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State audit offices must conduct their audits
where and when this is most needed, and
where the greatest added value is generated by
way of such audits. In line with the principles of
good governance, when planning audits, in ad-
dition to risk analysis results, state audit offices
ideally also take social expectations into account.
When planning state audit office audits, the sup-
port of good governance is treated as a priority,
moreover, the audit focus of SAls is also impact-
ed by the focus of public management.

The aim of this study is to present the selec-
tion methodology supporting audit planning, as
well as the characteristics of risk analysis through
international examples. The study first presents
the key phases and features of the planning proc-
esses of supreme audit institutions, while also
pointing out how planning can support good gov-
ernance. Planning comprises several interrelated
phases, including the selection of audited areas,
the definition of methodology, the preparation of
audit programmes and resource planning. In line
with the requirements of international standards,
SAls apply risk analysis in the various phases of
planning. This section will also present a new
trend, namely social participation.

The goal of the SAO’s audits is to provide
well-founded, professional and objective an-
swers with regard to current economic and social
problems, by focusing on appropriate issues at
the appropriate time. For this purpose, the SAO
renewed its planning system from 2011. The sec-
ond part of the study presents the planning proc-
esses of the State Audit Office, developed on the
basis of international standards. In order for the
audits of the State Audit Office to support good
governance to the greatest possible extent, the
various planning phases have a hierarchic struc-
ture and rely heavily on information from the or-
ganisation’s risk database.

S=T=U=D=Y=—=S=E=R=I=E=S

1. PLANNING PROCESSES

OF SUPREME AUDIT
INSTITUTIONS

1.1 SAl planning for
good governance

One of the expectations against supreme audit
institutions (state audit offices) is that they
must conduct audits in areas where there is a rel-
evant social need for this, and where such audits
generate the greatest benefit for society. The func-
tion of planning processes is first and foremost to
select areas within state involvement in general,
the auditing of which helps fulfil the above cri-
teria, thereby supporting good governance, the
well-managed state and efficient state manage-
ment. In addition, certain planning tasks also arise
in connection with any given audit, such as the
planning of the audit objective, its method, key is-
sues, resource requirements, as well as supporting
activities.

As such, SAI planning is a complex, multi-
phase process which forms a hierarchic system
from strategic planning through resource plans
and the creation of operative audit plans all the
way to feedback. This chapter presents the key
steps of planning, primarily based on INTOSAT'
standards (ISSAI 200, 300, 400).

1. Strategic planning

The strategy is the long-term (multi-year) plan
of SAI activity, which sets out the key tasks of the
institution as well as its ethical requirements, val-
ues, priorities, and the directions and main objec-
tives of the given period®. This strategy is prepared
in line with the institution’s mission as well as with
legal regulations and the government’s strategy pa-
pers. The strategic plan serves as a foundation for

" ISSAls are the standards issued by the International Organisation of Supreme Audit Institutions (INTOSAI).

2 Strategic goals may include increasing the utility of audits, increasing the ratio of public fund usage covered by audits or the improvement of

auditor capacity.
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the annual plans of the period ahead, and as such,
strategic planning defines audit topics and audit
criteria (the method used by the state audit office
to set out the audit directions of the period ahead
depends on both political-statutory environment as
well as established traditions). These are all neces-
sary to align annual plans with one another, and for
audits to generate the greatest added value possible
while supplementing one another?.

The selection of audit topics and criteria de-
pends on strategic priorities. The primary goal of
selection — in addition to limited audit capacities
and expenditures — for audits is to contribute to
improving state operation to the greatest extent
possible. This contribution may take on a number
of forms, such as the saving of public funds, the
support of decision-making, the improvement of
effectiveness and transparency, etc. The objectives
of selection criteria vary depending on what type
of audit they serve as basis for.

—H The objective of financial audits is to de-
termine whether the information presented
in the financial statements of a given organi-
sation comply with the applicable financial
reporting and regulatory framework, thus
helping to increase the confidence that the
intended users have in such financial state-
ments. One of the objectives of selection
may be to cover as much of public spending
as possible by auditing the most significant
programmes, i.e. those that impact financial
equilibrium the most*.

—M Compliance audits are a specific audit
type designed to determine whether the ac-
tivities, operations, financial transactions,
information and data constituting the subject
of the audit are in compliance, in all material
respects, with the regulations and require-
ments relevant to the audited entity. During

S=T=U=D=Y=—=S=E=R=I=E=S

the definition of selection criteria, one of the
objectives may be the selection of organisa-
tions and programmes where potentially ir-
regular operation represents a considerable
macro-risk, and where regularity audits (by
raising awareness on their operation) provide
useful information for decision-makers as
well as other stakeholders.

— The objective of performance audits is to
constructively support the efficient, effective
and economical spending of public funds, as
well as the management of and task perform-
ance related to national assets. Another goal
is to uncover factors potentially hindering
financial management and task performance
as well as the enforcement of the require-
ments of effectiveness, efficiency and econo-
my; and to point out how these could be re-
duced (these audits typically examine the
realisation of the 3E-s: effectiveness, econo-
my and efficiency). The goal in this case is to
select systems and programmes, the auditing
of which represents substantial added value
for their effectiveness, efficiency or econo-
my. (ISSAI 3000) Added value could mean,
for example, the support of parliamentary/
governmental decision-making or contribu-
tion to the improvement of the management
of the audited entity.

It is, therefore, clear that the objective dur-
ing the planning of all audit types is to create the
greatest added value possible, however, the form
of this added value varies at the given audit types
(more reliable statements; improvement in terms
of compliance; more effective, efficient and eco-
nomical operation).

The strategy paper also sets out the so-called
audit direction, considered to be one of the most
important characteristics of SAI activity. The

¥ An example of hierarchic strategic planning is the practice used by the GAO (the US government accountability office, the supreme audit institution
in the United States), which employs economic, social, etc. forecasts, the analysis of future challenges and macro-level risk analyses to set out the
SAI's 4 key strategic goals, broken down into a further 20 strategic objectives, the 96 performance targets ensuring these and the more than 300

related tasks (http://www.gao.gov/products/GAO-14-1SP).

* The performance of financial audits is often set out in legal regulations and, therefore, planning leeway is narrower than in the case of performance

auditing for example.
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figure below related to the planning priorities of
performance audits helps to outline these audit
directions.

Through its (performance) audits, the state
audit office may decide to examine the regularity
of the audited organisation/area/process, thereby
supporting the enforcement and implementation
of legal regulations (focus on statutory compli-
ance, vertical axis). When the state audit office
primarily wishes to contribute to the modernisa-
tion of state operation, it then focuses its audits
on various aspects of performance (focus on ef-
fectiveness, vertical axis). Audits may also move
along a wide spectrum in terms of the audited area
as well, as — based on its strategic decision — the
state audit office may examine only government
bodies or only government programmes involv-
ing several sectors, or it may also define its own
“portfolio of audited entities” somewhere be-
tween these two end-points (movement along the
horizontal axis).

The form of public management also affects
the priorities of SAI audits. As stated in ISSAI
3000, in countries where public management is
mainly concerned with means and less involved
with ends, audits also tend to focus on whether
rules have been observed and enforced rather than
whether the rules serve or are seen to serve their
intended purpose.

Figure 1
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Certain conditions must also be met in respect
of the area for audit (process, programme, or-
ganisation) in order to generate the highest added
value possible, e.g. the given area must be sig-
nificant (but at the same time auditable) from an
economic, public finance, social or public policy
aspect (ISSAI 100). These conditions are also
usually defined by strategy papers.

2. Annual planning

The annual plan’® lists and presents the au-
dits to be carried out in the given period (audit
objective, method, audited area, risks, key audit
questions, etc.). The annual plan is prepared in
harmony with the audit priorities set out in the
strategy as well as with macro and risk analyses
and the requirements stipulated by legal regula-
tions, while also taking into account ‘anticipated
demand’ for audit reports (in other words, on
which forums and by which socio-economic
players the report is expected to be best utilised).
The objective of planning, therefore, is to select
the areas, programmes and organisations to be
audited in the coming period, and to determine
the order of audits depending on capacity. (At the
European Court of Auditors, this phase is called
‘programming’, in line with EU terminology.)
The annual plan serves as the foundation for op-
erative planning.

Audit directions in strategic planning

Focus on
individual

Focus on compliance with laws and regulations

Focus on government

organisational
units

Focus on effectiveness

undertakings/
programmes

Source: INTOSAI: ISSAI 3000




3. Audit planning

Audit planning comprises the formulation of
the specific audit strategy and the preparation of
the audit plan. In addition, complex audits are also
substantiated by analyses and preliminary studies.
The plan must provide answers to the questions:
what is audited, why is it audited and what is the
purpose of the audit?

Based on INTOSAI standards, it is in this
phase that the objectives, scope, method and cri-
teria of the given audit must be formulated in de-
tail; this is where audit questions must be drafted
and the sample to be audited is to be defined and
where the documents supporting the audit (e.g.
background information, analyses, etc.) must be
prepared.

The resource plan serves the professional, ob-
jective and smooth implementation of the audit.
This resource plan defines the required human
and physical resources as well as the schedule of
the audit, and also provides all other information
needed for the audit.

4. Feedback

After the completion of audits, it must be en-
sured that all the experiences that may improve
planning quality are processed and fed back into
planning processes.

1.2 Role of risk analysis
in SAl planning

upervisory, (sectoral) management and audit

duties are part of the core activities of numer-
ous institutions, and performing these is likewise
supported by risk analysis, which points attention
to the riskiest areas, topics, processes and organi-
sations. Typical examples include the system of
macro-economic analyses carried out during
budget planning, and the planning and monitoring
of sectoral governance and supervisory activities
(Domokos et al, 2015).

’ The State Audit Office of Hungary prepares semi-annual plans.
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Audit planning creates a unique situation in
terms of both the objective of risk analysis and
the persons implementing the analysis. Within
planning, the analysis of audit subjects’ risks
(which analysis supports the selection process)
can be distinguished logically from the evalua-
tion of risks threatening the conduct of the audit.
In both cases, the risks are analysed by the audit
organisation, but the risks themselves can arise
in the audited organisations in the former, and in
the auditing organisation in the latter case. In the
case of selection, the analysis and risk-bearing
roles are separated, therefore, risk management
also takes on a unique interpretation in respect of
audit activity. On the one hand, the risks of the
various areas, processes, activities and organisa-
tions are analysed in the interest of the assess-
ment of selection, sampling and inherent risk.
On the other hand, the risks of the planning and
selection processes and the risks of conducting
the audit that may arise at the audit organisation
must also be identified (e.g. auditor numbers and
time limits may not be sufficient, audit evidence
may be incomplete, the auditor fails to uncover a
material error).

When risk analysis is performed during plan-
ning in the interest of selecting audit topics and
organisations, then this risk analysis entails the
collection of necessary, relevant and reliable data
and information, as well as the entire process of
identifying, analysing and assessing potential
risks (indicators, effects, probability). In such cas-
es, risk analysis is not performed in order to plan
the risk management measures needed within
one’s ‘own’ organisation, but is instead directed
at mapping out the areas and processes that bear
the greatest risk, and at identifying and assessing
risks present in auditable persons (organisations
or private individuals). Where analysis involves a
population (e.g. central subsystem, entrepreneuri-
al partnerships) with a great number of elements,
the main purpose of risk analysis is to sort the ele-
ments according to the specified risk criteria, i.e.



to establish a kind of risk “ranking” in the interest
of selecting the riskiest elements.

Pursuant to INTOSALI standards, the founda-
tion of the planning work processes of supreme
audit institutions must be laid down by risk analy-
ses. As an example of the practice applied by su-
preme audit institutions, Domokos et al (2015)
present the risk analysis used by the European
Court of Auditors. According to this, state audit
offices conduct risk analysis during

— the selection of audit priorities and are-
as,

—l the analysis of the controls and measures
of the audited entities, and

—M the definition of the issues and scope of
the audit.

In addition, in order to conduct the audits, the
risk related to the audit activities must also be
managed.

When selecting audit priorities and areas,
the goal of risk analysis depends on the audit di-
rections set out in the aforementioned SAI strat-
egy. If the state audit office, for instance, wishes
to support the enforcement and implementation
of legal regulations, its risk analysis supports the
selection of areas, the irregular operation of which
represents high risk in respect of e.g. the feasibil-
ity of the budget, the accomplishment of fiscal ob-
jectives, the successful implementation of various
governmental programmes, the effective operation
of organisations or the provision of public services.
If the state audit office wishes to primarily support
the renewal of public management through its au-
dits, risk analysis then lays the foundation for the
selection of areas where a shortfall is observed in
respect of effectiveness-efficiency-economy, and
which thereby hinder the achievement of the per-
formance targets of the government.

Where analysis may involve a population
(e.g. budget lines, multiple business associations,
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projects) with a great number of elements, the key
goal of risk analysis is to sort the elements accord-
ing to the specified risk criteria, i.e. to establish a
kind of risk “ranking” in the interest of selecting
the riskiest elements.®

When assessing regularity and financial state-
ments, SAI auditing — similarly to all audits — can-
not provide complete assurance of uncovering all
deviations. Instead, the objective should be the
so-called reasonable assurance, which in practice
typically represents an audit risk of 5%. Audit
risk is the opposite of audit assurance: the risk of
drawing an erroneous conclusion that is still toler-
ated by the auditor. In practice, audit risk is una-
voidable. Audit risk can be calculated as follows
(ISA 315).

audit risk = inherent risk (arising from the
nature of the audited organisation) * control
risk (depending on the controls of the audited
organisation) * detection risk (the risk that the
auditor fails to detect certain deviations).

This is why the state audit office, through the
risk analysis of the controls and measures of the
audited organisation, seeks to identify the organi-
sational processes where significant (residual) risk
(existing in spite of the controls that are in place)
threatens the accomplishment of organisational
goals. The audit is able to generate the greatest
added value by assessing these processes and by
pointing out the deficiencies of these processes.

The definition of the issues and scope of the
audit depends on the nature and magnitude of re-
sidual risks. In this particular phase, risk analysis
supports the establishment of audit procedures,
including sampling and the planning of control
tests.

Risk analyses related to performance audits
are different from the methods applied at financial
regularity audits, as in this case the risks threat-
ening the realisation of the 3Es must be assessed
(ECA, 2013).

 In terms of international examples, we must mention the GAO's risk assessment activity and its most important public product, the High Risk
Series (which is reviewed every two years), which lists the federal programmes and areas most vulnerable to risks of fraud, abuse, waste and
mismanagement, and also lists areas that are most in need of transformation or renewal (http://www.gao.gov/highrisk/overview#t=0).
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1.3 New directions; citizen
participation in SAIl audits

From time to time, new trends appear within
the planning processes of supreme audit
institutions. In the recent period, international
literature has become increasingly focused on
the analysis of the benefits and disadvantages
of citizen participation (e.g. the 2014 study
by Baimyrzaeva and Kose). Citizen participa-
tion is when, during the selection of audit top-
ics, SAls also discuss audit topics suggested
by citizens or citizen groups, which are then
taken into account when compiling audit plans.
This aspiration is in line with the principles
of good governance as, by involving citizens
in decision-making processes, it reinforces
the transparency of governance as well as the

Figure 2
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confidence placed in governance. In addition,
SAls also understand what citizens are focused
on, e.g. what processes they consider risky or
where they observe wastefulness.

The UN/INTOSAI symposium of 2011 also
focused on citizen participation in the activi-
ties of supreme audit institutions. The results
of the questionnaire survey conducted among
state audit offices served as the basis for the
discourse (UN, 2013).

According to the level of citizen engage-
ment, state audit offices can be classified into
one of three groups (see Figure 2). The largest
group is Group 1, where one-way communica-
tion is typical: SAls respond to requests, hold
presentations and provide information to the
public, as well as distribute audit reports on
their websites and through the media or con-
ferences. They only involve experts in their ac-
tivities (such as planning). In the view of SAIs

Classification of state audit offices

(according to the relation between SAls and citizens)

3. Decision-making
The SAl cooperates
with citizensl

2. Consultation
The SAl engagesin a dialogue with citizens

1. Provision of information
the SAl informs citizens

Source: UN survey, Citizen Engagement Practices by Supreme Audit Institutions
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in Group 1, citizens engagement compromises
the independence of the organisation.

SAIs in Group 2 support two-way commu-
nication. They monitor information communi-
cated by the media as well as topics debated
in parliament. They regularly conduct public
opinion surveys. They may also consider sug-
gestions from members of parliament, differ-
ent parties, factions, trade unions, employers’
organisations and other non-profit organisa-
tions. A few also pay attention to opinions
posted on social networks, or may consult
with professional organisations or bodies.
Based on these criteria, the SAO falls into
Groups 1 and 2.

SAIs in Group 3 consider citizens as part-
ners in the various phases of their activity,
and during this activity they actively use the
various media channels (surprisingly, most
of these are SAIs of developing countries).
As far as planning is concerned, they can
suggest topics, organisations or areas to be
audited. According to South Korean experi-
ences (Kim, 2014), based on their interests
and priorities, citizens primarily suggest top-
ics related to their subsistence (permit and
licencing, construction, transportation and
environment) and these make up almost half
of all audit requests. Despite the high cost
of the implementation of participation, the
positive effects of requests made by citizens
that affect the operation of the public sector
balance out related costs (64% of participa-
tion audit requests have resulted in material
consequences). Another important benefit is
that participation significantly contributes to
enhancing the transparency and impartiality
of public institutions.

At the same time, risks arising parallel to
the more extensive use of participatory audit-
ing must also be mentioned, risks such as the
appearance of personal interests in recom-
mendations (individual citizen interests or
the political and economic interests of certain
groups). These risks can and must be man-
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aged, for example by accepting recommenda-
tions that focus on public interests, filtering
recommendations based on committee assess-
ments or setting a minimum number of appli-
cants in respect of a given issue.

In addition, the measurement of the effec-
tiveness and utilisation of participation is also
essential in the interest of the increased utili-
sation of the benefits of public participation.



2. AUDIT PLANNING

PROCESSES AT THE STATE
AUDIT OFFICE OF HUNGARY

2.1 The theoretical
background of SAl planning

2.1.1 Concept of a strong, active and

well-managed state

The financial crisis has clearly shown that
decreased role of the state in areas that have key
importance from an economic perspective (such
as public services), and the enforcement of inter-
ests of specific market player carries numerous
social and economic risks (G. Fodor-Stumpf,
2007). The marketisation processes appearing
in certain state subsystems may lead to certain
social groups swiftly lagging behind, as well
as a drop in competitiveness. At the same time,
the division of decision-making responsibilities
in governance also generates further problems:
it undermines the transparency and auditabil-
ity of performance, and weakens accountability
(Frivaldszky, 2010).

As a possible answer to these problems,
the ideal of the strong and active state, in other
words ‘a well-managed state’ was formulated,
which strives to accomplish the goals of good
governance through a reinforced state role. The
well-managed state, on the one hand, establish-
es the framework conditions that are essential
for socio-economic development, and on the
other, assumes the tasks — as well as the respon-
sibility — of good governance. Along this train
of thought, and on account of the experiences
of the negative consequences of indebtedness,
starting from 2010 the creation of a new public
management system commenced in Hungary.
The neoliberal economic policy concept (liber-
alisation, deregulation, participation) has been
replaced by an economic policy that focuses on
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the protection of national interests, and which
increases and strengthens the role of the state.
The legal regulations required for the operation
of the well-managed state have been created.

The operation of the state which has a strong
economic role requires stable financial founda-
tions and macro-financial equilibrium, and at
the same time it also became necessary to revise
the tool-kit of the auditing of public spending
and the management of public assets. The sta-
bility of public finances assumes independent,
professional and regular public auditing and
control systems. It was by keeping these objec-
tives in mind that the Hungarian public finance
system was renewed, a highlighted and strategic
element of which was the reinforcement of the
system of public finance controls (Domokos,
2014).

2.1.2 The framework and tools of the
auditing of public finances

In addition to creating the constitutional
guarantees needed for economic renewal, for
the reduction of public debt and for keeping
public debt at bay, basic provisions related to the
auditing of public finances, to the State Audit
Office and the Fiscal Council have also been in-
cluded in the Fundamental Law within the topic
of public finances. The Fundamental Law stipu-
lates the so-called debt rule, according to which
the National Assembly may not adopt an Act on
the central budget as a result of which state debt
would exceed half of the gross domestic product.
As long as public debt exceeds half of the gross
domestic product, the National Assembly may
only adopt an Act on the central budget which
provides for state debt reduction in proportion
to the gross domestic product.

National Assembly has adopted a new law to
ensure the economic stability of the country and
the sustainability of its budget, to ensure the in-
dependent opinion on the status of the execution
of the act on the central budget and for the pur-
pose of facilitating the reduction of public debt
(Act CXCIV of 2011 on the Economic Stability
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of Hungary). The Stability Act also stipulates
regulations limiting the generation and increase
of public debt, and states that the Fiscal Coun-
cil shall examine whether the bill on the central
budget complies with the public debt rule.

The revised legal environment, therefore,
limits the leeway of public overspending through
the debt rule, and through having this rule mon-
itored and enforced by the Fiscal Council. As
such, the Fiscal Council is tasked with guaran-
teeing macro-financial equilibrium. The State
Audit Office plays an important role in support-
ing the work of the FC, through its analyses that
also make use of audit experiences.

The new legal regulations afforded a substan-
tial constitutional role to the State Audit Office,
the country’s supreme financial-economic audit
organisation. The new SAO Act reaffirmed the
independence of the State Audit Office in several
aspects; widening its scope of authority, expand-
ing its toolset and increasing its transparency. The
starting point of the work of the SAO is the Fun-
damental Law and the SAO Act, from which all
SAO activities (audits, analyses, advisory activ-
ity) can be derived. The constitutional provision
aimed at the reduction of public debt is particu-
larly important during the planning of SAO work.
As Domokos (2014) emphasises, the State Audit
Office defines its audit plan in consideration of
this; indeed, this is one of the focal points of nu-
merous audits and analyses, and the SAO makes
recommendations and performs advisory tasks in
the interest of accomplishing this goal.

The State Audit Office, therefore, first and
foremost pays special attention to areas of the
public sector that significantly impact the level
of debt-to-GDP ratio, in other words the chang-
es of public debt and gross national product. The
central budget is a priority area, and the SAO
provides an opinion on the substantiation of the
planning of the budget as well as the feasibil-
ity of revenue appropriations; and it also audits
the execution of the budget, which in turn allows
for the comprehensive and systemic review of
a significant part of public finances. The audit-
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ing of the management of public debt is also a
task allotted to the SAO. As the indebtedness of
local governments and business associations,
majority-owned by local governments or the
state, greatly contributes to the increase in pub-
lic debt, the State Audit Office pays increased
attention to auditing these areas as well.

The SAO conducts audits at multiple levels:
at governmental, middle management and or-
ganisational levels alike. In order to accomplish
the targets aimed at reducing debt, the compliant
operation of organisations using public funds is
essential. The State Audit Office is entitled to
conduct regularity audits in all areas where pub-
lic funds are utilised, and where the law only
sets out rules of procedure. The legal regula-
tions, therefore, guarantee the audit powers of
the SAO, and also create the necessary guaran-
tees (for example, the obligation of the audited
entities to cooperate and take measures).

During the planning of audits, an important
aspect is that audits, by focusing on appropriate
issues at the appropriate time, support the promo-
tion of the transparency and sound management
of public finances. The reports can be utilised
at multiple levels, which is why the SAO takes
the various levels of utilisation into account al-
ready at the audit preparatory phase. It is equally
important that planned reports are still current
and topical at the time of publication, otherwise
these reports cannot be utilised appropriately. As
such, legislative work can only be supported by
a well-timed and well-focused audit report, and
this is why the legislative schedule must also be
taken into consideration during planning.

During the audit planning process, the State
Audit Office applies several selection meth-
ods in line with the various planning and audit
phases. Consequently, it uses and analyses dif-
ferent types of information during the definition
of audit priorities or specific audit topics, when
selecting audit sites or during the preparation of
the audit programme. When gathering informa-
tion, it is an important aspect that the utilisation
of such information should adequately outline



the risks that threaten the responsible and high-
quality financial management of public funds
and national wealth.

Below, our study presents the selection meth-
ods used in various planning and audit phases,
along with the range of information used in these
phases, based on the legal regulations concern-
ing the SAQ, the contents of internal regulations
and the annual reports of the SAO.

2.2 Determination
of audit priorities

he audit priorities that serve as the basis for

semi-annual audit planning processes are de-
fined by the so-called strategic control team op-
erating within the State Audit Office’. When de-
fining priorities, the strategic control team takes
into account legal provisions, the contents of the
SAO strategy, the National Assembly’s legisla-
tive schedule, strategic planning documents, the
decisions of the State Reform Committee, the ac-
tivities of the EU Commission and the European
Court of Auditors as well as information culled
from the SAQO’s risk analysis system. It also takes
into consideration whether any significant or ma-
jor changes have occurred in the legal framework
or infrastructure of the given area.

Article 43 of the Fundamental Law and Act
LXVI of 2011 on the State Audit Office of Hun-
gary (Act on the SAO) establishes the scope of
authority and tasks of the SAO as well as the man-
datory audits. Within its scope of activities set out
by law, the SAO shall conduct audits pursuant to
decisions taken by the National Assembly.

The SAO strategy states that state audit of-
fice audits must generate added value, and must
lead to perceivable savings in the utilisation of
public funds. The fight against fraud and corrup-
tion and the establishment of an integrity-based

"The pr

bles of the semi
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administrative culture are also indicated as prior-
ity goals. It is a strategic objective of the SAO
that its resources not tied up by audits conducted
pursuant to statutory provisions and with the fre-
quency set out by law, be focused on conducting
systemic, holistic approach audits in the interest
of the transparency of the complex processes of
public finances. The SAO places great emphasis
on audits relying on and related to one another, as
by shedding light on certain key areas of public
finances from multiple perspectives, it is able to
contribute good governance as part of its advi-
sory activity.

An important aspect during the definition of
audit priorities is the significance of the given
area or the activity of the given organisation re-
garding the changes of the public debt ratio, pub-
lic deficit, tax revenues or the management of
national wealth. The auditing of the absorption of
EU funds that have particular significance in re-
spect of social and regional convergence; and the
auditing of large distribution systems and super-
visory authorities are of particular importance.
Also important is the auditing of areas that realise
given social objectives that are significant from
a social perspective, such as for example higher
education, research and development, national
data protection systems, public transportation
and minority self-governments.

The frequency of the audits performed by the
State Audit Office is determined by law or, in the
absence of relevant statutory provisions, by the
President of the State Audit Office.

2.3 Medium-term audit
concept

he medium-term audit concept establishes
the directions, objectives and focal areas
of SAO with a time horizon of 3-4 years. With

[ plans set out the priorities based on which the given period’s audit topics and areas are selected (see for

instance, the SAO’s audit plan for the second half of 2015) http://www.asz.hu/ellenorzesi-tervek/2015/az-allami-szamvevoszek-2015-masodik-felevi-

ellenorzesi-terve/2015-masodik-felevi-ell-terv.pdf
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the creation of the concept, no unaudited areas
(‘grey areas’) remain, and by defining medium-
term audit directions and through holistic audits
and analyses, the SAO is able to exponentially
assist the utilisation of its work. The concept is
an integral part of the medium-term institutional
strategy of the SAO, into which semi-annual au-
dit plans are closely integrated.

The SAQO’s audit activity is essentially deter-
mined by the statutory requirements prescribing
the execution of certain tasks with a pre-defined
frequency, which tie up substantial resources.
Every year, the SAO audits the execution of the
annual budget of Hungary as well as the activi-
ties related to the exercise of proprietary rights
over state property; along with the review of
the local government decree on revenues due
to and shared by the Municipality of Budapest
and the Budapest district local governments an-
nually, and provides an opinion on the bill on
Hungary’s annual budget. Within the framework
of final accounts, the effectiveness of tax collec-
tion is also audited, which is of key importance
in respect of the generation of public deficit and
public debt. Every two years, the SAO audits the
financial management of parties and party foun-
dations that receive budgetary subsidies. The
audit tasks related to the financial management
and task performance of local governments are
regularly integrated by the SAO into its audit
plans.

The improvement of the public debt ratio® as
a constitutional objective — with a focus on mac-
ro-economic risks — is a central element of the
SAQO’s medium-term audit concept. With that in
mind, the SAO places special emphasis on audit-
ing the organisations whose activities exert the
greatest impact on changes in the public debt ra-
tio. Another option of improving the public debt
ratio is to increase GDP (*“to grow out of public
debt”). The state redistributes close to 50% of
GDP among players of the economy, therefore,
how effectively and efficiently incomes are with-
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drawn in the form of taxes and other incomes of
public authority and then redistributed as grants,
investments and public services is a primary au-
dit aspect. In this respect, the SAO pays particu-
lar attention to the auditing of public funds used
in the areas of education and research; to the
auditing of state investments and energy supply,
and to the auditing of organisations supervising
compliance with market regulation mechanisms
and related legal regulations. As the “auditor of
auditors”, the results of the work of the SAO
may be exponentially important, as its findings
can be utilised to make the activities of auditors
more regular and effective.

2.4 Selection of audit topics

he SAO’s risk analysis division prepares

specific audit topic suggestions in line with
audit priorities, in accordance with internal regu-
lations, and by taking information from the SAO
monitoring system into account. As part of mon-
itoring, it performs the following activities.

—M It monitors publicly available data and
information, and organises these into a da-
tabase.

—M It monitors and records indications and
audit experiences received from supervi-
sors, supervisory and other managers as
well as from organisational units.

—M It processes and records announcements
of public interests and prepares monthly re-
ports.

—M It processes information concerning the
sites of completed audits and audits still in
progress, and keeps such information up-
to-date.

—ll It processes daily press review reports
from a risk aspect (concerning the SAO, au-
dited entities or audit topics), records such
reports and prepares monthly reports.

8The quotient of nominal public debt and generated gross domestic product (GDP).
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—M It monitors the recommendations made
by Members of Parliament as well as the
discussions and text analyses of commit-
tees.

—M It processes economic reports (e.g. Sz4-
zadvég monthly monitor, MFB Periscope)
and analyses.

Topic suggestions — which contain the risk
summary, the type of audit and the organisations
affected by the audit — are approved by the Presi-
dent.

2.5 Definition of the focus
and key issues of the audit

Preliminary studies are prepared for approved
topic suggestions. A preliminary study is an
audit document that lays the foundation for the
preparation of audit programmes, which presents
all relevant information concerning the topic, de-
tects the risks, determines the objective, hypoth-
esis and type of a possible audit, its period, the
organisations involved, its expected utilisation
and the expected costs.

During the preparation of preliminary studies,
the results of preliminary risk analysis, publicly
available information and statutory provisions
must all be taken into account, and in individual
cases, information provided by the audited entity
upon the request of the SAO. The preliminary
study, finalised by taking the reviewer’s opinion
into consideration, is approved by the President.

2.6 Semi-annual audit plan

he State Audit Office carries out its au-

dit activities on the basis of its audit plan
approved by the President, which plan is pub-
lished and forwarded to the National Assembly
in semi-annual planning cycles. When compil-
ing the audit plan, the SAO takes into account
the audit tasks commenced in the preceding pe-
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riod that are still in progress, as well as those to
be implemented in the given period pursuant to
statutory obligations.

Pursuant to the provisions of the Act on the
SAQO, the semi-annual plan may include man-
datory and timely audits, such as the auditing
of the execution of the central budget, the taxa-
tion and other revenue collection activities of
the state tax authority and local governments,
the utilisation of campaign funds, the legality
of the financial management of political parties,
the activities related to the exercise of propri-
etary rights over state assets and the financial
management of the National Bank of Hungary.
Further topics defined by the State Audit Office
are carried out depending on the available ca-
pacities of the SAO.

2.7 Preparation of
the audit programme

he programme of the given audit is prepared

after the preliminary study has been ap-
proved. In line with the focus questions set out
in the preliminary study, the auditors drafting the
audit programme define the detailed audit ques-
tions and set out the range and volume of the data
to be audited. If sampling is required, the type
and method of sampling and the size of the sam-
ple is determined using statistical methods. The
IT-based substantiation of audit programmes,
along with data planning and data preparation,
is also realised in this phase. The targetedness
of the audit programme plan is examined by the
organisational unit responsible for risk analysis.

In respect of the same topic and organisa-
tional scope, the SAO conducts audits based on
updated audit programmes and by enforcing roll-
ing planning principles. These programmes may
also be supplemented, for example, by modular
programme elements related to the given topics,
but which manage special focal areas.

The audit programme is approved by the
President.
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2.8 Site selection
u

hematic audits are audits conducted on the

basis of standard audit programmes with the
possibility of the comparative evaluation of the
given area, for example, of the most important ar-
eas of the operation of local governments and of
companies majority-owned by local governments
and the state; while as a method of organising au-
dits, it greatly improves the efficiency of organisa-
tion. During thematic audits, therefore, the SAO
prepares an independent report on multiple audit
sites using the same audit programme. Audit sites
may be selected on a risk basis, by sampling (full,
representative, layered) or using other statistical
methods, depending on the given audit objective.
The selection of sites is facilitated by an analysis
prepared by the unit responsible for risk analysis,
which is based on information from the risk analy-
sis and assessment system. Risk analysis is prima-
rily conducted by taking the following factors into
consideration.

—M Information culled from the master data-
base of budgetary institutions and the com-
pany database of business associations.

—M Financial and financial management in-
formation available on organisations, e.g. an-
nual budgets, annual/semi-annual institution-
al budgetary statements and the analyses
prepared on the basis thereof.

—M Balance reports and annual flash reports.

—M Audit data of organisations, and the find-
ings, recommendations and experiences of
past SAO audits.

—M Information received from the risk-warn-
ing system.

— Announcements of public interest.

— Results and experiences of SAO analyses

—H Results of the SAO Integrity Survey, cor-
ruption vulnerability data, information related
to integrity protection organisational tools.
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This is followed by the preparation of a risk
summary, which contains the essential infor-
mation and risks pertaining to the selected sites
(e.g. concerning the institutions selected for
institutional thematic auditing). The risk sum-
mary is approved by the President.

2.9 The cost-benefit

analysis of the audit,

capacity planning

O

hen planning audits, in addition to an-

ticipated benefits, the SAO also takes
audit-related costs into account. There are nu-
merous procedures aimed at cost reduction and
more effective resource utilisation within the
SAQ, including for example, the system of au-
dits relying on and related to one another,” or
the introduction of follow-up audits based only
on electronic data supply.

The human resource planning of audits en-
sures that resources of appropriate quality and
quantity are available, and that arising risks are
managed (ranking of audit assignments, risk
warnings, potential plan amendments).

2.10 Monitoring of utilisation
|

fter the completion of the audit, the SAO

tracks the obligation of the audited entity
to take measures (to cooperate), the experienc-
es of which are also channelled back into the
organisation’s risk monitoring system.

The experiences of the utilisation of the
report are collected, recorded and analysed
continuously by the SAO, which also uses the
results of the analysis during its planning proc-
esses.

?In the framework of this, the SAO harmonises the data requests and on-the-spot checks of multiple audits.
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2.11 Methodological
revision in planning
|

n areas highlighted in the medium-term au-

dit concept, even regularity audits are able to
point out fundamental deficiencies, the elimina-
tion of which could lead to substantial savings in
public spending. Even though it is not the SAO’s
task to criticise the professional content of state
policies and the way public functions are carried
out, it may however audit and assess effective-
ness, in other words

—M whether — pursuant to legal provisions
—impact studies had been prepared prior to
a given state intervention (such as a tax re-
lief or a developmental programme);

—l whether regulation is comprehensive;

— whether the objectives and performance
criteria had been clearly defined and wheth-
er data collection, measurement and as-
sessment is performed on the basis there-
of;

—l whether the system of monitoring, au-
diting and assessment of implementation
had been put in place;

—M whether the structure and operation of
the internal control system is suitable to de-
tect and correct the risks, errors and defi-
ciencies observed within systems and insti-
tutional operation, and to assess the
measures taken in the interest thereof.

As one of the cornerstones of its independ-
ence, the SAO establishes its own professional
audit guidelines and methods by following the
international standards of INTOSAL The revi-
sion of the international audit standards adopted
by INTOSALI at the end of 2013 provides an op-
portunity for the SAO to update its audit meth-
odology for the three main audit types, namely
compliance, financial (before 2015: regularity
and financial regularity) and performance audits.
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The State Audit Office uses a holistic ap-
proach to audit the performance of the institu-
tions of the central subsystem, during which it
evaluates the establishment of the requirements
of effectiveness, efficiency and economy, as well
as compliance with these criteria. The SAO’s
performance audits are aimed at improving the
effectiveness and efficiency of the performance
of public tasks and accomplishing quantifiable
savings. In addition to the regular spending of
public funds, another expectation is for such
funds to be used effectively, in which man-
agement performance plays an important role.
Consequently, it is highly significant to assess
the institutional application and effectiveness of
management performance evaluation during the
auditing of central subsystem organisations. The
SAOQO wishes to take on a leading role in prepar-
ing the methodological principles required for
management performance evaluation.

This renewal allows for the evaluation-type
performance audits, which, in addition to as-
sessing an institution’s operation and the effec-
tiveness and efficiency of its investment activ-
ity and projects, also evaluate its social utility,
utilisation and expediency. It represents a risk
during the planning of these audits if the indi-
cators and data required for evaluation are not
available, or if the accountable managers of in-
stitutions and projects are not obligated to en-
force effectiveness and effectiveness aspects,
and for this reason, the role of preliminary data
collection and risk analysis takes on increased
significance.

The SAO also strives to utilise the experi-
ences of the final accounts audit. During final
accounts, uncovering the risks that impact the
financial regularity of audited entities can lay
the foundation for the planning of the audits
of these institutions. Audits based on final ac-
counts can help improve the quality and effi-
ciency of SAO audits, and the same time, the
SAQ strives to create optimal conditions for co-
operation with the audited entity and to reduce
its audit-related workload.

19



3. CONCLUSIONS

Audits by supreme audit institutions create
added value, the size of which greatly de-
pends on the assessment of which areas institu-
tions spend their scarce resources on and what
methods they opt for when carrying out their
audits.

Planning processes are equally characterised
by constraints and a high degree of freedom.
The constraints are primarily set out in legal
regulations by stipulating mandatory audits and
by defining areas that can only be audited with
limited powers. The principles of planning proc-
esses are established by internationally accepted
standards (INTOSAI). The determination of au-
dit directions and methods is also strongly in-
fluenced by the management ‘style’ of the state.
In countries where public management focuses
primarily on the tools of execution, audits tend
to inspect compliance with regulations, rather
than whether the regulations serve or perceiv-
ably serve the objective set.

In addition, supreme audit institutions have
considerable independence in respect of both
audit topic selection and the planning process-
es of the various audits. The guiding principle,
however, is that planned audits should generate
the greatest added value possible. Consequently,
state audit offices must clearly articulate what
they consider to be significant added value and
with what tools and methods they are able to
achieve this. This is laid down in the highest lev-
el planning document, namely the institutional
strategy. The transparency and applicability of
the strategy supports annual planning and also
ensures the harmony of annual plans.

The audit planning of the State Audit Of-
fice is a multi-phase process; the substantiation,
transparency and comprehensiveness of which
is insured by process-integrated controls in each
phase. Planning primarily relies on information
from the monitoring system that records risks,
which gathers state audit office experiences and
knowledge as well as outside information in a
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structured manner. The SAO’s monitoring sys-
tem contains innovative elements, such as for
instance, the text analysis of debates at the Na-
tional Assembly, risk warnings from the media
monitoring system as well as data from the In-
tegrity Survey developed to measure corruption
vulnerability.

In the future the planning processes of SAI
audits could include methods that could funda-
mentally reshape audits. These may include citi-
zen participation, the utilisation of the results of
network research as well as the results of com-
parative analyses based on electronic data re-
quests and supported by assessment software. It
is important, however, that the new risks gener-
ated by these new initiatives are recognised and
managed by the State Audit Office, and for the
SAO to regularly evaluate the effectiveness and
efficiency of new methods.
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