded from the SAQ website (www.asz.hu).
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The summary prepared for the press (also confaining the
main findings) is available at the link marked “0”.
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The SAQ report containing the findings of the audit is acces-
sible by clicking on the highlighted disclosure serial number,
or can be downloaded from the SAQ website (www.asz.hu).
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Findings

The SAQ concluded that in the period of 2011-2015, the level of internal requlation of the
data processing activity of dafa controller organisations adequately ensured, in line with
legal regulations, the protection of national data assets that constitute a part of national
assets. In practice, data controllers properly applied the provisions aimed at secure data
management and the outsourcing of dafa processing; the transfer of datfa to third parties
was carried out based on proper authorisation and clearly delineated responsibilities and
competences. However, the classification of the electronic systems used for data processing
and the organisation as a whole according to security class and security level did not always
comply with legal provisions. This represented a vulnerability risk with respect to data pro-
tection, which was also exacerbated by the absence of administrative control procedures.

Recommendations

As a result of the audit, the SAQ formulated recommendations addressed to the Presidents
of NAIH, the Treasury and OH, the heads of NEIH and NTCA, the Director General of ONYF
and the National Health Insurance Fund (as OEP’s legal successor), as well as the Minister
heading the Ministry of the Inferior (as the head of the legal successor of KEKKH).

Positive findings and deficiencies detected by the audit

- protfection of data assets

- security classification
- administrative control procedures

Audit of the institutional system of child protection services

Findings

The SAO found that the effectiveness of the child protection system improved in the priority
areas intended fo facilitate child rearing in a family environment; however, the overall ef-
fectiveness of the operation of the institutional system of child protection did not improve
between 2011 and 2015. The requirements of transparent and accountable public spending
and the responsible management of public property were not enforced in the child protec-
tion segment. The audit detected numerous irregularities in the activities of both central and
local government operators as well as in the operation of the system.

Central and local government operators failed to define objectives, target values, indicators
and deadlines for performance evaluation in relation to the child protection and child wel-
fare services within their spheres of competence, and did not monitor the accomplishment
of the - accasionally pre-defined - goals and tasks. In the lack of pre-defined indicators and
the reqular evaluation thereof, the entities failed to monitor the completion of the strategic
tasks related to child protection activities providing human services.

Based on its own effectiveness indicators, with respect to child protection task performance
providing human services, the SAQ concluded: the task performance of the centrally op-
erated institutional system improved in a number of priority areas that serve the goal of
child-rearing in a family enviranment, such as placing children below 12 in foster care, or the
adoption of children in the “10-" age group. At the same time, results deferiorated, overall,
in other areas. The task performance of the local government system in relation to basic
child welfare services and in relation to the daytime care of children was effective and sta-
ble; however, the percentage of children permanently exiting temporary care and entering
home care did not show any improvement, overall.

Conclusions
With its audit, the SAQ contributed fo the efforts to put in place an institutional system
for child protection services that is sustainable in the long run and geared toward a fami-
ly-based child-rearing environment; moreover, it promotes equal opportunities for all dis-
advantaged children, builds on threat-based prevention and supports the return of children
to the family

Recommendations

Although the SAQ did not formulate any recommendations in its report, it notified the rele-
vant county government offices if the audited local governments in their territory failed to
perform some child profection-related tasks. In order to facilitate regular task performance,
the SAQ sent warning letters to the mayors of 60 audited local governments and to the Di-
rector General of the Directorate General for Sacial Affairs and Child Protection. The mayors
of the affected local governments and the Director General of the Directorate General for
Social Affairs and Child Protection naotified the President of the SAQ in writing of the actions
taken in response to the warning letters.

Audit and analysis on the EU’s research-development and
innovation support

The regular use of EU funding for research-development and innovation in line with the
pre-defined objectives is of utmost importance for the future economic performance of the
country. By auditing the system that tracks the use of EU funding for research-development
and innovation, the State Audit Office of Hungary confributes to the regular and mare effi-
cient use of the funds and hence, to increasing gross domestic product.

Findings

With respect to EU-funded RDI support, continuous task performance was ensured even
during the restructuring of the domestic system of institutions in 2014. The delivery/receipt
of the fasks of managing bodies, however, did not always comply with legal regulations.

While the operating conditions of the system monitoring and evaluating EU-funded RDI
support were ensured, legal regulations were not always adhered to. On the whole, the
establishment of the tracking system of intermediate bodies was compliant with legal reg-
ulations, but their operation was not.

Recommendations
In ifs report, the SAQ made recommendations fo the Minister of Human Capacities and fo the
Minister for National Economuy, in response fo which the audited entities prepared action plans.

Analysis

The effectiveness of RDI activities is of key significance also for the enforcement of the debt
rule, which is one of the pillars of Hungary's competitiveness and economic growth. It was
with that in mind that the State Audit Office of Hungary dedicated a separate analysis fo this
area. Anather reason for the preparation of the analysis was the fact that Hungary is spend-
ing an increasing portfion of GDP on research-development and innovation, which - given
the growing GDP figures - implies a dynamically increasing amount.

The analysis showed that RDI expenditures amounted to 1% of GDP or even less until 2008.
Subsequently, the ratio was consistently above 1%. This stagnation did not benefit research
and development activity, which exerts its effect over a longer horizon.

The analysis pointed out that the improvement in Hungary's innovation performance is
hindered most by the modest ability of small and medium-sized enterprises to engage in
innovation processes, and by the low number of innovation-bhased small enterprises estab-
lished.

The SAQ report containing the audit findings is accessible by
clicking on the highlighted disclosure serial number, or can
be downloaded from the SAQ website (www.asz.hu).

17145

The summary prepared for the press (alsa containing the
main findings) is available at the link marked “0”.

17145-0

The study is accessible by clicking on the highlighted publi-
cation number, or can be downloaded from the SAO website
(www.asz.hu)).

T/420
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The study is accessible by clicking on the highlighted
publication number, or can be downloaded from the SAQ
website (www.asz.hu).

T/425

What are mid-level governing bodies?

With respect to the budgetary institu-
tion, a body exercising the governing
powers fransferred to it by law or by

virtue of a government decree.

The study is accessible by clicking on the highlighted publi-
cation number, or can be downloaded from the SAQ website
(www.asz.hu)).
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2.6. ADDITIONAL ANALYSES AND STUDIES IN SUPPORT OF THE WELL-MANAGED STATE

The SAO prepares studies and analyses in support of the well-managed state focusing
on diverse and increasingly widespread topics. Besides supporting the work of the Fiscal
Council, this year's analyses focused on the governance of public institutions and various
dimensions of economic competitiveness.

Analysis for the Fiscal Council on the budgetary processes in the first half of 2017

Pursuant to the Stability Act, the Fiscal Council (FC) provides an opinion semi-annually on the
status of the execution of the Act on the Central Budget as well as on the expected changes
in public debt. In accardance with the provisions of the Stability Act, the State Audit Office of
Hungary assists the work of the President of the SAQ as a member of the FC by providing
the FC with analyses on the issues discussed by it. By evaluating the budgetary processes
of the first half of 2017, the SAD assisted the FC in formulating an informed opinion on the
processes of 2017 H1.

Analysis on the audit experiences regarding the operation of mid-level governing bodies

In its analysis, the State Audit Office of Hungary summarised and evaluated its
experiences regarding the task performance of mid-level governing bodies. The analysis re-
vealed that one of the guarantees of accountability, regular public fund utilisation and asset
management af institutions of the central sub-system is the establishment of an appropri-
ate management system and the responsible exercising of governance powers. By analys-
ing the deficiencies and irregularities uncavered in the nearly 40 SAQ reports assessed in
the analysis, the State Audit Office of Hungary wishes to contribute to the regular operation
of mid-level governing bodies, and thereby to the efficient, effective and economical per-
formance of public duties.

Starting from 2012, a large number of public bodies and budgetary institutions were re-
moved from the local government sub-system of the general government and added to
the central sub-system, bringing the task performance of the mid-level governing bodies in
charge of Government control fo the foreground.

In the past few years, the SAQ conducted audits at numerous hospitals, social and child pro-
tection institutions, cify museums with county rights and water management directorates.
The scope of the audits was also extended to the activities of mid-level governing bodies
responsible for executing the tasks related to Government control, and to the setup and
operation of the governance system required for the pravision of public services.

TOTAL NUMBER OF BUDGETARY INSTITUTIONS GOVERNED
BY MID-LEVEL GOVERNING BODIES
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The audits revealed deficiencies in the exercise of the governing powers of mid-level gov-
erning bodies in several cases. The instances of inadequate governance defected by the
audits posed a threat to the establishment of the conditions required for the regular and
effective performance of the governed institutions. Moreaver, in several cases, the audits
performed by the governing bodies failed to fulfil their function of pratecting the regular use

of public funds, and they failed to support the detection and management of irreqularities,
whereby they failed to ensure regular operation. The audits also revealed deficiencies with
regard to the asset management activity of mid-level governing bodies, to the transfer and
receipt of assets and to the accounting records.

Legal regulations applicable to the activity of mid-level governing bodies fundamentally
established the conditions for regular task performance and responsible governance. The
regulations defined the framewaork for the task performance of mid-level governing bodies;
however, they did not provide for a clear and straightforward division of labour between
the mid-level governing body and the governed institutions, nor did they ensure the de-
velopment of internal requlations or the conclusion of agreements with detailed rules. Con-
sequently, in many cases division of labour agreements and internal regulations did not
or inadequately contained rules for responsihility taking or for the division of tasks, and it
frequently happened that the performance of internal audit tasks or the financial manage-
ment fasks taken over from the institutions governed did not comply with legal or internal
regulations.

Conclusions

The experiences of the audits pointed out that the well-managed state cannot be conceived
without the effective and efficient governance of public institutions. The duty of mid-lev-
el governing bodies with regard to the institutions governed is to stipulate, enforce and
audit the requirements necessary for efficient financial management. Based on the finan-
cial management deficiencies detected at mid-level governing bodies, the performance of
these fasks only exacerbated the risks existing at the institutions governed. The shortfalls
of the activity of mid-level governing bodies may not only affect the operation and financial
management of specific institutions but ultimately, the performance of public duties as well.

Utilisation of competitive knowledge - Operation of the Graduate Career Tracking System

In the spirit of cooperation between the SAls of the European Union, the State Audit Office
of Hungary conducted its audit entitled “Joint Audits for the Better Utilisation of Competitive
Knowledge - Good Practices in Graduate Career Tracking” in the framework of an interna-
tionally coordinated audit. The SAO report on the audit was published by the SAO as early
as 2016.

On the one hand, the related analysis published in 2017 utilised the dafa collected during
the audit, which served fo enrich the presentation on good practices. On the other hand, it
processed the broader literature on the topic, which confributed to gaining an insight into
the operation of the Graduate Career Tracking System (GCTS) based on the data of all higher
education institutions. Significantly more data were collected and systematised through the
means used by the analysis than were eventually included in the SAO report drawn up on
the audit. Consequently, on the one hand the analysis confirmed, and on the other hand it
refined and usefully supplemented the audit findings.

2.7. FINANCIAL AWARENESS

Through its audit activity, the State Audit Office of Hungary recognised thaf, in order to
promote the welfare and financial security of the country, there is a need to mitigate the
national economy risks arising from unsubstantiated financial decisions made by citizens.
In the interest of expanding the knowledge of the population about finances, public financ-
es and the sharing of public dues while also facilitating the development of attitudes and
forms of behaviour related fo finances, the SAQ has made significant efforts in recent years
to increase - as a priority area of its carporate social responsibility programme - the finan-
cial literacy of Hungarian citizens. This endeavour was also underlined in a 2014 National
Assembly Resolution.

It is the vested interest of all economic participants to achieve that Hungarian citizens are
well-informed about finances, make financial decisions with due caution, and exhibit re-
sponsible thinking with regard to their own lives and the community alike. Accordingly,

The study is accessible by clicking on the highlighted publi-
cation number, or can be downloaded from the SAQ website
(www.asz.hu)).
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numerous countries have defined the enhancement of the population’s financial literacy
as a strategic priority, especially in the period following the outbreak of the financial crisis.
It is a significant step forward that this year saw the completion of Hungary's seven-year
national strategy targeting the enhancement of financial literacy, the crafting of which was
also supported by the State Audit Office of Hungary with its experiences.

The purpose of the Financial Awareness Programme is to assess and develop the finan-
cial literacy of Hungarian families and to increase financial awareness (also with respect to
public finances) through programmes facilitating an improvement in financial literacy and
supporting financial education, fraining programmes and simple and easy-to-understand
news items and short films.

A new column entitled “Everyday Finances” was launched under the Financial Awareness
menu option on the SAQ’s News Portal. The “Clearly About Public Finances” column also
continued, which is intended to present concepts and activities related to financial literacy
clearly and interactively - by involving the citizens - in 1-1.5-minute video clips. Moreaver,
the short films presented the approach and objectives of sustainable development and the
SAQ's current audit activity.

With a view to increasing the knowledge of Hungarian citizens about finance, public financ-
es and the sharing of public dues, the State Audit Office of Hungary organised a three-day
training programme under the title “Ambassador for Financial Literacy”, in the context of
which participating volunfary auditors learned about the methodology on impraving the fi-
nancial literacy of the population. 15 auditors received certificates upon the successful com-
pletion of the training course. The training programme is intended to promote the training
of professionals who will be organically involved in improving the financial literacy of the
adult population.

0On Hungarian Values’ Day, the State Audit Office of Hungary directed attention to the values
of financial awareness and literacy. Af the event, participants filled out almost 50 self-tests
and were given an opportunity to falk about preparing a household budget.

The signing of the memorandum of understanding between the Hungarian Institute for Cul-
ture (NMI) and the State Audit Office of Hungary marks a significant milestone in the pracess
of improving financial literacy. The caooperation between the twa institutions provided the
means for reaching out o the domestic adult population.

A cooperation master agreement was signed in 2011 with the Econventio Roundtable
Non-profit Association, under which the Association undertook to assess the financial liter-
acy of high-school students and to provide professional support for the publication of the
studies in progress, which were published, for the seventh time, last year. Started in 2011,
the surveys conducted in 2017 were extended fo the financial skills of the adult population.

3. Audifing the audifors

In the interest of ensuring the regular, economic, efficient and effective management of
national assets and the regular performance of reporting and data supply obligations,
the Act on Public Finance identifies three areas in the audit system of public finances:
the internal contfrol system, Government audits and external audits. These three areas
are the three lines of defence of public finances. The first line of defence is the internal
control system of public finances and the internal audit system which covers the former;
the second line of defence is represented by the supervision and monitoring tasks related to
the government and local governments, and the third line comprises independent external
auditing, such as the auditing tasks performed by the State Audit Office of Hungary.

The SAO has a wide-ranging audit mandate: it is entitled to audit the financial management
and operation of institutions which are themselves entitled to perform audit and superviso-
ry tasks. By auditing such institutions, the SAQ can achieve the greatest possible impact in
its efforts fo facilitate the regular, responsible and disciplined management of public funds:
indeed, the results of the SAQ’s audits can be indirectly utilised even in the operation of the
audited entities of the audit institutions by improving the regularity, efficiency and trans-
parency of the auditors.

In 2017, in the context of auditing the auditors, the SAQ conducted audits at some of the
organisations constituting the second line of defence, such as the National Tax and Customs
Administration, the National Bank of Hungary, the Hungarian Energy and Public Utility Reg-
ulatory Authority, the Hungarian State Treasury, the Hungarian Chamber of Pharmacists
and the Hungarian Veterinary Chamber.

3.1. AUDITING THE INFORMATION SYSTEMS OF THE NATIONAL TAX AND CUSTOMS ADMINIS-
TRATION (NTCA)

Given the scope of ifs duties, the National Tax and Customs Administration has been subject
to the SAQ’s scrutiny year after year: the NTCA has been audited more than 30 times over
the past 10 years due to the fact that it is responsible for more than 70 per cent of the bud-
get revenues providing the coverage for public sector expenditures. The National Tax and
Customs Administration is expected to deliver the budget revenues that cover public sector
spending in a lawful and effective manner. It is therefore necessary for the organisation to
perform ifs tasks with IT support that complies with the requirements set out by law. The au-
thority’s task performance and the realisation of fax and customs duty revenues fundamen-
tally depend on the reliable functioning and operation of the supporting information tech-
nology systems, which, at the same time, are also responsible for pracessing the bulk of the
national data assets. The current legislative environment that regulates the way in which
the closed, comprehensive, continuous and risk-proportionate protection of the confiden-
tiality, integrity and availahility of the dafa processed in the electronic IT systems, as well
as the integrity of the system components and availahility thereof is ensured preventively
contributes to mitigating the risk of security problems and reducing the number of security
events; moreover, it provides for the systematic management thereof. The SAO audited the
compliance of the electronic information systems with these legislative requirements af the
Natfional Tax and Customs Administration - as the organisation responsible for collecting
the faxes and contributions comprising the majority of the revenues of the central budget
- for the period between 1 January 2015 and 30 June 2016. In addition, we evaluated the
activities related to the payment of VAT on e-commerce, the enforcement of the tax benefit
on research-development and the collection of outstanding public dues collected as taxes.

NUMBER OF SAO AUDITS AT THE NATIONAL TAX AND
CUSTOMS ADMINISTRATION PERFORMED IN THE PAST 10 YEARS (NUMBER)

I
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The SAOQ’s proposal:

The legislative coordination
framewaork of public finance
audits should be reinfarced.

The SAQ report containing the findings of the audit is acces-
sible by clicking on the highlighted disclosure serial number,
or can be downloaded from the SAQ website (www.asz.hu).
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The summary prepared for the press (also containing the
main findings) is available at the link marked “0”.
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Note:

the Figure also includes audits that were
conducted outside of the independent audit
programmes (e.g. audit on the final accounts)
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Findings

The SAO’s audit concluded that the National Tax and Customs Administration has estab-
lished the management and control systems for the IT area and defined the operative ob-
jectives thereof; moreover, it has developed the organisational framewaorks and regulations
necessary for its operation, and executed the tasks related to resource management.

Recommendations

Following the audit, recommendations were issued for the President of the NTCA in relation
to the internal control system of the organisation and compliance with administrative time
limits.

3.2. AUDITING THE REGULARITY OF THE OPERATION OF THE NATIONAL BANK OF HUNGARY
AND UTILISATION OF THE AUDIT ON THE REGULARITY OF ITS OPERATION IN 2014

Pursuant to the relevant legislative provisions, the State Audit Office of Hungary regularly
audits the financial management of the National Bank of Hungary, as well as its activities
that are not part of the MNB's care tasks under the MNB Act. Accordingly, the SAQ assessed
- based on the legislafive provisions in effect in 2015 - the activities outside of the MNB’s
core tasks in year 2015, the compliance of the MNB's financial management and the MNB’s
account settlements in relation to the centfral budget. The scope of the audit covered the
legal compliance of the MNB's activities aimed at supervising, auditing and regulating the fi-
nancial infermediary system. The SAO also examined whether the MNB completed the tasks
defined in the action plan drawn up inline with the findings and recommendations substan-
tiafing the recommendations in Report No. 16116 of the SAQ, published in 2016. The audit did
not caver the establishment and financial management of business assaciations or founda-
tions set up in line with the MNB’s tasks and primary objective.

Findings

The SAQ found that the management, decision-making and audit systems of the MNB
functioned in requlated fashion, overall, in 2015. The operation of the Supervisory Board
complied with legal provisions and the rules of procedure, and the operation of the internal
audit organisation was regular and requlated. The MNB’s financial management and settle-
ments with the central budget were reqular and properly regulated. Its activities aimed at
supervising, auditing and regulating the financial intermediary system complied with legal
regulations overall. In performing its tasks as a requlatory autharity, it complied with reg-
ulations but the audit uncovered some errars in resolution planning. The follow-up audit
of the action plan drawn up in response to the findings and recommendations of the audit
report published in 2016 found that, by completing the relevant fask, the MNB confributed
to ensuring the regularity of financial management.

3.3. AUDIT OF THE HUNGARIAN ENERGY AND PUBLIC UTILITY REGULATORY AUTHORITY

Through its energy efficiency strategy and the utilisation of renewable energy, the Hungar-
ian Energy and Public Utility Regulatory Authority is one of the safequards of sustainable
development. The Authority is the main regulatory, supervisory and auditing body of Hun-
garian public utility providers; its activity affects all market participants. One of the activities
of the Authority is auditing; consequently, by auditing the auditors - conducting an audit
at the organisation - the SAQ gains a view of not only the Authority but a broader seg-
ment of public finances. The activity of the MEKH may facilitate the reduction of energy
consumption costs and the protection of environmental resources for future generations.
Bearing in mind the inferests of users, it continuously checks the invoicing, contract man-
agement and customer service activities of licensees.

Findings
The task performance of the governing body in relation to the Hungarian Energy and Public

Utility Regulatory Authority and its legal predecessor was regular. In 2012, the setup and
operation of the infernal control system did not comply with legal provisions. The control

system operated in 2015 was regular and supported the enforcement of the infegrity ap-
proach. The financial and asset management of the Authority was adequate. The Authority
performed its public administration duties in a compliant manner.

Recommendations

Based on the findings of the audits, the SAO formulated a recommendation for the Pres-
ident of the Authority to eliminate the detected regulatory deficiency. The audited entity
drew up an action plan in relation to the recommendation, which was acknowledged by the
SAQ.

3.4. FOLLOW-UP AUDIT ON THE OPERATION AND FINANCIAL MANAGEMENT OF THE HUNGAR-
IAN STATE TREASURY

The SAO pays particular atfention to the increased utilisation of its audit findings.
Regular follow-up audits provide feedback to bath decision-makers and audited organisa-
tions, thereby contributing fo the actual implementation of the required actions and the im-
provement of organised public finances. The purpose of the follow-up audit was to evaluate
whether the Hungarian Stafe Treasury and the Ministry for National Economy implemented
their tasks undertaken in the action plans prepared in accordance with the recommenda-
tions of the report on the audit of the operation and financial management of the Hungarian
State Treasury published in 2014.

Findings
The Figure below indicates the degree of implementation of the tasks confained in the ac-

tion plan prepared in response to the recommendations made during the 2014 audit of the
Hungarian State Treasury:

DISTRIBUTION OF THE ACTIONS TAKEN - TREASURY

® Executed by the deadline
Execution past the deadline

@ Partly executed

® Unexecuted

® Nolonger relevant

With the fasks implemented, the Treasury has taken steps towards reqular operation and
financial management. However, due fo the two fasks implemented only in part or not
implemented af all, some of the deficiencies previously identified by the SAQ still remain.
The Ministry for National Economy, as the governing body, carried out the task set out in
its action plan.

The President of the SAO nofified the President of the Treasury in a warning letter of the
necessify of taking further action in order to eliminate the unlawful practices revealed by
the follow-up audit.

The SAQ report containing the findings of the audit is acces-
sible by clicking on the highlighted disclosure serial number,
or can be downloaded from the SAQ website (www.asz.hu).

17129

The summary prepared for the press (also containing the
main findings) is available at the link marked “0”.

17129-0
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3.5. AUDIT OF THE HUNGARIAN CHAMBER OF PHARMACISTS AND THE
HUNGARIAN VETERINARY CHAMBER

The Hungarian Chamber of Pharmacists plays a key role in defining the quality assurance
and the training requirements of the pharmacist profession, and performs public tasks re-
lated fo the membership and the activities of its members. It participates in the quality
control of the healthcare services provided during the performance of the given healthcare
activity, and in auditing compliance with the principles of mandatory further training and
the implementation of the professional conditions for non-tertiary healthcare training, vo-
cational fraining and further training. The Hungarian Veterinary Chamber is a veterinarian
advocacy organisation, which, as part of its advacacy fasks related to its members, carries
out the registration of veterinarians, veterinary institutions and service providers and vet-
erinary assistants performing service activities. As part of its public administration duties,
it participates - among other things - in the quality control of animal health services. The
State Audit Office of Hungary audited the financial management of the Hungarian Chamber
of Pharmacists and the Hungarian Veterinary Chamber for the period of 2013-2015.

Findings and conclusions

The financial management of the Hungarian Chamber of Pharmacists and the Hungarian
Veterinary Chamber was not regular. Although central budget subsidies were used for the
pre-specified purpose, the financial accounting of the subsidies was not reqular. Disclosure
obligations relating to data of public interest pertaining to financial management were not
fulfilled, therefore, transparency was not ensured.

Recommendations

Based on the audit findings, in order to eliminate the deficiencies, the SAQ formulated
recommendations with obligations to take action, three of which were addressed to the
President of the Hungarian Chamber of Pharmacists, and another seven to the head of the
National Office of the Hungarian Chamber of Pharmacists.

The audit of the Hungarian Veterinary Chamber resulted in a total of 34 recommendations
with obligations to take action, which were addressed to the Minister of Agriculture, the
President of the National Organisation of the Hungarian Veterinary Chamber and the heads
of 17 regional organisations. In response fo the findings substantiating the recommenda-
tions, the addressees have drawn up action plans.

4. Audit of state-owned com-
Danies

The assets of the state play a pivotal role in the proper performance of public duties and
the provision of public services. The preservation and enhancement of the value of state
property as well as the reqular management of the assets are key statutory tasks of public
institutions, which is why this area is at the centre of the SAQ's audits.

The SAO audits the exercise of proprietary rights over state property every year. In addi-
tion - in consideration of the heightened risks - it assigns key significance to auditing the
preservation and management of assets transferred to state-owned companies operating
outside the system of public finances. Moreaver, in 2017 a separate report was prepared on
the financial management of regional water utility companies.

4.1. AUDIT ON THE ASSET PRESERVATION AND FINANCIAL MANAGEMENT ACTIVITIES
OF STATE-OWNED (OR PARTLY STATE-OWNED) BUSINESS ASSOCIATIONS

In 2017, the SAQ contfinued the audit of state-owned business assaciations; it audited mare
than twice as many state-owned companies as in the previous year. The special significance

of the audits is justified by the fact that participations in state-owned companies form a
part of the state’s assefs. The audits were also warranted in view of the fact that companies
in majority state ownership play a key role in the public fasks performed, and their asset
management, therefore, exerts an impact on the performance of public tasks. Based on
the above, the transparent and accountable operation and financial management of state-
owned companies is a fundamental requirement.

Conclusions

The audited entities play animportant role in the protection and safequarding of state prop-
erty. The primary responsibility of the company is to ensure the transparent and account-
able financial management of the assets. Therefore, in the interest of protecting and safe-
guarding stafe property, supporting the annual reports - which ensure the transparency of
financial management - with proper inventory was deemed fo be an area that needs to be
strengthened.

In many cases, the audits found that the accounting rules and registries that ensure ac-
countahility and constitute the hasis of the financial statements needed to be improved. In
order to improve the transparency of operation, besides publishing the financial statements
approved by the owner, the public should be informed continuously; in other words, the
data prescribed by law must be disclosed.

Our audits revealed that both the companies’ internal audit rules and the audit system tar-
geting the companies need impravement. It is the position of the State Audit Office of Hun-
gary that order creates value. Therefare, for the regular management of public property,
both the audit system of the companies and the owners’ audit must fulfil their role defined
by law. The owner needs to set clear requirements for the leaders of the companies and
monitor and evaluate the execution.

Since the result of the financial management of companies in the government sector may
affect the general government debt-to-GDP ratio and the government deficit, this area was
also put atf the centre of the audits. The audits found that the P&L of the companies, on the
whole, did not influence the general government debt-to-GDP ratio and the government
deficit materially; therefore, the companies did not increase macroeconomic risks.

Recommendations

In its reports on state-owned business associations - other than the SAO report on the
exercise of proprietary rights over state property -, the SAQ issued a total of 231 recom-
mendations addressed, for the most part, to the executive officers of the companies. Based
on the findings of the reports, most frequently, the SAQ’s recommendations for the audit-
ed entities were aimed at ensuring responsible asset management and the transparency
and accountability of operation. In these, the SAQ recommended that the audited entities
prepare inventories, put their accounting rules and accounts in order and disclose data of
public interest. In addition, where it revealed irregularities threatening the responsible use
of public funds and public property, the SAQ also made recommendations for investigating
responsibility. In response to the recommendations, the executive officers of most audited
entities prepared action plans with the required confent.

4.2. AUDIT ON THE FINANCIAL MANAGEMENT OF REGIONAL WATER UTILITY COMPANIES

It is a fundamental national inferest fo provide a safe drinking water and drainage service
of adequate quality. Besides the key significance of societal aspects and the substantial
changes in legislation from 2011, the audit was also justified by the fact that previous audits
had revealed errors, deficiencies and irregularities in relation to the value preservation and
enhancement activities of regional water utility service providers.

Key findings

Crafted in 201, the Act on Water Public Utility Service fulfilled its role as intended by the leg-
islator and served as a basis for the integration process of the water public utility sector. The

NUMBER OF
REPORTS ON AUDITED

STATE-OWNED
BUSINESS
ASSOCIATIONS

2015

2016

2017

The SAQ reports on the audits of state-owned business
assaciations are available by clicking on the titles of the
reports under the Section referenced in the highlighted
Annex number or can be downloaded from the SAQ website
(www.asz.hu).
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application of water utility service fees was in line with legal requirements and the regional
water companies implemented the reduction of service charges starting from 2013. The in-
tegration contributed to building more efficient economies of scale and o the improvement
of cost efficiency. As a result of the infegration process, the number of consumers served
by regional water companies increased in certain supply zones, which had a positive impact
on unit casts.

All'in all, the companies managed the assets entrusted o them for use or management in
view for the performance of public functions in canfarmity with the regulations. The effi-
ciency of the asset management of the companies has changed unfavourably, as the de-
gree of the wear and tear of fangible assets, the value of trade receivables, as well as the
recognised impairment losses increased. In the period under review, renavations and proj-
ects infended fo increase the lifecycle of tangible assets were typically carried out accarding
to the level of wear and tear until 2014. In 2015, however, the implemented projects did not
ensure the preservation of asset values.

Recommendations

The SAQ issued a total of nine recommendations for the executive officers of all five audited
regional water companies. In the case of several companies, the SAQ recommended that the
companies define charges in accordance with legal requirements. In a number of cases, we
suggested that the company initiate the amendment of the operating contracts concluded
with the local government to ensure compliance with legal regulations. One of the com-
panies was recommended to update its analytical records comprehensively in accordance
with the provisions of the asset management contract in order to reflect the result of the
asset valuation.

5. Central budget

The central budget is the largest sub-system of the general government; it is responsible
for financing the central sub-system. It underlines its crucial role that the central funding
for the local gavernment sub-system is also provided from the central budget. Essentially,
therefore, the audit of the central budget gives insight into the operation of the general
government as a whole.

Based on ifs audit methodology that ensures a wide coverage in audits on the execution of
the budget and on the final accounts, the SAO can draw sound conclusions with respect to
the general government as a whole.

Institutions of the central sub-system play a crucial role in the use of public funds. Their
analyses may not only help improve the financial management of the audited entities, but
we may get a comprehensive view of the deficiencies of the financial management of bud-
getary institutions inside the central sub-system, as well as their good practices. With its
audits, recommendations and findings, the SAQ may facilitate an impravement in the regu-
lation of the financial and asset management of budgetary institutions.

The SAO places special emphasis on auditing central budgetary institutions with key so-
cio-economic functions.

AUDIT FREQUENCIES OF THE MOST OFTEN AUDITED INSTITUTIONS
(NUMBER OF AUDITS) IN THE PAST 5 YEARS

TREASURY

(16)
MINISTRIES

(238)

Some audits and analyses pertaining ta the institutions of the central subsystem (e.g. NTCA)
were described in detail under other focal areas (“Supporting the concept of the “well-man-
aged state”, “auditing the auditors”).

5.1. AUDIT OF THE FINAL ACCOUNTS AND THE RELATED ANALYSES

The audit of the State Audit Office of Hungary ascertained that the execution of the 2016
budget was regular. The fulfilment of the statutory appropriations of the general govern-
ment central sub-system in 2016, and changes in the deficit and public debt were in line
with the legal requirements and EU criteria. The bill on the final accounts was substantiated
and the data contained therein were reliable. The SAO examined the specificities of the exe-
cution of the budget and the relevant macroeconomic correlations in fwo analyses.

Inline with its statutary obligation, the State Audit Office of Hungary has audited the bill on
the execution of the 2016 budget of Hungary. The main objective of the final accounts audit
is to enable the National Assembly to make as substantiated a decision on the adoption of

The SAQ report containing the findings of the audit is acces-
sible by clicking on the highlighted disclosure serial number,
or can be downloaded from the SAO website (www.asz.hu).
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In consideration of economic
vulnerability factars, the need
may arise to allocate addition-
al reserves.
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the Act on the Final Accounts as possible, and to enable the SAO fo strengthen fransparency
and accountability in the management of public funds. By auditing the revenue and expen-
diture appropriations of the central budget, the social security funds and the extra-budget-
ary funds, the audit gives account of the reliability of the revenue and expenditure data of
the central sub-system as a whole, and by doing so, it supports the transparency of public
finances. In 2016, the revenues of the general government central sub-system amounted to
HUF 18,229.9 hillion and its expenditures to HUF 19,054.9 hillion, and the cash-based deficit
stood at HUF 825 billion.

Owing to the methodology applied for the purposes of the final accounts audit, the audit
covered 100% of the revenues and expenditures of the central sub-system. To ensure a
coverage suitable for the nature of financial audits - given the millions of items making up
the revenues and expenditures of the central budget - statistical sampling was used for the
audit. Accordingly, based on the audit of the selected items, the SAQ drew its conclusion for
the entire population.

Analysis - The impact of EU funds and the accumulation and use of residues on the budget
structure

The analysis relates fo the SAQ’s annual, statutorily prescribed audit on the execution of the
budget (final accounts), and it was based on a permanent feature of fiscal management:
the substantial amount of accumulated residues and their utilisation in the following year.

The accumulation of residues, fo a cerfain extent, is an inherent feature of the management
of the funds allocated in the annual budget as indeed, some programmes cannot be fully
implemented during the year and their financing is carried over to the following year. The
risk, however, is that the generation and use of residues is not uniform in individual years,
which may jeopardise the fulfilment of the targeted budget balance in the year when the
generation of residues is lower in amount as compared fo the use of the residues generat-
ed in the previous years. While based on the data of the final accounts for 2012-2015, the
analysis shows that the magnitude of the risk is in the range of a hundred billion, it also
emphasises that the accumulation of residues that may be utilised in the following year
should be reduced to the necessary minimum.

Analysis on the macroeconomic correlations of 2016 budgetary processes

For the fourth fime, the State Audit Office of Hungary prepared an analysis on the correla-
tions of the execution of the budget in order to provide feedback on the deeper interrela-
tionships in macroeconomic processes. The analysis confirmed that 2016 was another year
of growth and, thanks to favourable macroeconomic developments, the focus can now he
shifted to improving competitiveness.

The government programmes launched in previous years aimed at economic growth and
improving employment continued in 2016. In the interest of promoting economic growth,
the reduction of employment-related taxes was a priority objective. In 2016, the employ-
ment rafe rose to 72.1%, exceeding the average of EU Member States for the first time.

In nominal terms, government debt confinued to grow in 2016 but it is important to point
out that the growth dynamics of the nominal debt of the central budget decelerates year
after year. Outstanding debt, however, could be covered by lowering expenditures. The
analysis also showed that the share of forinf-denominated instruments continued to in-
crease in the debt structure in 2016, and this reduces the exposure of the Hungarian
economy.

5.2. AUDIT OF THE FINANCIAL MANAGEMENT AND
PROPERTY MANAGEMENT OF SPECIFIC INSTITUTIONS OF THE CENTRAL SUBSYSTEM

The activity of the institutions of the central subsystem and the quality of their financial
management affects the management of public funds and public property in compliance
with the principles of accountability and transparency and, through the public services pro-
vided by them, they also affect the quality of life of the population. With that in mind, the
SAQ conducts annual audits among the institutions of the various institution groups of the
central sub-system to evaluate the setup and operation of their internal control systems,
the regularity of their financial and asset management, and the enforcement of the integrity
approach in the processes of financial management. In addition, the scope of the audits
covered the evaluation of the sefup of economy, efficiency and effectiveness objectives in
the process of financial management and the accomplishment thereof.

DEFICIENCIES IN PERCENTAGE OF THE INSTITUTIONS SELECTED ON A RISK BASIS FOR
AUDITS ON FINANCIAL AND ASSET MANAGEMENT

AT

38.9% OF THE AUDITED INSTITUTIONS THE EXERCISE OF FOUNDER'S RIGHTS, EMPLOY-
ER'S RIGHTS, MANAGEMENT, SUPERVISORY AND AUDIT POWERS,

AT
88.9% OF THE AUDITED INSTITUTIONS THE INTERNAL CONTROL SYSTEM,

AT
61.1% OF THE AUDITED INSTITUTIONS FINANCIAL MANAGEMENT, AND

AT
88.9% OF THE AUDITED INSTITUTIONS ASSET MANAGEMENT WERE

NON-COMPLIANT

Most of the audited institutions participated in the SAQ’s integrity survey. However, addi-
tional action is required on the part of the institutions in order to set up the integrity control
system properly, as they did not provide sufficient protection against risks.

Except for one, the audited institutions failed to formulate economuy, efficiency and effec-
tiveness requirements in the process of financial and asset management. In the lack of ob-
jectives, the fulfilment of these requirements could not be evaluated and the performance
part of the audit could not be carried out. In the case of one hospital, backtesting showed
that the farget values were not achieved every year.

Conclusions

The audits underpinned that there is an interrelationship between the task performance
of the governing body and the quality of financial management and hence, the compliance
of the institution’s internal control system as set up by the institution leader. At institutions
where the setup of the internal confrol system was not regular, the internal management
system put in place by the head of the institution did not ensure the conditions for the
regular, transparent and accountable us of public funds and hence, for financial and asset
management.

Recommendations

The SAO formulated 255 recommendations in relation to the findings of the audits conduct-
ed af institutions of the central sub-system. Of the recommendations, 11 were addressed
to ministries acting as governing bodies, 15 to organisations acfing as mid-level govern-
ing bodies, 38 to institution leaders performing business organisation tasks and 191 to the
leaders of the audited institutions. The heads of the audited enfities complied with their
obligation to draw up an action plan.

The SAQ reports on the institutions of the central subsystem
are available by clicking on the names of the institutions un-
der the Section referenced in the highlighted Annex number
or can be downloaded from the SAQ website (www.asz.hu).
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Follow-up audit of higher education institutions

In 2016, the SAD commenced the follow-up audit of higher education institutions. In 2016,
the SAO conducted follow-up audits at 4 higher education institutions and following the
audits, it audited the execution of the action plans of 17 higher education institutions in 2017
and 7 higher education institutions in the first quarter of 2018.

The follow-up audits underpinned the risks inherent in the operation of the audited entities:
unexecuted or partially executed measures signalled risks to responsible managerial con-
duct and to the regularity of operation; therefare, in order to address and mitigate the risks
concerned, the President of the SAQ sent warning letters to the chancellors of 23 higher
education institutions in relation to the completed follow-up audits. Except for one, all of
the chancellors informed the President of the SAO of the actions that they were planning
to fake.

DISTRIBUTION OF THE EXECUTION OF THE TASKS UNDERTAKEN BY HIGHER EDUCATION IN-
STITUTIONS IN THE ACTION PLANS BY EVALUATION CATEGORY (NUMBER, %)
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Except for six fasks, in ifs capacity as operator the Ministry of Human Capacities has execut-
ed 37 tasks defined in the action plans by the deadline.

6. Local government sector

® By the deadline

Execution past the deadline
@ Partly executed
@® Unexecuted

® Nolonger relevant

Local governments form a separate sub-system within the general government. Their po-
tential financial deficits and debts exert an impact on the deficit and debt of the government
sector. Moreover, the property of local governments is part of the national assets. This is
why it is justified for the SAO to audit the financial management of local governments on a
regular basis.

In the context of its local government audits, the SAO focuses on areas where the audits
are most needed based an the risks identified. In addition to the now traditional audits on
the internal control system and financial and asset management of local governments, in
2017 the SAQ continued its audits on the debt settlement of local governments and muse-
ums commenced in 2015 and 2016, respectively. The audits conducted on the basis of the
SAQ’s new, risk-based monitoring system represent a new approach, which is intended fo
improve the efficiency of the audits. The SAQ extended the scope of its audits at local gov-
ernment-owned companies to additional organisations.

6.1. SUMMARY EVALUATION OF THE LOCAL GOVERNMENT AREA

Over the short term, financial and asset management risks are fairly low in the local govern-
ment area; hawever, the area confinues to need external cantrol in view of the deficiencies
of the internal control system, the challenges posed by the need to ensure long-term finan-
cial balance, and the medium risks associated with local government-owned companies.

Based on the risk analysis, the setup and operation of the internal control system of the
local governments selected for the audit was typically non-compliant in the audit periods.
Problems arose with respect fo the setup and operation of a legally compliant organisation-
al framewaork; consequently, the reqularity of operation and financial management was not
ensured at numerous audited local governments. The detected regulatory and accounting
deficiencies posed risks to the regularity of the use of public funds and to the responsible
management of national assets. Typically, the coverage of the established integrity controls
did not correspond to the arising risk levels.

Despite this fact, based on the risk-based local government monitaring system operated by
the SAQ, financial management - including the financing structure of public duties - were
rated low-risk throughout 2016 within the local government sub-system as a whole. As re-
gards indebtedness, the risk monitoring system pointed to medium risk levels in terms of
indebtedness toward suppliers and financial institutions and in the area of guarantees and
sureties; however, the level of indebtedness observed in the period of debt consolidation
proved fo be low-risk. Although asset management received a medium risk rating - pri-
marily because of the medium risk level assigned fo companies majority-owned by local
governments - the change in assets and internal indebtedness were associated with low
risk. Risks to public finances arising from the financial management of local governments
and the risks surrounding the protection and safeguarding national assets were also clas-
sified into the low-risk category, based on the evaluation of the local government sector as
awhaole.

All this means that, although the sustainability of the financial management of local gov-
ernments and the performance of statutorily prescribed tasks do not require intervention
over the short term, the long-term maintenance of financial balance within the frame-
work of the new task-financing system infroduced from 2013 is sfill an issue fo be solved.
While debt consolidation had a positive impact on the financial balance of local govern-
ments, it did not eliminate the triggers of the problems, and unless they are addressed,
outstanding debt may re-accumulate.

In consideration of all this, it is indispensable to control the regularity of local governments
and fo monitor their financial standing and asset portfolios closely, while also assigning a
key role to exploring the factors that negatively affect the financial balance.

The most frequently audited local governments include local governments of towns with
county rank, the Municipality of Budapest and Budapest district governments, in particular
those endowed with a significant volume of nafional assefs and budgetary funds.
According to the 2016 budget statements, the tofal value of the assets involved in the au-
dits of local governments of towns with county rank, Budapest district governments and
the Municipality of Budapest amount to HUF 4,278.3 hillion and the budget expenditures
amount to HUF 685.8 billion.

AUDITS OF LOCAL GOVERNMENTS OF TOWNS WITH COUNTY RIGHTS, BUDAPEST DISTRICT
GOVERNMENTS AND THE MUNICIPALITY OF BUDAPEST
(NUMBER) IN 2013-2017
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The SAQ reports on the local governments audited in 2017
are available by clicking on the titles of the reports under the
Section referenced in the highlighted Annex number or can
be downloaded from the SAO website (www.asz.hu).
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The SAOQ’s proposal:

Based on the risks identified
by the local government risk
monitoring system created by
the SAQ, the SAQ raises the
possibility of tightening the
local government financing
constraint:

1. non-mandatory task perfor-
mance and projects can only
be underfaken up to a specific
percentage of the local gov-
ernment’s annual financing

2. the local gavernment would
have ta issue a stafement
within its own scape of re-
sponsibility on ensuring the fi-
nancial coverage of non-man-
datory task performance and
projects

3. to cover the costs, local
taxes may be raised up to the
amount of the expenses
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6.2. UTILISATION OF PREVIOUS LOCAL GOVERNMENT AUDITS

In 2017, the SAD conducted follow-up audits in relation fo previous audits on the infernal
contfral systems and the financial and asset management of local governments. The fal-
low-up audits conducted in 2017 fargeted the internal control system in 8 cases, asset man-
agement in 26 cases and financial management in 5 cases.

Findings

The audits affected by the follow-up audits were carried out in 2013-2014. The experiences
gained during the follow-up audits of local governments suggest that most of the recom-
mendations issued by the SAO were utilised in the area of asset management and financial
management; however, a relatively large number of deficiencies persist in the area of inter-
nal controls, which poses a risk to their financial management.

DISTRIBUTION OF THE EXECUTION OF THE TASKS UNDERTAKEN BY LOCAL GOVERNMENTS IN
THE ACTION PLANS BY EVALUATION CATEGORY, 2017 (NUMBER)

FINANCIAL MANAGEMENT
ASSET MANAGEMENT
INTERNAL CONTROL 31 107 3

[ EXECUTED BY THE DEADLINE
EXECUTION PAST THE DEADLINE

[ PARTLY EXECUTED

[ UNEXECUTED

[ NOLONGER RELEVANT

The unexecuted tasks identified by the follow-up audits of the internal control system pri-
marily affected the setup and operation of the risk management system, the definition of
control activities, the regular setup and operation of key contrals in financial processes, the
sefup and regular operation of the communication system and internal audit, and compli-
ance with the electronic disclosure obligation.

In addition to the follow-up audits, in 2017 the SAQ also audited the internal control system
af new local governments. The findings of these audits are presented in Chapter 1.1.

6.3. AUDIT ON THE DEBT SETTLEMENT OF LOCAL GOVERNMENTS

In 2017, seven local governments were subject o audits on debt seftlement. In the context
of the audits, the SAQ assessed the regularity of the commencement and execution of the
debt seftlement procedure and the legal compliance of the local governments’ financial
management during the debt seftlement procedure i.e. whether the parficipants of the pro-
cedures, in particular, the financial frustee, complied with legal regulations during the debt
seftlement process.

SAQ professional activities in 2017 @


http://www.aszhirportal.hu/hirek/az-asz-atadta-az-orszaggyulesnek-a-2017-evi-beszamolojat

The SAOQ’s proposal:

The objectives of the Act on
the Debt Settlement Proce-
dure should be reconsidered:
with a view to ensuring its
compliance with the Funda-
mental Law and protecting
public funds, the liability of
the state should be limited up
to its contribution to the local
government’s indebtedness.
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The SAOQ’s proposal:

Despite the debt consolida-
tion, local government debt
may re-accumulate; therefore,
it may be justified to eliminate
the triggers of the local
government debt problem
that negatively impacts the
foundations of the state’s
operation and, fo this end,

to strengthen public sector
management in this area.
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Findings and conclusions

The debt seftlement procedures did not achieve their objectives, as the local govern-
ments failed to restore balance in their financial management. In addition, the effi-
cient legal protection of creditors was not achieved either, although creditors’ claims
were safisfied from the central budget. The local governments did not draw up an as-
set invenfory or an annual report by the day preceding the commencement of the debt
settlement, and they did not have accurate information on the assets to be included
in the debt seftlement procedure. Although the debt settlement procedure conclud-
ed with an arrangement at the seven audited local governments, only three local gov-
ernments fulfilled their payment obligations in full in accordance with the arrangement.
The revenue increasing and expenditure reducing measures undertaken by the local gov-
ernments in the reorganisation programme were only partially implemented, which can be
partly attributed to the fact that the Government had assumed the outstanding debt of
the local governments; therefore, the actions defined in the reorganisation programme did
not need to be executed. The actions taken by local governments in the debt settlement
procedure did not contribute to the long-term, carefully planned and responsible financial
management of the local governments.

Recommendations

The SAO formulated a fotal of 22 recommendations with obligations to take action
for the seven local governments, primarily in relation to the regularity of the setup
and operation of their internal control systems and the preparation of liquidity plans.

6.4. AUDIT OF LOCAL GOVERNMENTS BASED ON FINANCIAL MONITORING

The statufory duty of the SAO is to audit the financial management of local governments,
and its strategic objective is to assess the financial and ecanomic position of local gavern-
ments and to explore risks. Over the years, the SAO has conducted hundreds of audits at
local governments which, among other things, confributed to gaining an in-depth insight
info the triggers of the increase in local government indebtedness that ballooned fo critical
levels by 2010, and to factually identifying the risks posed to the operation of the sub-sys-
tem as a whole. Within the framework of the new task-financing system infroduced in the
local government sub-sector from 2013, special efforts should be still made to establish
financial balance and to maintain it over the long ferm. It is, therefore, extremely important
to identify risks relating fo the balanced finances of local governments, and to present the
relevant processes and trends. To that end, the SAO has developed a risk monitoring sys-
tem for local governments. By way of the audits assisted by the risk monitoring system,
the SAD obfains sufficient and reasonable assurance on whether the local governments
are capable of carrying out their statutory duties, whether their financial management can
be mainfained as is, and whether these factors are, on the whole, surrounded by risks. In
the framework of the financial monitoring of local governments, the first pilof audit was
performed af the Local Government of Retsag in Nagrad County, for the 2014-2015 period.

Findings

The financing structure of the Local Government’s fask performance and capital formations
ensured the sustainability of the Local Government’s financial management in both years.
Based on its liabilities, as in 2014, it was nof indebted in 2015 either; such a risk, therefare,
did not threafen the sustainability of the Local Government’s financial management and
the performance of its statutory duties. As regards the Local Government’s asset manage-
ment, the preservation of asset value and the replacement of assets were ensured. The
financial management of business associations majority-owned by the local government
did not pose a risk fo the Local Government’s financial management in 2015. All in all, the
Local Government of Rétsag complied with the (propriety) audit criteria defined by the SAQ:
based on the risk sources identified, its financial management, outstanding debt and asset
management did not show risks. Therefare, the task performance of the Local Government
and the continuation of its existing financial management did not signal risks, on the whole.

6.5. AUDIT OF DISTRIBUTION OF FUNDS IN BUDAPEST

The purpose of the audit was fo assess the regularity of the allocation of resources between
the Municipality of Budapest and the Budapest district local governments as prescribed by the
resource allocation decree of 2016, as well as the regularity of the calculation and accounting
of the expenditures related to local taxation.

Findings and conclusions

The management system established for resource allocation by the Chief Notary ensured the
compliant, transparent and accountable management of public funds. The Decree on the dis-
tribution of funds in 2016 was approved by the General Assembly of the Municipality of Bu-
dapest with substantiated budget figures. The SAQ did not uncaver deviations in the financial
settlement of shared revenues and expenditures allocated to the Municipality of Budapest and
the Districts. No correction of the 2017 Resource Allocation is needed.

Recommendations
The SAQ did not formulate any recommendations with obligations to take action.
6.6. AUDIT AND ANALYSIS OF LOCAL GOVERNMENT-OWNED COMPANIES

A key objective of the State Audit Office of Hungary is fo ensure, by uncovering the financial
risks inherent in the financial management of local governments, and by auditing the state
subsidies provided outside the state budget and the free grants of assets and the task perfor-
mance systems operating outside the state budget, that public funds are used by the organi-
sations transparently and in a requlated manner. In Hungary, institution-oriented task perfor-
mance is typical, but extra-budgetary task performance is increasingly gaining ground. Local
government-owned companies are important players in this pracess. As a consequence of the
local government’s autonomy in restructuring, business associations received a significant role
in the performance of bath mandatory and voluntary fasks. Therefore, similar ta the previous
year, in 2017 the SAO continued fo conduct audits among the companies majority-owned by
local governments in the confext of thematic audits, focusing on their financial management
in the periods of 2011-2014 and 2012-2015. In 2017, the SAO published two studies analysing
the financial management, operational and asset management risks of business assaciations
in majority local government ownership and the owner local governments.

Findings and conclusions

The audited local government-owned business associations provided services in the areas of
municipal operations and management, real estate development, cultural, social and health-
care services. The exercise of proprietary rights over the companies owned by the local gov-
ernments was regular, overall, at 90% of the local governments. At the same time, the exer-
cisers of proprietary rights had not defined accountable requirements, evaluation criteria or
indicators for the performance of public duties. In the absence of the above, the measurability
of public task performance was not ensured. Moreover, the occasional absence of ownership
contfrol confributed to increasing the operational risks of the companies concerned.

Our audit findings indicate that at local government-owned companies there is a need to im-
prove the protection of nafional assets and o strengthen ownership control for the responsible
management of national assets. It is warranted to define a series of requirements and criteria
that ensure the measurability and rating of services. And, in order to meet the objectives ex-
pected of the service providers, clear requirements should be set for the management of the
companies.

Recommendations

Based on the audit findings, the SAO formulated a total of 340 recommendations in the reports
in order to rectify the regulatory deficiencies detected and eliminate the irreqular practice. 271
recommendations were addressed fo the executive officers of the business assaciations, and
69 to the exercisers of proprietary rights. In response to the recommendations, the audited
organisations submitted their action plans or the preparation of the acfion plans is in progress.

AUDITED BUSINESS
ASSQOCIATIONS

OWNED BY LOCAL
GOVERNMENTS

123 ) 2on-2016
reports

2017

The SAOD’s proposal:

In the case of local gov-
ernment-owned business
associations, an indicator
system should be developed
to measure public task per-
formance and the provision of
public services.
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DISTRIBUTION OF RECOMMENDATIONS BY ADDRESSEE, 2017
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Analyses

In January 2017, a study was published exploring the possibilities of addressing the de-
ficiencies identified during the audit of waste management companies in majority local
government ownership. These companies are especially vulnerable from the perspective of
economies of scale.

The standard of the activities performed by waste management companies fundamental-
ly affects the quality of life for the population consuming the service. Ensuring uniform
public service price levels is a key factor in fostering the equal opportunities of citizens, as
unreasonably high fees jeopardise the livelihood of families. The expedient, effective and
economical functioning of companies is therefore one of the most important social goals,
and one that the SAQ also intended to contribute fo with its own tools. To this end, the State
Audit Office of Hungary audited a total of 29 companies between 2014 and 2016.

SAQ has been regularly auditing the financial management and the exercising of
ownership rights at the above companies since 2014. Based on its audit findings, the State
Audit Office of Hungary evaluated typical nan-compliances and the resulting risks at the
vulnerable companies. The evaluation found that the compliance of financial management
has declined in direct proportion with the size of companies. The compliance problems
contributed to the fact that for ten out of the eleven vulnerable companies, balance sheet
earnings in 2014 were negative. The majority of the audited companies proved unable fo
ensure the accountability of public services and the appropriate protection of public as-
setfs. The activity dafa presented in the reports did not provide the owners with a full and
reliable view of the company’s equity and finances, nor did they provide a sufficient basis
for decision-making. The majority of the owner local governments were unable fo regularly
control how the companies performed their tasks, which contributed to an increase in the
operational risks inherent in the companies’ activities. The vast majority of the companies
did not establish a system of criteria capable of measuring their public service activities, and
were therefore unable to guarantee the quantifiability of operations and tasks performed
in the public interest.

A significant number of companies violated regulations on the protection of personal data
and on access to public information; thus, they also failed to guarantee the protection of
basic rights relating ta the freedom of information. In every repart, the State Audit Office
of Hungary called attention to the obligation o segregate the revenues and expenditures
related to public services and to the impartance of sound cost accounting. To remedy the
problems observed in the workout area, in 2016 the National Waste Management Coordina-
tion and Asset Management Ltd. was established.

The “Analysis on the experiences of the operation of local government-owned companies”
published in May 2017 was based on the experiences of the audits conducted between 2011
and 2014 at a tofal of 106 companies majarity-owned by 178 local governments.

The analysis separated local governments into four groups, based on the number of citi-
zens, and reviewed the audit experiences, findings and contexts in four risk areas, summed
up in a tofal of 19 aspects and systematised based on the audit reports over the municipal
services of the local governments and the operation of enterprises in their majority own-
ership.

The hypothesis of the analysis was that operation of the enterprises owned by the local
governments and the attendant risks are determined by the operation of the local govern-
ments, and the risks derived thereof. Thus, the risks assumed by the local governments
directly affect the operation of their enterprises. This assumption has been confirmed by
the results of the analysis.

The study demonstrated that the increase in the risks associated with the operation of
local governments and their companies and ultimately, the risks to public service pravision,
was inversely proportional fo the decline in the number of the population.

The financial stability (liquidity and indebtedness) of local governments showed
definite improvements in 2013 over almost all groups, meaning that the ra-
tio of local governments evaluated as high-risk also significantly decreased.
This already included the positive effects of state measures aiming fo leverage local gov-
ernment debt.

However, the risks concerning the financial stability of financial enfities have been increas-
ing. This means that in the field of “good governance”, local governments continue to re-
quire improvement.

The analysis also showed that the SAQ helps local governments and their enterpris-
es the most by focusing on realistic risks, both in its findings and its suggestions.
The assessed period showed an increase in the number of suggestions per report. The
warning letters signed by the SAO president addressing local governments as lawful propri-
etors also proved fo be useful as, according fo the analysis, they confributed to the exten-
sion of the toals available for exercising proprietary rights by the local governments, as well
as to a more quantifiable and efficient financial management, and thereby to a fransparent,
accountable utilisation of public funds.

According to the conclusions of the analysis, the risks to financial management and opera-
tional risks at the companies can be significantly reduced by strengthening the setup and
operation of internal controls. It should be considered a good direction that some of the
local government-owned companies already belong to the government sector and as such,
they are required to develop a system for monitoring the implementation of the objectives.

In addition, defining and consistently enfarcing the criteria to be fulfilled in relation to the
companies’ management may also significantly support more effective financial manage-
ment in the spirit of responsible corporate governance on the part of local governments as
owners.

6.7. AUDIT AND ANALYSIS OF TOWN MUSEUMS WITH COUNTY RIGHTS

Pursuant to the Fundamental Law of Hungary, cultural assets form the common her-
itage of the nation; it shall be the obligation of the State and every citizen to pro-
tect and mainfain them, and to preserve them for future generations. Town muse-
ums with county rights are of key significance from a cultural perspective in terms
of their geographical locations and their tasks and in terms of the number of visits.
Their financial and property management determines the performance of public tasks, the
protection and conservation of goods of cultural heritage and the ensuring of accessibility
to the public.

The study is accessible by clicking on the highlighted publi-
cation number, or can be downloaded from the SAQ website
(www.asz.hu)).
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In the context of its audit of fown museums with county rights, the SAQ published its
audif reports on 19 museums at the end of 2016 and at the beginning of 2017. Using the
experiences of the audits, the analysis summarises and evaluates the findings of the
audits and the conclusions drawn from them; in addition, it presents the results of the
audits along with their societal utilisation.

The analysis concluded that at 80% of the museums, the management system did not en-
sure compliance with the rules, the detection and management of irregularities and trans-
parent, accountable and verifiable public spending. Internal control was not set up and op-
erated adequately; consequently, it did not fulfil its function of protecting public funds and
supporting the management. In some cases, the setup and operation of the integrity control
system was not adequate either; therefore, it provided insufficient protection against the
institutions’ carruption risks.

The deficiencies and irreqularities unveiled in management were reconfirmed by the fact
that the financial and asset management of the museums was irregular. The irregular fi-
nancial and asset management of the county museums, in furn, failed to support the
protection of cultural assets. None of the museums complied in full with the requirements
pertaining to the registration and lease of cultural assets either; consequently, the protec-
tion of property and the safequarding of asset value were not ensured.

The analysis also covered the organisational changes and restructurings affecting the mu-
seums on several occasions between 2011 and 2014, and the audits by the governing body
and the operator as the second line of defence.

RECOMMENDATIONS OF THE AUDITS BY ADDRESSEE (NUMBER)

® MUSEUM DIRECTORS
@® MAYORS, NOTARIES

COMPANY EXECUTIVE OFFICERS

/. Audifs on the utilisation of
budgetary subsidies

Transferring budget funds to areas outside of public finances enfails increased risks
in regard to the use of public funds. Pursuant to the SAO Acf, the SAD is entitled
to audit the utilisation of subsidies provided from public funds at the beneficiary organisa-
tions. Where a beneficiary organisation receives subsidies from public funds other than the
transfer of a specified portion of the personal income fax on the faxpayer’s instruction, or
receives free allocation of assets, the financial management of such beneficiary organisa-
tion may be audited in its entirety.

7. AUDIT AND ANALYSIS OF NON-GOVERNMENTAL HUMAN SERVICE PROVIDERS

In 2017, the SAQ published ten reports in connection to the thematic audit of the operators
of non-governmental institutions performing public education and social functions. The
compliance audits covered the period of 2012-2015. During the audits, at the institution
operators the SAO evaluated the regularity of the framewaork established for public task
performance and the utilisation of subsidies from the central budget. It audited the enforce-
ment of fransparency during the performance of public tasks and ascertained whether the
institution operators took action in response to the findings of external audits. The prevail-
ing budget acts provided significant financial support annually to the operators of non-gov-
ernmental institutions performing public education and social functions for the purpose of
the performance of their public duties. The analysis published in January 2018 within the
framework of its advisory activity summarises, based on the SAQ’s audit experiences, the
deficiencies and irreqularities detected during the audit of non-governmental human ser-
vice providers, identifies good practices, and describes the organisational, requlatory and
financing framework of the operation of the operators of non-governmental human service
providers.

Findings and conclusions

It is also a fundamental requirement for organisations outside of the general government
to use the public funds provided to them for the performance of public tasks transparently.
Transparency is ensured by the publicity of the institution operators’ assessments of the
professional work performed by the institutions, and by the publicity of operational data of
public interest as well as the disclosure of financial statements. Owing to the large number
of deficiencies found in these two areas, the fransparency requirement was not enforced;
the stakeholders did not receive sufficient information about the operatfion and financial
management of the operators of institutions performing public tasks and about the profes-
sional task performance of the institutions.

A'significant part of the institution operators did not ensure the conditions for regular finan-
cial management as, in establishing the framework of internal regulations - largely due to
the deficiencies detected in relation fo the reqularity of accounting - the requlations did not
support compliant task performance.

Recommendations

In order to eliminate the deficiencies, based on the audit findings the SAQ formulated a total
of 64 recommendations with obligations to take action for the ten institution operators. The
audited entities prepared action plans in response to the recommendations.

DISTRIBUTION OF THE AREAS AFFECTED BY THE RECOMMENDATIONS
ADDRESSED TO NON-GOVERNMENTAL HUMAN SERVICE PROVIDERS (NUMBER, %)

U
Mz‘% ® Disclosure
Organisational and regulatory framewark
& 4% @ Utilisation of budgetary subsidies
37% @ Action taken in response to external audit
findings

The SAQ reports on the audits of non-governmental human
service providers are available by clicking on the titles of
the reports under the Section referenced in the highlighted
Annex number or can be downloaded from the SAQ website
(www.asz.hu).
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publication number, or can be downloaded from the SAQ
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Analysis

The analysis considered, grouped and synthesised the findings of the SAQ reports pertain-
ing fo significant areas. Based on the frequency, prevalence and materiality of the errors
and irregularities, it identified the particularly risky areas and also pointed out the good
practices applied by the audited entities. The analysis is based on two SAQ reports pub-
lished in 2016, and ten reports published in 2017.

The analysis underpinned the important role of auditing in ensuring regular and error-free
operation, as indeed, the regularity of operation was best ensured in areas where the
practice of external audits, as well as professional, legality and administrative control had
been, in some form, established. At the same time, the existence of external audit, by itself,
does not guarantee regular operation.

7.2. AUDIT OF PARTIES AND PUBLIC FOUNDATIONS

The State Audit Office of Hungary started auditing foundations and public founda-
tions in 2016, thus contributing to the elimination of previously unaudited ‘grey areas’
of the utilisation of public funds. In 2017, the SAQ published reports on the audit of two
foundations (MAV Symphony Orchestra Foundation and Budapest Festival Orchestra
Foundation). By auditing the stafe subsidies provided outside state budget and free
grants of assets, the SAO contributes to public funds being used by non-governmental
organisations in a transparent way. Pursuant to ifs statutory mandate, the SAO is en-
titled to audit foundations and public foundations that have received subsidies or funds
granted free of charge for specific purposes from public finances. In these cases, the fi-
nancial management activity of the organisations concerned may be audited as a whole.
During its audits, the SAQ evaluates whether the management of the foundation complied
withtherelevantlegalregulations;and whethertheregistrationand theaccounting of the sup-
port received from the central budget and the assets provided to the foundation were reqular.
The audit also covers the fulfilment of the obligation of the foundation to draw up financial
statements and reports, as well as its registration, audit and monitoring activities serving its
operation and financial management.

Findings

The audit found that the internal regulation of the financial management of MAV Symphony
Orchestra Foundation between 2013 and 2015 did not comply with legal regulations. The an-
nual budget plans of the Foundation were not prepared in the breakdown and the manner
required by legal regulations. Its book-keeping did not comply with the legal regulations,
and its simplified annual reports were not supported by inventaory. The Supervisory Board
of the Foundation did not fulfil its rale, as the performance of audit tasks by the Supervisory
Board related fo financial management did not comply either with legal requirements or the
articles of incarparation. For all these reasons, the financial management of the Foundation
did not ensure the accountahility and transparency of funds from public finances.

The SAO’s audit for the period of 2013-2015 found that the Budapest Festival Orchestra
Foundation had established the organisational framework for its financial operations. It re-
corded and accounted for the received subsidies in a regular manner. The accounting of
expenditures, however, did not meet legal requirements. The Foundation did not ensure
the accountahility of the utilisation of subsidies from the central budget. The foundation
performed investment activities against the founders’ will in 2014 and 2015.The supervisory
body of the foundation audited the financial management and operation of the foundation,
but it did not alert the Board of Trustees about the investment activity contrary to the deed
of foundation and the irregular value determination of certain lines of the repaort.

Recommendations

Upon the conclusion of the audit of MAV Symphony Orchestra Foundation, the SAQ formu-
lated six recommendations for the Chairman of the Board of Trustees, suggesting - among
other things - that the Foundation draw up the regulations and policies required by law,
keep separate records of core and business activities, and compile an inventory.

In its report on the audit of Budapest Festival Orchestra Foundation, the SAO formulated
five recommendations for the Chairman of the Board of Trustees of the Foundation, aimed
aft - among other things - the formulation of the statutorily prescribed rules of procedure,
budgetary planning, book-keeping and the compilation of reports.

73. THE AUDIT OF PARTIES AND PARTY FOUNDATIONS

Pursuant to its legal mandate, every two years the SAQ audits the financial management of
parties and party foundations receiving regular state subsidy from the central budget. The
SAQ supports the National Assembly in reforming the legislative environment by present-
ing the deficiencies detected in its reports.

Compared to other organisations of society, parties have a special relation to public power,
since it is the explicit objective and duty of parties to be involved in executive power through
their representatives; pursuant to the Fundamental Law of Hungary, palitical parties shall
indirectly participate in the formation and expression of the will of the people.

For the purity of Hungarian political life, the mitigation of corruption risks and the utilisation
of the public funds and public property available for the parties, it is a fundamental require-
ment to ensure that the financial management of political parties is lawful, accountable and
transparent. It is crucially important that the parties participating in the exercise of demo-
cratfic public power and using public funds act in compliance with legal requirements and set
an example for other organisations with their financial management. This may contribute to
the order of Hungarian public finances and to mitigating carruption risks.

In 2016 the SAO revised its methodology for party audits and at the same time, it construct-
ed a methodology for auditing the legality of the financial management of party founda-
tions. The objective of the methodological guidelines is to ensure that the SAQ’s audits are
conducted on the basis of contemporary methods that comply with the requirements of
objectivity, uniform criteria for audits and evaluations, consistent use of concepts and suit-
ability for standardisation.

In 2017, the SAQ published audit reports on the audits of four parties (MSZP, Fidesz, KDNP,
JESZ) and three party foundations (Antall Jazsef Foundation [AJA], Barankovics Istvan Foun-
dation [BIA], Foundation for a Civic Hungary [SZPMA]). It conducted a follow-up audit at one
party - KDNP - and three party foundations: AJA, BIA and SZPMA.

Changes in the legal provisions on party financing, political campaign and elections are in-
cluded in Annex III.

The SAQ reports on the audits of foundations and public
foundations are available by clicking on the titles of the
reports under the Section referenced in the highlighted
Annex number or can be downloaded from the SAO website
(www.asz.hu).
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Findings

The key tenet of compliant financial management is compliance with the pertinent legal
regulations. Accordingly, a party may not accept prohibited, non-cash contributions. Where
the audit uncovers that the party has accepted prohibited non-cash confributions, the SAO
determines the value thereof in accordance with the provisions of the Party Act, and at the
SAO’s call, the party is required to pay this amount into the central budget within fifteen
days. In the case of late payment, the outstanding arrears should be collected similarly as
taxes, and subsidies granted to the given party from the cenfral budget should be reduced
by the amount of the accepted prohibited contribution.

Conclusions

Through the presentation of the reqularity of the financial management of parties and their
foundations, as well as the amounts of public funds used, the SAO provided the general
public with an objective view of the operation of these organisations. The audit pointed out
both good practices and irregularities regarding the financial management of parties and
party foundations and the utilisation of their subsidies granted from the central budget. The
acceptance of prohibited contributions may give rise fo corruption risks as well.

Recommendations

In 2017, the SAQ formulated 35 recommendations for parties and 15 recommendations for
party foundations, in response to which the action plans were completed by the deadline -
except for those of JESZ and AJA. JESZ and AJA submitted their action plans in response to
the findings of the report past the deadline.

In order to facilitate the regularity of fask performance, in addition fo the recommenda-
tions, the SAQ also addressed warning letters in connection with the audits to the Pres-
idents of two parties - Fidesz and KDNP - and two party foundations: BIA and SZPMA.
The follow-up audits did nof result in recommendations; the SAQ turned to the Presidents of
AJAand BIA in regard to the foundations’ failure to execute the tasks specified in the action
plans. In response, the President of BIA complied with the obligation fo notify the SAQ’s
president of the actions faken, but the President of AJA failed to adhere fo this obligation.

1. ORGANISATIONAL
AND METRODOLOGI-
CAL PROGRESS

In line with its Strategy, the State Audit Office of Hungary is committed to quality-oriented
operation. Accordingly, the main organisational development objective of the SAQ is to set
up an optfimal organisational system aligned with the tasks to be performed. With that in
mind, the SAQ alfers and enhances ifs organisational structure continuously.

From fime to time, the SAQ renews its methodologies and procedures as appropriate in
order o ensure the application of contemporary, modern and efficient methods and the
efficient utilisation of resources to facilitate objective audits with easy-to-utilise results.

- Revised
audit principles
+ Quality control self-test
+ Self-assessment (IT audit)
« New report format

+ Renewed strategic

and manitoring system

+ Quality control guidelines

and quality objectives

- Renewed IT system(filing

and management
information system IT
applications)

- (apacity building

(human resources,
career management,
performance evaluation
development, etc)

* Peer

review
(communication)

MAIN ORGANISATIONAL DEVELOPMENT AND METHODOLOGICAL IMPROVEMENTS

- Adoption of a strategic

change management system

- Increasing the efficiency

of the audit process

- Enhancing and increasing the stabili-

ty of the quality control and
ethical systems

- Improving organisational efficiency

(strengthening matrix-based

work performance, transferring
good practices within the
organisation, a new document
management system, more efficient
and secure IT system)
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1. Management of strategic
changes

Inits revised organisational development strategy, the SAQ committed itself o operating an
organisafional madel that flexibly follows changes and that should be evaluated af regular
infervals. The self-learning process allows the organisation to perform the necessary struc-
tural changes and to adapt fo new environmental challenges in a flexible way. In 2017, the
SAO constructed a model for the change management processes of its own operation, and
started testing the practical operation of the model through pilot programmes. For the best
utilisation of the results of the organisational development and methodological changes
executed by the SAQ, in 2017 the SAD launched an international knowledge product devel-
opment process with respect to infegrity, quality control, the utilisation of the audit work,
publicly owned companies and IT systems. The results of the product development are uti-
lised, in the framework of knowledge transfer and knowledge sharing, in the professional
work of SAls worldwide and in Hungary they provide good practices and an example to
follow for the users of public funds.

In the ever-changing environment of our fime, all SAls should be open fo accept and proac-
tively manage changes if they are o preserve and enhance their values. Entailing continu-
ous change management, the dynamic movement undertaken by the organisation typically
creafes new sfructures, solutions and organisation processes, and implies a continuous
self-learning skill.

The organisation of the SAQ is not a constant but a dynamic structure, in which environ-
mental changes, changes in task performance and internal impulses continuously inspire
changes. The infernal structure composed of the organisational strategy and the basic prin-
ciples defined therein is basically stable, while new operational elements and new linkages
are emerging incessantly.

In order to preserve and enhance the basic principles defined in the strategy, there is a need
to remain open to evaluate changes, to draw conclusions, and fo utilise and then proactively
manage changes in the continuously changing environment.

Change management is needed to ensure the best possible infegration of the changes car-
ried out by the organisation, and to avoid diverging and reversing processes.

-
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In this context, the SAO constructed an organisational process model or guidelines that con-
tain a series of substantive patterns which were developed by the self-learning organisation
but which can be also applied as a norm.

In a six-month test period, the organisation collects experiences fo gauge whether the ex-
pected benefits of systematic change management are realised. Based on the feedback,
the guidelines and procedures are finalised.

The SAQ consistently strives to utilise the innovation results achieved in its organisational
development and professional audit works in the international arena as well, primarily via
knowledge transfer and knowledge sharing with other SAls. To that end, in 2017 the SAQ
systematised its intensive knowledge product development and international knowledge
sharing work. The main areas of these efforts are the support provided fo the “well-man-
aged stafe” (integrity approach, utilisation of the audit work) and areas of SAls’ own capacity
building (e.g.: quality control). Regarding the latter, the results achieved by the SAQ so far
have been already summarised and the concept of the international dissemination of the
knowledge products have been outlined.

2. Increasing the efficiency
of the gudif process

Composed of seven phases, the audit process ensures that in the given phase, individual
components of the audit are performed professionally and efficiently by auditors with ad-
equate skills and experience. Responsibilities are defined for each phase of the audit, and
the confrol points and stop paints in between individual phases ensure that each individual
sub-process of the audit is carried out objectively, interdependently and in high quality.

From 2017, a number of procedural rules were incorporated info the audit process, which
render the audit work more targeted, reduce the audit time where appropriate, and ensure
the quicker and more flexible execution of programmes that are better aligned with the
risks of the audits. The results achieved in the area of digitisation provided the means for
further impraving the efficiency of the audit process. All this alleviated the burdens on au-
dited entities.

Dividing the audit process info phases and carrying out the sub-pracesses by specialised units
increased the reliahility and objectivity of audit results and the efficiency of audit projects.
The IT developments implemented at the SAQ creafed an opportunity for supplying audit
evidence primarily by electronic means on the online data request portal designed for this
purpose, which reduces the number of on-site visits at the audited entities and hence, saves
costs and time for the organisation. In addition, after the methodological changes some
of the evidence can be obtained not only directly from the audited entity, but also from
other credible sources, thereby reducing the number of documents to be requested from
the audited entities.

In order to improve the efficiency of the audit workflow and to ensure the economic and ex-
pedient use of the available, limited human resources, among the documents to be request-
ed and used during the audit, the audit methodology defined - based on risk assessment
and priority - a number of cardinal documents. Moreover, hased on the SAQ’'s methodolo-
gies and the professional rules of auditing, the SAO may only receive documents and data
that can be used as evidence during the execution of the audit fask.

Parallel to the methodological and technology changes, the SAQ phased out obsolete and
no longer relevant procedures. It is a conceptual change affecting thematic audits that top-
ic-specific programme units have been defined and used, for the first time, during the 2017
audits of local governments. The previously used general, comprehensive audits have been
replaced by a more contemporary and more efficient methodological approach.

The SAOD’s proposal:

As part of reducing red tape,
some parts of e-governance
should be extended fo the
SAQ (obligation to supply the
data required for the audits
electronically; free access
for the SAQ to authenticated
document databases).

What are cardinal documents?

Cardinal documents are such docu-
menfs among all the documents that
are fo be obfained from the audited
entity without which, in the lack of
further audit action, a finding can be
drawn up and included in the draft
audit repart on the grounds of the
audited entity’s violation of legal
regulations.
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What are topic-specific
programme units?

Topic-specific programme units are parts
of audit programmes - that can be used
for the purposes of multiple audits and
are applied in accordance with the risks
of the audited entities - that contain
specific audit approaches and fasks in
relation to an individualised fopic.

What comprises the SAQ’s quality
control system?

Covering all of the SAQ’s activities com-
prehensively, the SAQ’s quality control
system is a harmonised system of the
processes and procedures aimed at
quality. Inline with international stan-
dards, the esfablished and continuously
functioning pillars of the quality control
system are the following: management’s
responsibility for quality, compliance
with ethical requirements, definition

of tasks, sufficiency and adequacy of
human resources, fask performance,
continuous monitaring and improve-
ment of quality controlled operation.
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In 2017, the most typical topic-specific programme units were the following:

- integrity and internal contral: it evaluates control over the operation of local governments
and the extent to which the operation is protected against corruption,

- finance: it evaluates financial balance and financial processes,

- asset management: it evaluates local governments’ asset management, asset protection and
preservation of asset value.

- investment: it evaluates the regularity and propriety of investment decisions,

- projects: it evaluates the preparatory work for projects partly implemented from central funding
and the level of preparedness for the implementation of the project,

- audit of management: it can evaluate performance cafegories (effectiveness, expediency,
efficiency) either in relation fo the programme units listed above, or independently, for the
organisation as a whole or for parts of the organisation (including: performance of the
finance area, evaluation of management).

3. Quality confrol and ethical
system

As declared in ifs strateqgy, one of the most important core values of the State Audit Office of
Hungary is a commitment fo quality. It was on this basis that the SAQ designed its quality
controlled operation, which is being improved on an ongoing basis, thereby facilitating the
objectivity of the SAQ’s activity.

The SAO has developed an efficiently functioning quality control system in recent years.
Following the principles of INTOSAI's “Quality Control for SAls (ISSAI 40)”, the SAO developed
its own quality control principles and a set of quality control guidelines infended fo ensure
the efficient enforcement of the principles within the organisation. The SAQ’'s management
has made continuous efforts to familiarise all employees with the new quality control sys-
tem and invited their comments on how fo imprave ifs efficiency.

Based on the quality targets set by the SAQ for 2017, the individual organisational units set
up their own target systems and action plans were developed in order to implement the
plans.

After two years, in 2017 the SAQ tested the proper operation of the established quality con-
trol system and the extent to which the quality control principles are enforced. The self-test
questionnaire has been expanded compared fo previous years. In addition to all ISSAI 40
guidelines, it also includes questions relevant to quality control from the document pub-
lished in October 2016 under the fitle “Supreme Audit Institutions Performance Measure-
ment Framework” (SAI PMF) Mareover, in order to provide an even more reliable overview,
the scope of the respondents was also extended to include all organisational units of the
SAQ.

An analysis of the self-test results led fo the conclusion that the quality control system has
improved continuously compared to past periods. There are no critical or confroversial areas
in the system.

At the end of 2016 and at the beginning of 2017, after the publication of the new code of
conduct of supreme audit institutions adopted at INTOSAI Congress XXII, due diligence was
completed on the ethical norms of the State Audit Office of Hungary, followed by the sys-
tematic renewal of the norms. An important milestone in this process was the 2017 revi-
sion of the document entitled “Ethical principles of the State Audit Office of Hungary”. The
revised document contfains a summary of the general principles and values that facilitate
the SAO’s performance of the tasks specified for its operation in a fransparent, accountable,
credible, objective, independent, unbiased and highly professional manner.

ETHICAL PRINCIPLES OF THE SAO

INDEPENDENCE AND
OBJECTIVITY

PROFESSIONAL

CONDUCT

CONFIDENTIALITY
AND TRANSPARENCY]

In 2017, the SAQ’s Ethical Forum commenced its work. In keeping with the recommendation
of the renewed ethical standard, the objective of the Forum is to gather - and facilitate the
utilisation of - good practices that may be applied to resolve ethical issues and dilemmas
effectively, to discuss potential practices to be avoided, and to solidify ethical values af the
level of the organisation.

In accordance with its Strategy, in the framework of quality-oriented operation the SAQ
strives to fill each position with the most suitable candidate. In 2017, the SAQ renewed the
management selection system under the career management framework established in
2016.

4. Increasing the efficiency of
resources and organisafional
DIoCesses

It is the strategic objective of the SAQ fo carry out its duties with the effective ufilisation of
the resources available. In the inferest of high quality and, at the same time, efficient task
performance, the SAQ continuously strives to develop its skills and capacities. In addition to
selecting an optimal organisation structure, this endeavour includes the regular review and
development of human capital and the SAQ’s information technology and administrative
systems.

In 2017, the SAQ operated at maximum capacity utilisation. In 2017, the stafistical average
staff number of the organisation was 597 persons.
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DISTRIBUTION OF THE SAQ’S STAFF BY LEGAL RELATIONSHIP (PERSONS, %)

9.9%
550 03% ® AUDITOR, TRAINEE AUDITOR
ELECTED OFFICIAL
® EMPLOYEE

@ CIVIL SERVANT

The SAQ also involved external specialists in its fask performance with 8,690 auditar days.
For the optimal utilisation of the resources available and in support of the project principle in
work performance, the SAQ has created a matrix-based organisational structure. The SAQ’s
2017 analysis results confirmed that it is the matrix organisational structure that best fits
the organisational requirements, allowing the SAO to meet, fo the greatest possible extent,
complex and diverse external and internal expectations. The main advantages of this argan-
isational structure are the following:
- efficient labour force utilisation,
- resource utilisation is better aligned with the changing conditions,

provides the framework for a self-learning organisation,
- supports integrity,
- sfimulating, diverse work performance

For efficient, systematised and integrated human resource management, the SAQ fakes
info account both external and internal environmental effects and features, and enhances
ifs processes and registration systems.

In its strategy, the State Audit Office of Hungary committed itself to operating a stable and
uniform, fact-based performance evaluation system that is applicable to the organisation
as a whole and is equipped with a transparent criteria system, group-level and uniform
success criteria and indicators. As a (self-)learning organisation, the SAO continuously re-
assesses its own operafion and based on this review, it takes measures to improve the
efficiency of its task performance. In order to implement its strategic objective, the SAO
revised the performance evaluation system, as a result of which it carried out a series of
technical and conceptual madifications. Compliance with ethical requirements was given
a greater priority in the new system in order to facilitate transparent and responsible work
performance.

Bearing the SAO’s strategy in mind, in order to ensure efficient, effective and high-quali-
ty work performance, as an addition to the training system put in place by the SAQ, from
March 2016 the State Audit Office of Hungary runs knowledge centres focusing on financial,
internal control and asset matters. In relation fo the operation of the knowledge centres, in
2017 the SAQ launched a “Good Practice” self-fraining programme as a new fechnigue in
knowledge transfer.

The operation of the new filing system introduced on 1January 2017 met all expectations
regarding the new system: improvement in security, reliability and refrievability provided
clear justification for the infroduction of the filing system.

The new IT rules of procedure formulated in 2017 contributed to the more efficient and se-
cure functioning of the information technalogy system.

Based on the rules of procedure and plans perfaining to business continuity, the
enhancement of the network infrastructure commenced on central sites and in 18 offices

across the country. This resulfed in a homogeneous office work arrangement from a data
security perspective; consequently, it is now independent of the location of work perfor-
mance within the organisation. In accordance with the business continuity plan, the de-
velopment of the network infrastructure has been completed at all SAQ sites. All of these
changes were required to align IT with the matrix organisational structure and facilitated the
efficient performance of its support function.

As part of the renewal of the stock of IT assets, new laptops and PCs were purchased,
and the majority of the mohile devices provided to employees can be now repaired within
the warranty period, which also greatly reduces costs and the working time loss arising
from the breakdown or malfunctioning of IT devices.

An important consideration during the software tests and rollouts taking place in 2017 was
the need fo support efficient information exchange between the SAQ and its external part-
ners. In order to foster efficient work performance, the SAQ purchased a market leader ap-
plication that supports the character recognition of scanned documents. The application is
expected to speed up the workflow of the audit work.

The SAQintroduced resource-sparing measures in the area of administrative tasks, which im-
proved the efficiency of the work performed. Ananalysis on the filing processes of 2017 point-
edoutthatthereisaneedtoreconsider -andredefineinasensible manner - thelength of the
retention periods and the range of the documents to be refained. The Filing Plan was madified
on this basis.
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1. Budgefary statement of the
o SAD

Having reviewed the 2017 financial management of the State Audit Office of Hungary, the
auditor found that the SAQ’s financial management was in compliance with the relevant
legislation and internal policies, reasonable and cost-efficient, supporting the performance
ofits core activity. Based on the independent auditor’s opinion, the annual budgetary state-
ment provides a true and fair presentation of the execution of the 2017 budget of the State
Audit Office of Hungary, on its financial position as at 31 December 2017, and the results of
its financial management for the year then ended.

1.1. FINANCIAL POSITION OF THE STATE AUDIT OFFICE OF HUNGARY IN YEAR 2017

APPROPRIATION ADJUSTMENTS, REVENUES, EXPENDITURES, RESIDUES

« The core values defined in the SAQ’s strategy are effective-
ness, efficiency, economy and sustainability in the organ-
isation’s operation, which require the regular utilisation of

OBJECTIVE the expenditure and revenue appropriations specified in
the Budget Act.

- In compliance with the provisions of the Avr, the appro-
priation adjustments carried out during the current year
under various fitles amounted to HUF 749,909 thousand.
In the course of the year, the SAQ’s revenues from cen-
tral grants and granfs from managing bodies rose by
HUF 746,634 thousand, and the original appropriation
for operatfing revenues and capifal income was actually
fulfilled at HUF 23,274 thousand. The adjusted appropri-
ation for personal allowances was fulfilled at 99.8%, while
non-personnel expenses and non-operafing expenditures
were fulfilled at HUF 1,329,135 thousand and HUF 388,882

RESULT thousand, respectively. At the end of the fiscal year of
2017, the SA0’s budget residue stood at HUF 761,661 thou-
sand. In 2017, the SAQ made a recommendation to offer
the savings from its 2016 financial management fo IDI.
The purpose of the HUF 28,484 thousand donation is fo
support the “SAl Young Leaders Programme” that cavers a
3-year period and also includes the fopic of ethical lead-
ership fraining.

THE SAUS FINANCIAL

MANAGEMENT IN 20
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The SAQ’s financial management in 2017

1.2 FINANCIAL STATUS OF THE STATE AUDIT OFFICE OF HUNGARY IN 2017

ASSETS, LIABILITIES, SUSTAINABLE DEVELOPMENT

- Itis the duty of the State Audit Office of Hungary to preserve
the value of its assets, to manage its invested assets - that
constitute a part of national assets - responsibly, to renew
and renovate its used assets for the preservation of value,

OBJECTIVE to replace its permanent assefs and to ensure sustainable

development.

+ By the end of the fiscal year, the balance sheet tofal of the
State Audit Office of Hungary rose to HUF 4,132,965 thou-
sand, which implies a HUF 103,775 thousand increase com-
pared to the previous year.

« Accounting for the largest part of the liahilities side of the
balance sheet, shareholder’s equity stood at HUF 3,388,722
thousand on 31 December 2017, up HUF 76,152 thousand
compared to the end of the previous year. The increase in
shareholder’s equity can be aftributed to the positive P&L of
the current year.

RESULT + The savings resulting from the SAQ’s continuously improv-

ing efficiency in financial management were dedicated to

increasing the technical quality of the tools supporting the
audit work. As a result of the purchases made in 2017, the

SAQ’s assets were renewed fo a great extent, and a part of

the obsolete information technology equipment was re-

placed.

DEPICTION OF THE SAQ’S ENVIRONMENTAL AWARENESS

INSTALLATION
OF LED
PANELS
REPLACEMENT
SEPARATE WASTE OF OLD
COLLECTION AIR-CONDITIONING
UNITS
SUPPORT GREENROOF
OF PUBLIC MAINTENANCE
TRANSPORTATION
INDOOR WASTE PAPER
BICYCLE PG
STORAGE
COLLECTION
OF HAZARDOUS
WASTE
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ANNEXES

ANNEX 1:
DUTIES OF THE
STATE AUDIT OFFICE
OF HUNGARY

Statutory duties of the State Audit Office of Hungary

With respect to the areas o be audited, the SAO Act highlights the following.

The SAQ’s audits cover the following:

« as part of auditing the financial management of public finances, the State Audit Office of
Hungary shall audit the operation of the chapters within the structure of the central budgef,
the utilisation of social security funds and separated state funds, as well as the financial
management of local governments, minarity self-governments and their associations,

« as part of its audit of the utilisation of funds originating from public finances, the SAQ shalll
audit the organisations funded from the central budget as well as the utilisation of the
subsidies granted from public funds or of the public assets allocated for specific purposes
free of charge from public funds,

« as part of its audit of the management of national assets, the SAO shall audit the man-
agement of assets belonging to the scope of public finances; the financial management
of such assets; such activities of economic organisations owned in full or in part by the
state, or owned for the most part by local governments, that are aimed at preserving and
increasing the value of such assets; and compliance with the rules regarding the alienation
and encumbrance of assefs belonging fo the scope of public finances, and may audit the
financial management of assets by economic organisations owned in full or in part by the
state or local governments,

- the final accounts prepared in relation to the execution of the central budget,

- the faxation and other revenue collection activities of the state tax authority and munici-
palities as well as the activity of the customs authority,

- the financial management of the National Bank of Hungary along with any activity that
falls outside the scope of its basic tasks as well as the financial management of its founda-
tians,

« the financial management of parties and party foundations,

- the utilisation of normative subsidies allocated from public funds to churches.

Moreaver, it is the SAQ’s special fask to give an opinion on the bill on the central budget.

Pursuant to Arficle 5(7) of Act LXVI of 2011 and to Section 90 of Act CXCV of 2011, the SAO
annually audits the final accounts presenting the execution of the central budget. As early as
the 2015 audit, the SAQ’s audit successfully covered 100% of the expenditures and revenues
of the central subsystem, thanks to the introduction of its new audit methodology. The SAQ
also achieved this coverage during the audit of the execution of the 2016 budget. Pursuant
to Arficle 5(1) of Act LXVI of 2011, the SAQ annually provides an opinion on the budget hill.

In consideration of the key role of the exercise of proprietary rights over state property, pur-
suant to Article 5(4)a) of Act LXVI of 2011, Article 3(4) of Act CVI of 2007 and Article 14(1) of Act
LXXXVII of 2010, the SAQ conducts annual audits in that regard.
Audit experiences found, among other things, that the enforcement of ownership
rights at local governments and at business associations in local government own-
ership was poor in numerous cases. The majority of local governments fail to ex-
ercise adequate control over the operation of the companies and typically neglect
inspecting task performance. In addition, they do not exercise ownership control over in-
ternal audits and over the use of funds provided for the task performance of the entities.
The SAO has submitted a proposal on the comprehensive and conceptual renew-
al of this area. The proposal was also supported by the Government. In addition fo the
above, the State Audit Office of Hungary has developed a self-test system, which is
unique in the sense that it can help improving the reqularity of even those local governments
that have not been suhject to the SAQ’s audit yet.
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Pursuant fo Article 10(1)-(3) of Act XXXIII of 1989, in the context of legality audits the State
Audit Office of Hungary contfinues to audit, every two years, the regularity of the financial
management of polifical parties receiving state budget subsidies regularly. In this regard, in
2003 the scope of audit responsibilities increased further based on the SAQ’s accumulated
experiences: every two years, the SAO conducts legality audits on the financial management
of foundations that are the recipients of state budget subsidies under the referenced Act at
foundations engaged in scientific, knowledge dissemination, research and education activ-
ifies.

In 2013, the statutory audit obligations of the SAO increased further: it focused its ac-
tivities on the transparency of the campaign costs related to the election of the Mem-
bers of the Parliament (Section 8/B (1) and Section 9 (2) of Act LXXXVII of 2013) and
on audifing the costs of election procedures. Based on legal regulations, the State
Audit Office of Hungary is required fo conduct such audits in each election period.
This is because the financial resources for the costs of the preparations, the execution of elec-
tions and for other costs associated with the activity of the elecforal bodies must be granted
from the central budget, up o the amount determined by the National Assembly. The State
Audit Office of Hungary is required to inform the National Assembly of the use of these funds.

The 2016 amendment fo Act CXXXIX of 2013 on the National Bank of Hungary stipulates that
the SAD is responsible for auditing the financial management of the foundations established
by the MNB. Beyond its audit tasks, the SAQ performs a number of additional tasks. Pursu-
ant fo the Act on the National Bank of Hungary, prior fo putting forward a proposal for the
appointment or dismissal of the MNB's auditor, the Governor of the MNB consults with the
President of the State Audit Office of Hungary.

The Stafe Audit Office of Hungary audits the financial management of the Compensation
Fund - which is designed to protect policyholders and is governed by the Investor Protection
Fund Directorate - specified in Act CCXIV of 2015 on cerfain damage compensation measures
taken in order to strengthen the stability of the capital market (Quaestor Act) (pursuant to
Section 130 of Act XXXVII of 2014, from 2014 the SAO also audits the Resolution Fund).

NA resolutions

Economic developments, the SAQ’s well-defined but exponentially increasing scope of activ-
ity and the expansion of the tasks arising from changes in the economic environment pose
continuous challenges to the SAQ. The National Assembly defines special audits and needs
for professional support where the SAQ’s work may create value added inimproving, ufilising
and protecting public property.

In its Resolution No. 35/2009 (V. 12) and Resolution 34/2015 (VII. 7), the National Assembly
recognised the work performed by the State Audit Office of Hungary in the inferest of de-
tecting corruption risks, and its activities carried out for the promotion of an integrity-based
organisational culture.

As an extension of this endeavour, the National Assembly supported the view that, in respect
of organisations involved in managing public funds and public property, the State Audit Of-
fice of Hungary should widen its consultancy activities regarding management systems and
should support the training of ethical managers in public finance.

In Resolution No. 35/2009 (V. 12.), the National Assembly agreed that, in line with its strategic
objectives, the SAO should audit the areas that pose corruption risks and implement its prior-
ity - already approved - project aimed at the identification of carruption risks (Integrity Proj-
ect). It also declared that, in implementing the provisions of Resolution No. 43/2005 (V. 26)
of the National Assembly, the SAO developed the Public Finance Quarterly into a high-quality
professional journal, and requested the SAQ to confinue to pursue its advisory and opinion
leader activities and the publication of the Public Finance Quarterly.

By its Resalution No. 41/2013 (V. 27), the National Assembly supported the State Audit Office
of Hungary in participating in the Development Initiative (IDI) activities of the Infernational
Organisation of Supreme Audit Institutions (INTOSAI), and for the SAO to provide professional
support fo this initiative as donor, with special regard to Hungarian foreign trade strategy.

In Resolution No. 41/2014 (XI. 13.) and Resolution No. 21/2016. (X. 13), the National Assembly
recognised and supported the SAQ’s carporate social responsibility undertaken in an effort fo
increase financial literacy and to extend financial awareness to society as a whole.

Both in 2016 and 2017, the SAQ satisfied the request for professional support (Resolution No.
31/2015 (VII. 7) of the National Assembly) during the preparations for organising the 2024
Olympic Games in Budapest.

In Resolution No. 11/2017 (VI. 14.), the National Assembly prescribed the methodological en-
hancement of organisations performing audit work in the system of public finances and the
review of the fraining material on audits.
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ANNEX ¢

REPORTS, ANALYSES AND
STUDIES PREPARED BY THE
SAO IN 2017 BY FOCUS AREA

Reports, analyses and studies published in 2017 by audited or analysed entity:

I

Reports

17084
17086
M4

1724
17129

mi78

.

Reports

17021

17054
17056
17057
17064

17097

Audif institutions

Repart - Audit on the Hungarian Energy and Public Utility Regulatory Authority

Report - Audit on the information systems of the National Tax and Customs Administration

Report - Audit on the regularity of the National Bank of Hungary
Report - Audit on public bodies - Hungarian Chamber of Pharmacists
Report - Follow-up audit on the financial management of the
Hungarian State Treasury

Report - Audit on public bodies - Hungarian Veterinary Chamber

State-owned enterprises

Report - Audit on the asset preservation and financial management activities of
state-owned (or partly state-owned) enferprises - Nemzeti Szinhaz Kiemelkedden
Kozhasznu Nonprofit Zrt.

Report - Audit on the asset preservation and financial management activities of
state-owned (or partly state-owned) enterprises - Galfi Béla Gyogyito és Rehabil-
itacios Kozhasznt Nonprofit Kft.

Report - Audit on the asset preservation and financial management activities of
state-owned (or partly state-owned) enterprises - MNF Magyar Nemzeti Filhar-
monikus Zenekar, Enekkar és Kottatar Nonprofit Kft.

Report - Audit on the asset preservation and financial management activities of
state-owned (or partly state-owned) enterprises - Vasutegészségligyi Nonprofit
Kozhasznu Kft.

Report - Audit on the asset preservation and financial management activities
of state-owned (or partly state-owned) enterprises - Gabonakutatd Nonprofit
Kozhasznu Kft.

Report - State-owned enterprises - Audit on the asset preservation and financial
management activities of state-owned (or partly state-owned) enterprises - KTl
Kozlekedéstudomanuyi Intezet Nonprofit Kft.

17098

17099

17100

17106

1707

17122

17123

17134

1m37

17138

17139

17146

M47

17148

17149

17154

17155

17156

1757

17185

17196

1797

Report - State-owned enterprises - Audit on the asset preservation and financial
management activities of state-owned (or partly state-owned) enterprises - Hun-
garoControl Magyar Légiforgalmi Szolgalat Zrt.

Report - Follow-up audits - Follow-up audit on activities related to the exercise of
proprietary rights over state property

Report - State-owned enterprises - Audit on the asset preservation and financial
management activities of state-owned (or partly state-owned) enterprises - MFB
Invest Befektetési es Vagyonkezeld Zrt.

Report - Audit on the asset preservation and financial management activities of state-
owned (or partly state-owned) enterprises - Magyar Kozlony Lap- és Konyvkiado Kft.
Report - Audit on the financial management of regional waterworks

Report - ND Nemzeti Dohanykereskedelmi Nonprofit Zrt. - Audit on the asset
preservation and financial management activities of state-owned (or partly state-
owned) enterprises

Report - Audit on activities related to the exercise of propriefary rights over state
property

Report - Miipa Budapest - Miiveszetek Palotaja Nonprofit Kft. - Audit on the as-
sef preservation and financial management activities of state-owned (or partly
state-owned) enterprises

Report - Audit on the asset preservation and financial management activities
of state-owned (or partly state-owned) enterprises - Ipoly Cipgyar Termel6 és
Szolgaltato Kft,

Report - Audit on the asset preservation and financial management activities
of state-owned (or partly state-owned) enterprises - NOSTRA Vegyesipari Kere-
skedelmi és Szolgaltato Kft.

Report - Audit on the asset preservation and financial management activities
of state-owned (or partly state-owned) enterprises - HM Zrinyi Térképészeti es
Kommunikacios Szolgaltato Kazhasznd Nonprofit Kft.

Report - Vargondnoksag Kozhasznu Nonprofit Kft. - Audit on the asset preservation
and financial management activities of state-owned (or partly state-owned) enterprises
Report - Audit on the asset preservation and financial management activities of
state-owned (or partly state-owned) enterprises - BUFA Budapesti Faipari Ter-
meld és Kereskedelmi Kft.

Report - Audit on the asset preservation and financial management activities of
state-owned (or partly state-owned) enterprises - DUNA PAPIR Termeld, Kere-
skedelmi és Szolgaltato Kft.

Report - Audit on the asset preservation and financial management activities of
state-owned (or partly state-owned) enterprises - DUNA-MIX Ipari Kereskedelmi
Szolgaltato Kft,

Report - Apertus Kozszolgalati Oktatas-fejlesztési Kozpont Szolgaltatd Nonprof-
it Kft. - Audif on the asset preservation and financial management activities of
state-owned (or partly state-owned) enterprises

Report - Annamajori Mez6gazdasagi és Kereskedelmi Kft. - Audit on the asset
preservation and financial management activities of state-owned (or partly state-
owned) enterprises

Report - Vas Megyei Temetkezeési Kft. - Audit on the asset preservation and finan-
cial management activities of state-owned (or partly state-owned) enferprises
Report - Magyar Turisztikai Ugynckség Zrt. - Audit on the asset preservation and
financial management activities of state-owned (or partly state-owned) enterprises
Report - Audit on the asset preservafion and financial management activi-
ties of state-owned (or partly state-owned) enterprises - TLA Vagyonkezeld és
-hasznosito Kft.

Report - Audit on the asset preservation and financial management activities
of state-owned (or partly state-owned) enterprises - Godoll6i Kirdlyi Kastély
Kozhasznu Nonprofit Kft.

Report - Audit on the asset preservation and financial management activities
of state-owned (or partly state-owned) enterprises - Helikon Kastélymuizeum
Kozhasznu Nonprofit Kft.
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Report - Audit on the asset preservation and financial management activities of
state-owned (or partly state-owned) enterprises - HM CURRUS Gadoll6i Harc-
jarm(technikai zartkortien mikodé Részvénytarsasag

Audit on the asset preservation and financial management activities of state-
owned (or partly state-owned) enterprises - Széchenyi Tékealap-kezeld Zrt.
Report - Audit on the asset preservation and financial management activities
of state-owned (or partly state-owned) enterprises - Kozszolgalati Kulturalis
El6ado-mdiveészeti Nonprofit Kft.

Report - Audit on the asset preservation and financial management activities of
state-owned (or partly state-owned) enterprises - Magyar Tejgazdasagi Kiserleti
Infézet Kft.

Report - Audit of UNI-MED Szeged Egészséguigyi Szolgaltato Kft.

Report - Audit on the asset preservation and financial management activities of
state-owned (or partly state-owned) enferprises - Orszagos Fordito és Forditash-
itelesitd Iroda Zrt.

Report - Audit on the asset preservation and financial management activities of
state-owned (or partly state-owned) enterprises - Robert Capa Kortars Fotografi-
ai Kozpont Nonprofit Kft,

Reports - Audit on the asset preservation and financial management activities of
state-owned (or partly state-owned) enterprises - MAHART- Szabadkikotd Zrt.
Reports - Audit on the asset preservation and financial management activities of
state-owned (or partly state-owned) enterprises - Balatoni Halaszati Zrt.

Report - Audit on the asset preservation and financial management activities of
state-owned (or partly state-owned) enterprises - EKKO Epitéipari, Kozszolgal-
tatd, Kereskedd es Okfato Kff.

Report - Audit on the asset preservation and financial management activities of
state-owned (or partly state-owned) enterprises - ONTE Opusztaszeri Nemzeti
Torténeti Emlekpark Kozhasznu Nonprofit Kff.

Report - Audit on the asset preservation and financial management activities of
state-owned (or partly state-owned) enterprises - Volanbusz Kozlekedési Zrt.
Report - Audit on the asset preservation and financial management activities of
state-owned (or partly state-owned) enterprises - HS5C Szolgaltato Kozpont Kft.
Report - Audit on the asset preservation and financial management activities of
state-owned (or partly state-owned) enterprises - Hungaroring Sport Zrt.

Report - Audit on the asset preservation and financial management activities of
state-owned (or partly state-owned) enterprises - Horfobagyi Halgazdasag Zrt.
Report - Audit on the asset preservation and financial management activities of
state-owned (or partly state-owned) enferprises - NFP Nemzeti Fejlesztési Pro-
gramiroda Nonprofit Kff.

Report - Audit on the asset preservation and financial management activities of
state-owned (or partly state-owned) enterprises - MACIVA Magyar Cirkusz és Va-
rieté Nonprofit Kft.

Report - Audit on the asset preservation and financial management activities of
state-owned (ar partly state-owned) enterprises - HM ARZENAL Elektromechan-
ikai zartkoriien miikodd Részvenytarsasag

Report - Audit on the asset preservation and financial management activities of
state-owned (or partly state-owned) enterprises - HONVEDELMI MINISZTERIUM
ARMCOM Kommunikaciotechnikai zartkarien miikodd Részvenytarsasag

Report - Audit on the asset preservation and financial management activities of
state-owned (or partly state-owned) enterprises - Balatoni Halgazdalkodasi Non-
profit Zrt.

Report - Audit on the asset preservation and financial management activities of
state-owned (or partly state-owned) enterprises - Grand Tokaj Zrt.

Report - State-owned enterprises - Audit on the asset preservation and finan-
cial management activities of state-owned (or partly state-owned) enferprises
- Magyar Hazak Kozhasznu Nonprofit Kft.

Report - State-owned enterprises - Audit on the asset preservation and finan-
cial management activities of state-owned (or partly state-owned) enferprises
- Duna Médiaszolgaltatd Nonprofit Zrt.

Report - Audit on the asset preservation and financial management activities of state-
owned (or partly state-owned) enterprises - Nemzeti Filmszinhaz Nonprofit Kff.
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Report - Audit on the asset preservation and financial management activities of
state-owned (or partly state-owned) enterprises - AGROSTER Besugarzo Zrt.

Report - Audit on the asset preservation and financial management activities of
state-owned (or partly state-owned) enterprises - MALEV GH F&ldi Kiszolgald Zrt.

Central budgetary
institutions

Report - Audit on the operation of the information system of public finances and
the official statistical service

Repart - Audit an the financial and asset management of specific institutions of
the central sub-system - “Toparti Otthon”, Home for the Disabled and Rehabilita-
tion Institution of Jasz-Nagykun-Szolnok County

Report - Follow-up audit on the audit reports on the financial management and
operation of public higher education institutions - Magyar Tancm(veszeti Féis-
kola (Hungarian Dance Academy)

Report - Follow-up audit on the audit reports on the financial management and
operation of public higher education institutions - Pannon University

Report - Follow-up audit on the audit reports on the financial management and
operation of public higher education institutions - University of Miskolc

Repart - Audit an the financial and asset management of specific institutions of
the central sub-system - Szent Kozma és Damjan Rehabilitation Hospital

Report - Audit on the national framework for data protection as well as on certain
key data records in the framework of an international cooperation

Repart - Audit an the financial and asset management of specific institutions of
the central sub-system - Darvastd Employment Institute

Repart - Felsd Szabolesi Korhaz - Audit on the financial and asset management
of specific institutions of the central sub-system

Repart - Audit an the financial and asset management of specific institutions of
the central sub-system - Directorate General for Public Procurement and Supply
Report - Follow-up audit on the audit reports on the financial management and
operation of public higher education institutions - Hungarian University of Fine Arts
Report - Follow-up audit on the audit reports on the financial management and
operation of public higher education institutions - Semmelweis University
Repart - Audit an the financial and asset management of specific institutions of
the central sub-system - National Institute of Medical Rehabilitation

Repart - Opinion on the 2018 central budget appropriation bill of Hungary

Report - Audit on the financial and asset management of specific institutions of the
central sub-system - Bethlen Gabor Agricultural and Food Industry Vocational School
Repart - Audit an the financial and asset management of specific institutions of
the central sub-system - Magyar Gyula Horticultural Vocational School

Report - Follow-up audits - Follow-up audit on activities related to the exercise of
proprietary rights aver state property

Report - Institutions of the central sub-system - Audit on the financial and asset
management of specific institutions of the central sub-system - Hungarian Na-
tional Museum

Report - Follow-up audit on the audit reports on the financial management and
operation of public higher education institutions - Széchenyi Istvan University
Report - Follow-up audit on the audit reports on the financial management and
operation of public higher education institutions - University of Dunaujvaros
Report - Follow-up audit on the audit reports on the financial management and
operation of public higher education institutions - University of Nyiregyhaza
Report - Audit an the financial and asset management of specific institutions of the
central sub-system - Toldi Miklos Food Industry Vocational School and Dormitories
Report - Audit on activities related fo the exercise of proprietary rights over state

property
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Report - Follow-up audit on the audit reports on the financial management and
operation of public higher education institutions - Karoly Robert College, as the
legal predecessor of Eszterhazy Karoly University

Report - Follow-up audit on the audit reports on the financial management and
operation of public higher education institutions - Eszterhazy Karoly College, as
the legal predecessor of Eszterhazy Karoly University

Report - Audit on the financial and asset management of specific institutions of the
central sub-system - Komarom-Esztergom County Integrated Social Institution
Report - Audit on the follow-up system of EU-funded research, development and
innovation grants

Report - Follow-up audit on the audit reports on the financial management and
operation of public higher education institutions - Budapest University of Tech-
nology and Economics

Report - Audit on the financial and asset management of specific institutions of
the cenfral sub-system - Museum of Ethnography

Report - Audit on the financial and asset management of specific institutions of
the cenfral sub-system - Museum of Fine Arts

Report - Audit on the institutional system of child protection

Report - Audit on the financial and asset management of specific institutions
of the central sub-system - Szentannai Samuel Secondary School and Sftudent
Hostel of Karcag

Report - Audit on the financial and asset management of specific institutions
of the central sub-system - Fejer County Child Care Cenfre and Regional Child
Pratection Service

Report - Audit on the financial and asset management of specific institutions of
the cenfral sub-system - Borsod-Abauj-Zemplen County Child Care Centre and
Regional Child Protection Service

Report - Execution of the 2016 budget of Hungary - Audit on the execution of the
2016 central budget of Hungary

Report - Audit on the financial and asset management of specific institutions of
the cenfral sub-system - Aranysziget Home

Report - Audit on the financial and asset management of specific institutions
of the central sub-system - Pilis Children's Home, Kindergarten, Primary School,
Special Vocational School, Skills Development Special Vocational School

Report - Follow-up audit on the audit reports on the financial management and
operation of public higher education institutions - University of Obuda

Report - Follow-up audit on the audit reports on the financial management and
operation of public higher education institutions - University of Sopron

Report - Follow-up audit on the audit reports on the financial management and
operation of public higher education institutions - Budapest Business School
Report - Follow-up audit on the audit reports on the financial management and
operation of public higher education institutions - University of Kaposvar

Report - Follow-up audit on the audit reports on the financial management and
operation of public higher education institutions - University of Szeged

Report - Follow-up audit on the audit reports on the financial management and
operation of public higher education institutions - University of Debrecen

studies

Analysis - Operation of the graduate career tracking system

Analysis - An analysis on the effectiveness of the Hungarian RDI activities

An analysis on the status of public sector integrity by institution group

Aspects to be considered by the Fiscal Council in formulating its opinion for the
final vote on the 2018 central budget appropriation bill of Hungary

An analysis on the audit experiences relating to the operation of mid-level
governing bodies

Analysis - The impact of EU funds and the accumulation and use of residues on
the budget structure

An analysis for the Fiscal Council on the budgetary processes in the first

half of 2017

An analysis on the macroeconomic correlations of the 2016 budgetary processes
in relation fo the audit on the final accounts

An analysis on the infegrity status of the public sector
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17012
17013
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17022
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17024
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17026

17027

Local governments and
fheir companies

Report - Budapest resource allocation - on the review of the allocation of reve-
nues due to and shared by the Budapest Municipality and the Budapest district
governments in 2016

Report - Follow-up audits - Follow-up audit on the status and regularity of the
financial management of local governments - Gyongyas

Report - Follow-up audits - Follow-up audit on the status and regularity of the
financial management of local governments - Labatlan

Repart - Business associations of local gavernments - Audit on the financial
management of enferprises majority-owned by local governments - SZ0OVA
Szombathelyi Vagyonhasznositd és Varosgazdalkodasi Zrt.

Report - Business associations of local governments - Audit on the financial
management of enferprises majority-owned by local governments - FEJERVIZ
Fejér Megyei Onkormanyzatok Viz- és Csatornamdi Zrt.

Report - Audit on the financial management of enterprises majority-owned by
local governments - Székesfehérvari Kozszolgaltatd Nonprofit Kft.

Report - Audit on the financial management of enterprises majority-owned by
local governments - Szerdahelyi Jozsef Msorszolgaltato Nonprofit Kft.

Report - Audit on the setup and operation of the infternal control system of local
governments - Abony

Report - Audit on the setup and operation of the infternal control system of local
governments - Alsanémedi

Report - Audit on the setup and operation of the infernal control system of local
governments - Ceglédbercel

Report - Audit on the setup and operation of the infernal control system of local
governments - Gydrszemere

Report - Follow-up audits - Follow-up audit on the regularity of the asset man-
agement of the Local Government of Kérostetétlen

Report - Follow-up audits - Follow-up audit on the regularity of the asset man-
agement of the Local Government of Nyékladhaza

Report - Follow-up audits - Follow-up audit on the regularity of the asset man-
agement of the Local Government of Ocsa

Report - Follow-up audits - Follow-up audit on the regularity of the asset man-
agement of the Local Government of Szeghalom

Report - Audit on the financial management of enterprises majority-owned by local
governments - Air-Horizont Pécs-Poganyi Repul6ter Fejlesztéséért Nonprofit Kft.
Report - Audit on the financial management of enterprises majority-owned by
local governments - Pécsi Sport Nonprofit Zrt.

Report - Audit on the financial management of enterprises majority-owned by
local governments - Debreceni Vizmd Zrt.

Report - Audit on the financial management of enterprises majority-owned by lo-
cal governments - Csarnok Veszprémi Csarnokiizemeltetd, Rendezvenyszervezd
és Kommunikacias Kft.

Report - Audit on the financial management of enterprises majority-owned by
local governments - Debreceni Varosi Televizio Kft.

Report - Audit on city museums with county rights - Herman Otta Muzeum, Miskalc
Repart - Audit on city museums with county rights - Kecskeméti Katona Jozsef
Muzeum, Kecskemet

Repart - Audit an city museums with county rights - Laczké Dezsé Muzeum,
\Veszprém

Report - Audit on city museums with county rights - Savaria Megyei Hatakord
Varosi Mizeum, Szombathely

Repart - Audit on city museums with county rights - Szent Istvan Kiraly Muzeum,
Székesfehérvar
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Report - Audit on the financial management of enterprises majority-owned by local
governments - Miskolci Varosgazda Varosgazdalkodasi Kazhasznt Nonprofit Kft.
Report - Audit on the financial management of enterprises majority-owned by
local governments - SZ0LLAK Vagyonkezeld Kft.

Report - Audit on the financial management of enterprises majority-owned by
local governments - Zsolnay Orokségkezeld Nonprofit Kft.

Report - Follow-up audit on the status and regularity of the financial manage-
ment of local governments - Létavértes

Report - Follow-up audits - Follow-up audit on the regularity of the asset man-
agement of the Local Government of Balatanfenyves

Report - Follow-up audits - Follow-up audit on the regularity of the asset man-
agement of the Local Government of Borgata

Report - Audit on the setup and operation of the internal control system of local
governments - Kaposszerdahely

Report - Follow-up audit on the status and regularity of the financial manage-
ment of local governments - Gyomrd

Report - Follow-up audit on the status and regularity of the financial manage-
ment of local governments - Kiskore

Repart - Follow-up audit on the regularity of the asset management of local gov-
ernments - Local Government of District I, Budapest

Report - Audit on the debt settlement of local governments - Audit on the debt
settlement procedure of the Local Government of Aba

Report - Audit on the debt settlement of local governments - Audit on the debt
settlement procedure of the Local Government of Szigetvar

Report - Audit on the setup and operation of the internal control system of local
governments - Jaszszenfandras

Report - Audit on the financial management of enterprises majority-owned by
local governments - ALFA-NOVA Energetikai Fejleszt6, Tervezd és Vallalkozo Kft
Report - Follow-up audit on the regularity of the asset management of the Local
Government of Tiszabura

Report - Audit on the financial management of enterprises majority-owned by
local governments - Civis Haz Zrt.

Report - Audit on the financial management of enterprises majority-owned by
local governments - Nyiregyhézi Allatpark Nonprofit Kft.

Report - Audit on the financial management of enterprises majority-owned by
local governments - Kaposvari Varosgazdalkodasi Zrt.

Report - Audit on the financial management of enterprises majority-owned by local
governments - VAROSGONDOZAS EGER Ipari -, Kereskedelmi és Szolgaltatd Kft.
Report - Audit on the financial management of enterprises majority-owned by
local governments - Agria-Human Kazhasznu Nonprofit Kft,

Report - Audit of local governments based on financial monitaring - the Local
Government of Rétsag

Report - Follow-up audits - Follow-up audit on the regularity of the asset man-
agement of the Local Government of Kiskunfélegyhaza

Report - Audit on the setup and operation of the internal control system of local
governments - Bikkaranyos

Report - Audit on the setup and operation of the internal control system of local
governments - Local Government of District Il, Budapest

Report - Audit on the financial management of enterprises majority-owned by
local governments - Régia Park Miskalc Kft.

Report - Audit on the debt settlement of local governments - Audit on the debt
settlement procedure of the Lacal Government of Kisnamény

Report - Audit on the debt settlement of local governments - Audit on the debt
settlement procedure of the Local Government of Gacsaly

Report - Audit on the setup and operation of the internal control system of local
governments - Opusztaszer

Report - Audit on the setup and operation of the internal control system of local
governments - Mezékovesd

Report - Audit on the financial management of enterprises majority-owned by
local governments - Miskolc Holding Onkorményzati Vagyonkezel6 Zrt

Report - Follow-up audit on the regularity of the asset management of the Local
Government of Polgar

Report - Follow-up audit on the regularity of the asset management of the Local
Government of Pusztaszentlaszlg
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Report - Audit on the setup and operation of the infernal control system of local
governments - 5ajdszoged

Report - Audit on the setup and operation of the infernal control system of local
governments - 5zenna

Report - Audit on the debt settlement of local governments - Audit on the debt
seftlement procedure of the Local Government of Biri

Report - Audit on the setup and operation of the infernal control system of local
governments - Bakonytamasi

Report - Audit on the setup and operation of the infternal control system of local
governments - Ozd

Report - Audit on the setup and operation of the infternal control system of local
governments - Kéthely

Report - Follow-up audit on the regularity of the asset management of the Local
Government of District Ill, Obuda-Békasmeguer, Budapest

Report - Follow-up audit on the regularity of the asset management of the Local
Government of District IV, Ujpest, Budapest

Report - Follow-up audits - Follow-up audit on the regularity of the asset man-
agement of the Local Government of Baracs

Report - Audit on the setup and operation of the infernal control system of local
governments - Mohacs

Report - Follow-up audits - Follow-up audit on the regularity of the asset man-
agement of the Local Government of Heves

Repart - Follow-up audit on the regularity of the asset management of local gov-
ernments - Local Government of District XVII, Rakosmente, Budapest

Repart - Follow-up audit on the regularity of the asset management of local gov-
ernments - Local Government of District XIX, Kispest, Budapest

Report - Business associations of local governments - Audit on the financial
management of enferprises majority-owned by local governments - Via Kanizsa
Varosiizemelteté Nonprofit Zrt.

Report - Follow-up audit on the regularity of the asset management of the Local
Government of District XIV, Zuglo, Budapest

Report - Follow-up audit on the regularity of the asset management of the Local
Government of District X1, Ujbuda, Budapest

Repart - Audit on the financial management of enterprises majority-owned
by local governments - Ujbuda Prizma Szocidlis Fejlesztési és Foglalkoztatdsi
Kozhasznu Nonpraofit Kft.

Report - Audit on the financial management of enterprises majority-owned by
local governments - KOKERT Kdbanyai Keriiletgondnoksagi és Telepiilésiize-
meltetési Non-profit Kozhasznu Kft.

Report - Follow-up audit on the regularity of the asset management of the Local
Government of District XIII, Budapest

Report - Follow-up audit on the regularity of the asset management of the Local
Government of District XXII, Budafok-Tétény, Budapest

Report - Follow-up audits - Follow-up audit on the reqularity of the asset manage-
ment of local governments - Local Government of District VI, Terézvaras, Budapest
Report - Audit on the debt settlement of local governments - Audit on the debt
settlement procedure of the Local Government of Magyardombegyhaz

Report - Audit on the financial management of enterprises majority-owned by local
governments - XIII. KerUleti Egészséguigyi Szolgalat Kozhasznu Nonprofit Kft.
Report - Audit on the financial management of enterprises majority-owned by local
governments - Ferencvarosi Egészségugyi Szolgaltato Kozhaszni Nonprofit Kft.
Report - Audit on the financial management of enterprises majority-owned by
local governments - Soproni Vizm( Zrt.

Report - Follow-up audits - Follow-up audit on the regularity of the asset man-
agement of the Local Government of District IX, Ferencvaros, Budapest

Report - Follow-up audits - Follow-up audit on the regularity of the asset man-
agement of the Local Government of District X, K6banya, Budapest

Report - Audit on the financial management of enterprises majority-owned by
local governments - KOZPARK Kispesti Kdztisztasagi és Kozfoglalkoztatasi Non-
profit Korlatolt Felel6sseégi Tarsasag

Report - Audit on the financial management of enterprises majority-owned by
local governments - Rakosmente Varosfejlesztd, Varosiizemeltetd, Kivitelezé,
Karbantarta és Szolgaltato Kft.
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Report - Audit on the financial management of enterprises majority-owned by
local governments - Ujpesti Varosgondnoksag Szolgaltata Kft.

Report - Audit on the financial management of enterprises majority-owned by
local governments - Miskolci Szimfonikus Zenekar Nonprofit Kft,

Report - Audit on the financial management of enterprises majority-owned by
local governments - Szolnoki Szimfonikus Zenekar Nonprofit Kft.

Report - Business associations of local governments - Audit on the financial
management of enterprises majority-owned by local governments - Isaszegi
Varosgazda Nonprofit Kft.

Report - Audit on the financial management of enterprises majority-owned by
local governments - II. Kerileti Varosfejleszt és Beruhazas-szervez( Zrt.

Report - Audit on the financial management of enterprises majority-owned by
local governments - Erdi Varosfejlesztési és Szolgaltato Kft.

Report - Audit on the financial management of enterprises majority-owned
by local governments - IKV Ingatlankezel6 és Vagyongazdalkodo Zartkorlien
Miikodd Részvénytarsasag (Szeged)

Report - Audit on the financial management of enterprises majority-owned
by local governments - “FORENO” Foglalkoztatasi és Rehabilitacids Nonprofit
Korlatolt Felel6sségli Tarsasag (Sopron)

Report - Audit on the setup and operation of the internal control system of local
governments - Hidegség

Report - Audit on the setup and operation of the internal control system of local
governments - Hajmas

Report - Audit on the setup and operation of the internal control system of local
governments - Tiszaszentmarton

Report - Follow-up audits - Follow-up audit on the regularity of the asset man-
agement of the Local Government of District XVIII, Pestszentldrinc-Pestszentimre,
Budapest

Report - Audit on the financial management of enterprises majority-owned by
local governments - Pestszentldrinc-Pestszentimre Egészseégigyi Szolgaltatd
Nonprofit Kozhasznu Kft.

Report - Audit on the financial management of enterprises majority-owned by
local governments - Dél-budai Egészségugyi Szolgalat Kozhasznu Nonprofit Kft.
Report - Audit on the financial management of enterprises majority-owned by
local governments - TERIBER Terézvarosi Ingatlanfejlesztd és Beruhazo Kft.
Report - Audit on the financial management of enterprises majority-owned by
local governments - Zugloi Varosgazdalkodasi Kozszolgaltata Zrt.

Report - Audit on the financial management of enterprises majority-owned by local
governments - Ujhartyan Telepiilés Uzemeltetd és Orszag Kozepe Ipari Park Kft.
Report - Audit on the setup and operation of the internal contral system of local
governments - Bacshorsad

Report - Audit on the financial management of enterprises majority-owned by
local governments - Erdi Sport Szolgaltato és Kereskedelmi Kit.

Report - Audit on the financial management of enterprises majority-owned by
local governments - Obudai Danubia Zenekar Nonprofit Kft.

Report - Audit on the financial management of enterprises majority-owned by
local governments - Zugloi Filharmonia Non-profit Kft.

Reports - Audit on the financial management of enterprises majority-owned by
local governments - Gerje-Forras Természetvédelmi, Kornyezetvédd Nonprofit Kft,
Reports - Audit on the financial management of enterprises majority-owned by
local governments - Tapiomenti Varosuzemeltetd és Szolgaltato Kft.

Reports - Audit on the financial management of enterprises majority-owned by
local governments - Szekszardi Viz- és Csatornamii Kft.

Report - Audit on the debt settlement procedure of the Local Government of
Somoskdujfalu

Report - Audit on the financial management of enterprises majority-owned by
local governments - Budafoki Dohnanyi Erng Szimfonikus Zenekar Kazhasznu
Nonprofit Kft.

Report - Audit on the financial management of enterprises majority-owned by
local governments - FABER Tervezd, Févallalkazo és Ingatlanforgalmazo Kft.
Report - Audit on the financial management of enterprises majority-owned by
local governments - (songrad Megyei Teleplléstisztasagi Nonprofit Kft.
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Repart - Follow-up audit on the regularity of the asset management of local gov-
ernments - Local Government of District VII, Erzsebetvaros, Budapest

Report - Audit on the setup and operation of the infernal control system of local
governments - Karad

Report - Audit on the setup and operation of the infernal control system of local
governments - Visegrad

Report - Audit on the setup and operation of the infernal control system of local
governments - Egercsehi

Report - Audit on the setup and operation of the infternal control system of local
governments - Veresegyhaz

Report - Audit on the financial management of enterprises majority-owned by
local governments - Obudai Kulturalis Kozpont Nonprofit Kft.

Report - Audit on the setup and operation of the infternal control system of local
governments - Jak

Report - Audit on the setup and operation of the infternal control system of local
governments - Tuzser 2017

Report - Audit on the setup and operation of the infernal control system of local
governments - Marcaltetd 2017

Report - Audit on the setup and operation of the infernal control system of local
governments - Mez6keresztes 2017

Report - Audit on the setup and operation of the infernal control system of local
governments - Nyirbator 2017

Analyses, studies
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Analysis - Possihbilities of addressing the deficiencies identified during the audit
of waste management companies vulnerable from the perspective of economies
of scale

Summary study on the results of the integrity surveys conducted among busi-
ness associations majority-owned by the local government

The financial management of city museums with county rights - Audit experiences
Analysis on the experiences of the operation of local government-owned busi-
ness associations
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Subsidised organisations
outside of the general
government

Report - Audit on the legality of the 2014-2015 financial management of party
foundations receiving budget subsidies - Istvan Barankovics Foundation

Report - Audit on the legality of the 2014-2015 financial management of party
foundations receiving budget subsidies - Foundation for a Civic Hungary

Report - Audit on the legality of the 2013-2014 financial management of parties
receiving budget subsidies - Hungarian Socialist Party

Report - Audit on the legality of the 2014-2015 financial management of parties
receiving budget subsidies - Christian Democratic People’s Party

Report - Follow-up audit on the legality of the 2012-2013 financial management
of Istvan Barankovics Foundation

Report - Financial management of parties - Audit on the legality of the 2014-2015
financial management of parties receiving budget subsidies - Fidesz - Hungarian
Civic Union

Report - Audit on the ufilisation of funds granted from the central budget to op-
erafors of public education institutions and service providers providing human
services outside public finances - Matura Foundation

Report - Audit on the ufilisation of funds granted from the central budget to op-
erafors of public education institutions and service providers providing human
services outside public finances - Miivészetért Public Foundation

Report - Follow-up audit on the legality of the 2012-2013 financial management
of the Christian Democratic People’s Party

Report - Audit on the ufilisation of funds granted from the central budget to op-
erafors of public education institutions and service providers providing human
services outside public finances - “Tehetségekert” Foundation

Report - Audit on the utilisation of funds granted from the central budget to oper-
afors of public education and social institutions providing human services outside
public finances - Kazos Kincs Oktatasi Szolgaltato Kozhasznu Nonprofit Kft.
Report - Audit on the utilisation of funds granted from the central budget to opera-
tors of public education institutions and service providers providing human services
outside public finances - Rockenbauer FelsGokfatasi Kozhasznu Nonprofit Kft.
Report - Audit on the utilisation of funds granted from the central budget to oper-
afors of public education and social institutions providing human services outside
public finances - Hibd Tamas Foundation of the Arfs

Report - Audit on the ufilisation of funds granted from the central budget to op-
erafors of public education institutions and service providers providing human
services oufside public finances - Magyarorszagi Németek Altalanos MiivelGdési
Kozpontja Intezmenyfenntartd es Miikodtetd Kozalapitvany

Report - Audit on the ufilisation of funds granted from the central budget to op-
erafors of public education institutions and service providers providing human
services outside public finances - Tehetséges “Mas Fogyatekosokert” Education-
al Foundation

Report - Audit on the ufilisation of funds granted from the central budget to op-
erafors of public education institutions and service providers providing human
services outside public finances - Sziltop Oktatasi Nonprofit Kazhasznu Kft.
Report - Audit on the utilisation of funds granted from the central budget to
operators of public education and social institutions, service providers providing
human services outside public finances - “Tehetsegekert” Alapitvany

Report - Audit on the financial management of foundations/public foundations -
MAV Symphany Orchestra Foundation

Report - Follow-up audits - Follow-up audit on the legality of the 2012-2013 fi-
nancial management of Antall Jozsef Foundation

17194

1795

17229

Repart - Financial management of party foundations - Audit on the legality of
the 2014-2015 financial management of party foundations receiving budget sub-
sidies - Anfall Jozsef Foundation

Repart - Financial management of parties - Audit on the legality of the 2014-
2015 financial management of parties receiving budget subsidies - Demacratic
Community of Welfare and Freedom

Repart - Audit on the financial management of foundations/public foundations -
Budapest Festival Orchestra Foundation
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ANNEX ]I

Main changes atffecting the provi-
510NS on party financing, the elec-
flon campaign and elections

2017/

Section 9 (2) The use of state and other funds according fo the Act on the Operation
and Financial Management of Palitical Parties spent on the election shall be audited
by the State Audit Office of Hungary with respect fo the candidates wha have ob-
tained a mandate in the Natfional Assembly and their nominating organisations ex
officio, and with respect to other candidates and nominating organisations at the
request of other candidates or nominating organisations.

(4) If a candidate or a nominating organisation violates the provisions set forth in
Section 7, they shall pay back to the central budget double the amount by which
they have exceeded the fofal maximum amount that may be spent on the election
according to Section 7 within 15 days after receiving a notice from the State Audit
Office of Hungary.

(5) If the candidate or the nominating organisation fails to meet their obligation de-
scribed in Subsection (4), the State Audit Office of Hungary shall communicate its
audit findings to the Treasury. The Treasury shall adopt a resolution on the payment
obligation described in Subsection (4), against which no appeal shall lie. The payment
shall be due on the fifteenth day after the court has appraved the resolution adopted
by the Treasury or after the deadline for launching the procedure has expired without

Campaign Act

The Campaign Act (Act LXXXVII of 2013) was supplemented with the following
provision:

Section 8/B (2a) Within one year from the election of the Members of the National
Assembly, the State Audit Office of Hungary shall, ex officio, audit the utilisation of
the support at all parties that have sef up a party list if the party list of the given party
received af least 1% of the valid votes cast on the party lists.

013

Campaign Act
New Act (Act LXXXVII of 2013) on the transparency of campaign costs:

Section 1(1) At the general elections and by-elections of the Members of the National
Assembly, each representative candidate for a single mandate constituency shall be
entitled to suppart from the central budget amounting to T million forints.

Section 2/A (1) The candidate for a single mandate canstitfuency, nominated by a par-
ty setting up a party list entitled to the support defined in Section 3, may make a
written stafement to the Treasury, at the latest on the day following their registration
becoming effective, on waiving their right to use the support according to Section 1
and on making it available for use by the party nominatfing them.

Section 3 (1) At the general election of the Members of the National Assembly, the
parties setting up a party list shall be enfitled to support from the central budget.
Section 8/B (1) Within one year from the election, the State Audit Office of Hungary
shall, ex officio, perform a compulsory audit at the Treasury or, if necessary, at the
candidate or, in the case according o Section 2/A, at the party nominating the can-
didate, concerning the use of the support according to Section 1 with respect to the
candidates who have obtained a mandate in the National Assembly. The State Audit
Office of Hungary shall communicate its audit findings to the Treasury. If the State
Audit Office of Hungary reveals methods of use that do not comply with the provi-
sions of Sections 1, 2 or 2/A, then the candidate or, in the case according to Section
2/A, the party nominating the candidate shall pay to the Treasury an amount deter-
mined by the Treasury, which must be commensurate with the infringements related
to non-compliance with any of the criteria for support according to Section 1, but not
more than double the amount of support according to Section 1.

a procedure being launched.

Party Act

Provisions on the acceptance of prohib-
ited contributions were amended in the
Party Act (Act XXXII of 1989):

Section 4 (2) Asset contribution may not
be given fo a palitical party by any legal
person or any organisafion lacking the
status of a legal person, and a political
party may not accept any contribution
from any legal person or any organisa-
tion lacking the status of a legal person.
(3) A party may not accept any asset
contribution from any other stafe. A par-
ty may not accept any contribution from
a foreign organisation - irrespective of
its legal status - or from non-Hungarian
natural persons. A party may not accept
any unanimous donations; donations of
this type have to be paid in for the pur-
poses of the foundation specified in Sec-
tion 8 (1).

Act on Election Procedures

New Act (Act XXXVI of 2013) on the elec-

toral procedure: the previous provisions

applicable fo the SAO (Section 12) were
supplemented as follows:

Section 148 (2) If a press product wish-
es fo publish palitical advertisements,
it shall send to the State Audit Office of
Hungary a price list for its advertisement
services within five working days after
the call for elections. The State Audit
Office of Hungary shall enter the price
list info its records and publish it on its
website.

(3) Political advertisements shall only be
published by press products which have
had their price lists registered with the
State Audit Office of Hungary. Political
advertisements shall only be published
in refurn for the consideration indicated
in the registered price list.

(4) The press products shall inform the
State Audit Office of Hungary of pub-
lished political advertisements within 15
days after the day of vating. This infor-
mation shall contain a list of advertise-
ments published for each candidate and
nominating organisation, the customer
who ordered the advertisement, the con-
sideration paid, the time of publication
and the volume. The State Audit Office of
Hungary shall publish this information on
ifs website.
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1997

Act on Election Procedures

A new Act on Electoral Procedure (Act C of 1997), but the provisions applicable to
the SAQ (Section 5) did not change.

1993

Party Act

Provisions on the acceptance of prohibited contributions were amended in the
Party Act (Act XXXIII of 1989):

Section 4 (2) Asset contfribution may nat be given to a palitical party by any budget
organisation, moreaver, by any state company or company operating with state par-
ticipation, any foundation that receives direct budget subsidy or budget organisation
subsidy, and a political party cannot accept any asset contribution from any budget
organisafion, moreover, from any state company, or company operating with the
participation of the state, or from any foundation that receives direct budget subsidy
or any budget organisation subsidy.

(3) A party may not accept any asset contribution from any other state. A party may
not accept any unanimous donations; donations of this type have to be paid in for the
purposes of the foundation that is mentioned in Section 8 (1).

1989

Party Act Act on Election Procedures

Act XXXIIl of 1989 Act XXXIV of 1989

Provisions on the acceptance of prohib-
ited confributions:

It had one provision relevant to the SAO:

Section 4 (2) Asset contribution may not
be given to a political party by any bud-
get organisation or state company and a
political party cannot accept any contri-
bution from any budget organisation or
stafe companu.

(3) A party may not accept any asset
cantribution from any ather stafe. A par-
ty may not accept any unanimous dona-
tions; donations of this type have to be
paid in for the purposes of the founda-
tion that is mentioned in Section 8 (1).

Article 50 (1) The expenses incurred in
connection with state tasks concerning
the preparation and conduct of elections
shall be covered from the state budget.
The State Audit Office of Hungary shall
inform the Parliament of the utilisation of
such funds.
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ANNEX IV
LIST OF ABBREVIATIONS

Organisations

AEEK
AJA
SAO
BCE
BIA

Arbitration Board

UN
EU
EUROSAI

Fidesz
GVH
1]

INTOSAI

JESZ
KDNP
KEKKH

HCSO

FC

MAK, Treasury
MEKH

MNB

MSZP

MTA

NAIH

NTCA
NEIH
NMI

OECD

OEP

NA

OH
ONYF
OVF
SZGYF
SZPMA

National Healthcare Centre

Antall Jozsef Foundation

State Audit Office of Hungary

Corvinus University of Budapest

Barankovics Istvan Foundation

Public Procurement Arbitration Board

United Nations

European Union

European Organisation of Supreme Audit Institutions

Fidesz - Hungarian Civic Union
Hungarian Competition Autharity
INTOSAI Development Initiafive

International Organisation of Supreme Audit Institutions

Demaocratfic Community of Welfare and Freedom

Christian Democratic People’s Party

Central Office for Administrative and Electranic Public
Services. Its legal successor from 1January 2017: Ministry of
the Interior

(Deputy State Secretariat for

Maintaining the Records of the Ministry of the Interior)
Hungarian Central Statistical Office

Fiscal Council

Hungarian State Treasury

Hungarian Energy and Public Utility Regulatory Authority
National Bank of Hungary

Hungarian Socialist Party

Hungarian Academy of Sciences

National Authority for Data Protection and Freedom of
Information

National Tax and Customs Administrafion

National Electronic Information Security Authority
Hungarian Institute for Culture

Organisation for Economic Co-operation and Development

National Health Insurance Fund, from January 12017

- National Health Insurance Fund Manager

National Assembly

Education Office

Central Administration of National Pension Insurance
General Directorate of Water Management

Directorate General for Social Affairs and Child Protection
Foundation for a Civic Hungary

Legislation

Fundamental Law

Aht. Implementation Decree

SAO Act
Avr.

Be.
Bkr.

Budget Act

NGM Decree

Party Act

Government Decree No.

1660/2015 (IX. 15.)

Other

GCTS
GDP
BA
ISSAI

T
RTV
SAI PMF

00R
SS Funds
V4 countries

The Fundamental Law of Hungary (25 April 2011)
Government Decree No. 368/2011 (XII. 31) on the
Implementation of the Act on Public Finances

Act LXVI of 2011 on the State Audit Office of Hungary
Government Decree No. 368/2011 (XII. 31) on the
Implementation of the Act on Public Finances

Act XC of 2017 on Criminal Proceedings

Government Decree No. 370/2011 (XII. 31) on the
Internal Control System and on the Internal Audit of
Central Budgetary Institutions

Act XC of 2016 on the Central Budget of Hungary

for the year 2017

Decree No. 29/2017 (X. 6.) of the Ministry for National
Economy amending Decree No. 55/2016 (XII. 21) of the
Ministry for National Economy on the management
and utilisation of cenfrally managed appropriations
controlled by the Minister of National Economy

Act XXXIIl of 1989 on the Operation and Financial
Management of Palitical Parties

Government Decree No. 1660/2015 (IX. 15.) on the

renewal of the remuneration system of the senior
officers of business associations in majority state
ownership

Graduate Career Tracking System

Gross Domestic Product

Business Assaciation

International Standards of Supreme Audit Institutions

Information Technology

radio and television

Supreme Audit Institutions Performance
Measurement Framework

Organisational and Operational Rules

Social Security Funds

countries of the Visegrad Cooperation: Hungary,
the Czech Republic, Poland and Slovakia
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ANNEX V.
AUDITOR'S REPORT

INDEPENDENT AUDITOR'’S
REPORT

and

SUMMARY FOR THE SPEAKER OF THE
NATIONAL ASSEMBLY

THE REVIEW OF THE 2017 ANNUAL BUDGETARY STATEMENT
of the budget heading for the State Audit Office of Hungary

PREPARED BY:
Q s
cialeg

Dialog Plusz Audit Kdnyvvizsgalo Kft.
H-1137 Budapest, Katona Jozsef u. 14.
Telephone: 236-30-90, 320-55-69
Fax: +361329 3653

Email: audit@dialog.hu

Website: www.dialog.hu

Budapest, 27 March 2018

INDEPENDENT AUDITOR’S REPORT

to the management and governing body of the State Audit Office of Hungary
Opinion

We have audited the accompanying 2017 annual budgetary statements of the budget head-

ing for the Sfate Audit Office of Hungary (hereinafter: SAQ), which comprise the following

statements audited by us:

+ The 2017 budget report, in which the realised budgetary revenue is HUF 10,052,509
thousand, and the realised budgetary expenditure is HUF 9,290,848 thousand.

= The 2017 residue statement, in which total residue is HUF 761,661 thousand.

- Additional data reporting (accounts); the balance sheet statement prepared for 31 De-

cember 2017, showing a balance sheet total of HUF 4,132,965 thousand; a profit and loss

statement for the year then ended, showing a profit for the year of HUF 76,152 thousand;

nates on the accounts.

In our opinion, the attached annual budgetary statement provides a frue and fair view of

the execution of the SAD’s 2017 budget, of the SAQ’s assets and financial standing as at 31

December 2017 and of the SAQ’s income position for the budget year then ended, in accor-

dance with Act C of 2000 on Accounting (hereinafter: Accounting Act) and with Government

Decree No. 4/2013 (1. 11.) on Public Finances Accounting (hereinafter: PF Decree) effective

in Hungary.

Basis of the opinion

We conducted our audit in accordance with the Hungarian National Auditing Standards and
other laws and regulations effective in Hungary on the subject of auditing. Our respansibil-
ity under these Standards is presented in more detail in the section enfitled “The auditor’s
responsibility for the audit of the annual budgetary stafement” of our report.

In accordance with the ethical requirements effective in Hungary pertaining to our audit of
the annual budgetary statement, our organisation is independent of the SAO; moreover,
we have also adhered to any other ethical responsihilities prescribed by the same ethical
requirements.

We believe that the audit evidence we have obtained is sufficient and appropriate fo provide
a basis for our opinion.

Responsibility of Management and those charged with
governance for the annual budgetary statement

Management is responsible for the preparation and fair presentation of the annual budget-
ary statement in accordance with the provisions of the Accounting Act and the PF Decree,
and for the maintenance of internal controls that Management deems fo be relevant to the
preparation and fair presentation of annual budgetary statements that are free from mate-
rial misstatement, whether due to fraud or errar.

In preparing the annual budgetary statement, Management is required to assess the en-
forcement of the going concern principle at the SAQ, with special regard to organisational
changes and changes in task performance during the reporting period or scheduled for the
budget year following the reporting period. Moreover, Management is responsible for the
application of the going concern accounting principle in the annual budgetary statement.

Those charged with governance are responsible for the supervision of the SAQ’s financial
reporting process.

Auditor’s responsibility for the audit of the annual budgetary statement

During the audit our ohjective is to obtain reasonable assurance that the annual budgetary
statement as a whole is free from material misstatement, whether due to fraud or error, and
to issue an independent auditor's report containing our opinion on the basis of our audit.
While reasonable assurance means a high degree of assurance, it does not guarantee that
an audit conducted in accordance with the Hungarian Natfional Auditing Standards always
detects otherwise existing material misstafements. Misstatements may result from fraud
or error and are deemed to be material when it can be reasonably assumed that they may
affect - either alone or jointly - the economic decisions of the users of the annual budgetary
statement.

As part of an audit conducted in accordance with the Hungarian National Auditing Stan-

dards, we apply professional judgement and maintfain an attitude of professional scepti-

cism throughout the audit. In addition:

- We identify and assess the risk of material misstatements, whether due to fraud or error, in
the annual budgetary statement, we design and execute audit procedures that are suitable
for addressing such risks and obtain sufficient and appropriate audit evidence for substan-
tiating our opinion. The risk of failure to defect material misstatements caused by fraud is
higher than the risk of failure to detect misstatements resulting from error, as fraud may
invalve collusion, forgery, intentional omissions, misrepresentations or the overriding of in-
ternal contral;

« We study the internal control relevant to the audit in order to design audit procedures that
are appropriafte under the given circumstances, but not for the purpose of expressing an
opinion on the efficiency of the SAQ’s internal control.

- We evaluate the compliance of the accounting policy applied by Management and the
reasonability of Management’s accounting estimates and of the relevant disclosures.

- We draw conclusions about the propriety of Management’s application of the going concern
principle in accounting and, based on the audit evidence obtained, about the existence of
material uncertainty about events or conditions that may give rise to significant doubts at
the SAQ with respect fo the enforcement of the gaing concern principle, with special regard
to organisational changes and changes in task performance during the reporting period or
scheduled for the budget year following the reparting period.
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When we find that material uncerfainty exists, we are required to call aftention in our inde-
pendent auditor’s report to the relevant disclosures in the annual budgetary statement or,
if the disclosures are inadequate in this regard, we are required to issue a qualified opinion.
Our conclusions are based on audit evidence obtained up to the date of our independent
auditor’s report. However, future events or conditions may influence the enforcement of the

going concern principle af the SAQ.

- We evaluate the overall presentation of the annual budgetary statement - including the
disclosures contained in the notes to the financial statements - and assess whether the
annual budgetary statement presents a fair view of the underlying transactions and events.

Among other issues, we communicate to those charged with governance the expected scope
and schedule of the audit and the significant findings of the audit, including significant defi-
ciencies idenfified by our audit - if any - with respect to the internal control system applied
by the SAQ. During our audit of the SAQ, we did not detect any significant deficiencies.

Budapest, 27 March 2018
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