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Editor’s Note

This volume contains two articles dealing with the difficulties encountered by administrative and legal systems while coping with changing realities, from the point of view of both State Audit in Hungary (A. Kovács, G. Báger, J. Lévai, B. Krucsai) and the establishment of Ombudsmen institutions in southeastern Europe (P.N. Diamandouros, D. Christopoulos). These two articles point out the difficulties stemming from the gap - a natural gap one could say - between the entrenched political culture and the administrative and legal frameworks that are meant to serve as a mechanism for changing and modifying reality.

The article regarding the charity sector (E. Goldberg) examines aspects of the growing “third sector”. This “third sector” partly operates alongside the government in fields of welfare, education, health etc. and in many cases enjoys huge financial support from the public purse, either directly or through exemption from taxes, thus being a field of interest for State Audit. Globalization and privatization are world wide processes which find their expression, among other things, in the decommitment of governments in various areas, and giving up responsibilities being undertaken by Non Profit Organizations (NPOs). The continuation of this process will further broaden the activities of NPOs and sharpen the questions in areas of fiscal policy and inspection regarding the activity of the ‘third sector”, and the role that State Audit and Ombudsmen institutions should play in this sphere.

One of the major tools for improving the public administration is through internal audit. Its status in the governmental system, i.e. its authority, position in the administrative hierarchy and the support it enjoys, have an enormous effect on its effectiveness and influence. In this context we can see both the article dealing with internal audit in Israel (R. Schwartz, R. Sulitzeanu-Kenan) and the one dealing with the audit in the states of the United States (A. Friedberg, C. Lutrin), 

which can in a sense be perceived as internal audit due to some of its characteristics, and as it is operating below the federal level.

As an exception to the rule, we have included in this volume a chapter from a report published by the State Comptroller of Israel in the year 2003. This chapter deals with the audit of decision- making processes in the Israeli government, which we view as a significant kind of performance audit. This chapter expresses our perception regarding the boundaries of state audit. These borderlines are not necessarily self-evident, and are certainly not universal. They may take different forms according to the conception, traditions and political culture prevailing in different countries, which shape the laws establishing the role of state audit. Hence, some supreme audit institutions exercise performance audit while others refrain from doing so as it is not acceptable according to their conception. This chapter illustrates the Israeli approach, which is far reaching and probably reflects the upper limit to which state audit may stretch its wings .

The quality of decision-making has a far reaching effect on the effectiveness of the use of national resources, on the results of the government performance, and as such, it is at the core of the interest of the State Comptroller. We have very cautiously entered the cabinet room and audited the process, though not the substance of decisions made, which is clearly within the prerogatives of the executive, so as not to exceed the proper boundaries of audit.

Finally, the article introducing a new methodology of performance audit exercised in the National Audit Office in the United Kingdom (J. Colman), offers an innovative system for coping with a variety of problems waiting for solutions on the threshold of state audit.

Yehoshua Roth

In Memory of Professor Asher Friedberg

Nissim Mizrahi

[image: image1.wmf]On August 14, 2004 a beloved friend and dear colleague, Prof. Asher Friedberg, of blessed memory, was prematurely taken from us and passed away.

Our acquaintance began about twenty years ago, in the framework of our mutual academic activity at the State Comptroller's Office, as members of the editorial board of the journal "Iyunim" - "Studies in State Audit" and of the research team of the office. In 1987, Asher established a special program of study in public and internal audit at the University of Haifa in the framework of the master's degree program in the political science department. The program attained great prestige, and the graduates of its courses of study hold senior positions throughout the public administration and business sectors. His many students hold in high esteem what they have learned from his lectures, research and many papers, his charming manner and his impressive didactic approach. Listening to his lectures was not only a rich source of knowledge, but also a focal point for rare intellectual pleasure, and always stimulated the desire to continue to listen and drink up his words, as from an abundant spring flowing with fresh waters. He authored many books, articles and research, published in Israel and abroad, which are studied in various programs of study in the area of audit and public administration.

Asher was a citizen and lover of Jerusalem. He knew every corner of the city and loved to roam its streets and link what he saw to its past 

history. When he spoke of Jerusalem one saw a blazing light in his eyes, and this love of his radiated to all his surroundings. His family, friends and colleagues all now feel his absence and refuse to be consoled and he is sorely missed in the important institutions in which he was active. For me, Asher was a colleague and dear friend and I refuse to be reconciled with his loss. We will always remember him with deep love, admiration and respect. "Woe for those who are gone and cannot be replaced!" May his memory never be forgotten and remain engraved on our hearts.

Inspection of the Charity Sector from the Perspective of State Audit*

Eliezer Goldberg

A.
Introduction

A well known joke is told about a Rabbi who came home after giving his Sabbath sermon and was asked by his wife, “what was the topic of your sermon today?”. The Rabbi replied, “the mitzvah (deed) of charity”. “How was it?” she asked. “Fine” the Rabbi replied, “I was half successful; I managed to persuade the poor to accept!” 

The second half of the Rabbi’s job, persuading the rich to give, raises my opening question: what does state audit have to do with the charity sector? In broader terms the question is: how is the state connected with charity? Charity generally means the donor’s act of giving to the needy out of the goodness his heart, in an amount he deems appropriate and for the cause of his choice. The state, on the other hand, is not guided by subjective whims. It acts toward defined objectives, according to an approved budget, considerations of equality and other uniform criteria. This is especially true of state audit, the aims of which are the implementation of defined procedures, proper administration, efficiency and economy, concepts which prima facie are totally remote from the realm of “charity” in the accepted sense.

Our discussion thus begins with a paradox: the state and charity. In the words of the Talmud, (in an altogether different context) “where there is justice, there is no charity and where there is charity there is no justice”.
 

The state represents law and justice, not kindness and charity. This dictates a clarification of the nature of charity and the extent to which it is organically bound to the state, public scrutiny, and by extension, to state audit too. 

A semantic comment is required here regarding the meaning of the term “charity”. The term “charity” must be extended beyond its simple meaning - gratuitous help to the needy. It must also include the designation of resources for a broad range of social objectives in the realms of education, health, culture and other areas too. In England, these objectives have been agglomerated in the same category for over five hundred years, and in Israel too, in various contexts they are included within the same category. The common element characterizing the charity sector in the broad sense is that it embraces the sphere of activities that are not undertaken by the government authorities or by commercial bodies operating for profit purposes. Charity belongs to what is referred to as “the third sector”.
 

In terms of the Israeli economy, the volume of the third sector is extensive, representing about one tenth of overall economic activity (according to research figures for 1995).
 In that year the third sector spent in excess of thirty three billion shekels (about 9.5 billion dollars), employing manpower in approximately 150,000 positions. Another conspicuous aspect of the modern charity sector is its being the beneficiary of extensive state subvention, manifested in various forms. First, direct subvention is granted by government offices. The budget law establishes certain articles in the budget of each government office, earmarked for the support of a particular category of public institutions. In this context, “a public institution” means 

any institution, other than a state institution, operating for purposes of education, religion, science, art, welfare, health, sport or other similar objectives. A special committee, namely the subvention committee, operates in each government office and is instructed to allocate the sums to public institutions included in the particular budgetary category, in accordance with principles of equality.
 Government support for public institutions under this arrangement amounts to billions of shekels per annum, but this does not represent the entire scope of direct government support in the charity sector. Besides direct government support, public institutions also receive other forms of support. These include estate money received by the state and allocated by an estate, namely the bequest committee, which operates in the Ministry of Justice; the resources of the local authorities and religious councils which support local bodies by allocations of money, land assets and other forms too, reductions in lease payments to the Israel Lands Authority, etc. 

In addition to direct support in the form of cash and other resources, these non-profit organizations (NPOs) also receive support in the form of tax benefits. Non-profit institutions are exempt from payment of value added tax,
 income tax,
 and administrative fees for registrations of land leases or mortgages
. They further benefit from concessions relating to land appreciation tax
 and purchase tax.
 Donators receive tax credits for their 

donations.
 There are also benefits related to municipal taxes. There is no complete data regarding the total value of the tax benefits.

Even those charity institutions providing charity in the narrow sense of assistance to the needy occasionally receive state support. The Ministry of Labor and Welfare, for example, supports non-profit organizations that allocate kimcha de-pischa.
 I mention this example because prima facie, the state already has a number of established apparatuses providing for those without the means to purchase food, among them National Insurance benefits and assistance from the welfare offices. This raises the question as to why the state also transfers resources for the same purposes by way of NPOs. 

In any case, the reality is that extensive public resources currently find their way to the charity sector. The state has also assumed responsibility for financing part of the sector’s activities, thus establishing the broad phenomenon known as “government charity”. Hence, contrary to what may have been expected, while the impetus for charity may often originate in the need to provide for sectors omitted in the state budget, the distinction between charity and the state is not retained.

Activities financed by and reliant upon public resources require supervision over the utilization of those resources. State audit is responsible, therefore, for auditing the degree of adherence to the principles governing the proper utilization of public resources and the effectiveness of internal audit systems. This means ascertaining that the resources are allocated on an egalitarian basis with neither preference nor bias, and that they are utilized 

for their designated objectives, efficiently and economically, maintaining proper administration and moral integrity.

However, government support is not the only reason for ensuring public supervision of the charity sector. The state sees fit to oversee this sector by way of central supervisory bodies, among them the Registrar of Non-Profit Organizations and the Registrar of Trusts, and the scope of their supervision is not limited to the bodies receiving state support. State audit has an interest in the third sector and its supervision even if not within the context of bodies receiving government support. For otherwise, state audit would focus primarily on government bodies allocating resources and the tax authorities. It should be noted that the State Comptroller has also issued reports dealing with the activities of the above-mentioned supervisory authorities.
 

It should be noted that it is in the discretion of the State Comptroller to carry out an audit in any NPO receiving subventions, if he so decides, and in fact he has made use of this authority.

The question: why is the state audit interested in the activities of these bodies, is not a simple one and it affects my decision to audit the supervisory apparatus of the charity sector. I must further stress that the question is not rendered less acute when the resources concerned are private resources, such as donations and estates as opposed to public resources. For it could be argued that to the extent that the issue concerns private resources going to charity, it is the donators’ business to supervise the use of such resources and not necessarily the business of the state. The state need not allocate valuable public resources for supervision, and state 

audit is certainly not required to assess whether there are defects in the supervision. 

The answer to this question lies in the following role conception guiding the State Comptroller: The proper functioning of the charity sector is important to the entire public, for ultimately, objectives benefiting the entire public are at stake. The resources are partially private, but the outputs belong to the public. The activities are of a nature which if not undertaken by third sector bodies, would of necessity be undertaken, wholly or partially, by the state itself. The state will often provide partial budgetary support to these bodies on the assumption that the balance will come from private, voluntary sources; in so doing it increases the overall public benefit. Notably, the state benefits from volunteer activities for public causes and as such must create an environment that encourages those activities. It must ensure ground rules that afford security to private philanthropists that their money will be used for their chosen purposes. Ideally, the system must foil misappropriation of funds wherever possible. Consequently, public supervision of the charity sector is predicated on two factors: the public funds directed to charities and the public interest in promoting private donations. These are the factors that guide the State Comptroller in his work. 

B.
Risk Factors that Characterize the Charity Sector from the Perspective of State Audit

When the State Comptroller’s Office audits a particular area of activity, it first draws up a map of the expected risks endemic to that area, risks of typical defects which are of interest to audit, for example, lack of economy, improper administration and violations of moral integrity that can amount to real corruption. 

1.
Responsibility of the Trustee or Manager

A key concept in the world of audit is the concept of accountability. The charity sector suffers from accountability defects. Although a non-profit organization has its founding members, its actions, income and expenses frequently exceed the particular goals set by its founders. Regarding endowments, the problem may be more acute, since endowments are frequently created under a will, when the stakeholder in the use of the endowment funds - the decedent - is no longer alive. This being the case, to whom do the endowment trustees owe their loyalty? Or, to whom does the management of the non-profit organization owe its loyalty - the donators or the public as a whole? Charitable institutions often lack a well-defined organizational hierarchy that can regulate the chain of responsibility and reporting duties. They are relatively free of bureaucratic pressures. 

In my opinion, the public supervision bodies should at least partially fill the role of “supervisor”; they represent the public in its entirety and can justly request accountability regarding the utilization of resources designated for public purposes. 

In this context particular importance attaches to the audit’s recommendations to increase the NPO's reporting obligations. Reporting is an important auditory tool for different stakeholders, including the donators and the governmental authorities. The adage that transparency prevents corruption may be a cliché, but this does not detract from its validity. 

2.
Difficulties regarding Transparency and Reporting

The law directs the NPO to present a financial report to the Registrar of NPOs at least once yearly.
 Already in 1997, the State Comptroller’s Annual Report on the supervision of NPOs noted the differences between financial reports submitted by commercial corporations and financial reports submitted by non-profit bodies. A financial report, which by nature is intended to reflect the financial status of a profit-based company, does not provide sufficient information regarding the goals of the non-profit body and their attainments. For example, in one case the Comptroller’s report
 described a NPO that was established to provide support for religious schools and which benefited from donations and stipends amounting to millions of shekels. The NPO subsequently began dealing in construction of apartments, a fact that was omitted from its financial report. Accordingly, the Comptroller’s report
 recommended that NPOs be required to supplement the standard financial report with a verbal managerial report, which would, inter alia, describe its goals and their attainment, the organizational structure, changes in areas of activity, relations with other NPOs and exceptional events. 

The follow up audit indicated numerous improvements in the structures supervising the NPOs.
 Regrettably, the subject of the verbal report has yet to be addressed, despite a Knesset decision directing the Ministries of Justice and the Interior and the Registrar of NPOs to prepare a draft bill amending the law so as to include the obligation of filing a verbal report.
 

A number of our reports have dealt with NPOs raising money from the public at large. Donators generally give small amounts and are unable to ascertain what actually happens to the NPO’s money. The problem of accountability in the charity sector becomes even more acute in the context of this kind of NPO. On the one hand, the funds are private; they do not represent state expenditures and so there is no government office charged with verifying the use to which they were put. On the other hand, such funds are not analogous to the significant capital of a particular individual who created an endowment for public purposes. One cannot say: “the endowment’s author is responsible to ensure that the endowment is managed by trustworthy people”. I believe that I would not be mistaken in claiming that the public often identifies these organizations with the establishment, presuming that its money is being managed in precisely the same way as public money. I certainly do not wish to impugn any of the fund-raising organizations that are engaged in important work, but there is no organization that is immune to supervision and examination. 

The State Comptroller’s reports stress the need to address this area, at the very least, by increasing obligations of reporting to the public, inter alia, regarding the uses made of donations, fundraising costs, goals of the NPO and its methods for their realization. 

For example, in a case referred to in the report published in 2002, a NPO was established for the specific goal of raising funds for a patient’s kidney transplant. After a year’s activity, and after the patient had the transplant, the NPO requested to be removed from the register. It did not report to the Registrar how much money had been raised, how much had been spent in funding the treatment, and what was done with the balance, if there was such. In another case, from reports submitted by a NPO that had raised 2 million shekels (about 450,000 dollars), it transpired that fundraising costs 

exceeded 55% of the amount raised.
 In the absence of a verbal report, it was impossible to ascertain why the fundraising costs were so high.

3.
The Problem of the Representative

The problem of the representative is endemic to trusts and corporations.
 An inherent conflict of interests arises in the role of any person charged with the management of another person’s property. The interests of the property owner’s representative - the manager or the trustee - inevitably conflict with those of the property owner himself. The problem of the representative is particularly acute in the charity sector due to the absence of any mitigating factors, the like of which are found in commercial firms. Furthermore, in a NPO operated for public purposes and funded by public money, the identity of the principal, as opposed to that of the agent, acquires a different dimension. For in fact, the principal is the entire public and the NPO, including its founding members, is its agent. 

Indeed, the State Comptroller reports abound with descriptions of cases illustrating the full gravity of the problem of the representative. On more than one occasion we noted the exploitation of the NPO’s resources for the personal gain of its office holders therein, and the variety of means for doing so
, including high salaries, fringe benefits, business transactions with family members and friends, etc. In the report from 2002, two examples were cited dealing with NPOs
 that paid millions of shekels per 

annum to management companies that were personally connected to board members of the NPO. 

4.
The Difficulty in Assessing Outputs and Expenses

Economic theory stresses the importance of maximization. An organization is required to derive maximum benefit from a given amount of resources. It must reduce management and organization expenses and direct the majority of its resources to the activity for which it was established. For this to occur it is essential that its resources be quantifiable and divisible. The organization must be able to give an accounting of what it produces, how it produces, and for what purpose, expressed in cash terms. The problem in the charity sector is that occasionally it deals with matters that are by definition immeasurable. As for outputs – poverty has no measure. Art and culture too cannot be quantified. Regarding expenses, the sources of charity institutions are often immeasurable in cash terms, but rather by cash equivalents. This means that the charity sector lacks appropriate units for quantifying outputs and expenses as a result of which there are insufficient incentives for efficiency, equality and supervision. 

State audit often deals with this risk factor; for example, concerning public-purpose NPOs and even individuals who receive support in forms which are not quantifiable in cash, but which are equivalent to and in place of money. Local municipalities often allocate land assets to NPOs to assist them in their activities.
 Similarly, various public institutions benefit from land allocations from the Israel Lands Authority, for which they receive rent concessions. Arrangements of this kind are economically and managerially defective to the extent that they cannot be expressed in 

quantifiable units and cannot be recorded, nor has the obligation to do so been internalized. This in turn severely hampers efforts to ensure equality in supports allocation. It is difficult to supervise the use of the asset and ensure that such use is optimal, and there is no incentive for optimal use. For years the State Comptroller has repeatedly criticized the phenomenon of decisions to give support in “cash equivalents” which were not submitted for decision, as opposed to cash related decisions. As a result, the decisions were not based on equality-based criteria. About one year ago, the Ministry of the Interior issued a “guideline for allocation of lands and buildings either gratuitously or for symbolic consideration”. This guideline was intended to streamline decision-making procedures,
 but the fundamental problem presented by support in the form of against cash equivalents remains.

5.
Supervision of Salaries

The subject of high salaries presents a real dilemma relating to one of the fundamental issues regarding supervision of the charity sector. Is it sufficient to impose duties of appropriate disclosure, in reliance on the “charity market forces” to generate self-regulation, or should one impose substantive regulatory restrictions, in other words, statutory wage ceilings? For some years the law in Israel has required every NPO to report its five highest salaries.
 The purpose of this obligation is to prevent exaggerated salary packages, to enable the Registrar to identify improper profit 

allocation in the guise of salaries
 and to enable donators to verify or refute suspicions that their money is being devoted primarily to payment of salaries, (instead of being spent for its intended purpose). In fact, audits of NPOs revealed prohibitively high salaries, in some cases totaling eighty percent of the budget of the NPO. The question is, therefore, whether regulation limited to obligatory disclosure serves its purpose. Conceivably, it may also be necessary to prohibit salaries in excess of a certain amount or at the very least, to make government support, direct or indirect, contingent upon the reasonability of salary payments. To date, however, no decision has been adopted on the matter. 

C. 
Principal Aspects of Audit of Public Supervision of the Charity Sector

1.
Supervisory Bodies

The range of supervisory bodies from the audit’s perspective is divided into two central categories. On the one hand, there are the bodies dealing with allocations to the charity sector – direct or indirect. These include the relevant government offices, local authorities, the bequest committee, the Ministry of Justice, the Accountant General in the Treasury and the taxation authorities – the Commissioner of Income Tax and Land Tax, and the Duty and V.A.T branch. The funds in this particular area are public money funds in the true sense, generally in large amounts. As such, there is no audit report that does not make a number of references to the subject of allocations. It is one of the most prominent areas in which state audit has made a significant contribution to the improvement of proper administration. As a rule, the State Comptroller’s comments are treated 

very seriously, and numerous decisions have been adopted in their wake. It is now established practice that on a yearly basis the audit targets issues and defects related to the subject of allocations, and the central supervisory bodies attempt to rectify the various defects and find solutions. In the ensuing years, the audit examines the solutions found, points out new problems etc. 

It is important to focus on the supervisory authorities charged with the registration of charity institutions and their activities: the Registrar of NPOs, and the Trusts Registrar, and to a certain extent, the Companies Registrar, given the fact that a charity institution can also be incorporated as a company. In this context, over the years the state audit has raised a number of fundamental issues regarding the aims of supervision, the registrar's role and his actual performance. 

In the view of state audit, the registrars have a central role in maintaining the moral integrity of the charity sector. Their job is to protect the institutions’ stakeholders - who are sometimes broad sections of the public - from corruption and the misappropriation and misallocation of the resources. 

We have repeatedly pointed out the danger that members or managers of NPOs are liable to exploit profits for personal gain and we have reported examples of such practices. The reports pointed out the prevailing practice of closing transactions between NPOs and people ‘connected’ to them under non-market conditions. We found that there were also a few cases of NPOs with a small number of members and office holders, all connected to each other by family ties or friendship. Appropriate supervision procedures compel separation between executive bodies and supervisory bodies; the absence of such separation in these NPOs necessarily harms the proper supervisory process. 

The Registrar of NPOs possesses tools of inspection to discharge his duties. We expressed our position that his role is to use those tools to prevent the misappropriation of resources earmarked for public purposes, at least by increasing transparency and reporting. We recommended legislative amendments that conferred additional powers on the Registrar. 

2.
The Nature of the Registrar’s Inspection.

Another prominent theme in numerous audit reports is the question of whether the Registrar’s supervision should be passive or active, i.e. reactive or proactive. The audit report usually portrayed a picture of passive supervision, namely, that most of the NPOs had not filed accounts with the Registrar, but the Registrar’s response to the phenomenon was neither effective, nor consistent, considering his failure to exercise his powers to appoint investigators to investigate suspicions of improper management of NPOs.
 The 2002 report indicated a significant improvement on this front, with a more proactive approach being adopted towards supervision. Nonetheless, this time the same problem was identified with respect to the Trusts Registrar, who failed to adopt efficient and consistent measures to trace hundreds of public endowments and public-benefit companies that were not legally registered, and that the Registrar had failed to exercise his power to investigate suspicions of non-compliance with statutory provisions or endowment provisions. 

State audit favors the proactive approach to supervision, having regard primarily for the risk factors endemic to the charity sector. 

Another issue is the division of responsibility between various supervisory bodies and coordination between them. State audit reports pointed out that 

the problems in this area tend to characterize public administration in Israel generally, and they also appear in the area of supervision over the charity sector. 

The State Comptroller’s report on the supervision of endowments and public-benefit companies for the year 2001 indicated the absence of sufficient cooperation between the Trusts Registrar and the tax authorities. For example, the Trusts Registrar discovered that an endowment intended for an orphanage paid out millions of shekels in scholarships and subventions, an irregular expense for an orphanage. While the Registrar did adopt legal proceedings against the endowment, he did not pass the information on to the tax authorities to examine whether the payments were liable for tax.
 The report recommended that cooperation between the two bodies be institutionalized. 

3.
Incorporation of Charity Institutions 

Another subject requiring attention, also dealt with in my last report on the supervision of NPOs, is the incorporation of charity institutions as companies instead of as NPOs. A public institution can incorporate in accordance with the Companies Law, and in that capacity, can even receive support and tax benefits, provided that the company articles stipulate that the company was incorporated solely for public benefit and prohibits the allocation of profits to its shareholders.
 In the past too, the Companies Ordinance recognized the institution of a “public-benefit company”,
 thus providing those wishing to incorporate as charity institutions, the choice of whether to become a company or a NPO. The increased supervision over 

NPOs by the Registrar of NPOs affected this choice. Consultants, whose clients faced that choice, often advised them to incorporate as a public benefit company, because the supervision carried out by the Companies Registrar over companies was less stringent than the supervision carried out by the Registrar of NPOs. Concededly, the public-benefit companies are also subject to the supervision of the Trusts Registrar. A particularly interesting case, which highlighted the problems caused by the current division of responsibility between the various supervisory authorities and their respective roles, concerned an attempt to sell a chain of providers of homecare services. It was registered as a public-benefit company, and was controlled by the Histadrut, the General Federation of Labor. The chain was in possession of valuable real estate. Understandably, it was a non-profit institution operating for public purposes and as such, entitled to tax benefits. Accordingly, it had purchased its real estate assets without paying real consideration, to a certain extent, at the general public’s expense. The financing itself came from income of Histadrut members, in the form of uniform tax. The Histadrut at that time (1998) was in severe financial straits and it therefore decided to sell its control of the chain to a commercial concern. Had the deal gone through, the Histadrut would have benefited from a large capital income from assets for which it had paid next to nothing. On the other hand, the beneficiaries of chain’s services would probably not have been able to capitalize on their rights. The rule is that a “public institution” enjoying tax benefits cannot be dissolved unless its assets continue to serve public goals. The tax authorities even demand the anchorage of this norm in the corporate documents of the institution receiving the benefits. In this case, this rule was about to be violated. The Income Tax Commissioner did not attempt to prevent the transaction, demanding only that it be taxed. Needless to say, taxing the transaction would not have solved the problem. 

At this stage the State Comptroller’s Office entered the picture. The case was exceptional because as a matter of principle, the State Comptroller does not intervene in procedures in the public sector while they are occurring, his review being primarily retrospective. Here, however, I was confronted with danger of extensive damage to the public, and I agreed to investigate the events as they were unfolding. We requested an explanation from the Income Tax Commissioner. His response was that while the conversion of the chain into a business was an infringement of a fundamental condition, and terminated its activity as a public benefit company, the Commissioner was not legally authorized to prevent the transaction. Nor did the Commissioner pass the information on to the Trusts Registrar so that the latter could utilize the power conferred to it under the Trust Law. 

The facts described raise the question: which authority should be charged with preventing such situations? If not the tax authorities, then perhaps the Trusts Registrar – and so we requested his response too. It transpired however that the company, like hundreds of other public benefit companies, was not even registered with the Trust Registrar. At this stage we turned to the Attorney General, who notified the Histadrut of his opposition to the transaction, and it was thus aborted. In this case, severe harm to public interests was prevented, also as a result of state audit. Furthermore, a public norm was established, to the effect that the members of a public institution cannot sell control thereof where it involves its conversion into a commercial entity. I am skeptical however as to whether appropriate arrangements were made for the enforcement of that norm. 

D.
Conclusion

The definition of the scope of public administration’s inspection of the charity sector has still to be determined. The current arrangements for supervision of endowments, non-profit organizations and companies are not uniform, despite the identical public interest in the supervision of each of them, which would seem to dictate a uniform arrangement. It is unclear whether there is anyone who supervises the charity sector with a comprehensive, integrated perspective. Charity oriented activity is the salient characteristic of all bodies operating within the charity sector and the particular form of incorporation is secondary. Thus I recommended the application of standard supervision arrangements

The charity sector deals with many important activities, for the general good. Its heart is the human capacity for goodness. But like any enterprise involving large amounts of money, people, interests and instincts, it is important to ensure that such goodness is not abused. Audit, by definition, stresses defects. It would grieve me to think that the charity sector’s image as occasionally reflected in the State Comptroller’s reports, is an authentic representation of the charity sector in its totality. And yet, we must stubbornly persist with audit, to expose inappropriate acts and deter others from performing them. Occasionally, the State Comptroller even conducts audits within the charity institutions themselves, but more importantly, he examines the functioning of the government apparatuses charged with the supervision of their daily work, and recommends ways of improving their work.

The role of public supervision of the charity sector is to ensure that the charity sector is conducted honestly, in compliance with proper administration, and the channeling of the main resources directed for charity to the goals for which they were intended. 

Traditional Human Rights Protection Mechanisms and the Rising Role of Mediation in Southeastern Europe

Dimitris Christopoulos

P. Nikiforos Diamandouros

Regularities ... 

The establishment up of rights protection mechanisms in western democracies is the outcome of an evolutionary four-stage process, which, at a historical and theoretical level, could be described as follows: 

1st stage: formation of a constitutional state, establishment of popular sovereignty and provision of guarantees for human rights through constitutional provisions. In this early stage of constitutionalism, human rights law consisted of the basic norms governing the relationships between the individual and the state. The subordination of the state’s authority to legal prescriptions, through the establishment of the rule of law, went hand in hand with the principle of the separation of powers. 

2nd stage: emergence of international human rights protection mechanisms, which, in principle, attested to the subordination of national to international law and signaled to a country’s consent to international control: “International law provides a number of devices by which individuals and groups of individuals may obtain protection against the arbitrary of State authority. Under international customary law, the right of diplomatic protection of citizens abroad, strengthened by the minimum standard and treaty rights, is a generally accepted principle of territorial jurisdiction. Since the seventeenth century attempts were made to grant international protection by means of treaties to religious groups and individual members of such groups even against their own sovereign. In the nineteenth century this policy was extended in favor of ethnical and national minorities. 

During the inter-war period the protection of national, ethnical and religious minorities came to be closely linked with the League of Nations”.
 
3rd stage: creation of mediation institutions. This was a state choice, acknowledging the link between the protection of individual rights and the mechanisms providing for state accountability. Furthermore, the creation of mediation institutions of the ombudsman type, which were even accorded constitutional recognition as independent authorities, constituted an important moment in the wider evolutionary process relating to the consolidation of political democracy and the substantive implementation of the rule of law.

4th stage: the establishment of the non-governmental field of rights as a new pole acting in favor of the protection of individual rights at the national and international levels historically signaled the linking of state sovereignty with civil society. A fundamental theoretical prerequisite for the strengthening of this field is the active involvement of citizens in the protection of rights. Such involvement is connected with the emergence of a “third” pole, defining itself as a mechanism designed to limit but also to bridge the division between public and private space, which constitutes a fundamental characteristic of modernity.

Inversions ...
The validity of this, intentionally schematic, description of the paradigm governing the protection of individual rights’ in liberal democracies rests on a prerequisite logic, rather than on a cumulative – successive one. In other words: the consolidation of the first stage, that of the constitutional state, historically, theoretically, and normatively constitutes an essential 

and necessary prerequisite for the other three stages. It is their precondition. Put otherwise, the activation of international rights protection mechanisms, or even further, the creation of independent mediation institutions and of a non-governmental field of rights are unthinkable without the prior existence of sovereignty. 

Is this argument as obvious as it appears to be?
The basic premise informing this article is that, a sui generis inversion of the sequential logic governing the evolutionary paradigm of human rights protection outlined above is taking place in contemporary Southeastern Europe. The first inversion of major importance concerns the dialectic relationship between constitutional sovereignty and international monitoring, in other words the relationship between stage 1 with stage 2. 

The cases of Bosnia-Herzegovina and Kosovo after the cessation of inter-ethnic clashes following international intervention have set off a new type of regime, in the framework of which, protection of individual rights are not dictated by nor directed towards state sovereignty, for the simple reason that such sovereignty does not exist. In these two cases, international supervision as a mechanism inhibiting state abuse of power, either through jurisdictional control (European Court of Human Rights) or through the integration of international law into national law, has yielded its place to local administrative arrangements that de jure invalidate sovereignty. 

In both these cases, the protection of individual rights is provided in a manner which circumvents the logical institutional and political prerequisite for such protection, in other words the constitutional state. In this text, we will not focus on the problems posed by this divergence between the logic of the established paradigm and emerging realities on the ground. Nor shall we concern ourselves with its labyrinthine legal and political implications that impose novel and awkward questions for international law. Instead we will concentrate in another divergence, which though less subversive of state sovereignty is, nevertheless, more widely encountered in Southeastern Europe. We are referring to the proliferation of institutions and initiatives associated with the later stages of the liberal rights protection paradigm (international, independent mediation, non- governmental). In essence, this proliferation accompanies the dramatic de facto downgrading of the role of the protection mechanisms linked to sovereignty, and serves as an antidote for it. 

The evolutionary paradigm concerning individual rights protection outlined above is not easily applicable to post-communist democracies of Southeastern Europe, operating in the context of societies characterized by late socio-economic and political development. While it is relative safe to opine that the formal requisites for the establishment of a liberal order have been met in most of the countries in the region, it would be entirely premature to argue that the effective protection of human rights is adequate under present conditions. Put otherwise, the detectable weaknesses concerning the effective protection of human rights are not associated with lacunae at the judicial or legislative fields. The decade that has elapsed since the Council of Europe began gradually to admit these new democracies, constituted a sufficiently long time span to integrate in the legislation of these states the legal aquis of the Council of Europe concerning human rights. Indeed, this integration is the outcome of an 

explicit obligation of candidate states to align their legislation with the legal aquis of the Council of Europe, in a wide range of issues before accession. In other words, it is a precondition for admission.
 

This being the case, the problems concerning human rights protection in Southeastern Europe relate more to weaknesses and inadequacies in application and implementation rather than to formal guarantees of the rights themselves. According to the evolutionary paradigm presented at the beginning of this article, these problems relate directly to the hard core function of the Constitution as an instrument of guarantees and as an agent of legitimation, which spells out specific restrictions on the powers of the state designed to enhance the protection of human rights. Through these restrictions on its own power, the state assures the continuation, stability and consolidation of existing power relations within societies. Put it simply, what is at stake in Southeastern Europe today, as the states of this region are engaged in an unprecedented historical struggle for the distribution of property and power, is none other than the adequate implementation of the rule of law itself and the related principle of the separation of powers. And in this respect, the overall picture emerging from daily practice in the region suggests the magnitude of the problems facing these states. It is indicative in this context that the judicial system, the individual citizen’s last shelter against state abuse, is very often unable to provide effective 

protection, as envisaged in the constitution. The problem here is not the inadequacy of the national judge to issue rulings compatible with the current interpretation of the fundamental rights and freedoms, but rather the inability of the state itself to implement court decisions. This assessment is not meant to imply that the national judicial authorities in the states of Southeastern Europe have succeeded in incorporating in their practices the entire gamut of the ECHR jurisprudence. Observable differences, however, do not suggest the existence of any significant incompatibility between national judicial authorities in Southeastern Europe and the European Court of Human Rights. As a result, it is safe to conclude that what literally invalidates the rule of law and stands in the way of the effective protection of rights is not the application of “faulty” juridical decisions but the non-execution of such decisions
To summarize our point so far: a necessary precondition for an efficient and effective administration of justice is the constitutional consolidation of the rule of law and the principle of separation of powers. But this alone is not enough. The smooth operation of a well-ordered polity requires that the power to interpret the law and, therefore, to limit the powers of the sovereign, be assigned to independent judicial authorities according to predetermined procedures. For this to occur, the effective application of the rule of law, the next logical step in the process is the product of much longer stage, intimately linked to the consolidation of liberal constitutionalism and of the culture of regularity and predictability associated with it.

The long-term process of the spreading of the rule of law at an international scale is linked to the progressive establishment of international monitoring and supervising institutions for the protection of human rights. The two processes do not simply coincide. They also feed on each other and politically presuppose one another. Formally, the state controls its constitutional territory, allowing the importation of international law on terms that it-itself determines. At present, for example, national constitutions are particularly hospitable to international law. Despite, however, these favorable formal preconditions for importing the international law concerning human rights protection, and for incorporating it in constitutional provisions ensuring its enforcement, in practice things are far more complicated. This is so primarily because the substantive integration of the current international regime on human rights in the legal order of states depends ultimately on those disparate and often intangible factors, mentioned earlier, indicative of the existence of a “user-friendly” administrative culture. It is the presence or absence of such factors which make it difficult to compare the level of human rights protection in more mature democracies and in recently established ones in Southeastern Europe, even if states in each of these categories have signed and ratified roughly the same number of international or European conventions for the protection of human rights. 

So long, therefore, as these factors, not easily amentable to administrative or political manipulation, do not converge, the application of international rules concerning human right protection at the national level remains problematic and incomplete. Illustrative example of the dilemmas generated by this situation abound. To cite but a few: the international regulations regarding the protection of a prisoner’s dignity obviously depend on the living conditions obtaining in a given country’s prison facilities. The same goes for those regulations relating to religious freedom, 

the adequate implementation of which visibly depends on the state’s capacity to construct a place of worship for a minority dogma and, even more generally, on prevailing attitudes regarding religious minorities. The same applies to regulations concerning immigrants’ rights, and the treatment of citizens by the public administration. As long as the national structures underpinning the rule of law and the principle of the separation of powers - the field of tangible guarantees - remain feeble, the capacity of international legal instruments operating via these domestic structures to act in a reinforcing and supplementary manner to national regulations remains commensurately week. As a result, the legitimacy of these instruments becomes eroded and over time minimized. As a Greek scholar of the subject aptly put it: “... the institutions that fail to correspond to real relations of power are condemned to be rendered useless if not ridiculed.” 

The structural difficulties and the time horizon required for the creation of an efficient and reliable system governing the administration of justice and the protection of human rights through traditional judicial mechanisms have resulted in a novel situation in Southeastern Europe, characterized by:

· The emergence of a pronounced asymmetry between “things as the are” and “as they should be”. Such a disparity derives from the uncritical adoption of international norms reflecting an advanced state of human rights protection by states lacking the capacity for their effective implementation. 

· A latent delegitimization of the substantive content of human rights, as the compliance of the state with the moral values dictated by human rights protection is implemented more as a matter of international pressure than as a result of domestic imperatives and social claims.

· International deliberation and pressure for the introduction of new, alternative institutions of human rights protection, designed to by-pass the difficulties associated with the regular procedures followed so far. 

... and the ombudsman’s role

For the preceding reasons, national and international initiatives for the establishment and promotion of ombudsman-type institutions have proliferated in the region in recent years. In the form of an independent authority acting as a mechanism of external control and of accountability vis-à-vis the state, the institution of the ombudsman already exists in various forms and levels of development in:

· Albania

· Bosnia-Herzegovina

· Croatia

· The Former Yugoslav Republic of Macedonia, 

· Kosovo and

· Rumania

At the same time, in 2000 and 2001 both Bulgaria and Serbia respectively embarked upon the process of setting up their own ombudsmen, with support from the Council of Europe and the OSCE. In early 2002 the draft bills concerning this matter were at a final stage of deliberation before these countries’ national parliaments. 

A central concern that has emerged in the course of the gradual implementation of the national legislation governing the ombudsman institution in the various countries of Southeastern Europe has to do with the proper relation between the ombudsman and judicial authorities. The problem, which highlights this paper’s central argument, issues directly from the emerging recognition that the broader political and administrative culture so intimately related to constitutionalism is insufficiently developed to allow for the effective protection of these rights by means of an independent and adequately functioning judiciary. 

The problem results from the inversion of the logic governing the evolutionary paradigm outlined at the outset. More specifically, it results from the assumption that the difficulties in the effective protection of human rights encountered in countries lacking the requisite institutional infrastructure and sufficiently developed political and administrative cultures can be adequately addressed through recourse to the third stage of the paradigm. This stage envisages the creation of mediatory institutions as mechanisms designed to offset the problems generated by the defective or inadequate functioning of judicial institutions.

According to the rationale driving such a policy option, mediatory institutions, such as the ombudsman, can serve as alternative mechanisms for addressing problems relating to human rights protection created by the inadequate observance and application of the rule of law and of the principle of the separation of powers in these countries. In simple terms, “if justice does not work, and its proper operation is likely to take time, the ombudsman can be called upon to fill the gap, and serve as a substitute mechanism for awarding justice. ”

However tentatively, the rationale implicit in such a conceptualization of the ombudsman was initially articulated in the “Conclusions” to the Lubljana Conference on “The Relation between Ombudsmen and Judicial Bodies”. The Conference was co-organized by the Council of Europe and the Slovenian Ombudsman, with financial support from the Swedish government. It was held on 12-13 November 2001 and was attended by 

representatives of national human rights and ombudsman institutions from countries in Southeastern Europe, including Greece. The preamble to the conference conclusions contained the following statements:

““We are of the opinion, that [the Relationship between Ombudsmen and Judicial Bodies] is of particular importance for countries in transition, some of which may be faced with unstable legal systems, a short tradition of independence of the judiciary and ongoing reform of state bodies.” 

(...)
6. 
It is not the ombudsman’s role to act on behalf of an individual in court. Legal remedies must be used first and foremost by the individual affected. Yet, whenever an individual for whatever reason does not have effective access to such remedies, it is appropriate for the ombudsman to have the capacity to verify whether there has been any violation of human rights. Such a possibility is provided in some countries by the constitutional complaint. 

7. 
In countries in transition, which may be faced with outdated, deficient and non-harmonised regulations, as in countries with established democracy, it is important that the ombudsman may also contribute to the development of the legal order. For this reason it is important for ombudsmen that they have the capacity to propose an assessment of constitutionality or legality of regulations before the constitutional court. In this way the ombudsmen may help to eliminate systemic deficiencies in regulations which may affect negatively, or even violate the rights of individuals.”

The thrust of these paragraphs underscores the need for broadening the ombudsman’s mandate in countries encountering similar problems, in order to empower his authority and allow him to act as an instrument capable of 

complementing judicial authorities in the protection of human rights, through their control. The text of the conclusions does not spell out in detail how this additional function can and should be carried out. However, it graphically highlights the dilemmas associated with the insufficient protection of human rights in post-communist democracies, issuing from the defective or insufficient application of the rule of law and of the principle of the separation of powers within their territories. It also brings partially into the open a series of cost-benefit considerations not usually associated with the functioning of the ombudsman institution in more mature democracies. Such considerations need to concern policy makers opting to make use of the ombudsman institution precisely because the absence of precedent makes it more difficult to anticipate outcomes. The principal among these, which we choose to pose in the form of questions, is the following:

1. What are the long-term chances that the ombudsman will become entangled in a vicious cycle of case overload that may undermine his or her capacity to resolve cases within a reasonable time frame, and thus contribute to the gradual delegitimation of the institution in the eyes of its users?

2. How exportable is the Swedish and Finnish experience, where the ombudsman has historically been accorded powers of oversight and control relative to the judiciary? The pertinence of this question lies in the fact that the prior existence of powerful traditions of the rule of law and respect for the separation of powers made it possible for the ombudsman to be entrusted with such extra functions. How easily is this arrangement transferable in countries faced with weak traditions in these very fields?

3. How will the “judicialisation” of the ombudsman institution affect its identity as primarily a “non-judicial” mechanism of control and 

4. accountability? Are the various “tools of the trade” available to the institution in carrying out its non-judicial functions sufficiently flexible and adaptable to cope with the demands likely to be placed on it by its adherence to the logic of an alternative judicial institution?

5. Finally, how will policy makers in the countries concerned (but ombudsmen themselves as well) cope with an eventuality involving the inability of the ombudsman institution successfully to respond to the additional responsibilities placed upon it? Put otherwise, what are the likely implications on the ombudsman institution internationally of a potential failure successfully to confront the challenges associated with the expanded mandate arising out of the policy dilemmas of post-communist democracies? How likely is it that the potential inability of the ombudsman institution to live up to the additional expectations thrust upon it as a result of problems facing post-communist democracies will have a deleterious effect on the functioning of democracy in these countries, in the specific sense that it will deprive these transitional polities of yet another alternative means of confronting challenges associated with the imperatives of democratisation, the consolidation of the rule of law, and the substantive protection of human rights within their territories.

Students of both the theory and practice of democratisation and of human rights will profit greatly from the experiences of the countries in Southeastern Europe and from the efforts of their political classes to come up with imaginative and creative answers to these complex questions. Success in this direction will make it possible for this region to make its own distinct and substantive contribution to the gradual accumulation of knowledge concerning democracy, mediating institutions, human rights and systems of control and accountability linked to the logic of the self restraining state and to the empowerment of civil society. 

Fight Against Corruption

in the Light of the Contribution made by the State Audit Office
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1. 
Preface

The task of the audit offices is to warn, in the firmest way possible, against the problems and hazards that endanger public finance and set obstacles to development. One of the most serious of these phenomena, the dangers of which are amplified by globalisation, is corruption
. It is a general 

knowledge that in the global economy competitiveness can be interpreted as a resultant of several factors. The risk of corruption is a special feature of growing weight among them. It influences the level of control and public administration in the various geographical regions and countries, and thereby their chances of catching-up.

Based on its experience, the State Audit Office has also begun to issue analytic documents, ‘studies’, in different subjects
. It must be emphasised at this point that these studies do not form parts of the audit reports, and cannot be identified as ‘screening exercises’. Studies have so far been issued on the budgetary relations of local governments, privatisation, the corruption affecting public finance management, as well as on the possibilities to fight it, which have been made available in the form of various articles, but the summary reports submitted to the National Assembly [Parliament] on the annual work of the SAO also focus on the 

experiences, the recurring phenomena and the risks
 that can be generalised and deducted from the various individual reports.

To use the words of the President of the National Assembly, the intention of the SAO is to signal, "as the conscience of the National Assembly", the dangers perceptible in the field of public finance and the utilisation of public assets. In the following sections we will not discuss the whole field of the struggle against corruption, the chances and techniques of discovering criminal offences of this nature by the bodies of criminal investigation or the related steps of judicature, but rather only one of its segments, which, however, is considered to be of decisive importance by the developed, western world. Despite the fact that the international judgement of Hungary can still be regarded as acceptable, today we consider the phenomena leading to corruption and, even more so, the conditions providing a breeding ground to it, as dangers that concern the whole Hungarian programme of modernisation and our catching up with Europe, that is to say, the whole field of competitiveness. 

The things included in the following paper emphatically do not deal with the concrete cases that, according to the judgement of Hungarian criminal law, belong to the category of criminal corruption offences, to the discovery of, and to the initiation of criminal proceedings in relation to, which the activities of SAO have also contributed, but with the reasons due to which, and the fields where, steps must be taken in order to decrease latency and increase public trust.

As we try to demonstrate in the following sections: a lot can be done, by relying upon the means of the audit reviews, to check the openings for corruption initiated at the public level. However, we must (or rather we 

should) recognise that this requires the fulfilment of definite conditions: the concentration of the audit organisation activities and the guiding of these activities to appropriate fields build on a conceptual selection, a decision, which is again based on the harmony within the triangle of duties, powers and responsibilities.

The audit office duties are not limited to protecting the financial positions of public finance, a more recent and an increasingly decisive task, also from the point of view of fighting corruption, is to investigate the effectiveness and expediency of the services provided from public finance resources in a broader field, by taking into account the social and public finance interests on a longer run and not only by taking into account vulgar economic efficiency calculations. Based on this, it will be possible, in addition to initiating actual steps in the cases of discovered corrupt practices, errors and actual felony, to make prognoses, to draw the attention to harmful phenomena and to the potential – we emphasize potential – possibilities of ‘tapping’ the resources of public finance. 

One cannot overemphasize that the fight against corruption will remain a mere slogan until the same strict requirements are applied against the auditing organisations as the ones they (themselves) require and demand from others during their audits. It is even more expressly relevant to the work of the auditing organisations that their findings can be credited only if their activities and intentions are fully transparent and accountable. 

Transparency includes the public nature of the aims and substance of the investigations (their programmes, most important questions and findings), as well as their application, in order to ensure that the selection of the organisations belonging to the private sphere that may cooperate (auditors, advisers doing the screening) should be correct in every respect. The rules of procurement and tendering should be implemented not only on paper but 

also in substance. It must not happen even by chance that any possibility should exist to ascribe them partiality in some form or other, due to earlier or current business relations. The same security controls should be applied to them and their officers performing the audits as the ones specified by the law regarding the public administration institutions and their financial controllers and auditors. 

On the other hand, the requirement of accountability means that the audit reports should stand the test of being public. The findings and especially the documented references supporting these findings and proving their validity should be made available to the public, together with the relevant opinion of those concerned. 

The new situation – the fact that money laundering and corruption is becoming a worldwide chain, together with international terrorism – requires new solutions in implementing the duties and roles of state administration and international activities. These new solutions demand accurate replies in sensitive matters, such as those related to the implementation of personality rights, the rights of private business enterprises, or those related to state control, the definition of the limits of intervention in market competition and the possibility of following the route of public money up to the final beneficiary. 

2
Damage caused by corruption and motives for corruption worldwide

In the recent years, the safe operation of financial systems has become a special value, a condition influencing international co-operation, and it is for this reason that the fight against corruption itself has become part of global relations and has been waged worldwide. General integration and continued survival are conditioned upon competitiveness in its widest 

sense, a very important factor of which, expected in our consideration to play an increasingly determinant role in the future, is the economy, the stability and calculability of the operation of public finance, which cannot be imagined without reducing the contamination of corruption, and this is equally true of the world and of our domestic conditions. Action, also in this context, requires taking stock of the real situation, having an accurate knowledge of the positions by thinking in terms of accurate, international comparison.

Corruption has existed and flourished worldwide in a special economic and social context since time immemorial. However, in the fields of the economy and state operation, it has by now become ‘public enemy’ number one requiring a whole series of measures; it has become apparent that corruption can increase the expenditures of administration to an extent, render the decisions incalculable and non-transparent, thus indirectly impeding the increase of competitiveness or even its very existence to a proportion that it has become, both nationally and internationally, a factor endangering economic relations. In the field of taxation, corruption can reduce the revenues, and in the field of state expenses it can increase the expenses to an extent that it might change the focus points of budgetary financing. Corruption can distort the results of public procurement tendering to an extent that in comparison to the possibilities inherent in the financial resources only a lower quality of infrastructure development and service provision can be achieved. It can promote non-productive investments in economically nonviable projects to a proportion that it could considerably increase the indebtedness of countries. 

The result of all this is a global risk factor of such a magnitude that it already considerably disturbs and impedes the economies of the countries, thus the development of the whole world economy. Moreover, as we could see in the autumn of 2001, the encroachments of this nature are also 

connected to money laundering, drug trafficking, and the material bases of terrorism, and, in the final an analysis, they can cause destructive problems to human and social existence, the protection against which is a universal interest.

In a world of globalisation it is worthwhile to cite a few data to demonstrate the material burdens of corruption, indicating some internationally accepted estimations of some orders of magnitude. For example, 30 billion US dollars of the aid extended to African countries landed in foreign private accounts, as these countries were obliged to endure the systematic looting exercised by their own leaders. In East Asia the losses attributable to corruption are estimated to be around 50 billion dollars. In the whole region of Asia, the public procurements are at least 20% more expensive than justifiable, but this level could, not infrequently, reach even 100%. Some 200 billon dollars of the amount of state debts accumulated by European countries can be attributed to the effects of corruption
. It is worthwhile to recall here that at a EURO-AMERICAN conference held in Colombia in 2000, one of the American Development Bank representatives explained that, in South America, 11% of the budgetary expenditures are from the outset put to ‘illegal’ purposes. 

The qualification of the level of corruption given by semi-state, international institutional and civil organisations, as well as the objectivity 

of their orders of precedence, despite their asserted endeavours, is not always reassuring. Factors of attitude, distrust and prejudices can just as well be found among the reasons of distortion as the uncertainties due to the limits of competence and to the scarcity of available information. In addition to these subjective elements and incertitude of quantification, there is no denying that judgements distorted by short- and long-term political and economic considerations – investors policy, subsidy policy, or other considerations – also appear(ed) in the technical literature and in the information given of the public-opinion polls made among businessmen, thus influencing the general qualification to be made of a country
.

There is a good deal of latency worldwide, while the number of known corruption cases is small. According to a Spanish technical journal, 59% of the discovered cases, if the total number of discovered frauds is taken to be 

100%, are due to a thoughtfully developed internal institutional regulation (and audit), i.e. to an appropriately developed system, to which the accidental discoveries and anonymous denunciations add a further 25%, and only 15% can be attributed to external regulation, and audit
. 

Comparing the statistical empiric investigations, analysing the reasons and the outcome of corruption (the regressive cross-section country analyses), and the qualifications applying different means (including sociological ones) and, furthermore, the country orders of precedence, the interrelations between the reasons of corruption and the measures of contamination, concentrating on their substance, can be described by assigning them into the following three categories:

The first factor of this nature, which was largely emphasized both in the statements made at the 15th International Conference of the International Consortium on Governmental Financial Management (ICGFM) held in spring 2001 and in the ensuing discussion, is the phenomenon that the penetration of corruption is not a marked accompanying feature of a lower level of development only, but, mostly in parallel with it, it is also extremely frequent in places where the social-political conditions are characterised by a ‘deficit of democracy’
. Corruption in these cases surfaces not only in the field of the economy, the world of benefits, but it is also present in the dimension of human existence, the daily subsistence; it attaches the means of bribery to these fields. It creates a multiple burden both to society and to the national economy. The different country statistics, the evaluations based on such statistics and the orders of precedence show that the most favourable situation exists, and the 

proportion of the so-called ‘active’ cases of criminal offence related to corruption, that is to say, the proportion of situations where the civil servant, the policeman or the employee of some authority himself initiates bribery practically establishing its tariff, is the smallest at places where it is not necessary to buy human liberties (freedom of travel, establishment, police measures, etc.) and where the prestige of public officials and civil servants do not depend on their power positions, but rather on an honour that cannot be expressed in terms of salary or material parameters.

Approaching the phenomenon from another side, it can also be clearly seen that corruption is smaller at places where true democracy exists and where political rotation and reforms are introduced
; the possibility of a change always exists there and no-one can be sure, not even those being at highest peaks of political power, that their actions, their corrupt practices would remain hidden forever. In another formulation this means that the economic risk of corruption, and, moreover, the characteristics of corruption touching upon national competitiveness taken in a wider sense is in strict correlation with the characteristics inherent in the system of political and social institutions.

Secondly, based on a comparison of analyses, we are faced with the fact that in a great majority of countries the index values of corruption and bribery are correlated to a considerable extent with the level of economic development and, in the longer term, with its ascending or descending 

trends. As, based on research work done by SAO experts, we demonstrated at the following conference of the ICGFM held in spring 2002, the extent of corruption can be closely linked with the per capita annual economic indicators
, and similar interrelationships can be pointed out with respect to trade restrictions and the forms of price control. Accordingly, the more open and transparent an economy, the smaller is the temptation for corruption, the more reliable is the screening out of corruption risks and the more efficient is the utilisation of direct and indirect (financial) audit tools. 

The third category of interrelations can best be characterised by indicating the level of the social acceptance of the corruption phenomena and the forms and directions of their changes. Despite the increasing rejection [of corruption] and the recognition of the losses and risks attributable to it, it is still undeniable that there exist certain socially accepted or tolerated forms of actions falling under the concept of corruption, which are tolerated by public opinion as a function of their aims and final results. One of the risk factors is the fact that the myth of ‘positive’ corruption still exists.

In certain historical situations, in the period of social and economic transformations and in circumstances of the so-called transformation 

recessions accompanying such transformations, the corruption phenomena may be amplified. The transforming societies, where the old rules have already ceased to operate, but the new ones have not been crystallized yet, offer favourable possibilities for corruption. This is especially true when the authoritarian systems begin to decay (like for example in the case of the Eastern European countries with state socialist regimes in the decade of the 80s.), as well as in the period of ‘wild capitalism’, the period of original capital accumulation and the period of privatising public property and services. 

The so-called ‘new market economies’ provide some elbow-room for corruption also as a result of the economic and financial control and the attitudinal errors and mistakes ascribable to the professional and the political elites. Illusions were entertained of a very fast strengthening of civic discipline and civil servant integrity following the liberation from dictatorship and, in the first years of transformation, due to a lack of experience, to the omnipotence of the fully liberalised market, as well as to the idea that the control of state financial audits is unnecessary in the fields falling outside the framework of public finance, even though co-operation takes place at many levels and the state is at the same time an economic player. Private firms are kept alive by state orders, and, what is more, the operation of public finance, with the questions of efficiency coming into prominence, becomes increasingly close to the mechanisms of the giant business enterprises of the private sphere. Mutual interrelation prevails
.

If we compare the different categories and ‘scales’ of corruption, and if we study these three groups of factors, the trend will become clear: the size and 

expansion of corruption is inversely proportional to the level of development and directly proportional to the autocratic character of the state order. It is not accidental, therefore, that according to international surveys it is precisely the Northern European countries that are the least contaminated by corruption. 

What follows from all this is not only the fact that in developed countries corruption is inevitably smaller, but also the fact, and this is very important, that in the countries undertaking social and economic transformation, the suppression of corruption and the increasing honesty of public finance management can be guarantees of economic growth
. 

By relying upon earlier methods, public administration as developed historically in nation-states finds it increasingly difficult to deal with the new requirements and effects of globalisation. However, the management-administration deficit is regretfully typical not only in the economies in transition, but also in the developed countries. It also becomes ever more apparent that in the competitive sphere the so-called ‘new economy’ requires new types of strategies, co-operative methodology, management and control tools and methods. This work carried out by a compulsion of co-operation and adaptation both at the national and increasingly at the international levels requires not only a substantive transformation of the regulatory (financing) and auditing activities of the state, but it also presupposes changes in the operation of organisations and institutions carrying out public duties. On the other hand, more and more competitive elements and quality requirements are embodied in the operation of public authorities and the performance of public administration duties. 

This process also introduces significant changes in the management of public finance, and it is becoming ever more typical that the state performs its service-providing duties by increasingly relying on the private sphere, by making purchases from that sector. Consequently, today it is not the question of who provides the services that is decisive, but rather the question of who, at what level and against what costs finances it. Let us say a few words here about the fact that the modernisation of public finance implemented through purchasing the services offered by the private sector or through co-financing certain services with that sector, in the absence of appropriate audit activity, is also a significant factor for increasing the risk of corruption, and this is true not only with respect to the transparency of public procurements. 

In the final analysis, these questions lead to the issue of the democracy of exercising power, and the highest financial audit organisations cannot eschew their responsibility to signal, whenever necessary, the risks appearing in the broader contexts of governmental work. 

The total volume of the services received against public money reflects the ability of communities to enforce their interests. Both the system of interests attached to providing community services in a sector-neutral and efficiency-centred way, and the security system of interests attached to social operations gradually reshape the boundaries of the private and public spheres. This requires the reshaping of the institutional powers, as well as the entitlements for auditing and for the collecting of information. In the frameworks of changing administrative and control mechanisms, stability and security are model-operating factors of increasing importance.

The international flow of capital and money are also directed towards countries offering calculable, well-balanced and perceptible security and operating with regulated competitive markets, as well as with modern 

public administration and jurisdiction. However, the fight against corruption also has its directly or indirectly quantifiable expenditures, its ‘prime costs’, which appear in the costs of managing and organising the economy. One must also see that the ‘return’ of these costs can be detected only in the longer-run and only as a tendency, in terms of an increasing performance of the economy as a whole or in the efficiency of public finance. 

3 .
Corruption phenomena in Hungary and the signalling activity of SAO

In order to understand our today’s problems we must also refer to the fact that, in the distribution and obtainment of public money, the economic management system of the bygone decades, the state organisation existing prior to the transformation of political and economic systems in 1990, offered broad possibilities to enforcing the interests of individuals and smaller or larger groups of people in forms deviating from the announced norms. The primary field for this was the system of informal bargains and mutual favours, which operated in a practically institutionalised form at the various levels of state and party control. It was the economy of scarcities that played a decisive role among the reasons producing the corruption phenomena.

In the period quoted in the world as a the period of ‘soft dictatorship’, the operational shortcomings of the managing state organs, their bureaucratic proceedings, the weaknesses of audits, the low level of material and moral rewarding of civil servants only added to the problems originating in this system. In the course of these decades, the concept of corruption in common knowledge got stuck with the bribery available to, applicable by, understandable and tangible for the man-in-the-street, with ‘oiling the 

palms’ of the car-park attendant, the policeman or the official, with fraud considered an accompanying feature of life. As the system itself was corrupt, the interpenetration of the political and managerial elite of the single party system in the control process was considered to be a ‘natural’ accompanying feature of economic operations. Special ‘tariffs’ were developed; the corruption of offices was typical where the bribery initiated by the so-called ‘active’ person, the officer and ‘receiving’ party himself was characteristic. 

The reform measures introduced in the 1980s, the model of the so-called ‘socialist market economy’ brought about new institutions unknown in Hungary before. The new frameworks of economic activity, the utilisation of the pieces of company equipment free of charge by the so-called economic working teams of the enterprise, their unregulated expenditure accounting and pricing, the industrial lease-work commissioned with the agricultural plants, the activities performed without permission and tax implications, etc., inducing broad social movement, were not only special ‘preliminary schools’ of the business enterprises, but they also gave an impetus to the spread of black market, thus to the gaining ground of new types of corruption phenomena. This period could also be characterised as the world of avoiding the rules and using public property in a special ‘private economy’. And the official side tolerated all this. Tolerance was not directed at the petty offences, but at the effects as a result of which, by simultaneously disrupting and extending the survival of system, the number of (small) enterprises increased, private building activity broadened, etc., which counterbalanced the shortages and promoted the maintenance of social peace, and which also made it possible to more easily adapt to the real conditions of market economy. 

For some ten to twelve years following 1990, Hungarian society lived a period of transition, in a period burdened by transitional recession, not only 

in a political and social sense, but also in terms of economic organisation and public finance
. In the period of transformation certain sources and risks of corruption, such as the ‘active’ bribery initiated by the official, have disappeared or been repressed
, but new situations have developed offering even broader chances for corrupt practices than before. Although the special social traps, the phenomena related to the competition capabilities and appearing also in the form of the property depreciation were known, and although the existence of these traps was pointed out in the SAO reports auditing the practical effect mechanism of the law on transformation and analysing the activities of the former State Property Agency and its legal successors, it is clear now that we have underrated the actual rate of socio-economic risks. The development of such a situation was promoted by the current professional views and also by public opinion. As in other post-socialist countries, an element contributing to this judgement was the toleration of the grey economy, its ‘oiling’ and ‘accelerating’ role, to the applicability of the goodwill capital and to the possibility to differentiate between ‘small-scale’ and ‘large-scale’ corruption, which later proved to be very expensive, while the emphasis 

laid on the speed of socio-economic transformation, as a kind of security interest reducing the risks proved to be justified. 

In a vacuum between the ceasing of the old rules and the creation of the new ones, in the overwhelming majority of cases, it is difficult to decide whether the violations of the law and the summary offences were to be attributed mostly to incompetence, a lack of clear-cut regulations, negligence, fraudulent failure in duty or perhaps to deliberateness, material or some other interests. In these years, the SAO staff sometimes to their great surprise experienced a complete lack of competence approaching the limits of absurdity, and the elementary procedural mistakes violating discipline. These cases cannot always be explained by recognising the effects of the changing regulations, the limits of ability and training, or by the difficulties of adaptation. In more than two-dozen cases, the auditors got as far as initiating criminal charges for negligence or mismanagement, falsification of documents or for some other corrupt practices
.

Privatisation and corruption

This is how the substantive realignment of corruption and its new space to thrive, created in the midst of evolving market economy conditions, came 

about when, following the political transformation, the ‘privatisation’ of the enterprises operating previously in other than company forms and that of the state assets embodied in them were put on the agenda
, and here the given expression has a special, literal meaning, because its possibilities also existed when the acquisition of property became a personal interest and an aim. The chance of growing rich and belonging to the upper layer of the new social order, the attraction that the good fortune of the family can be established for generations has brought along a rather strong corruption risk.

In the first years of the political and economic transformation, as a result of the heritage devolving upon us, the new rules were not always taken 

seriously even by the company managers who were called upon to guard over them. ‘Special’ techniques were developed for ‘seizing opportunities’. The first act of this was labelled in Hungary as ‘spontaneous’ privatisation
.

The auditors could experience the serious consequence of all this, dragging over to the period of socio-economic transformation, when, at the beginning of the decade, auditing the practices followed by companies in founding partnerships, they were faced with the processes of establishing the conditions for passing property over to private hands. The enterprises tried to conceal their organisational non-viability and their financial problems by transformation. According to the then valid, faulty, regulation, the new companies were relieved of the obligations of their founders. This has brought about a special torso of state restructuring, as a result of which company centres came into existence burdened by substantial debts, practically ‘emptied’ in their functions and left in the hands of the state. While it was with dismay that public opinion referred to this raw assertion of interests as ‘spontaneous privatisation’, in view of the then valid, encouraging rules it could hardly be objected to, it was regarded by the influential majority of opinion of economists as a ‘natural concomitant’ of transformation; however, in this case it was not about privatisation but rather its tendentious preparation in support of group and managerial interests. 

In the final end, the process fraught with risks of corruption triggered the so-called bank-consolidations
 burdening the budget with several hundred billion Hungarian forints.

In this first period of introducing the reforms of economic transformation the legal regulations, the ones on competition, conflict of interests, accounting, public procurements and on updating the outdated legal norms passed earlier, before the political transformation, as a result of which the different transactions could be more transparent, thereby permitting their qualification in a more objective way, were nonexistent. It is clear now that in this system of conditions excessive illusions were entertained as to the guaranteeing role of audits, to the objectivity and professional skill of international consulting firms, while the administrative, ‘self-protective’ mechanisms of the state, which tried to conquer the group interests and the interpenetrations aiming to assert these interests for example by delegating ‘commissioners’ considered reliable, have failed one after the other. Not infrequently, joint interests along corruption lines were formed between the delegated ‘supervisory commissioner’ and the local management having a stake in acquiring the private property, a phenomenon against which the SAO initiated proceedings. 

The shortfall of law abidance, the interpenetrations can also be linked to the fact that the income processes have been transformed. The origin of the income and property changes could not be checked by the old methods, 

while the new solutions adapted to the changes developed only slowly, impeded by groups with high interest asserting capabilities. 

The findings of the audits performed by the State Audit Office accurately recorded the events leading to the collapse of companies, the obstructive conditions and, of course, the problems of financial management, the bad decisions, the errors in undertaking risks, judging markets and making investments. Naturally, the tools of financial audit did not make it directly possible to go behind the facts to find out, what the role of the objective necessities caused by the economic crisis, the unintentional mistakes or those that could be attributed to the lack of preparation was in the bankruptcies and in how many cases this was referred to [as a reason]. How many companies were ruined intentionally (by their managers appointed on behalf of the state) relying also upon the means of favours (corruption) in order to buy them directly or indirectly for themselves under favourable conditions practically shaped by themselves and on money drawn from the company, or were driven to liquidation, which they would then buy for a few pennies not as an operating economic organisation, but rather as used machines, and buildings in poor condition. In this context the loss that can directly be quantified and attributed to losing the earlier invested value, to the profit and tax revenues missed and to the unemployment expenditures, and which influences competitiveness, general and proportionate sharing in taxation and social security is estimated to be about 4 billion dollars. The damage caused to social morale and future prospects, however, can hardly be quantified. At the same time it is also a fact that in addition to the establishment of new ventures and the organised sale of operational companies, that is, in addition to the centrally organised privatisation, this process also had an important role to play in the formation of the rank of new owners and in transforming the ownership system. 

In the following period of privatisation beginning in 1991 and extending up to the middle of the decade, which was led centrally (in an agency form), and implemented with the participation of strategic partners, foreign investors who considered the acquisition of companies a secondary aim, whose primary endeavour was to acquire the markets together with or through the acquisition of the companies, assets of enormous value (for the Hungarian economy) were moved. It was in this period when the privatisation of the service providing companies (water and canal works) in the property of the local governments of settlements (towns and larger-sized villages), as well as the privatisation of the real estate property (plots, buildings, resort houses) began in earnest. 

In this process corruption gained a new breeding ground due to the fact that the institutional system necessary for handling the hitherto unknown task related to the dismantling of state property, to its privatisation, necessarily developed only gradually and in the overly decentralised system of the settlement local governments
 with a delay of half a decade. The personal-technical preparedness was also lacking and the novelty of the financial management that was to be performed by the local governments and by the institutions of social security raised even graver problems. The real, comparable market value of the assets was totally unknown, because neither a capital market nor a valuing system existed. Under these conditions it was the investors who dictated. 

The fact that the difference between the income position of the managers and other leading personalities employed in business life and that of the 

civil servants and public officials is markedly large and increasing is only a detail from this point of view, but on the side of the potential possibilities for corruption it is decisive, which has also been underlined by the findings of the audits performed by the State Audit Office dealing with such questions. The actors of the public sphere are (were), therefore, defenceless against the temptation of corruption coming from the competitive sphere, the world of money
. These experiences were also instrumental in promoting the process that in 2001 the National Assembly, taking into account the anti-corruption governmental package referred to before, amended the act on the legal status of civil servants passed in 1992
. The amendment has brought about significant, favourable changes in the material and moral rewarding of the civil servants and, at the same time, obliged them to account for their property situation and make it transparent. The basic principle of transparency, the ‘glass pocket’ principle, prescribes similar accounting duties for the Members of Parliament and the other leading personalities of public life, among them the elected officers of SAO
.

In a later, third stage of privatisation, the sale of the large systems of infrastructure, the energy sector and telecommunication, were put on the agenda followed by the privatisation of commercial banks. This time, the 

selling techniques also relied on the participation of strategic partners and investors. 

Despite the results achieved, which, in comparison to the similar processes taking place in neighbouring countries, could be considered significant, as a ‘success story’, rumours on corrupt practices began to spread regarding the privatisation of state assets. Although privatisation cannot in any way be equated with corruption, it was this that cast a shadow on the whole privatisation process, on the management work of the organisations commanding, and participating in, this process. Moreover, all this could develop without any clear-cut, direct evidence being available for corruption, apart from a very few cases. One illustration of the Hungarian experience is an example of the phenomena demonstrated by American researchers, according to which matters practically known as gossip, matters which are ‘suspicious of corruption’ and which raise ethical questions make up some 40% of cases of corruption. Due to the inaccuracies of regulation and to the shortcomings of a developed audit system, in our case verifiability was extremely difficult, as a result of which investigations have not been initiated and sanctioning under criminal law did not happen
.

By the end of the nineties, the process of privatisation in respect of the so-called ‘entrepreneurial’ assets of the state practically came to an end. In 

respect of the local governments the process started later and it has just arrived to its point of completion.

By the contraction of the state- and local government-owned assets operating in the business sphere and by a gradual elimination of the weaknesses inherent in the regulation and the institutional-organisational system, that is, as a result of prevention and the economic achievements, the chances for corrupt practices have considerably diminished in these fields. Still to be done is the (partial and well-considered) privatisation of the large social provision systems – health-care, education and other fields – which is to take place along with the modernisation of public finance (and which, we hope, is free from the pressures of budgetary revenues). If it is carried out efficiently, by asserting longer-run interests and not just daily, vulgar cost-benefit considerations, the validity of the findings cited earlier from international analyses, namely that the contamination of corruption is inversely proportional to the level of economic development and that it is expedient to perform system-oriented utilisation financial audits, can also be proven in Hungary. 

The corruption risks of today

In Hungary the corruption risks are smaller today than they were before the political transformation, at the beginning of economic transformation
. Taking as a basis the data, the corruption indices given by Transparency International on the countries transforming their political systems, one can draw a favourable conclusion regarding the transformation in Hungary. The indices indicating mediocre corruption contamination in Hungary show a slight decrease, as a result of which the classification of Hungary fluctuates 

between the relatively favourable 28th to 33rd places in a longer run depending on the changes of this index number in the given year regarding the countries being in a similar position in the ‘list’. At the same time, countries like Poland and the Czech Republic, which in this respect were in a more favourable position at the time of political transformation, paid dearly, lost a number of benefits, for lagging with privatisation, and postponed several reform steps in the field of public finance, where they had opportunities similar to Hungary (e.g. treasury system, net financing, etc.). Today, they are in a much worse position regarding their international qualification in respect of corruption contamination than we are, and this has a knock-on effect on a number of ranking orders that influence capital flow. 

However, the risk of losing the relatively good ranking of Hungary and, of course, the risk of losing positions that are important also in respect of the chances for catching up, are increasing from year to year. And it is not only the question of how our partners regard us and how they decide in view of this consideration, which may entail brutal consequences, that is important, but much rather the fact that this situation may deteriorate in reality from one moment to the other, because several new, so far unknown corruption risks can be observed, which show up with the development of public finance, which is connected to, and forms part of, the market economy. The introduction of various programmes and regulations for their elimination, although they are also important, are clearly not enough, since these dangers can be discovered right in the processes of public finance and the economy themselves, in the postponement of decisions, in different forms of governmental, political attitude and in the problem management mechanisms that can be traced back to the shortfalls of co-operation, the presence of which is in itself a factor for increasing the risk of corruption. 

The situation of public finance has consolidated by the turn of the millennium; at that time the performance of Hungarian economy exceeded the level of ten years earlier and, in parallel with that, the proportion of the black market, reaching 30% at the beginning of the transformation recession, diminished to 20%. The further stabilisation of the economic situation and the strengthening of the position of public finance were promoted and are being promoted even today by the steps of regulation and institutional development, which, in the interest of ‘whitening’ the black economy and reducing the chances of corruption, linked into the anti-corruption package adopted in spring 2001 from the field of criminal investigation and which, most lately, have been forming part of the so-called ‘glass-pocket’ programme
.

In the following passages we shall lay special emphasis on four significant interrelationships presenting corruption risks in the operation of public finance. They are the following: the development and structural transformation of community services including the contra-selection 

operation of the related public procurement and subsidy-application systems; the contradictions of financing political parties and the election system; the shortcomings of internal audit due to their special relations, and the problem management attitude influencing the environment of audits.

Public procurement

In view of the experiences gained in the course of more than 6 years one can pass a judgement on the operation of the Act on public procurement
 adopted in 1995, first in Hungary among the countries implementing a transformation of the political system, which was amended in detail and not only along closed conceptions, in 1999 and then in 2001 in order to help transparency and the purity of competition and in accordance with the programme of legal harmonisation undertaken in relation to the EU, and on the possibilities reducing and creating corruption risks
. 

The value of public procurements, which has been growing steadily, has increased three-and-a-half-fold since the start. The openness of the procedures has broadened. The share of the local governments and their institutions, as well as that of the central budgetary organs administrating the procedures, increased alike. In this process broader possibilities have opened up for the small- and medium enterprises to obtain orders financed from public resources (in 2001 they won 61% of the value of open procedures). The system of public procurement includes a steadily growing 

field of investments and services connected to the operation of public finance. In 2001 nearly 4000 public procurement procedures were implemented and the utilisation of more that 600 billion Hungarian forints (2.4 billion dollars) was decided in this form.

An evaluation of the experiences related to the application of the legal act, in addition to the favourable developments, also revealed a number of operational shortcomings. A brief review of the findings made by the special committee of the National Assembly dealing with public procurements, relying also upon the audit experiences of the State Audit Office, is also extremely instructive in respect of our topic
. 

The committee report considered the SAO experience – according to which it is typical even today that the internal, institutional regulations promoting the local application and practical implementation of the law are incomplete and out of date – extremely important and reaffirmed it. It underlined that the personal and material conditions are insufficient, the handling of the documents related to public procurements is inappropriate and there is a lack of discipline of those concerned in the field of complying with the law, due to a lack of appropriate motivation and obligation. The registration of the participation of economic organisations is unsatisfactory. The implementation criteria of the concluded contracts are not concrete enough, and sometimes even the definition of the subject and the framework amount of the contract are also vague, as a result of which unjustified supplier positions develop. No breakthrough was achieved in reducing the level of prices; improvements in the level quality and in the field of observing deadlines also fell short of expectations. Accepting the experiences of SAO, the committee also objected to the fact that no analysis was made of the experience and of centralised 

procurements, neither were implementations evaluated. Finally, the committee agreed with the observation that the activities of internal audit were unsatisfactory in relation to public procurements. 

At the same time, these findings touch upon the risks of corruption too. Consequently, in order to promote their practical implementation and to shape the relevant attitudes, it is worthwhile, also from this point of view, to review the main features of the proposals made by the SAO and the reasons why these proposals were made.

On the one hand, experience demonstrated that, although there was a need for a further, overall amendment of the public procurement act, the law – apart from a need for minor refinements – operated well and offered a framework for the gradual spread of its use to the whole field of public finance. Public procurement spread more slowly and with more contradictions than desired, and recurring mistakes were made: this can primarily be traced back to the lack of skill of those applying the law, to reasons of attitude and, basically, to the successful assertion of group interests and to interests running counter to transparency. On the other hand, the experience confirmed that the problems originate from the contradictions of other provisions connected to the regulation of public finance and from other legal provisions and from the uneven character of their practical solutions (a lack synchronisation, accounting limitations, etc.). Therefore, the SAO pressed primarily for regulatory refinements that aimed not to render the general legal regulations more stringent, not to narrow the elbowroom for the application of the legal regulations, but rather to stimulate full and consistent compliance with the provisions in force even today
. 

The auditors considered it very important that the Government should establish harmony between the rules related to public procurement and the conditions related to the application for, and the utilisation of, the different kinds of subsidies. In the course of such actions, the possibilities for departmental interventions that violate the decision-making independence of those calling for tenders, and actions that do not ensure equal opportunities for the applicants, should be abolished. 

Therefore, the SAO pressed for changes, through which ‘mutual favours’, interdependence, ‘postponed payments’, background agreements, belonging to the range of direct payola, trafficking with influence, and bribing, would become needless or very risky. It seems that by harmonising the rules of the economic management exercised by budgetary institutions, and by rendering the financial situation of the different organisations more balanced, a considerable portion of corruption risks to be found in the field of public procurement can be eliminated
. 

The regulation, as it was recognised also by the latest country report of the EU
 has changed at a number of points. (Here not only the public procurement act can be mentioned, but also those dealing with the legal 

status of civil servants and Members of Parliament, and with other norms). Substantive changes can only be expected, however, from an improving harmonisation of social, economic and political interests. Fewer people would consider public procurement as a necessary evil, a limitation to the freedom for decision-making, and, therefore, fewer people would venture to circumvent the public procurement law, due to intentional actions or to a shallow knowledge of the legal provisions. 

The government officials addressed agreed with the proposals made on the basis of various audit exercises. Workshop activity had already started in the previous government cycle on creating and developing the public procurement rules and the application conditions for the different subsidy categories (labelled and targeted local government resources, environmental protection, enterprise development, EU resources, etc.), including the establishment of temporal harmony in the field of the possibilities for utilisation, which seems to be a simple matter on paper
. It is clear that further legislative steps, and the speeding up of the work would be needed in order to be able to report in 2003 about actual changes. 

In addition to the clear-cut, direct managerial benefits, the connection of public procurements to a more unified and more competent, centralised organisation equipped with an information background and supervised appropriately is also important in respect of reducing the corruption risks. This was the reason why SAO, based on its experience, proposed that the Government should support and stimulate, on the resources side also, the centralisation of public procurements at the local government level and the possibility to join the centralised public procurements (and, at a later date, the electronic public procurement). We have proposed that assistance 

should be extended to the establishment of local government associations in the field of public procurement to replace the external expert organisations that are not suitable to represent the special features of the local government sphere, or that are suitable to represent it to a limited extent only. 

Today, accession to centralised public procurement is already ensured for the local governments as a possibility and, in addition, certain executing organisations operating as companies, if commissioned to do so, help (may help) the procurement activities of local governments. In addition to the technical steps, genuine changes require, however, that the institutional resistance towards the centralisation of local procurements be dissolved. To some extent, this resistance has legitimate bases, since for the time being, precisely due to the given, transitional situation, and the limited scale of tendering, the price, the delivery and commissioning conditions obtained through central procurements do not produce sufficient benefits. The emerged trap-like situation can also be traced back to factors of attitude and approach. There is a delusion that the organisation of procurements in such a form encroaches upon managerial independence, whereas it is only about removing the operative burdens of procurements and not about the transfer of the power of disposal. 

Up to autumn 2002
 the moderation of corruption risks was also impeded by the fact that the limits of competence, the bulwarks of protection of business secrets, practically raising senseless walls, created a ‘one-sided’ situation. Under such circumstances it was not possible to monitor the travel of public money up to the final beneficiary. All this developed in a way which revealed that the institutions of the budgetary and non-profit spheres purchased an ever-growing proportion of community services from the business companies of the private sector; and, with the economic 

upswing, increasing investments were executed in the field of the infrastructure. Financial audit was able to verify everything with the state organs inviting for tenders, while it could verify practically nothing with the bidders, the co-operating contractors and subcontractors; moreover, in 2000-2001 a number of fields were withdrawn from the competence of financial audit.

The situation that has developed is simultaneously both the cause and the effect of the disputes between economic organisations and the leaders of budgetary institutions. These disputes are frequently about the harmonization of the interests of certain social, entrepreneurial fields that it should be able to overwrite – to use a fashionable word – the interest system of the invitations for bidding in public procurements. It was for such references that in Hungary, by relying upon different legal techniques, the construction of motorways, which would typically fall under the operation of public procurement, or, due to the shortcomings of regulation, the economic companies owned by public foundations, among them the Hungarian Television Co., were left out of the validity of this act.

While steps were taken to eliminate the former, it became evident that half of the suddenly increasing civil organisations, the estimated number of which reaches some 60 thousand (!) today, are institutions – without making any differentiation of principle among them – undertaking to provide interest assertion and community services belonging to the non-profit sphere, institutions discharging the widest range of community services (health-care, charity or even the popularisation of the European Union), which do not provide adequate information about the proper, regular and efficient utilisation of the financial resources they are provided for such purposes, that is to say, about the question of what part of the means of public finance was used inadequately, by diverting them to private pockets. Moreover, as was pointed out by the latest SAO audit 

geared towards this field and performed with the objective of assessing the system, there are differences amounting to several ten billion forints between the budgetary accounts and the statistical information. The situation that has developed is a fresh and a rapidly growing field of corruption. The tendering system applied here, which allows broad possibilities to rely on personal relations, does not render the system transparent; in the transfer of resources hardly any normative principles are applied. 

The developed situation is equally attributable to the financial disorders (existing both in the process and at the payment offices), to the disorders, shortage of capacities and the inadequate preparation to handle the new situation to be found in the operation of the contracting official machinery, as well as to limitations experienced in the field of the authorisations for financial audit, which are similar to the ones existing in the world of private enterprises. We hope that this latter phenomenon will change and possibilities will open up to carry out financial audits. In all likelihood, this will help a lot in ensuring transparency and thus in preceding attempts at corruption, but unless the structural problems of the financing system are solved, instead of unfolding the role of the private sector in the modernisation of public finance, it can provoke the development of its opposite. 

Adaptability to these new conditions and possibilities demonstrates a general lack of recognising the security interests effective in the long term, and shows the assertion of short-term interests, where the executive power or the local government leadership can move within set limits. It wishes to establish markets, acquire sure orders out of economic policy and other considerations and to support a specific group of entrepreneurs. 

In this respect the official audit role of the tax and customs authorities and that of the competition office can only be taken into account incidentally. On the one hand, the tax and customs secrets exclude public control, while, due to reasons of competence, the external and internal machineries of financial audit were only able to audit the price calculations in a restricted way, and these were rendered non-transparent by background relations, and cartel agreements. 

Having in mind the solutions related to EU supports, the contractual possibility of auditing the utilisation of subsidy amounts, in autumn 2002 solutions were elaborated, which would make financial audit possible also in cases where private businesses and their partners worked for state orders
. Consequently, financial audit, in principle, has at present the possibility to discover the actual shortcomings and professional errors, the prevention or the elimination of which would represent an important step in establishing the purity of procedures, in narrowing the breeding space of corruption. Together with meeting other demands, training and financing requirements, this could contribute to improving the transparency of public finance operations. As a prediction, one can state that along the lines of the realised initiations there is now a chance to ensure that the Hungarian economy and public finance should achieve an improving competitiveness in the longer run also in this respect. 

In its report made of its experience in 2001 and submitted to the National Assembly, the Council of Public Procurement summarised that, in its view, the application of the public procurement act resulted in savings with respect to a great majority of public procurements. Furthermore, the 

elimination of the circumstances which at present impede the expansion of competition might result, first of all in respect of the high volume, or consolidated procurements, in lower prices and higher quality. The suppression of corruption could be promoted by the preparation of a new public procurement act establishing full harmony with the rules of the European Union, and by regulating, within the framework of that act, the questions related to the carrying out of ex post audits of the concluded contracts, to the speeding up of the remedial activities and making them more efficient, and to the teaching of knowledge of up-to-date public procurement in a rationally organised manner.

Despite the outlined regulatory and operational shortcomings one can state the following: it is due to the existence of the public procurement act, to the transparency and publicity ensured by that act, that the cases suspicious of corruption can become known at all. Before the entry into force of the act, from a social control point of view, the spending of public money was veiled in mystery.

Corruption risks in the financing of political parties

The audit experience related to the financial management of political organisations – parties, civil organisations, foundations – also reflect the characteristics of the transitional period. At its time, the act on the operation of political parties, passed at the time of the political transformation in 1989 and modified in 1992, was a progressive one and helped ensure transparency in the financing of the system of political institutions
. At the same time, the audits have drawn attention to a number 

of problems and the gradual obsolescence of the stipulations in the act, and the situation is similar with respect to the operative texts regulating the financial questions of the Parliamentary and local authority elections. 

The audit findings summarising the present practice also indicate a considerable proportion of corruption risks and the limits of competence related to the audits of the State Audit Office, which is the only authorised body to audit the regularity of the financial management of political parties and of the accounts provided in respect of the elections,. These risks originate primarily from the limited transparency of the supporting role of the private sector and from technical-regulatory shortcomings.

These risks are summarized, sometimes verbally recalling the proposals of SAO made earlier and reaffirmed on several occasions, by the anti-corruption Government strategy
 adopted in March 2001. In the background of the problems lies the fact that a special, ‘grey’ zone developed around the political parties, which is non-transparent for the audits operating with the current authorisation. However, it is also true that 

the situation in Hungary even in its present form is by far more transparent and more regulated than it is the case with respect to countries with democratic traditions.

Despite all of its shortcomings, the Hungarian regulation on the operation of political parties can be considered to be a pioneering and a progressive one in international terms, because in respect of at least the party as a special economic institution operating under limited conditions it lays down in unambiguous terms against what election results is it entitled to receive budgetary support and in general what the financial and in kind benefits are that it can accept. 

Thus, in the audits carried out by the State Audit Office, appropriate attention could be directed to the economic activities of the political parties receiving budgetary support. While the ‘direct’ economic activities of the parties became gradually transparent, it was noticeable that for the sake of retaining goodwill as a capital, interests are attached to pursue competent economic activities. As a result of this, the financial resources and expenditures accounted directly for organisational operation are today adequately known and transparent. In all likelihood, it is also for this reason that the charges of corruption have so far avoided the party leaders.

Nevertheless, the State Audit Office does not have, thus neither does the Parliament, nor public opinion have, an overview of the broader dimensions of the economic activities of parties that do not come at present under the operation of the law; furthermore, the technical rules of financial accounting are not always unambiguous and they provide for loopholes and differing interpretations. The economic processes of the economic companies established by political parties and those of their partners, as well as economic activities of the resource-collecting foundations organised 

in the private sector for political support are non-transparent and non-regulated
.

In view of the fact that at present there is no lobby act in force in Hungary, and the rendering of the different financial transactions transparent in this sphere would indicate special political courage undertaken against short-term interests, from a corruption point of view, this field can be considered the most fragile within the democratic institutional system. It is a question of principle requiring political consideration and touching upon the operation of democracy, a step which, in respect of reducing the risks of corruption, is very important in this field too, to clarify that the private companies established by parties, and the companies in connection with them, inasmuch as they use budgetary subsidies, should become subjects of the (financial) audits carried out by the State Audit Office embodying the audit role of the Parliament. There are several arguments in favour and against the introduction of this requirement, since a step of this nature would mean, in addition to the benefits of ensuring financial transparency and accountability, the expansion of state control over private companies; thus it is a question of principle and constitutionality touching upon the limits of state powers. 

In this connection one should recall that every parliamentary force concerned considered it justified that at least the technical amendments proposed by SAO, which would basically serve the cause of harmonising the accounts with the provisions of the accounting act, should be implemented. The necessary further legal amendments have also been prepared. It can be considered likely that the Parliamentary power relations and the openness of these questions of principle gave rise to the fact that 

they still had not been submitted to the Parliament. Similar is the situation with respect to the SAO proposals related to the financial techniques of accounting with the campaign expenditures, in close relation with the financial management exercised by the parties. 

To the interim elections of 2001 the provisions of the Act on election procedure
 had to be applied. Following its earlier audits, the State Audit Office signalled the shortcomings of the law, and these made the auditing task difficult. The reports formulated proposals to the Government to the effect that it should initiate with the National Assembly the replacement of the old Act on election procedure by a new, comprehensive law ensuring the transparency of campaign financing too.

Neither the enactment of the new law, nor the amendment of the old one has taken place yet. Therefore, the interim elections, as well as the parliamentary and the local government elections of 2002 had to be executed in accordance with the earlier incomplete regulation. Despite several warnings, the concept of election campaign, the range of expenses that can be classified as belonging to the concept of election expenditures or the campaign period itself have even today not been defined, and the regulations related to the publication of reports also need supplementing and need to be made more accurate. Even today only the expenses that a nominating organisation declares to be campaign expenses and those that appear in the records before the accounting deadline can be considered as such. 

With respect to the conditions and circumstances of the audits, it should be noted that the act on the election procedure and those on the operation and economic activities of parties do not ensure at present the complete transparency of the origin and utilisation of campaign money. 

Consequently, in relation to the transparency of the election procedure, the State Audit Office cannot fully play the part that is required of it by the constitutional regulation. The shortcomings of the act impede the transparency of election financing and give grounds to corrupt relations, which will exert their destructive effects in the following years. These experiences also reinforce that the creation of the proposed new act or the amendment of the old one is still justified, and that it is increasingly necessary to create the lobby act, even if transparency and accountability would violate obvious group interests; a knowledge of the range of supporting enterprises belonging today to the ‘grey zone’ will shed light on the material forces and the economic orientation that is hidden behind the various individuals, and this may (perhaps) impair the policy- or ideology-based equal opportunities. 

The efficient operation of internal audit as a factor reducing corruption risks

The adequate operation of internal audit, as it is publicly known, is one of the means of preventing corruption; while its weakness is that it represents a corruption risk. We can, therefore, witness, all over the world, the intensive development of these systems and the participation of the highest institutions of state audit in attuning these development processes
. 

Following the political transformation, the previously developed system of internal audit fell into a critical situation in Hungary. The institution of (party state) governance defined as its organisation ‘performing financial-economic audits’, the People’s Central Committee of Control, ceased to exist; and the department of the Ministry of Finance formerly performing financial audits likewise ceased to exist
. The former internal audit of the ‘councils’ fell apart within the framework of the local governments, and the machinery performing audit activity with the former large-sized enterprises suffered a similar fate. Although the organisations of supervision remained, the transformation of public administration and institutional management, and the series of reorganisations raised continual identity problems among them, and thus paralysed them. In parallel with this, hopes were attached to the disciplinary force audits creating transparency and to the possibilities of external financial audit in creating direct prevention, and to the self-regulating mechanism of the liberalising economy, hopes, which later proved to be unfounded. The independence of supervisors and auditors seemed to be self-evident (although this was an illusion), while it was right in these years that the so-called ‘creative’ audit, which lent a helping hand to the falsification of balance sheets, grew to full proportions in the USA
. In Hungary, like elsewhere, we did not have the faintest idea about this. Under such circumstances, even if not being happy about the situation, but taking note of it, we gradually opened a market of several ten billion forints to the audit firms of worldwide reputation, and in every case when the determination and accounting of real Hungarian property value had to be verified or certified in international business and even in public finance relations (e.g. PHARE [The Phare programme is one of the three pre-

accession instruments financed by the European Union to assists the applicant countries of Central and Eastern Europe in their preparations for joining the European Union.]), they were commissioned. That is to say, we yielded to the temptation or rather the pressure of their international goodwill, their ability to assert interests and their skill, which was ahead of ours from a procedural technique point of view, in the field of applying such standards. 

Under the given circumstances, and partly also due to this, the organisational system of internal audit that would be adequate to the new market economy requirements developed even more slowly than the possibilities would allow, and as far as its operational level is concerned, it developed with great shortcomings. All this carries high risks of corruption even today. Moreover, due to the unfolding co-operation between the public and private spheres, to their not always transparent relationships, as it was pointed out in the forerunning sections, new dangers also appeared in this field
. 

If compared to the provisions of the public finance act, the organisation operating as an audit machinery of the Government was developed with delays, during the terms of different governments and along different lines. Directly in respect of the fight against corruption, the Government Control Office, in its present form, carries out offensive audits primarily in unique cases, and takes further initiatives for criminal proceedings based on these 

audits, where the suspicion of corrupt practices has already been raised, or where the SAO audits pointed out contraventions. 

From the standpoint of SAO, the development of internal (governmental) audit is an EU requirement. Changing the situation is of primary importance not only with respect to the transparent operation of public finance, but also from the viewpoint of directly reducing the risks of corruption, which is supported by the State Audit Office in the forms of training support, system audits shedding light to the problems of internal audit and, not least, by extending professional help to, and urging for, the introduction of auditor training in university and college education. 

In respect of the corruption risks a new phenomenon in Hungary, primarily in fields of companies and local governments, is the fact that instead of developing the machinery of internal audit, external private audit firms are commissioned to do the job, as a service, firms that subsequently also audit the financial reports and economic achievements of the company
. Although the larger audit firms, by applying various rules and internal organisational separation, endeavour to avoid auditors qualifying themselves, and the personal independence of the auditors is also guaranteed, sooner or later the audit firms have to face the fact that at the very end, at the level of the firm, they qualify their own recommendations. As they contracted with the same management, they are affected financially too. All this has a bearing on objectivity, or rather its convincing verifiability, and constitutes an increasing corruption risk in Hungary too. 

It calls for the setting up of requirements regarding regulation and the conflict of interests
. 

We have also to be aware that campaigns in the fight against corruption, which are usually generated by political interests, impatience and the pressure or the reflex to give in to the burden of proof determined by different interests are themselves factors, which increase the risks of corruption.
 Neither the desirable general reduction of corruption risks, nor the calling to account in the judiciary-attorney system can be realised – as we could see –, instead, new bias (corruption) charges will be formulated in respect of both those who commission, and those who carry out, the screening.

It must also be emphasised that the ‘all embracing’ control – especially when the utilisation of experiences, or the toleration of acts of corruption takes place along the lines of political or power interests – is of little help in the fight against corruption. Moreover, above a certain level of 

‘contamination’, the fight cannot be effective without consistent and true political support, by forcing the audit to deal with, and tying it down to, a number of different, small matters. One must also reckon with the fact, that, after short-term, spectacular results, the development of a kind of public feeling considering audit as an ‘ultima ratio’, a public feeling of ‘crying for the police’, or the influencing of the public opinion by politics or the media in a way that would manifest itself in impatience towards the audit organisations and in demands for ‘retorting rigour’ would be counter-effective to the fight against corruption in the long run. The campaign-like overemphasis laid on ‘order’ and ‘security’ would lead to consequences acting directly against the intentions. The demand for the so-called ‘offensive’ financial audits, the criticisms directed furtively or sometimes openly against the organisations performing financial audit and the efficiency of their exploring activity, as well as the manifestations of the press inciting a corruption psychosis may have the consequence that these institutions, due to the pressures of adaptation upon them, instead of helping develop a system-oriented exploration of problems, that is to say, instead of improving the conditions for the fight against corruption, dissipate their work. This way they would unintentionally broaden the breeding space of corruption. 

Consequently, the responsible, professional-like and ethic managerial behaviour and internal audit cannot be replaced by external audits. This is demonstrated also by the cases which surfaced after the managerial replacements taking place in the past years. Besides amplifying the weaknesses of internal control and setting back the effectiveness of the entire audit system, they themselves intentionally or otherwise, create possibilities for corruption. 

The world over, corruption lives and flourishes in its special economic and social contexts. Its proportions and effects are, however, different, and it 

has grave consequences if a country is counted among the strongly contaminated societies. In addition, we must also be aware that this qualification is not always objective either. In the course of operating and modernising the audit system it has also to be taken into account as a special environmental condition that corruption itself, including its international judgement, works itself into the collection of means for asserting interest. 

International judgement is also part of the assertion of economic interests. The leading elite of a country renders a disservice to its national interests if – giving in to short-term internal policy interests, its political and election battles – it permits the development of a picture about itself that is worse than the realities would justify, if it does not evaluate, in terms of capital flow, commerce, interest assertion, public finance and borrowing, the grave consequence of the country’s being counted among the strongly contaminated societies. 

Every step should be guided by the recognition that the players of economic life and the citizens can be expected to respect the laws and adopt ethical behaviour if the system of public institutions also operates in this manner. It is only this way that public morale will gradually change, and cease to tolerate evasion of the law and corruption. 

4. 
Fighting corruption and the possibilities of audit offices

The players of society, economy and the world market react differently to the challenges, the system-sized changes taking place at the turn of the millennium than to those which took place before. A significant number of the countries of the world recognised that a world-wide harmonisation of the protective techniques, an intensive participation of the national institutions in the work of the international organisations offer chances to open a new chapter in the fight against corruption. Hungary has also joined this process in an active manner
.

The need to strengthen worldwide co-operation against corruption is expressed by the fact that an ad hoc committee of the UN has been set up to prepare an anti-corruption agreement of the United Nations
, and the decision of the Council of Europe deals with this question in 20 points including a number of points dealing with prevention and the role played in this by the audit
. In respect of our topic, it is of decisive importance that in the fight against corruption special attention is directed to the repeatedly renewing, reshaping role of the state organisation, to the striking interdependence that exists between stability, the security of economic management, marketing, management and public administration, on the one hand, and the possibilities of growth, the development of the national economy and the possibilities of public administration, on the other hand. 

Today, the most important requirements related to competitiveness within the national economy and on external markets include the modernisation of the exercise of jurisdiction and juridical security, the modernisation of the police, customs and tax administrations, and not the least the modernisation 

of the supervisory system of financial audits, and their operation in compliance with the international norms. In a world of globalisation the infringement of market rules, illegal operations, corruption and, most lately, unfortunately, terrorism and its (financial) infrastructure cross the borders of states; one cannot conceive of counterbalancing them without the guarantees of security outlined in the foregoing and, as parts of them, without audits endowed with appropriate powers and professional skill
. 

The highest institutions of financial audit, the audit offices, have competence with regard to the whole field of public finance, and operate in accordance with predetermined programmes as bodies of external audit. There is, thus, a seeming contradiction between their ‘central’, the ‘highest’ institutional role and their limited ability to directly explore the cases of corruption. To solve this problem, on the one hand it is worth referring to the fact that they do not possess any public authority powers (as opposed to the institutions of customs and tax administrations or the banking supervision also performing financial control), and, on the other hand, to the fact that their task is not to perform the (internal) audits integrated in the process. Thus their function is also different. At the same time, this function, with the specific aim of reducing the risks, includes the audits of the utilisation of financial means for the operation of the public authority bodies mentioned and internal audit machineries
, as well as the (system) audit of the suitability of such systems. 

As the fight against corruption, the development of the effectiveness of financial audit – as everything else – also comes with a price tag attached. Audit also costs money. Against its expenditures stands the complex benefit, which can directly be expressed partly by financial indicators, such as the effect of corrections, the material benefit of utilising the proposals, etc., and partly by the resulting indirect benefits. It effects the development of public management, social morale, discipline and trust, which can hardly be expressed by financial indicators. 

All this does not mean, however, that the fight has no chance, but rather the fact that in this field substantive results can be achieved by prevention, by developing a state organisation, which is comprehensible, transparent and accountable – in other words, genuinely auditable; financial audit should also be used where it is the most effective. 

The audit offices should also weigh up such divergent and complicated interrelations when they endeavour to increase their contribution to the fight against corruption by renewing their activities in a world of globalisation. By serving the parliaments actively, presenting the different phenomena factually, relying upon their consistency and by their eschewing campaign-like activities, they themselves can contribute to moderating the already mentioned ‘deficits of democracy’, which carry considerable risks of corruption. 

In the past two decades, relying upon this knowledge, the protection of public money, and more efficient support for the fight against fraud and corruption have received an increasing importance in the activities of the audit offices of the different countries, alliances, and in the work of their 

international organisations. As a result of the joint activity, the main directions of the tasks to be performed also seem to have been delineated by now. There is essentially agreement in considering that the audit offices can extend effective support primarily to the prevention of corruption, to the elimination of the regulatory and other conditions offering grounds for corruption. However, their experience based on comprehensive audits, their proposals for eliminating the circumstances impeding the implementation of the requirements for transparency and accountability in the fields of the collecting and using public money will serve the efficient operation of public finance, the cause of strengthening public morale, discipline and trust effectively only if the organs entitled to make decisions and take steps take them into account. It was no accident that World Bank President James D. Wolfensohn expressed the following as early as 1996: ‘We must be aware that corruption is a complex phenomenon and that in the majority of cases it is the result of political, governmental and institutional distortions. It is, therefore, a problem, with the solution of which the countries, or rather their governments have to deal.’

Similarly to other fields of public life, co-operation among the highest institutions of financial audit is also on the rise. They appreciate the fact that their active participation in the work of the international audit organisations, primarily in the work of the international organisation of the highest state audit institutions, the INTOSAI, is an indispensable condition for them to be able to help their national interests prevail through the strengthening of mutual trust, and the fight against corruption through a better utilisation of their possibilities. We must also see that our approaching accession to the European Union will make it simply unavoidable to harmonise our financial audit system both from a substantive and a formal point of view. 

Within the institutional systems of the European Union, and this is directly connected to our topic, there are a number of organs, the main or secondary duties of which deal with the issues of the anti-corruption fight. 

Its basic organ is the UNCLAF (Unit for Coordination of Fraud Prevention), that is, the co-ordinating organ for the prevention of criminal acts. Its task is to co-ordinate the preventive protection policy directed against corruption and fraud, which undermine the finances of the European Union, as well as to co-ordinate different related measures. 

The primary role of the Court of Auditors of the European Union is to prevent corruption. This function realises its purpose at the stage when the staff prepare the given audits. They hold the view that an indispensable element of up-to-date financial audit is to ensure that in the course of preparing the audit programmes the experts should in advance assess the fields that are likely to carry considerable risks of corruption. Of the cases of corruption discovered or presumed during the audits, reports are made for the EU organs interested some way in the matter, but first of all to UNCLAF. The measures taken at the leadership levels of the Union are basically directed at developing a legal regulation adequately handling the new challenges, at creating a strong and firm, and appropriately structured system of institutions, and at providing appropriate information to the public and ensuring publicity. 

The development and modernisation of the audit procedures and methods, so that they also takes into account the various dimensions of corruption, play an important role in making our work more effective in respect of preventing and discovering corruption.

(
We hope that the outlined ideas and facts will also answer the question whether the fight against corruption can be separated from the general tasks of financial audit and whether is it possible to formulate it as a separate and primary objective. 

The answer is a definite no, since a transparent, regulated and effective system operation is a decisive condition for the anti-corruption fight in all the fields of financial management and financial audit. 

However, the fight against corruption boils down to the legal, audit and police means less and less. This is indicated by the increasingly tough steps taken by prestigious international organisations trying to limit, stop and repress the process. However, the new means will only be effective, if societies and especially their economic and political elites, taken in a broader sense, ensure suitable conditions for their application. To do that, the elites need to recognise that self-limitation is also a condition to their survival. They must get away from the positions based on daily, direct interests, motivated by short-term tactical benefits. They must lay emphasis on moral consistency and long-term interests, and it will be necessary for them to refrain from using, at the time of discovering cases suspicious of corruption, the exploration, concealing, then ‘warming up’ of facts as a means ‘to mutually hold each other at bay’.

Are the Watchdogs Really Watching?

Assessment of Audit Institutions 
in the Fifty United States of America

Asher Friedberg and Carl Lutrin

The fifty United States of America provide important services to their citizens. The greater share of these services is financed by taxes collected from their citizens. As the costs of these services rise, the audit institutions are faced with demands for information, which is vital for ensuring the accountability of the state governments. The audit institutions and the auditors heading them are a vital implement that can aid the public administration system and legislatures in ensuring the taxpayers' money has indeed been expended efficiently. Despite the importance of these audit institutions, we found that research on their activities was very scanty.

The theoretical framework of the present study is based on a previous study of local audit in the United States by the authors during the 1990s.)
. For this present study, the comprehensive surveys conducted by the National Association of State Auditors, Comptrollers and Treasures (NASACT) during 1996 and 2000 were analyzed. These surveys encompassed 56 state audit institutions in the United States.*, 
, 

The present study focuses on the types of audit that these institutions carried out, the resources at their disposal, the rectification of shortcomings, and follow-up on their correction. We found that the audit institutions focused more on financial audit and less on what is considered "advanced" audit - the audit of economy, efficiency and effectiveness. We also found that despite the importance attached to the correction of deficiencies and follow-up, there was a lack of basic information on effective action taken in these areas. In addition, we established that there was almost no correlation between the scope of state budgets and the financial and human resources allocated to the audit institutions. We also found that the organizational structure of the audit institutions and their status within the state government system is likely to fill an important role in determining their independence.

Accountancy and audit issues do not usually acquire headlines in the American media. However, on December 2, 2001 Americans were stunned to learn that Enron, the nation’s fifth largest corporation filed for bankruptcy. Subsequently, other major corporations also filed for bankruptcy, had severe accounting problems, admitted being investigated and/or had to pay huge fines or saw their Chief Executive forced to resign. These included Global Crossing, Adelphia Communications, Tyco, Merrill Lynch, Quest, the dominant provider of local phone service in 14 Western states, WorldCom and Arthur Andersen. Andersen had been one of the “Big five” and as one of the nation’s largest and most respected auditing companies, it had been Enron’s accounting firm. Anderson was indicted on a criminal charge, convicted on June 15, 2002 and effectively put out of business. On July 17, 2002 another major accounting firm, PricewaterhouseCoopers was fined $5 million by the Securities and 

Exchange Commission (SEC)
. It was the largest fine ever leveled by the SEC. The firm was found guilty of not acting independently and objectively in carrying out its auditing functions, thereby ignoring the core purpose of a reliable audit. Accounting issues were present in these corporate scandals, as well as others, which roiled American markets. This was especially true of WorldCom, a communications giant with assets listed at $107 billion when it filed for bankruptcy on July 21, 2002. In June, it had disclosed that it had improperly accounted for more than $3.8 billion in expenses
. This raises the question of accounting practices in the public sector. Are citizens’ precious tax dollars being carefully monitored? Private corporations are supposed to be held accountable by market forces and government regulatory agencies, such as the Securities and Exchange 

Commission. In the public sector, audits and the public servants that perform them are important guardians of the public purse. They monitor the activities and expenditures of government in order to help assure that tax dollars are spent wisely. However, the performance of public auditing is greatly influenced by the fact that the United States Constitution provides a federal system of government.

The states in America: A few notes in an historical perspective

1. 
Due to the vagueness of the wording of the Constitution, it is not surprising that there have been great differences of opinion as to what were the Framers’ real intentions. Alexander Hamilton argued that the intended purpose of the document was to provide for a strong, central government. Others, especially Southerners, saw the Constitution as a product of state 

action. The states created the Union and Congress could only act on items specified in Article I. This view led to their defiance of the central government before the Civil War and their withdrawal from the Union. 


The defeat of states’ rights in the Civil War and the failure of state efforts during the Great Depression were great landmarks in the rise of the nation. Abraham Lincoln and Franklin Roosevelt did much to render state governments weak and irrelevant. Except for some attention to the Progressive achievements in states, such as Wisconsin and California, the prognosis for state governments was grim. From the end of the 19th century through the 1960s, few paid attention to state governments. Senator Everett Dirksen (R-Ill), a discouraged defender of state power, lamented that if current trends continued, “the only people interested in state boundaries {would} be Rand-McNally”
. However, in the 1970s and 1980s the ugly duckling of state government emerged more swanlike. Ira Sharkansky wrote in 1972, “... if any segment of government promises the resources to meet our most pressing social problems, it is the states”
. 

Indeed, in the latter part of 20th century, academics and politicians no longer ignored state government. Richard Nixon and Ronald Reagan’s “New Federalism” policy of returning power to the states drew attention to the actions of governors and legislatures. Scholars described the dramatic, but often unnoticed transformation of the states into dynamic governmental units. Carl Van Horn of Rutgers declared that states were arguably the most innovative and responsive units of government in the nation. The office of governor had been transformed. Larry Sabato described state governments as being capable, creative, forward-looking and experienced
. Furthermore, 

the reinvention movement, which championed administrative reform in the states, enjoyed considerable success
. How has the audit function been carried out in the transformed world of state government?

2. 
State governments have great impact on the lives of the American people. 

States build and maintain many roads and highways, helping cities and counties by financially assisting with state thoroughfares that pass through them. Federal monies derived from fuel taxes largely fund the interstate highway system, but it is constructed, maintained and patrolled by the states. Most crimes violate state or local laws and states maintain extensive correctional facilities and judicial systems. State governments play a central role in a number of social programs. For example, Medicaid provides medical services to the poor and each state operates its own Medicaid program. States also pay about 45 percent of the costs; the federal government the rest. It is the costliest public assistance program and the most rapidly growing item in the budget of a majority of states. In 1996, the welfare program, which had been in place since 1935, introduced a new law designed to encourage welfare recipients to join the workforce. This law imposed tough “strings,” including a five-year, lifetime limit. In addition, benefits and eligibility requirements for cash assistance are now decided by the states
, which set reporting requirements, as well as assist with funds. Concerning academia, all states operate colleges and universities, which provide relatively inexpensive educational opportunities for their citizens. Many state universities are excellent; some even world class. 

The number and cost of state government programs and services continue to increase. Consequently, auditors face increased demand from users of government information to ensure accountability. These users include public officials, legislators and private citizens. They want assurances that government funds are being handled properly- in accordance with laws and regulations and in an efficient and economical way. Furthermore, the users are interested in knowing if government organizations, programs and services are achieving their intended purposes
.
Since state governments provide many essential services, they need huge financial resources. Those resources, which accumulated $504 billion in the fiscal year (FY) 2000
, (table 35), come from taxpayers, who have the right to expect accountability, transparency, effectiveness and efficiency. Sound auditing can help with all four of these goals. 

The significance of audit

Audits are a vital part of the checks and balances in the governmental budgetary process. As Miskell
 states, audits are an “examination of records, facilities, systems and other evidence to discover or verify desired information.” They also seek to prevent fraud and waste, ensure the accuracy of operations and compliance with laws, and promote fidelity to stated policies, including legislation
. State audits in the U.S. are performed by professional agencies, created especially for performing this task and they are the focus of our study. State governments and the 56 organizations within them perform the audit function. In some cases, where 

federal monies are involved, the General Accounting Office (GAO), which is the investigative arm of Congress, may exercise its audit function. Furthermore, some state audit agencies will use Certified Public Accountant (CPA) firms, such as the former “Big Five” auditing firms mentioned above to perform certain kinds of audits, especially financial audits. 

The objective of the financial audit, which reflects the traditional purpose of auditing, is to ensure financial accuracy and propriety. It includes both financial statement and financial related audits. Financial statement audits provide assurance about an audited entity’s financial statements- “whether they fairly present their financial position, results of operations and cash flows, in accordance with generally accepted accounting principles”
. Authoritative bodies, such as the Governmental Accounting Standards Board (GASB), establish these necessary conditions. Financial related audits determine whether (1) the presentation of financial information is in “accordance with established or stated criteria, (2) the audited entity has adhered to specific financial compliance requirements, or (3) the entity’s internal control structure over financial reports and/or safeguarded assets is designed and implemented suitably to carry out its objectives”
. For example, financial related audits may include overseeing budget requests, segments of financial statements and financial information, with regard to statements of revenue or disbursements.

Another function of the audit is to prevent error of abuse. Some examples which auditors look for include: year-end accounting 

manipulations that push revenues from one year to the next, miscalculation of utility and other services, recording of grant receipts in the wrong funds, overestimation of revenues to keep taxes down and improper computation of state claims. 
The examples above are the focus of financial audits
. However, in the last few decades there has been a shift in the central activity of auditing, which reflects significant changes in budgeting. As a result, budgeting has become more concerned with management and efficiency. By the 1980s, performance audits became more common and this advanced type of auditing stresses program performance and agency effectiveness, which enhances budgetary control by legislatures and managers
. 

Performance audits objectively and systematically examine evidence in order to provide independent assessments of performance in government organizations, programs and activities. In addition, their objectives include providing information to improve public accountability and promote the decision-making responsibilities of parties that propose or supervise corrective action
. To carry out its objectives, performance audits include economy and efficiency audits, which determine whether the audited entity acquires, protects and uses its resources economically and efficiently. They also ascertain the causes of an entity’s failure to do so and determine the entity’s compliance/noncompliance with laws and regulations regarding these matters. Examples include, consideration of an entity’s use of efficient operating procedures and avoidance of 

idleness and overstaffing. Performance audits also carry out program audits to determine the extent to which the desired results or benefits of legislative or authoritative bodies are achieved. These audits also ascertain how effective organizations, programs, activities and functions are and whether the audited entity has met its compliance with laws and regulations applied to these programs. To illustrate, program audits may identify ways to improve programs and list factors that prevent satisfactory performance. The examination of state and local audits is a complex and involved matter. In the present study, we focus on dimensions of the public audit with regard to the states: organization form and auditor independence, orientation of audits, audit resources, correction of errors and abuses and the limited academic research of this study. 

Legal framework of audit institutions in the states

The titles, nomenclature and organizational pattern of state government can help us to understand the organizational environment in which the auditing unit must function. The actual position and status of audit unit are important factors in determining the measure of independence it has and the influence on its audit performance. For example, if the people of the state directly elect the state auditor, that person is going to have more independence than the head of a state audit agency belonging to the executive branch.

In conducting this study, we found that legal basis for the auditing unit fell into four basic categories: (1) constitutional, (2) statutory, (3) constitutional and statutory, and (4) part of a larger agency/division. From 1996 to 2000, there were changes in the legal status of auditing agencies. In 1996, 11 states gave constitutional authority to the state-auditing agency, compared 

with 8 in 2000. In 1996 and 2000, 24 states found the auditing powers based in statutes. There was also a slight change in the number of states, which anchored the state auditing agencies’ powers in both a constitutional and statutory configuration between the years of the study. In 1996, there were 21 states; in 2000, the number increased to 24. In the last category, the number of auditing agencies that were part of a larger division/agency in 2000 was 11, the same as in 1996.

The organizational environment of state governments has allowed auditing agencies to report to different entities. In 1996, 33 agency heads reported to the legislature, with the number decreasing to 31 in 2000. In contrast, 17 agency heads reported solely to the public in 1996; other agency heads reported to another public official or to a combination of officials and/or the public. In 2000, 18 agency heads, elected in statewide races, reported directly to the public, whereby that same year 3 provided information directly to the governor and 4 related directly to other reporting procedures. 

State government patterns have shifted from 1996 to 2000, with regard to the terms of office for auditing agency heads and their method of removal from office. The 1996 NASACT Report, titled Auditing in the States, dealt with the topics in greater detail. In 1996, the voters elected 18 heads of auditing agencies; 17 were voted in for a four-year term, 1 to a two-year term. In addition, 11 were elected to an indefinite number of terms; 6 were limited to two terms, 1 limited to three terms. The legislature or a legislative committee selected 33 auditing agency heads and their terms of service were, in most cases, unlimited. State officials or boards, other than the legislature appointed 5 agency heads. The years of consecutive service varied from one year to forty-one years. In the 2000 NASACT Report, Auditing in the States, 38 agency heads were subject to a specific term of office; 23 of those were limited to a four-year term. 

Both of the years in which the abovementioned surveys were done examined methods by which agency heads could be removed. In 1996, 19 of the state agency heads said impeachment was possible, 3 cited the recall and the rest cited other actions that could be done by the legislature. The causes of removal included: misconduct in office (19), incompetence (6), just cause, including neglect of duty, mal-administration and felonies (16) and removal without cause (2). In the 2000 survey, 24 referred to misconduct as the most common reason for removal. Also, 9 respondents cited incompetence, while 20 cited no specific reason. As for the mechanism for removal, 17 said impeachment could be utilized and 13 mentioned alternative actions taken by the legislature. 

Our previous study
, 2001) did not explore methods and causes for removal. It did examine organizational form and auditor independence. Our data from the study suggests that state auditors enjoy a greater degree of independence than their local counterparts. In 2000, as mentioned, 18 agency heads were elected by the people of the state, giving them a status similar to other elected officials, who hold office because they enjoy the support of the states’ electorate. On the contrary, 31 agency heads were directly responsible to the legislature or legislative committees. This means the elected agency head (HE) is not a subordinate in a large bureaucratic entity, such as the Office of State Treasurer or the State Controller and should enjoy a considerable amount of independence and clout.

Patterns and methodologies of audit in the states 
As the Auditing in the States 2000 points out, ...“government audits are divided into two types: financial audits and performance audits. Financial 

audits include financial statement audits and financial-related audits. Performance audits include economy and efficiency audits and program audits. In addition, government auditors perform a number of other audit-related functions that do not fall into one of these categories, such as performing investigative work and developing questions for legislative bodies during legal hearings
. State audit agencies must make certain that audit coverage is broad enough to fulfill the needs of potential users of audit reports”
.  

The type of audit used by auditing agencies in the United States has undergone a “silent revolution” in recent decades. The traditional audit used in American governments, at all levels had been the financial audit. Its primary function was to guarantee financial accuracy and propriety. On the other hand, performance auditing today stresses standards of economy, efficiency and effectiveness. A number of factors help to explain its ascendancy. First, both the size and complexity of government have grown. Second, as costs of government have increased, there has been a growing demand for evaluating its performance. Third, the intensity of demand for enhanced accountability can be traced to political cultures and the legal, organizational, social and economic environment. For example, the GAO, which sets the standards for much of the pubic accounting activities in the United States, had also stressed the use of the performance audit. In addition, Wheat an advocate for performance audits, noted in his article that 31 state auditors carried out performance audits. He argued that auditors, who use the performance audit, a more advanced tool, should be viewed as influential players in state politics
. As we mentioned above, most state auditors are either elected, or are responsible to state legislatures, or 

legislative committees; they are not subordinates in a larger bureaucratic setting. Therefore, they have a large degree of independence. As a result, many of them are connected with criticism of public policy and have direct access to the media. They are also pro-active and are typically willing to go beyond expressed mandates, to initiate audits and to issue special reports on financial trends. Adherents to “generally accepted government auditing standards, activist auditors see citizens as their ultimate client” (Wheat).

  In light of the above, it is important to consider how many state auditors, since Wheat’s study are now using performance audits. Of the 56 agencies in both surveys, we found some change from 1996 to 2000. We also found that the traditional financial audit was more widely used than the performance audit. In 1996, 45 (80.4 percent) of the agencies performed financial statement audits and 41 (73.2 percent) of the agencies performed financial related audits, compared with 39 (69.6 percent) agencies that performed economy and efficiency audits and 38 (67.9 percent) that performed program audits
. In 2000, 48 agencies (85.7 percent) performed financial statement audits and 41 (73.2 percent) performed financial related audits, while 40 (71.4 percent) performed economy and efficiency audits and 34 (60.1 percent) performed program audits
.  Therefore, there was only a slight change in the five-year period of the performance audit (efficiency and economy audits and program audits). 

The two surveys analyzed
 show that most of the state audit agencies carried out intensive single audits, according to the Single Audit Act of 1984. The idea behind this act was to enhance audit efficiency and to reduce audit costs through uniform audit standards and the elimination of 

duplicate audit processes. Another goal was to improve the financial management and accountability of recipient organizations and ensure that the federal government used the information and data provided by the audits. The Office of Management and Budget (OMB) Circular A-133 of 1990 expanded the original law to most non-profit organizations. The recipients of federal money – $300,000 and above, during a fiscal year must undergo a single audit. Those who receive less than $300,000 of federal money must keep records and make them available upon request. The more emphasized aspect of this unique type of audit is the financial aspect.

A more in depth analysis, comparing the activities of the state audit agencies, concerning financial audits and performance audits, could be drawn from the following table:

TABLE 1: Number of State Audit Agencies and Percentage of Time Devoted to
Audit Types in Certain Levels of Audited Entities, 1996, 2000* 

	Type of Audit

No. of Agencies

% Devoted
	Single 
Audits
	Financial 
Statement 
Audits
	Financial 
Related 
Audits
	Economy 
& 
Efficiency 
Audits
	Program 
Audits
	Sunset 
Audits
	Comp- 
liance 
Only 
Audits
	Agreed 
Upon 
Procedu- 
res
	Other 
Types of 
Audits
	Perfor- 
mance 
Measure 
Audits
	IT 
Audits

	State Level
	
	
	
	
	
	
	
	
	
	
	

	2000
	28
	25
	1
	4
	3
	4
	3
	1
	3
	1
	6

	
	0.6%-
88%
	1%-
80%
	
	1%-
60%
	4.4%-
20%
	3%-
20%
	2.4%-
9%
	0.2%-
6%
	2%-
62%
	
	

	1996
	34
	30
	9
	8
	9
	2
	7
	5
	110
	
	

	
	2%-
88%
	1.2%-
50%
	1%-
5%
	2.8%-
20%
	2.08%-
80%
	14%-
50%
	1%-
35.4
	2%-
3%
	2%-
25%
	
	

	Departmental/ Agency Level
	
	
	
	
	
	
	
	
	
	
	

	2000
	7
	30
	18
	13
	19
	2
	6
	10
	215
	7
	19

	
	5%-
41%
	1%-
70%
	2%-
80%
	2%-
56%
	1%-
100%
	8%-
10%
	0.5%-
19%
	0.5%-
22%
	1%-
52%
	1%-
56%
	0.4%-
13%

	1996
	14
	28
	25
	25
	23
	3
	12
	8
	320
	
	

	
	3%-
85%
	0.2%-
73%
	1.5%-
85%
	0.3%-
79%
	1%-
50%
	5.7%-
20%
	1%-
25%
	1%-
30%
	1%-
75%
	
	

	Local Level
	
	
	
	
	
	
	
	
	
	
	

	2000
	16
	16
	9
	2
	4
	
	5
	7
	412
	
	4

	
	0.5%-
78%
	1.3%-
70.3%
	0.8%-
64%
	
	1%-
2%
	
	0.2%-
37%
	0.2%-
10%
	0.8%-
26%
	
	1%

	1996
	14
	15
	8
	4
	10
	1
	6
	3
	510
	
	

	
	2.9%-
55.1%
	3%-
50%
	0.2%-
98%
	2%-
6.6%
	0.2%-
10%
	1%
	1%-
29%
	0.2%-
2%
	1%-
6.4%
	
	


	Type of Audit

No. of Agencies

% Devoted
	Single 
Audits
	Financial 
Statement 
Audits
	Financial 
Related 
Audits
	Economy 
& 
Efficiency 
Audits
	Program 
Audits
	Sunset 
Audits
	Comp- 
liance 
Only 
Audits
	Agreed 
Upon 
Procedu- 
res
	Other 
Types of 
Audits
	Perfor- 
mance 
Measure 
Audits
	IT 
Audits

	University Level  
	
	
	
	
	
	
	
	
	
	
	

	2000
	9
	17
	6
	2
	1
	1
	6
	5
	66
	1
	3

	
	1%-
13%
	0.3%-
41%
	1%-
16%
	4%-
14%
	1%
	
	1.5%-
8.3%
	0.13%-
1%
	0.6%-
3.1%
	1%
	0.3%-
2%

	1996
	13
	13
	5
	2
	6
	
	1
	1
	7
	
	

	
	0.8%-
40%
	0.1%-
34%
	1%-
8%
	1%-
10%
	2%-
7%
	
	1%
	0.3%
	0.2%-
2%
	
	

	Other Levels 
	
	
	
	
	
	
	
	
	
	
	 

	2000
	3
	6
	9
	2
	3
	
	6
	3
	710
	3
	 1

	
	1%-
6%
	1%-
23%
	1%-
27%
	4%-
40%
	1%-
27.2%
	
	
	1%-
35%
	1%-
10%
	1%
	 1%

	1996
	2
	7
	4
	2
	2
	
	6
	5
	88
	
	

	
	3.6%-
12%
	1%-
1.6%
	1%-
8.3%
	2%-
33%
	2%-
17%
	
	0.2%-
42%
	1%-
5%
	0.2%-
25%
	
	


*
(Data from NASACT 1996, pp. III-3 – III-4; NASACT 2000, pp. II-2 –II-3)

1 
Including 4 – Accounting and Review Services

2 
Including 3 – Accounting and Review Services

3 
Including 3 – Accounting and Review Services

4 
Including 2 – Accounting and Review Services

5 
Including 4 – Accounting and Review Services

6 
Including 1 – Accounting and Review Services

7 
Including 2 – Accounting and Review Services

8 
Including 1 – Accounting and Review Services

The table shows clearly that the number of audit agencies that initiated financial audits was significantly higher than those that initiated performance audits. The time devoted to financial auditing was significantly higher too. 

The existence of audit manuals can also teach us about the audit emphasis of audit agencies. According to the 2000 survey, 47 audit agencies maintained a comprehensive audit manual for financial audits (the same as in 1995) compared to 37 agencies (35 in 1995) that maintained manuals for performance audits. 
As mentioned, the 2000 survey is much less detailed compared to the 1996 survey. Thus, for example, the 1996 survey furnish us with details concerning the number of audits carried out by state audit agencies, according to types of audits (updated from the FY 1993/94). These details are not included in the 2000 survey and demonstrate clearly the preponderant emphasis of many of the state audit agencies on financial audits. Table 2 refers to the number of audits carried out by state audit agencies in the FY 1993/94, according to levels of government and types of audit.

TABLE 2: Number of audits carried out by state audit agencies in the
FY 1993/94 According to levels of Government and Types of Audit*

	Type of 

Audit

Level

of Audit
	No. of

Single Audits
	No. of

Financial

Audits
	No. of

Financial

Related

Audits
	No. of

Economy

and

Efficiency

Audits
	No. of

Program

Audits
	No. of

Compli-

ance Only

Audits
	No. of

Sunset

Audits
	No. of

Agreed

Upon

Procedures
	No. of

Accounting

Review

Services


	No. of

Other

Types of Audits

	State Level
	40
	33
	(1) 22
	4
	(2) 36
	(3) 111
	(4) 14
	(5) 3
	3
	6

	Departmental/
Agency
Level
	344
	542
	1,073
	229
	104
	(6) 356
	24
	(7) 125
	79
	(8) 255

	Local,
University
and Other
Levels
	(9) 3,187
	(10) 4,227
	(11) 8,338
	28
	93
	(12) 1,691
	5
	134
	403
	(13) 1,598

	Total
	3,571
	4,802
	9,433
	261
	233
	2,158
	43
	262
	485
	1,859


*
(Data from NASACT, 1996, pp. III-59 – III-67).

1
One agency performed 12 audits.

2
One agency performed 24 audits and one 8 audits.

3
One agency performed 105 audits and one 8 audits.

4
Performed by one agency.

5
Performed by one agency.

6
One agency performed 138 audits (this audit type usually includes auditing of financial related areas.

7
78 of this audit type were conducted by one agency.

8
64 of EDP audits were carried out by 3 agencies only (Massachusetts, Montana and New York).

9
One agency carried out 1,308 audits in the local sector (Ohio).

10 
Two agencies carried out 3,954 audits in the local sector (Ohio and Indiana).

11 
One agency carried out 6,500 audits, in the local sector (Pennsylvania).

12 
Two agencies carried out 1,198 audits (Georgia and Indiana).

13 
One agency carried out 1,200 municipal audit reviews (Tennessee).

As for the sums audited, the 1996 survey furnish us with insightful details (similar details are not included in the 2000 survey). The revenues received by the states in the FY 1994/95 ranged from $1.8 billion to $135 billion. Expenditures made by the states ranged from $1.8 billion to $102 billion. There were 9 audit agencies that reported they audited 100 percent of the amounts received and expanded by the states. In addition, 10 audit agencies reported auditing between 90 percent and 99.9 percent of the revenues and 11 reported auditing 90 percent and 99.9 percent of the expenditure. The states received federal grants ranging from $0.521 billion to $26.3 billion. Interestingly, 11 audit agencies reported that they audited 100 percent of federal grants and 22 reported auditing between 90 percent and 99.9 percent of these grants. The data points to a relative greater emphasis on auditing of federal grants (due to the requirements of the Single Audit Act). Failing to audit these grants could result in the termination of grants awarded by the federal government. It should be stressed that the audit of the above mentioned sums were financial audits only.

The weighty emphasis on financial audits compared to performance audits is demonstrated in Table 3. (Similar data was not included in the 2000 survey.)

TABLE 3: Audit Agency Staff Allocated to Financial, 
Performance and EDP*

Audits in 23 Audit Agencies in the FY 1995

	Type of Audit

State
	Financial Audits
	Performance Audits
	Electronic Data Processing EDP

	Alabama
	45
	
	4

	Arizona
	105
	46
	6

	Idaho
	26
	
	

	Illinois
	30
	20
	10

	Iowa
	68
	9
	

	Kansas
	1
	18
	

	Kentucky
	51
	
	8

	Louisiana
	120
	30
	5

	Maine
	31
	
	

	Maryland
	71
	9
	6

	Minnesota
	48
	23
	1

	Mississippi 
	31
	9
	3

	Montana
	32
	12
	5

	Nebraska
	23
	
	

	Nevada
	
	22
	1

	New Hampshire
	20
	7
	

	New York
	
	187
	67

	North Carolina
	121
	15
	8

	North Dakota
	20
	3
	3

	Ohio
	55
	38
	16

	Oklahoma
	56
	6
	7

	Tennessee
	142
	18
	9

	Virginia
	133
	
	12


*
Data from NASACT, 1996, pp. VI- 40-44.

AUDIT RESOURCES

The following Table 4 refers, in detail, to the two major audit resources – budgets and staff (positions filled) in audit agencies in the 50 U.S. states and Puerto Rico in the FY 2000. This data is compared to the state’s budgets (state’s total resources) in the same year. Sound auditing policy suggests there should be a relationship between the size of state budgets and the financial and human resources available to perform the audit function. However, Table 4 shows there is little relationship in terms of monetary and human resources available and budget size. In our previous study
, we found the overall data revealed that statistically, local governments were spending on average one tenth of one percent on internal audits. In Israel, a nation with a well-developed auditing system, it is recommended by auditing officials that local governments spend one half of one percent on internal audits
. Clearly, in the vast majority of cases, greater resources are needed to help assure that public funds are being carefully monitored. 

TABLE 4: State Audit Agencies’ Budgets and Staff (Positions filled) Compared to the States’ Total Resources in the FY 2000 (Millions)*

	Region and State
	State Budget
(Total Resources)
	State Audit Agency’s Budget (In-house)
	Relation of Audit Agency’s Budget to State Budget
	Staff 
(Positions 
filled) 
HE-Head Elected

	New England
	
	
	
	

	Connecticut
	11,214
	8,73
	0.0008
	
88

	Maine
	2,610
	2,40
	0.0009
	
28

	Massachusetts
	21,326
	14,65
	0.0007
	HE  
335

	N. Hampshire
	1,032
	2,89
	0.003
	
22

	Rhode Island
	2,344
	2,92
	0.001
	
42

	Vermont
	905
	0,79
	0.0009
	HE  
13

	Mid-Atlantic
	
	
	
	

	Delaware 
	2,584
	2,78
	0.001
	HE  
37

	Maryland
	9,958
	6,76
	0.0007
	
92

	New Jersey
	21,147
	4,23
	0.0002
	
81

	New York
	38,337
	26,99
	0.0007
	HE  
397

	Pennsylvania 
	20,014
	50,52
	0.003
	HE  
21

	Great Lakes
	
	
	
	

	Illinois
	24,600
	5,09
	0.0002
	
69

	Indiana
	10,426
	16,40
	0.002
	
307

	Michigan
	9,788
	14,34
	0.001
	
161

	Ohio
	20,272
	18,28
	0.0009
	HE  
945

	Wisconsin
	12,166
	5,81
	0.0005
	
76

	Plains
	
	
	
	

	Iowa
	4,939
	6,90
	0.001
	HE  
115

	Kansas
	4,746
	1,50
	0.0003
	
20

	Minnesota
	13,602
	11,83
	0.0009
	HE  
70

	Missouri
	7,520
	7,95
	0.001
	HE  
119

	Nebraska
	2,660
	2,02
	0.0008
	HE  
27

	North Dakota
	833
	3,03
	0.004
	HE  
44

	South Dakota
	800
	2,15
	0.003
	
32

	Southeast
	
	
	
	

	Alabama
	5,317
	14,62
	0.003
	
179

	Arkansas
	3,177
	16,25
	0.005
	
208

	Florida
	19,044
	48,00
	0.003
	
294

	Georgia
	15,581
	23,73
	0.002
	
267

	Kentucky
	7,141
	9,73
	0.001
	HE  
145

	Louisiana
	5,868
	12,40
	0.002
	
158


	Region and State
	State Budget
(Total Resources)
	State Audit Agency’s Budget (In-house)
	Relation of Audit Agency’s Budget to State Budget
	Staff 
(Positions 
filled) 
HE-Head Elected

	Mississippi
	3,557
	10,94
	0.003
	HE  
161

	North Carolina
	14,100
	12,41
	0.0009
	HE  
184

	South Carolina
	5,730
	5,41
	0.0009
	
17

	Tennessee
	6,682
	17,70
	0.003
	
277

	Virginia
	11,935
	9,52
	0.0008
	
139

	West Virginia
	2,802
	2,24
	0.0008
	
51

	Southwest
	
	
	
	

	Arizona
	6,216
	10,95
	0.002
	
179

	New Mexico
	3,614
	1,87
	0.0005
	HE  
25

	Oklahoma
	4,825
	11,26
	0.002
	HE  
117

	Texas
	31,259
	12,06
	0.0004
	
217

	Roc. Mountain
	
	
	
	

	Colorado
	6,791
	4,61
	0.0007
	
49

	Idaho
	1,863
	2,04
	0.001
	
24

	Montana
	1,281
	3,02
	0.002
	HE  
41

	Utah
	3,477
	4,89
	0.001
	
22

	Wyoming
	733
	0,56
	0.0008
	
10

	Far west
	
	
	
	

	Alaska
	2,262
	2,85
	0.001
	
35

	California
	75,861
	10,85
	0.0001
	
133

	Hawaii
	3,473
	2,07
	0.0006
	
27

	Nevada
	1,744
	2,23
	0.001
	
24

	Oregon
	5,222
	6,20
	0.001
	
58

	Washington
	10,705
	19,92
	0.002
	HE  
264

	Total
	504,706
	497,29
	0.001
	
16,446

	Puerto Rico
	
	23,47
	
	
87


*
Data from NASACT, 2000, pp. III-5-6; The Fiscal Survey of the States, 2001, p. 21.

1
Including 586 employees defined as support staff.

Follow up on rectification of deficiencies

In the professional community of auditors, it is widely accepted that the correction of shortcomings is the purpose and objective of audits. It can therefore be assumed that when the audited body accepts the 

recommendations of the audit, whether during or after the conclusion of the audit, it will tend to cite this in his or her submitted report. 

The data provided by the 1996 and 2000 surveys carried out by NASACT, although detailed in many facets, surprisingly does not refer most to this important topic. The 1996 survey mentions that 52 of the 56 audit agencies indicated that their agency had established specific procedures for follow-up on audit findings. There were 34 audit agencies that reported state agencies are required to take corrective action on audit findings; in most instances the source of the authority requiring corrective action is statutory or administrative. The survey mentions that to encourage audited entities to take corrective action on audit findings, a number of states indicated that status reports for each audited entity are forwarded to the legislature or a budget committee during the appropriation process. Nevertheless, we found that follow-up reviews were mentioned hardly at all in the 1996 survey. In fact, in two states only 5 reports were done
. The 2000 survey does not cover this important issue at all. These results are even more disappointing than those found in our earlier study of local governments. For example, our data
 showed that in 391 (72 percent) of the audit summaries, errors and abuses had not been corrected, or it was reported that the audited body had refused corrective action. These numbers were taken from a study of 541 local authorities in the United States and in Canadian cities during the period June 1991- June 1996. 

The need for research in the field of audit in the states

Despite the importance of public auditing, there has been only limited academic research on the topic. An examination of two leading public 

administration journals revealed that not one had an article about state audit. We searched 17 recent issues of the Public Administration Review (September/October 1999-July/August 2002) and The American Review of Public Administration (March 2000-June 2002). A more extensive on-line search was also made. We utilized the following search engines: JSTOR, Expanded Academic Index, ABI/INORM, Public Affairs Information Service (PAIS) and the Tax Data Base. We found only two works devoted to audits. One was Wheat’s article
, which examined the “activist auditor” as a new player in state and local politics. The other article was a solid piece by Baber concerning state audits
. Moreover, Relmond Van Daniker, the Executive Director of NASACT and a former professor of governmental accounting, said he knew of no recent study of state audits
.

Nevertheless, there are a few useful sources concerning professional material for governmental auditing, such as the Standards of the United States General Accounting Office (GAO) and the Standards of the American Institute of Certified Public Accountants (AICPA), who published several useful editions of standards and guidelines for auditing state and local governments
. The National Association of State Auditors, Controllers and Treasurers (NASCAT) has published its valuable surveys (Auditing in the States, 1981, 1986, 1989, 1992, 1996 and 2000). In terms of academic research, there is Wheat’s article, which examines “activist auditors” and describes them as “new players” in state and local politics. 

  The present study examines state auditing in the 50 American states based on the two most recent studies done by NASACT, published in 1996 and 

2000. The data enabled the examination of several characteristics of the state audit in the 50 U.S. States, Guam, Puerto Rico and the 56 agencies that perform the auditing in these entities. These agencies spent more than half a billion dollars in the FY 2000 alone and engaged more than 6,500 professionals and their remaining support staff
. Not all state audit agencies are auditing the entire activities of their states. Thus, 47 state audit agencies reported in the FY 2000, that they have the authority to audit all state agencies (compared to 42 in 1996), while 9 do not have such authority. Furthermore, 35 audit agencies are authorized to audit local governments, while 21 do not have such authority. It should be mentioned that some of the audit work is performed under contract with CPA firms
.

Closing notes

State audits are a major tool available to public administrators. They can help assure that taxpayer funds are being spent wisely and well. Despite their importance, we found little by the way of research in the major public administration journals. Similarly, a wide-ranging on-line search uncovered only a few articles devoted to state auditing. Moreover, states are increasingly taking on more responsibilities. Welfare reform and the 9/11 attacks have added to traditional state-related tasks of public education, higher education, highway construction, policing and maintenance, state courts, prison systems, agriculture, elections, public utility regulation and parks and recreation. Much of the activity of state auditors involves using traditional financial audits. Financial audits are valuable, but there is need for the utilization of more advanced types of auditing, such as performance and Information Technology (IT) audits. As noted, performance audits 

stress efficiency and performance, while IT audits help monitor the widespread use of computer technologies. Despite their importance, we found relatively little usage with these newer forms of auditing. The correction of errors and abuses is one of the most important aspects of the audit process, yet the available data is not sufficient enough to evaluate how effective the states are in this area. The size of budget and staff available to auditing agencies should be in proportion to the size of the organizations and budgets to be audited. Unfortunately, this is often not the case.

Auditing activities do not have the visibility necessary to assure needed public support, which is so crucial if they are to have the resources they need to perform their vital work. For example, California’s Auditor General found that for every dollar his organization spent, it saved tax-payers about six dollars, yet the tax payers voted to eliminate the agency (Friedberg, 1994)
. Perhaps NASACT could join forces with the American Society for Public Administration to help educate organizations, especially those concerned with taxes, as to why auditors are their valued friends. 

Our research raises a number of troubling questions: Can we be assured that the systems and tools created to perform auditing in state government are adequate to changing and increasing complex state activities? Does the system work effectively? Are auditors dealing with current challenges of accountability, or are they “locked” into yesterday’s criteria and patterns of auditing activities? What lessons can be learned from the corporate financial scandals of 2001 and 2002? Do the resources allocated to state audit agencies assure modern, advanced frameworks of audit activities? Are the mechanisms that were set up to deal with audit findings and 

correction of shortcomings functioning well? Can taxpayers be assured that the billions of dollars spent during the last decade on audit agencies were a fruitful investment?  Despite our deep admiration for the thousands of hardworking, professional state auditors in the 56 U.S. state audit agencies, our findings do not point to a positive answer. 
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NAO Methodology for Performance Audit

Jeremy Colman

Over the past ten years, the NAO has devoted considerable effort to the development of a structured approach to performance audit work which draws on the disciplines of management consulting. Beginning as an approach to report drafting, it now encompasses the whole process of performance audit from the initial idea for an audit to the press notice we issue when the audit report is published. The approach is known as “IADP™”, which is an acronym of “Issue Analysis/Dinner Party”. The IADP™ approach can give rise to a true “win-win” situation with more incisive and focussed performance audits, more satisfaction (and less dissatisfaction) in the audited bodies, and, by no means unimportant, much greater job satisfaction amongst the auditors.

The purpose of this paper is to explain the IADP™ approach and how it brings such useful benefits. The paper also comments on the NAO’s experience of applying the approach in practice.

The IADP™ methodology took its rise from an observation some ten years ago that in applying the hitherto standard performance audit it was rarely possible to be sure that all relevant audit questions had been identified. Neither could we be sure we were not raising irrelevant questions. A further observation was that at the conclusion of audit fieldwork, when all audit questions had, supposedly, been resolved, the process of producing an audit report was always extremely prolonged and inefficient, frequently requiring multiple cycles of drafting and redrafting.

To overcome such problems, IADP™ was developed as a consistent system aimed at achieving rigour, clarity and brevity in our performance audit 

reports. The methodology is applied throughout the study beginning with generalised monitoring and ending with the drafting of the press notice accompanying publication of the report. To do this, the methodology enables us to answer the key questions set out in Figure 1.
	Figure 1

Key questions for the study methodology

	What is the study about?

	What evidence do we need to gather?

	What does the evidence show?

	What should the report say?

	What goes into the press notice?


What is the study about?

Our auditors are constantly observing their audit field, and that process will have identified a subject area which seems likely to provide a good subject for a study. The purpose of the first stage in our methodology is to determine the subject of the study in the form of a question to which the answer is capable of being yes or no.

If the subject of the study is not defined in such terms there is a risk that both the fieldwork and the resultant report will lack focus. A report which “focuses on the work of” such and such an Agency can easily become “Everything we know about” that Agency.

And even if the subject is reduced to a single question but of a kind not answerable yes or no (questions beginning “how well...” or “how successful...”, for example), there is a risk that we shall be unable to answer 

that question conclusively on the basis of evidence or that we will not know whether we have an answer or not.

There are many techniques which could be used on the basis of marking to produce the single question which defines the scope of the study. The technique we have found most useful was developed by Barbara Minto and is based on the use of the following two concepts:

Situation: a brief description of the starting point of the study. This will be a non-controversial statement which a reader would either know to be true or willingly accept as such. It is supposed to leave the reader expectant for further information.

Complication: something which occurred or arose out of the situation; it describes an alteration to a stable situation. It is the reason why the study is being done.

The aim in defining the Situation and Complication for a proposed study is to achieve statements of each which would lead any intelligent person seeing them to ask the Question we want to write the study about. There is a certain amount of skill needed to do this, and it is quite normal for there to be some considerable debate about the formulation of the Situation and Complication. In some cases we have found it necessary, and certainly useful, to devote several hours of a meeting for that purpose. We have found it very helpful to involve the whole study team and often the audited body in that debate.

There is also some skill needed in choosing the appropriate moment to decide on the key Question. Too early, we risk taking on impossible tasks; too late, we risk having wasted effort.

Having identified the Situation, Complication and, hence, the key Question of the study we have not only provided the basis for the next stage, 

identifying the evidence we need, we have also put ourselves in a position to draft the first few paragraphs of the Executive Summary of the eventual report.

What evidence do we need to gather?

The key Question which has now been defined will necessarily be high level. Indeed it may not even be clear what would constitute a proper answer to it. For example, very early in our work on public private partnerships (PPPs), it became clear that the Question was something like “Did the department get a good deal?”, but at that stage we did not have any criteria for knowing whether a deal was good or not.

The process we use both to define the criteria and to identify what evidence we should look for to answer the Question is known as Issue Analysis. An issue is a question so phrased as to require a yes-or-no answer. Phrasing it in this form permits us to direct our analysis to a specific end-product needed to prove or disprove our understanding of the problem.

The object of issue analysis is to break down the key Question or top level issue into sub-issues which are themselves broken down, and so on. At each stage the issues become more specific and the process ends when issues are reached which it is known are capable of being decided on the basis of evidence. At all levels, the sub-issues must be potentially answerable yes or no (the actual answers can be “maybe” or “probably not” but can never be “very well” or “42”).

At any point in the process of breaking down an issue into sub-issues, two very important rules apply:

The sub-issues should not overlap each other, because if they overlap they can be broken down further: more pompously, they must be Mutually Exclusive.

The answers to the sub-issues must be sufficient to answer the issue: the sub-issues must cover all the ground; they must be Collectively Exhaustive.

We call these the MECE Rules. It is a consequence of applying these rules that there must be some logical principle by which the sub-issues for any given issue may be described. It might simply be chronological order: Was the procurement well planned? Was it well executed?, Was the contract delivered?. It could be structural: Were Unit B’s deliveries on budget? Were Unit C’s? Were Unit D’s? It could be a line of deductive reasoning (although we have found that these rarely occur at a high level in the issue analysis). 

If there is no such grouping principle, then the MECE rule has probably been violated and there is no assurance that the issue analysis is rigorous.

There is a further rule, the Rule of Seven, that the number of sub-issues for any given issue should not exceed seven. This rule is to do with clarity rather than rigour. Most people cannot retain in their short term memory more than around seven items, so if the answer to a given issue consists of more than seven sub-issues, it is an answer which most readers will not readily be able to take in. So whilst we cannot prove mathematically that no more than seven sub-issues will always be sufficient to answer any issue, we have found it a very good rule of thumb to think again if we ever find ourselves wanting more than seven sub-issues. Invariably we have found that the higher number of sub-issues can be grouped without violating the MECE rules.

Although it may seem obvious, we have also found it useful to propound as a rule, the Rule of One, that the number of sub-issues must always exceed one. If you find you have an issue with only one sub-issue then you are either missing some sub-issues or merely restating the issue.

All these principles are summarised in Figure 2.

Figure 2
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The issue analysis terminates when the bottom-most sub-issues are defined sufficiently for a hypothesis to be formulated about each together with a definition of what evidence would prove or refute that hypothesis. 

Issue analysis is very hard work intellectually. It is also work that is much better done as a group rather than individually. The side benefit of getting the study team together to do the issue analysis is that it reinforces team cohesion and ensures that all team members have a clear idea of what the study is about and how it is to be conducted. It is often useful to involve others in group meetings on the issue analysis. In our case we have involved outside consultants, the relevant financial auditors or VFM specialists with knowledge of the particular department. We have not yet involved staff from the audited body, but intend to try this out in due 

course. It is quite important, however, that whilst including the whole NAO study team, the numbers present are kept reasonably small.

The result of the issue analysis if it has been done in accordance with the rules will include a complete definition of all the evidence needed to answer the key Question that the study is about. This means that it will include all the relevant evidence but no irrelevant evidence. 

For any given Question, however, there can be very many valid issue analyses, depending on the exact way in which the issues are sub-divided. For example, a study of the effectiveness of a regional organisation in which each region carries out the same group of distinct tasks could be analysed first by region and then within region by task, or the other way round. Either would be logically valid, but one or other might be the more practicable or suitable depending on the circumstances. But it does not matter much which issue analysis is used so long as it is valid: the issue analysis is simply a way of ensuring that the right evidence is gathered.

What does the evidence show?

At the end of the fieldwork (and we should know when we have reached the end because we will have gone through all the issues in the issue analysis and obtained all the evidence needed to answer them), we will have answers, possibly yes or no but possibly maybe, to all the issues and sub-issues. This means that no more evidence should be needed and that we are in a position to write our report.

It might appear that we are even better placed than that because the issue analysis structure is, formally, a perfectly logical report outline, so that we could proceed immediately to draft on that basis.

In our experience, however, it is not wise to draft simply on the basis of the issue analysis structure. In many cases the issue analysis leads to a minute examination of many sub-issues. It is important that that minute examination is done, but it would be very tedious for the reader to be taken through all of it. We have also found that for a given issue the number of sub-issues and their sub-issues and so on is not necessarily related to the importance of the issue which they are needed to answer. This can mean that a report drafted simply on the basis of the issue analysis structure can give undue prominence to relatively unimportant matters.

But the principal problem in trying to draft straightaway on the issue analysis structure is that it corresponds precisely to the evidence, every detail of which is firmly in the minds of the study team. If they try to draft at that stage there is a great risk that they will not see the woods for the trees. Hence a further stage is needed.

What should the report say?

The additional stage which is needed, in our experience, to produce reports which are clear, and, if possible, brief, has been developed over the past year or so. It is known as the “dinner party” method. It is so called because it invites the study team to imagine what they would say to a fellow guest at a dinner party if they were asked to summarise what the study had found. On the possibly unrealistic assumption that the fellow guest pressed for more information, the method then invites the team to consider how their brief summary would be expanded to provide more detail. The process is then repeated until the answers would be the actual evidence collected.

The dinner party process is in effect a further stage of issue analysis, starting from the top down, but based on answers not questions, and at all stages bearing in mind the needs of an intelligent but not expert listener. 

We have found it very helpful to express the sub-issues in the form of evaluative assertions such as “The Ministry’s plan was defective” rather than purely factual points such as “The Ministry produced a plan”. Sub-sub-issues then become assertions which would substantiate the higher level point. 

We now generally produce our published reports with evaluative headings arranged in a logical hierarchy. We think it makes the reports clearer, and it certainly leads to a contents page which tells the whole story of the report in brief form. But if there is some particular delicacy about a report, it is possible, of course, to revert to bland headings, taking care to avoid the risk that the underlying thinking might become bland.

The dinner party method is conducted as a team meeting. Just as it is very difficult to carry out issue analysis on one’s own, to achieve the full benefits of the Dinner Party method, it is absolutely essential to bring the whole team together. Ideally the meeting should include everyone from the audit institution who might have a decisive say in drafting the report. At the NAO, the Comptroller & Auditor General himself has participated in dinner party meetings. As with the original issue analysis, the meeting can include others with something to bring to the party such as financial auditors or external consultants, but care should be taken to avoid the meeting getting too large: six or eight people is a good number; more than that is difficult to manage.

The dinner party meeting takes as input the original issue analysis to which has been added the answers found by the study team with brief descriptions of the supporting evidence for each of the lowest level answers. Stepping back from that detail it is the task of the meeting to decide what the high level messages of the report are to be, and to support them with logically coherent arguments which can be traced back to the evidence.

In practice we find that an initial meeting lasting up to three hours is needed. The meeting needs to be effectively facilitated by someone with previous experience of the method. After this meeting, a team member will record its conclusions in the form of a logical tree. In compiling that logical tree, the team member must check that the fundamental rules of issue analysis have been followed: the MECE Rule, the Rule of Seven, and the Rule of One. It is often necessary then for a further team meeting to be held to review the logical tree to make quite sure that the rules have been followed. 

The output of the dinner party process is a report structure comprising assertions which answer the Question the study was launched to examine. It will be rigorous, reasonably brief, and will include a summary of the actual evidence to support the conclusions. It lends itself to graphical presentation of the evidence to accompany the document. Because of the focus on the fictitious fellow guest, the high level messages will be expressed in plain language.

This so called “dinner party document” provides an excellent basis for beginning report clearance with the audited body. In our experience, having once overcome the unfamiliarity of the document, departments find it an appealing basis for discussing our study conclusions. There is much less to read than in a draft report, but it actually contains in substance everything that will be in the draft – everything except the verbiage. 

It is highly important to ensure that the dinner party document is thoroughly reviewed with the audited body. If changes have to be made to conclusions or logic it is much easier to make them at this stage. It sometimes occurs that the dinner party document can flush out evidence not found during field work. If so it is vital that the dinner party document is thoroughly re-worked to take into account any such evidence.

After the dinner party document has been discussed with the audited body in this way, it can then be used as a report outline for drafting. Because it has been produced by the wider NAO team, all concerned have the assurance that so long as the report draft follows the outline exactly, then the report should require no more than minor editorial amendment. In principle, any team member could produce the draft, and it would not be necessary to subject it to repeated stages of review. And any review need not be concerned with logic or structure, these having been decided earlier in the process. 

To achieve the very considerable benefit of not needing to redraft the report, it is absolutely essential that the whole audit team - especially the most senior - stick to the agreed logical structure unless there are quite compelling reasons for changing.

What goes into the press notice?

Using the approach described above generates as a by-product summaries of the report’s conclusions at every level of detail from the highest level downwards. One can read off from the dinner party document a one sentence summary, or a summary in a few paragraphs. The press notice has in effect been drafted without anyone needing to think about it.

Should others copy the NAO approach?

The methodologies described in this paper have led to dramatic improvements in our productivity. Typically, the elapsed time for a performance audits have fallen by 33 per cent. They have transformed the process of drafting audit reports from what was once seen as a chore. At the dinner party meetings there is a palpable sense of excitement as the 

conclusions emerge. Sometimes we find that the team’s initial ideas about the conclusions cannot be rigorously supported. With our methodology that discovery is made before the report is drafted, not during, or, even worse, after, as with our traditional approach. But most exciting of all are the occasions – and we have had a number of them – when the methodology shows that the evidence supports even stronger conclusions than those the audit team thought they had.
What problems arise in practice?

It is part of the purpose of this paper to make the IADP approach sound both exciting and intuitive, but even if that purpose has been achieved the reader may well be asking whether the approach is quite as straightforward in practice as in this theoretical exposition. As with all human activities, IADP practice does not always attain perfection. Over the past ten years of development of the IADP approach a variety of practical difficulties have arisen. They are discussed in the following paragraphs, but can be considered under three headings:

· Getting started: problems when people use IADP for the first time

· Inherent problems: problems that do not go away with experience

· Misapplications: using IADP in the wrong circumstances 
Getting started

For most of the past ten years, IADP has been under development. Two problems flow from that: first, at each stage of development the approach itself has flaws, and, secondly, those using the approach are using something, flawed or not, that is quite new to them. As to flaws emerging 

during the development period, the IADP approach as described in this paper naturally excludes those faults we discovered during development that we have corrected. It is certainly not now perfect, but we are not currently aware of fundamental problem areas that require further developmental work. We are out of the prototyping phase.

The issue of unfamiliarity is one we have had to grapple with, and are still grappling with, every day. That is a natural consequence of rolling out a new methodology within our organisation. The following seem to be the most important difficulties when new people try to use IADP:
Dropping old habits of report writing

The NAO recruits highly educated people from a very wide range of academic and professional backgrounds. Many of them seem to arrive with deeply ingrained ideas of how reports should be structured and written. Long-standing NAO employees likewise retain concepts relevant to the traditional NAO approach to report writing. Yet, IADP calls for many of those concepts to be abandoned. For example: no IADP-based report needs to have a section headed “Introduction”; “Background” is likewise a banned word; and the conclusions come very near the front of the report, not at the end. In general, newcomers often have difficulty in appreciating the fundamental point of IADP drafting, namely that the reader is only ever told something in answer to a question that is running through his mind, and it is running through his mind because the report has put it there.
Accepting the novel features of IADP

IADP does not just abandon traditional concepts; it introduces some of its own, such as the fundamental point just made. A further crucial concept is the separation of thinking from fieldwork and from writing. Using IADP, no fieldwork should be started until the issues have been completely thought through, and drafting the text of the report begins only after the logical structure has been agreed by the team. That implies that it is not necessary to start drafting the report early in the process (as many practitioners of the traditional approach consider it wise to do) but it is actually unhelpful, because the early drafting tends to dominate the subsequent thinking. Paradoxically, the higher the quality of any drafting that is started too early in the process, the greater the problem. Interesting ideas stated in striking language will stick in the minds of the team more strongly and constrain their thinking even more.

A further novel feature of IADP is the very strong hierarchical and logical structure of both the issues and of the subsequent audit report. At first sight, however, newcomers can fail to appreciate the necessity for the hierarchy of ideas to be absolutely rigorous and logical using MECE principles as described earlier in this paper. For such individuals the hierarchy can appear to be no more than an attractive way of laying out ideas on the page. By not appreciating the essential nature of the logical structure, such newcomers throw away the most powerful feature of the methodology.
Failing to integrate IADP into working methods and organisation

In common with many organisations with a background in public administration and bureaucracy (in a technical rather than pejorative 

sense) the NAO is organised in a system of grades, and staff in the various grades are organisationally brigaded with each other in a hierarchy. The traditional approach to audit work used the hierarchy a means of quality assurance with work passing for review and, it was to be hoped, approval through successive levels of the hierarchy. Proper use of IADP very greatly reduces the need for and utility of successive hierarchical review stages. It encourages quality assurance through collective buy-in at key stages and it readily accommodates peer review (which the NAO traditionally has not made great use of).

A common failing when IADP is adopted by a team is to assume that it is sufficient for the IADP methodology to be used only by the day-to-day team members and not their supervisors. In fact, the definition of “the team” for IADP purposes must encompass all those in the organisation who may feel they wish to alter the report whilst it is in draft. That is why, on occasion, the head of the NAO, the Comptroller & Auditor General, himself has participated in dinner party meetings.
Not allowing enough time at early stages

The IADP insistence of thought before action, whether in fieldwork or drafting, can sometimes frustrate newcomers, who want to “get on with the audit”. They will be tempted to rush through the thinking stages in the hope that they will be able to sort out the logic during the fieldwork or drafting. It is not unknown for such auditors to decide on a technical methodology for their audit, maybe a survey or the construction of a financial model, even before they really know what questions they are seeking to answer. That is a sure recipe fore wasting time and money.
Inherent problems

Experience has taught us that even in experienced hands the IADP approach gives rise to problems. On the principle of “no gain without pain” it is not necessarily a bad thing for such problems to exist, but users of IADP need to be aware of them:
IADP is hard

As this paper has repeatedly pointed out, IADP separates thinking from other audit activities. That means that team members must engage in undiluted thought. Now, thinking is very hard work and can seem even harder if it is not watered down, as it were, with other less cerebral activities, such as those performed during fieldwork, interviews, file examination and so on. Users of IADP need to prepare themselves for hard mental work. As observed earlier, however, it has been our almost invariable experience that participants enjoy the collective approach to IADP thinking, so whilst the work is hard, it is pleasurable.
Expert facilitation is required

IADP meetings, whether at the issue analysis or the dinner party stage need to be led. Through force of circumstances many of the early meetings were led by a senior NAO official, actually the line manager of most of the NAO staff attending, because he was the originator of the process. Although matters did turn out well there was a risk that team members might have felt inhibited from disagreeing with their boss during the meetings. We have concluded that best practice requires the meetings to be facilitated by a suitable, and trained facilitator.

There are many sources of training in facilitation skills. For IADP work the general skills such courses inculcate need to be both supplemented and changed. They need to be supplemented because the IADP facilitator needs to be completely in command of the IADP philosophy, of all the rules that support the logical rigour on which the approach depends. They need to be changed, because facilitators are taught to deploy a wide range of techniques to allow the group being facilitated to move in the direction it wants to. By contrast, the IADP facilitator must be willing to move the group only in directions consistent with the use of IADP.
Inadequate knowledge of logical patterns

In the NAO now, we have a cadre of highly experienced practitioners of the IADP approach. Those individuals have used a variety of logical models, which we call patterns, to break down an issue into a mutually exclusive collectively exhaustive set of sub-issues in the most constructive way. We find that some patterns, such as a chronological breakdown, are frequently used, others much less so. It is definitely a handicap to have to work out patterns afresh, but we constantly feel that we have not yet discovered a wide enough range of patterns for use in all circumstances. We have concluded that is it is certainly worth looking out for and collecting patterns to be made available to all teams and facilitators involved with IADP work. 
Losing sight of the logic

During IADP meetings great enthusiasm can be generated. An unfortunate side-effect of that is that gaps in the logic can slip by unnoticed during all the excitement. In part such gaps can be picked up during the review stages that follow the meetings, but there is still a risk of points being missed. Our remedy for this problem is to appoint one team member with special responsibility for logic. That team member must restrain his or her excitement and keep cool and detached.
Misapplications of IADP

As already noted, IADP has been designed for use in producing reports intended to lead to action. Arguably all audit reports have, or should have, that motivation. Yet it auditors sometimes produce reports that are not definitive because they are perhaps steps on the way to definitive reports. Sometimes, for example, auditors decide to report facts as a baseline against which to measure future performance. In such cases the IADP approach may have something to offer but should not be seen as a complete solution to the methodological issues raised.

Conclusions

In line with the principles of IADP the true conclusions of this paper are to be found towards the beginning. They nevertheless bear repeating here. The IADP approach has been a most exciting development tin the NAO’s audit methodology, bringing benefits in productivity, speed and cost at the same time as enhancing the quality of the audit product, improving staff morale and relations with our audit clients. We would strongly recommend other audit institutions to use the approach. Indeed it is usable in any organisation charged with producing reports intended to lead to action. 

The Politics of Accountability: Institutionalizing Internal Auditing 
in Israel*
Robert Schwartz and Raanan Sulitzeanu-Kenan

The internal audit function in public sector organizations appears to hold high potential for promoting accountability and improving government performance. Several countries, Israel among them, have developed policies aimed at strengthening public sector internal auditors to enhance their capacity for contributing to these goals (Auditor-General (Australia) 1990; Office of the Auditor General (Canada) 1993, 1996; Light, 1993; Newcomer 1994, 1998, Friedberg, 1994). Policy measures include: requiring the establishment of internal audit units; establishment of standards for the professional conduct of audit work; training; resource allocation; expanding reporting arrangements and broadening mandates to make auditors responsible for performance assessment.
Professional internal audit norms and academic observers emphasize that internal audit is a management tool intended to aid senior management. As such it is a tool of internal accountability. In the United States, traditional internal audit functions have been transferred to Inspector-Generals who report findings to both the President and Congress, making them important tools of external accountability. Opponents of using internal audit as a tool of external accountability argue that audited units will be less willing to cooperate in providing information to auditors if they know that findings will be published. In favour of exploiting internal audit for external accountability are issues of transparency and the opportunity to hold senior 

management to account. The extent to which internal audit findings are used for external accountability has been a central issue in the politics surrounding the institutionalisation of internal auditing in Israel.

What little has been reported in the international literature on the assessment of internal audit policies portrays a less than rosy picture. Findings common to the American, Australian and Canadian experiences include: inadequate audit coverage, particularly of areas of major significance and high risk; a tendency to focus audits on compliance and regularity to the detriment of performance audits of economy, efficiency and effectiveness; and little attention to audit findings within agencies by senior managers. Australian and Canadian reports further reveal deficiencies in the professional qualifications of audit staff and in the involvement of senior management in audit planning. A prominent American assessment of the work of Inspector Generals in the United States concludes that, “government appears no more accountable today than before the IG Act” (Light, 1993: 224).

Preliminary reports and discussions with key actors involved in developing and implementing Israel’s internal audit policy suggested that here too, much of the expected benefit had not been realized (Adan Commission, 1994; Mizrahi, 1995a; Tunic, 1998). After ascertaining that this is indeed the case, we assess the formulation and implementation of Israel’s Internal Audit Law - 1992 exploring why it has been largely ineffective in strengthening internal audit in public sector organizations. Using conceptual frameworks from agenda setting and policy change theory, the study focuses on potential explanations for difficulties in developing and executing policies aimed at enhancing the efficacy of public sector internal audit. 

Politics of accountability theory provides the fulcrum of this analysis. Political representatives, appointed officials, administrators and workers have good reasons to resist attempts at exposing their work to scrutiny 

(Wildavsky, 1972; Weiss, 1973; Palumbo, 1987; Schwartz, 1998). Their interests in organizational stability, budget maximization and the promotion of favorable image, contribute to a general desire to oppose accountability mechanisms that might portray deficiencies in their work. Executive authority politicians tend to be interested in politically popular take-offs rather than landings that risk tying their names to failed programs (Weiss, 1973). The preponderance of political appointments at senior agency levels and the short tenure of top management officials divert attention to short-term opportunities for political gain and away from the uncovering of administrative shortcomings that may cause political pain. (Weiss, 1973; Bowsher, 1991). This suggests a politics of accountability theory according to which executive authority elected representatives and senior officials ought to disfavor policies aimed at increasing accountability.

Legislative actors might be expected to hold more interest in improving accountability than executive authority representatives. Yet a large body of literature indicates that legislators give low priority to accountability pursuits in general (Fenno, 1973; Schick, 1983; Drewry, 1986) and pay little attention to audit and program evaluation reports in particular (Rosen, 1986; Chelimsky, 1987; Light, 1993; Schwartz, 2000a). With some exceptions for scandal situations, legislators perceive that investment in accountability work yields low political payoff. Politics of accountability theory predicts that policy initiatives aimed at improving accountability will encounter resistance from within the executive branch and will generate little enthusiasm in the legislative branch. 

Recent experience in a number of countries appears to refute this theory. At least some countries seem to have come down with ‘accountability fever’ regarding various public services, enacting a plethora of auditing mechanisms, quasi-market schemes and performance reporting systems. One observer suggests that the UK has become an ‘audit society’ (Power, 1997). 

Agenda setting and policy selection theories lend some insight into this apparent refutation of politics of accountability theory. These theories seek to explain why particular policies are adopted – sometimes against all expectation. Various observers suggest that policy alternatives are more likely to be adopted when they are acceptable, agreed upon, viable, manageable, affordable and visible (Kingdon, 1984; Scheberle, 1994; Portz, 1996; Stone, 1989, 1997; Rochefort & Cobb 1993, 1994). Baumgartner and Jones (1993) use the concept of policy image to explain policy change. Following Deborah Stone (1989), they purport that the portrayal of conditions as problems mobilizes apathetic stakeholders to become involved. Certain policy alternatives become popular when portrayed as the most effective solutions to the perceived problem. When policy image is such that there is both a perceived problem and a perceived viable solution, the system is said to be in disequilibrium – a state with high potential for change. Some observers contend that when proposed policy solutions, such as strengthened accountability, are politically popular, but unattractive to important policymakers, they are likely to be adopted in a symbolically potent fashion (Hess, 1999; Schwartz, 2000b).

Data on the formulation and implementation of Israel’s internal audit policy were collected from a variety of sources. In-depth interviews were conducted with key actors involved in the development and implementation of policy
. Protocols of the Knesset State Audit Affairs Committee and related documents were reviewed for the periods leading up to the Internal Audit Law (1982 to 1992) and its amendment in 1995. And the heads of 25 internal audit units of government ministries and statutory authorities 

completed questionnaires and responded to semi-structured interview questions
. These represent 78% of all internal audit units of government ministries and statutory authorities, as they appear on the mailing list of the General Inspector, the government official formally responsible for audit activities. Data collection was limited by lack of access to internal audit reports and by the unwillingness of senior management officials to be interviewed.

Development of Israel’s Internal Audit Policy

Internal audit policy in Israel is inextricably linked with developments in external audit. Not long after achieving statehood, Israel became well known for its advanced system of external audit (Friedberg 1995:6). The scope of external audit includes an ever widening range of agencies. Upon its establishment in 1949, the State Comptroller’s Office’s (SCO) remit included government ministries and statutory authorities. In the 1950s the SCO was given responsibility for auditing local authorities and government corporations. In the 1960s and 1970s the audit of political party and election financing was added to the mandate. The State Comptroller Law authorizes investigation of government activities from just about any angle. The law states explicitly that the State Comptroller is to investigate incomes and expenditures, the management of moneys, legality, economy, 

efficiency and moral integrity. Furthermore, the law empowers the State Comptroller to investigate any other matter which he feels necessary. The State Comptroller uses this authority to conduct audits of effectiveness, decision-making processes and public policy (Sharkansky 1991)

State audit reports have played a key role in spurring the institutionalization of internal audit (Friedberg 1991). A State Comptroller Report emphasizing the importance of internal auditing preceded a 1959 Cabinet decision that internal audit units should be established in all government ministries. In 1964, the government formulated its internal audit policy in the Civil Service Commission Audit Rules. Key elements of these rules (including amendments) require that internal auditors: develop annual work plans in coordination with directors-general; submit reports to the Minister and the Director-General; monitor the correction of deficiencies. The Rules detail a wide-range of activities to be audited and specify that audits look at legality, propriety, economy, efficiency, moral integrity and the quality of service. Finally, the Rules stipulate that the General Inspector provide professional supervision to internal auditors and require that internal auditors coordinate audit planning with him.

Subsequent State Comptroller audits of internal auditing revealed progress in the establishment of internal audit units, in creating internal auditor position slots and in the filling of these slots (Friedberg 1995). However, 1982 and 1986 audits reported significant deficiencies in the functioning of internal audit units in government ministries and in statutory authorities. Internal audit units were understaffed and existing staff did not meet with minimal professional training requirements. The inferior organizational status of internal auditors impeded their functioning and capacity to affect change. Several internal audit units did not conduct their work in accordance with approved annual plans. Internal auditors tended to neglect 

the requirement to follow-up on the correction of deficiencies and government bodies failed to establish follow-up committees.

These State Comptroller reports led to a long series of discussions in the Knesset State Audit Committee culminating, eventually, in the1992 Internal Audit Law (Mizrahi 1995b). Major stipulations of the law include: a statutory duty to perform internal audit in every public entity; professional training requirements; access to information; a broad mandate that includes economy, efficiency, effectiveness and decision-making; and making auditors directly responsible to either the Director-General or the Minister; A 1995 amendment to the Law requires that senior management discuss audit findings within 45 days of submission.

Analysis reveals that most stipulations of the Internal Audit Law do little more than to upgrade existing rules to the statutory level. The few significant innovations of the Law were: the establishment of a duty to appoint an internal auditor in every “public entity”; nomination requirements such as clean criminal record, academic diploma, and two years experience in audit work or participation in an approved professional program; and the need for the Civil Service Commissioner approval of the firing of internal auditors. The Law also requires auditors to report suspicions of criminal activity on the part of the superior Director-General or Minister to the State Comptroller’s Office.

While the Internal Audit Law held some promise for strengthening internal audit, it neglected a number of provisions that would, ideally, according to the literature, have improved its chances for success. These include structural provisions to ensure reasonable audit capacity and measures to promote effective audit practice. Research on internal audit finds that three structural variables contribute to audit success: audit coverage capacity (i.e. audit staff-total staff and audit budget-total budget ratios); professional 

expertise; and organizational status (including independence and organizational rank) (Office of the Auditor General (Canada) 1993, 1996; Light, 1993; Newcomer 1994, 1998). Experience from other countries indicates the importance of establishing central mechanisms for training and advising public sector internal auditors and for monitoring their work (Office of the Auditor General (Canada), 1993; National Audit Office (United Kingdom), 1987).

As it stands, the Internal Audit Law is drafted in quite general and indeed ambiguous terms. For example, the law states that in every public body there will exist internal audit by an internal auditor, but does not relate at all to the resources that a public body must devote to the internal audit function – in money or staffing terms. Similarly, the law requires that internal auditing be executed according to accepted professional standards, without specifying what these standards might be. And beyond requiring the internal auditor to report directly to the Director-General and Minister/board of directors, the law is mute on the organizational status of the internal auditor.

Failure to establish central administrative mechanisms for promoting, supervising and monitoring the execution of the internal audit policy dealt a second blow to the chances of effective implementation. This contrasts sharply with the Canadian and British experiences where units of the Ministry of Finance played an active role in strengthening internal audit units (Office of the Auditor General (Canada), 1993; National Audit Office (United Kingdom), 1987). In fact, Israel’s internal audit law removed ‘defacto’ the role previously given, in the Audit Rules, to the General Inspector in promoting internal audit practice. While these regulations are still formally in place, their absence from the law has, in practice, prevented the General Inspector from enforcing them. 

The law authorizes the responsible Minister to draft secondary legislation to elaborate on the legal requirements by specifying such things as training requirements, staffing levels and organizational arrangements for the functioning of audit units. There was also an expectation that the Minister would act to update the existing Audit Rules so as to resolve contradictions with the new law and to reflect additional requirements (Adan Commission, 1994). Despite this clear mandate, no action was taken to interpret the internal audit law into operational codes of practice. The absence of secondary legislation takes much of the force out of the law in the neglect of provisions that international practice finds vital to successful public service internal audit. 

In the absence of centralized mechanisms to help operationalize the law, each government agency was essentially left free to decide what and how to implement. The fact that the State Comptroller all but ignored internal audit since the passage of the law likely contributed further to this laissez faire environment. The next sections portray how 25 ministries and statutory authorities have gone about implementing the internal audit policy.

Policy Implementation

Implementation is assessed across dimensions of structure, process and outcome. Analysis of the variance in implementation patterns amongst ministries and statutory authorities concludes the presentation of findings. 

Structure

Structure variables provide a picture of the extent to which government agencies have developed internal audit capacity. The legislation itself stipulates minimal requirements of employing an internal auditor and 

making him/her responsible directly to the Director-General or Minister/Chairman of Board. In order to give a more credible assessment of capacity, we explore additional structure variables gleaned from the internal audit literature. These variables express three underlying dimensions of audit capacity: audit coverage; professional expertise; and organizational status. 

Audit coverage:

After acknowledging the difficulties of measuring audit coverage capacity, Light (1993) examines two ratios – audit staff to total organization staff and audit staff to total organization budget. Following Light, we analysed these two ratios and found no correlation between them. In order to provide an overall picture of audit coverage capacity, we developed a score based on the average of quartile ranking on the two ratios. Audit staff to total organizational staff ratio ranges from 1:17 to 1:3,333 and averages 1: 535. Eleven internal audit units had less than one auditor for every 500 workers. Audit staff to total organization budget ranges from 1:14 million dollars to 1: 1,250 million dollars and averages 1:307 million dollars. One half of the organizations units had less than one auditor for every 175 million dollars

Nine of the 25 (36%) organizations had two or less audit staff, including one with only one half-time employee and three with only one audit staff position. Seven of these nine organizations had above average combined audit coverage capacity ratio scores. One or even two person operations have little chance of making much dent in covering the operations of organizations employing hundreds of staff and spending hundreds of millions of dollars. 

Comparison of current audit staffing to that reported by the State Comptroller’s Office for 1985 (SCO, 1986:888) reveals that staffing levels 

increased for eight organizations decreased for seven and were unchanged in three. Audit chiefs are acutely aware of staff shortages. 21 of our 25 organizations reported a need for additional audit staff, 9 of these felt a need for a large increase and the remainder for a small increase. They place the blame for staff shortages on senior management who are not interested in fighting for increased audit positions and on the Civil Service Commission that has fully supported senior management on this issue

Professional expertise:

The internal audit law stipulates rather minimal professional requirements for heads of internal audit units and says nothing about the requirements of other audit staff. Audit units have often been used as a dumping ground for personnel who for various reasons are unable to integrate in operational units (OAG, 1993:7.49). In 1986, the State Comptroller reported that 40% of all audit staff had no academic degree, including eight unit heads. Our findings show significant improvement. All but one audit chief had an academic degree, 16 had a second degree or higher.

Audit chiefs expressed less satisfaction with the qualifications of their audit staff. Many complained that their organizations offer very low compensation packages to internal audit workers, making it difficult to attract competent staff. Again, auditors blame both organizational management and the Civil Service Commission for this situation. 

Organizational status:

A precondition for successful internal auditing is that the internal auditor be of unique organizational status. The internal auditor should be given maximum independence so as not to rely on audited units (General 

Accounting Office, 1988). And the organizational status of the internal auditor should be sufficient to command the respect and cooperation of audited units (Office of the Auditor General (Canada), 1996:4.29). 

The Internal Audit Law stipulates only minimal provisions of organizational status requiring that auditors be supervised directly by either the Director-General or the Minister. The law makes no stipulations concerning the organizational rank of the auditor, his compensation or his budget. 

Our findings demonstrate that, in practice, many internal auditors suffer from having quite low organizational status. While all but one auditor is supervised directly by the Director-General, only half are members of the senior management team. About one third of auditors work at the two lowest of six management ranks and only two auditors had the next to highest rank. Some auditors place the blame for their low rank on the Civil Service Commission, which maintains responsibility for allocating organizational ranks in government ministries. A number of auditors complained that they are not taken seriously by managers of higher organizational rank. 

The relationship with auditees is further exacerbated when auditors are dependent on auditees for audit resources. Two-thirds of the auditors do not have their own budget lines, meaning that they are dependent on the good will of managers who are their auditees for all necessary resources – from the seemingly trivial to the important. Of the important ones, this includes budgets for contracting out audit work and obtaining expert advice. Less significant, but sometimes crucial are travel, overtime and equipment budgets. 

A final indicator of organizational status is the extent to which auditors fulfill other organizational tasks. Taking part in planning and operational 

tasks involves two potential risks. It detracts from the time available for conducting audit work and it may preclude or bias future audits of activities in which the auditor took part. Aware of these risks, the Internal Audit Law prohibits auditors from assuming other organizational functions, apart from acting as complaints’ commissioner. 

Several organizations appear to be in violation of the stipulations of the Internal Audit Law. Ten auditors report having responsibilities as Disciplinary Investigators. Eight auditors fulfill additional responsibilities including: drafting internal regulations; conducting special examinations, dealing with workers’ complaints, follow-up of investigations’ commissions. Interview information shows that many auditors complain that their extra duties significantly defray from the time they are able to devote to the internal audit function proper. In some cases, extra duties consume more than 50% of audit staff time. 

Overall Structure Score:

In order to provide a broad picture of internal audit capacity, we developed a structure scored which combines six structure variables. Each ministry and statutory authority received a ‘pass’ (1) or ‘fail’ (0) score for each of the variables. The overall structure score is a simple average of the scores with potential values ranging from 0 to 1.00.

Overall, the scores are quite low. The average overall score is 0.41 and 14 of the 25 organizations scored 0.33 or less. Yet there is considerable variance (standard deviation 0.28). Six organizations scored more than 0.67, and one had a perfect score of 1.00. 

Table One: Structure Variables and Overall Structure Score

	Variable
	N
	Mean
	Standard
Deviation

	Organizational Rank
	24
	0.21
	0.42

	Average Audit Staff Ratio
	25
	0.32
	0.50

	Budget Independence
	22
	0.36
	0.49

	Additional Functions
	25
	0.40
	0.50

	Senior Management Team
	24
	0.50
	0.51

	Need for More Staff
	24
	0.63
	0.50

	OVERALL STRUCTURE SCORE
	25
	0.41
	0.28


Process 

We chose process variables to reflect the extent to which internal auditors operate in accordance with widely accepted good practice measures. Eight process variables cover three broad dimensions of practice: involvement of senior management; audit scope; and treatment of audit findings. 

Involvement of Senior Management:

Several sources note the importance of senior management involvement in internal auditing (Auditor-General (Australia), 1998; Newcomer, 1998; Montondon and Fischer, 1999). Canada’s Auditor General makes perhaps the strongest argument: 

Probably no single factor is more important to effective internal audit than the attitude and expectations of the deputy head… Further, only the deputy head can signal the importance of internal audit by becoming personally involved in establishing its mission, 

setting its priorities, reviewing results, and meeting regularly with the auditors (OAG, 1996: 4.19).

Statements by a Civil Service Commission official prior to Israel’s internal audit legislation echo the Canadian findings: “The quality of internal audit in each ministry is a direct result of the extent of interest of the director-general, and above him of the responsible minister . . . With radical means of force, and legislation is force, we can create frameworks, we won’t create content, we won’t create quality.” 

Two variables measure the involvement of senior management in internal audit: participation in audit planning and number of meetings the internal auditor had with the Director-General and the Minister over the course of a year. 

All but one of the auditors were supervised directly by Director-Generals, providing the potential for a close working relationship. Yet making auditors directly responsible to Director-Generals proved to be an insufficient condition for involvement of Director-Generals in internal audit work. Half of the auditors met their Director Generals less than 13 times in the course of the last year and one quarter of auditors held less than eight meetings. The frequency of meetings between auditors and Director-Generals varied greatly, ranging from twice per year all the way up to 360 times per year and averaging 45.42 with a standard deviation of 90.54. Auditors rarely meet with ministers. Half of the auditors did not meet with their minister at all over the last year and only four auditors met with their minister more than twice.

Low involvement of senior management in audit work is further reflected in data on audit planning. Only 10 of the 25 (40%) internal auditors reported that Director-Generals had significant involvement in determining the internal audit work plan. Only one auditor reported that a Minister had 

any significant involvement in planning audit work and only a few reported significant involvement of other senior management representatives.

Scope of audit work:

Broadening the scope of internal audit to include economy, efficiency and effectiveness has been an integral part of advanced internal audit policies. By moving beyond traditional auditing of compliance, auditors stand a greater chance of contributing to improvements in organizational performance and accountability. The Internal Audit Law explicitly authorizes examinations of economy, efficiency, effectiveness and decision-making processes. 

Internal auditors were asked to what extent audits conducted over the past year included examinations of economy, efficiency, effectiveness and decision-making processes on a four point scale ranging from ‘never’ to ‘always’. An advanced audit score, calculated as the mean of the four measures, shows that according to these self-reports, there is quite a lot of advanced auditing going on. The average advanced score is 2.9, median 2.75. Twelve of the 25 auditors reported an increase, over the years since the internal audit law took effect, in the proportion of audit reports that deal with advanced audit.

Information gleaned from interviews with internal auditors somewhat tempers the relatively positive tone of these self-reports. One auditor, for example, said, “I don’t audit effectiveness and don’t believe other auditors, including the State Comptroller, do”. Another auditor, who claims that her reports ‘generally’ deal with effectiveness, spends an average of only ten days on each audit report casting doubt on the seriousness of her effectiveness audits. A third auditor admitted that while his reports generally consider questions of economy and efficiency, they rarely deal 

with program effectiveness or with decision-making processes. This suggests a situation similar to that reported by Newcomer (1994). Surprised by high proportions of performance reporting (60%) self-reported, by Inspectors-general, Newcomer asked specifically about the proportion of audits that measured program results. The proportion dropped to 12.5%. When in a follow-up survey the self-reported proportion of audits that measured program results rose to 45%, Newcomer remained skeptical, “It should be noted that ‘measuring results’ is certainly the term of choice and it may constitute the appropriate response, even though it may hold different meaning for different auditors.” (Newcomer, 1998). 

Treatment of findings:

The internal audit policy includes ostensibly strong directives to ensure that audit findings are taken seriously within organizations. The Audit Rules require that every government organization establish an audit follow-up committee and the Internal Audit Law requires that the senior management committee discuss all internal audit reports. The law further requires that auditors deliver reports both to the director-general and to the minister. This is a non-trivial stipulation in that it creates a dual system of reporting designed, for example, to prevent the director-general from disregarding findings not to his liking. It is also the only potential channel of external accountability in that the minister has the prerogative of releasing audit reports to the public, making this a potential channel of external accountability. The Minister of Police has used this authority on a number of occasions. 

Only one ministry reported not having a follow-up committee, suggesting strong implementation of stipulations for dealing with audit findings. However, in over half of the organizations (55%) the committee met two or 

less times per year – in 25% only once a year. In interviews, many auditors noted that the primary function of the follow-up committee was to deal with state audit reports. Internal audit reports were not discussed in a systematic way, but only sporadically. When asked about the extent to which the committee followed-up on the treatment of audit findings, seven auditors replied ‘never’ and six ‘sometimes’. Only 9 of the auditors report that audit findings are generally or always discussed by senior management as required by the 1995 amendment to the Law. 

Using our four point scale, (never to always), we asked auditors to what extent they deliver audit reports to the minister, the director-general and members of the follow-up committee. It is telling that 16 of the 25 auditors never or only sometimes reported their findings to the minister. All but two of the auditors always or generally report their findings to the director-general. The exceptions are two auditors whose work consists mainly of routine audits of field units. Nine auditors report to the follow-up committee only sometimes. 

Overall process score:

Parallel to the overall structure score, our overall process score is a simple average of the eight process variables after dichotomization, with potential values ranging from 0 to 1.00. 

The average overall process score is 0.5, standard deviation 0.24. Half of the organizations scored less than 0.5 and one quarter less than 0.3. One quarter scored higher than 0.67. Table 2 shows the mean scores for each of the process variables and for the overall process score.

Table Two: Process Variables and Overall Process Score

	Variable
	N
	Mean
	Standard
Deviation

	Meetings with Minister
	21
	0.29
	0.46

	Follow-up Committee
	20
	0.35
	0.49

	DG Involvement in Audit Planning
	25
	0.40
	0.50

	Discussion by Senior Management
	20
	0.45
	0.51

	Conduct of Advanced Audit
	25
	0.48
	0.51

	Change in Advanced Audit
	22
	0.55
	0.51

	Reporting Score
	25
	0.68
	0.48

	Meetings with DG
	24
	0.71
	0.46

	OVERALL PROCESS SCORE
	25
	0.50
	0.24


Outcome

We explore three types of outcomes: the creation of an organizational environment conducive to internal audit success; perceptions of the contribution of the law to advancing internal audit; and self-reported contributions to organizational performance. These measures provide a partial picture of the effects of the law as perceived by internal auditors and provide some information as to the perceived effectiveness of internal auditing. We do not purport to provide a complete picture of the effects of the internal audit law or of internal auditing in particular organizations. 

The first outcome concern is with the organizational environment of internal auditing. A major thrust of the internal audit law was to improve the organizational standing of the internal audit function. Auditors were asked about the degree of interest of Ministers, Director-Generals and Deputy Director-Generals in internal auditing. All but three auditors perceive that Ministers have little or no interest in internal auditing, lending 

credence to politics of accountability arguments and curtailing hopes that they might act as a channel of external accountability. The organizational environment for internal accountability appears to fair much better. Auditors report that 68% and 74%, respectively, of Director-Generals and Deputy Director-Generals have a great deal of interest in internal auditing. Yet, auditors of only half of the organizations agreed that the organization would maintain an internal audit function in the absence of legal or administrative requirements. And two-thirds of the auditors noted that non-action on audit findings greatly impeded audit functioning. These findings suggest that while senior management in up to three-quarters of the organizations may express interest in internal audit, their interest is more symbolic than real in many cases. 

Our questionnaire included five items that address auditors’ perceptions of the effectiveness of the law in advancing internal auditing: internal auditors’ status; creation of dual reporting channels (Minister, DG); broadening audit scope to advance audit; strengthened interest of Minister; and strengthened interest of Director-general. The findings indicate only partial success. Seven auditors (28%) reported no improvement in any of the five law effectiveness measures and 60% of the auditors reported significant improvements in two or less measures. The most improved measure - internal auditor status – was reported by 60% of auditors, while the least improved measure – strengthened interest of the Minister was reported by only 24% of the auditors. 

To get an idea of internal audit outcomes for particular organizations, we asked auditors to what extent they feel that they succeed in improving six aspects of organizational performance: prevention of fraud; legality and regularity; efficiency, effectiveness, decision-making and internal controls. Half of the auditors reported significant contributions in three or less of the six aspects of performance. A relatively high proportion of auditors felt 

they had contributed significantly to internal controls (72%) and legality/regularity (68%). A much lower proportion perceived that they had influenced effectiveness (56%), efficiency (52%) and decision-making (36%). 

Variance

On each of the dimensions, structure, process and outcome, the findings indicate that, on average, the state of internal auditing leaves much to be desired. Yet, there is considerable variance on each dimension. The data indicate that there is a group of eight organizations doing very poorly across almost all measures and a group of six organizations doing quite well across most measures. The relationship amongst variables of the different dimensions amongst the middle group of organizations is less straightforward.

The wide variance amongst organizations in implementing the internal audit policy begs some explanation. Why have some organizations implemented the policy to the letter of the law and beyond, while others continue to relate to internal audit almost as if there had been no policy change? The nature of our data does not enable the isolation of explanatory variables. The small number of cases combined with the self-reported source of information and with the ordinal level of measurement prevent the conduct of meaningful multivariate analysis. Nevertheless by triangulating interview information with questionnaire data we can offer some tentative explanations for the wide variance in implementation.

A number of auditors of ‘low implementation’ organizations attributed their sorry states of affair largely to: high turnover of ministers and director-generals; highly politicized administrative practice; non-professional director-generals and apathy toward the internal audit function. The auditor 

of one statutory authority attributes low implementation to the political nature of the governance structure of her organization: “The politicization of the organization is the principle explanation for the horrid state of audit. All reports are submitted to the General Assembly – a forum whose representatives are all party politicos . . . the Director-General, and senior managers have no interest in internal audit. They are looking for quiet, to finish their candidacy without enemies so that they will get a good job at the end”. The auditor of one ministry, controlled by ultra-orthodox parties complained that, “The ultraorthodox don’t like auditing. They attacked me in a murderous fashion, libeled me and labeled me as anti-ultraorthodox”. Another auditor explained that, “This is a Ministry with a great deal of Minister turnover and political Director-generals”. In her five years in the position, one auditor had worked with five different directors-general. A number of auditors noted that the success of internal auditing depends more than anything else on the interest and relationship of the director-general.

Interviews with auditors of ‘high implementation’ organizations revealed additional explanations. The auditors of these organizations tend to be highly professional, come from high ranking positions and command a great deal of personal respect within their organizations. They include former deputy directors-general, high-ranking officers and successful private practice accountants. The organizations that appoint such high caliber individuals to internal audit positions are generally more professional and less political than low implementation organizations. One auditor attributes his appointment to a professional management oriented director-general who also made available all of the necessary resources. The auditor of one central economic ministry noted that the agency’s senior managers are professionals with a sincere interest in using internal auditing to improve organizational performance. Another auditor noted that high 

implementation was a direct result of the active interest of the then current minister.

Two ‘high implementation’ organizations are statutory authorities characterized by low-turnover professional director-generals and by internal auditors who report to the Board of Directors through active Internal Audit Committees. Statutory authority status does not however guarantee high internal audit implementation, as the Boards of Directors are often themselves politicized. Of the seven statutory authorities included in our study, only two are included in the high implementation group. 

Findings on implementation indicate that the Internal Audit Law has not led to a significant change in the functioning of internal audit in most government agencies. This is not surprising, given the weaknesses of the legislation. Yet, even where the Internal Audit Law provided for expectations of change, most ministries and statutory authorities did not come through in implementation. The politics of accountability and policy adoption conceptual frameworks allow for interpretation. For example, in accordance with politics of accountability theory, Ministers continue to take almost no interest whatsoever in internal auditing, despite explicit stipulations in the legislation that encourage greater ministerial involvement. Apart from rare exceptions, auditors report that ministers at best preferred not to be bothered with audit reports. Most auditors failed to comply with the stipulation to report audit findings to Ministers. 

Similarly, as predicted by politics of accountability theory, senior management in most ministries and statutory authorities had little use for internal audit - this, despite explicit attempts in the legislation to strengthen the involvement of senior management in internal audit. Many agencies didn’t comply with legislative stipulations concerning discussion and follow-up of audit reports. Senior management neglect of internal audit was 

most pronounced in those organizations that are more highly politicized and non-professional. These organizations marginalize audit units by giving audit chiefs low organizational rank, providing only skeletal audit staffs and audit resources, physically placing audit units in peripheral locations. 

Analysis of Policy Development and Implementation

Why has internal audit legislation and its implementation been so weak? How can the legislation of the internal audit law be explained in light of politics of accountability considerations according to which neither executive nor legislative actors have much incentive to promote policies aimed at strengthening accountability?

Policy change occurs, according to the Baumgartner and Jones (1993) model, with the emergence of disequilibrium – a state of high potential for change. Disequilibrium emerges in a policy field when there is both a perceived problem and a perceived solution. The perception of a problem in internal audit can be traced to several reports by the State Comptroller’s Office during the course of the 1980s that found significant deficiencies in the operation of public sector internal audit units. Yet while state audit reports provide abundant information regarding problematic issues, they do not often lead to major changes in policy. Hence the second half of the disequilibrium should be ascertained – the existence of a perceived solution to the perceived problem.

The perceived solution adopted for the perceived problem of ineffective internal auditing was legislation. Three factors help to explain the emergence of internal audit legislation as a perceived viable solution, despite politics of accountability expectations: (1) the politically mute nature of internal accountability; (2) the political capital associated with 

legislating in this policy area for the first time; (3) the symbolic potency of the chosen policy change.

Politically Mute Nature of Internal Accountability

The politics of accountability theory relates to situations where the work of public servants is subject to external accountability – scrutiny outside of the organizational setting. To the extent that internal audit findings remain within the organizational domain they pose little politics of accountability threats to senior executive authority officials and politicians. The internal audit scheme in place prior to the legislation (Civil Service Commission, 1984) was predominantly internal as the auditor’s superior was the Director-General, and audit reports were to be submitted to the Minister and Director-General. Yet, there were a few channels through which internal audit findings could be used to promote external accountability. Internal auditors were to coordinate with the General Inspector in preparing the annual plan and to submit to him a semi-annual report on activities and main findings. Furthermore, reports that refer to logistics were to be transferred to the treasury general accountant.

Analysis of deliberations in the Audit Committee surrounding the drafting of the Internal Audit Law, reveals a tension between two distinctly different beliefs about internal audit or, more generally, about public management. One belief stresses the central role of the Director-General and/or Minister, as the loci of managerial competence and responsibility. Such a view conforms to the managerial premise “that those who are responsible for government programs and organizations should be sufficiently empowered to act so that they can be accountable for their performance” (Schick, 1996: 23). In accordance with politics of accountability expectations, this approach was conveyed by most Director-Generals, who attended the Audit 

Committee’s sessions. The other approach is based on a more skeptical attitude towards public sector management, and hence stresses the need for an external accountability component to the proposed legislation. This view was expressed by a considerable number of government internal auditors. One participant went so far as to recommend that internal auditors be made responsible to the State Comptroller’s Office. 

The legislative outcome was basically an adoption of the prevailing internal audit structure, as stipulated by the Civil Service Commission’s Audit Rules (which remained in force), but with a clear shift to a more internal orientation. The law makes no mention of the few external accountability channels that existed prior to the legislation. The internal bent of the new legislation became even more evident in the course of the first amendment of the law, in 1995. An initial blue-print of the amendment proposal stated that internal auditors would inform the Knesset State Audit Committee about the contents of every report submitted. Such a proposal would have constituted a considerable move towards external accountability. However the amendment that was eventually adopted (article 6A) is considerably different. It provides no channel at all for external accountability, but rather seeks to strengthen the internal use of audit findings by requiring that the management of public entities discuss audit findings within 45 days of submission. As long as the legislation did not increase the likelihood of using internal audit findings for external accountability, it posed no politics of accountability threats to executive authority officials.

It should be noted that the Audit Rules were not revoked or amended after the 1992 legislation, and so, as a matter of law, where the rules do not negate the law, they are still binding. This assertion is true in the formal-legal realm. However, we have found that the resulting legal framework allows for practical interpretations. These interpretations usually do not follow the legal reasoning, but rather the internal-external accountability 

dichotomy – by commonly preferring the more ‘internal’ legal option. When asked about the procedure of preparing an annual plan, all of the internal auditors described the procedure, as it is set by the law, disregarding the coordination phase with the General Inspector, which is included in the Audit Rules. This interpretive preference, adds to the general apparent tendency to prefer internal accountability.

Legislation as a Source of Political Capital

The Internal Audit law of 1992 was a legislative act in a field, which heretofore was not subject, either directly or indirectly, to any primary or secondary legislation. 

The possibility of introducing entirely new legislation can be understood as a political opportunity for apparent ground-breaking activity. This emphasis can be readily observed in the Knesset State Audit Committee Chair’s speech on the Knesset floor:

“For the first time, the law states, in article 5, who is in charge of the internal auditor. …An important innovation in the law can be found in article 9, which grants the internal auditor efficient tools for carrying out his duties. …We believe that this law will open a new page in the self identity, the ability to operate, and the public image of the internal audit.” (Divrei Haknesset, 1992)

Legislation as a policy solution provides significant political capital for those responsible for promoting the legislation. Legislators stand to gain from the image of successfully imposing new requirements on public sector internal auditing. Apparently, this opportunity was sufficiently attractive to stir a small number of otherwise apathetic legislative actors into action, 

though it is also possible that some legislative actors were motivated by a sincere desire to improve the lot of public sector internal audit.

Legislation as a Symbolically Potent Policy Change

The first, and probably most evident indication of the law’s symbolic nature can be seen by the comparison made above between its substantive content with that of the Audit Rules. Without detracting from the potential importance of the legislated innovations, it is clear that the major policy change was to give the force of legislation to existing administrative arrangements. 

Analysis of the of issues discussed in the Knesset State Audit Committee surrounding the drafting of the legislation provide further support for the argument that the legislation was knowingly designed to be primarily symbolic. The first of these concerns the critical influence of the Director-General on the performance of the internal audit unit. A number of internal auditors made it clear to the Committee that audit work would prosper or deteriorate according to the Director-General’s will or attitude. They pointed out that existing variance in internal audit standing amongst public organizations could be largely attributed to the relationship of senior management. Yet the legislation did not stipulate mechanisms to ensure that internal audit receive sufficient resources and attention from senior management. A second concern discussed by the Committee was the influence of the rank and pay of the internal auditor and his workers on the ability to recruit qualified staff and on the conduct of professional quality auditing. The law disregarded these issues altogether. The third example refers to the lack of professional requirements for appointing audit workers. The law only addresses the requirements for internal audit chiefs, ignoring those of his audit workers.

To conclude, apart from three aspects of the internal audit arrangement, the law did not substantially change the internal audit formal framework. Furthermore, the framers of the law ignored a number of important flaws of the preceding scheme, which were brought to their attention. It is claimed that this lack of substantial policy change, together with the political opportunity to introduce entirely new legislation, which can be seen as ground-breaking, constitute a case of symbolically potent policy. Debates in the Audit Committee indicate that the symbolic nature of the policy reflects a compromise between legislative actors who would have preferred stronger legislation and stakeholders from the executive authority and organized interest groups including the Institute of Internal Auditors and the Institute of Accountants. 

Discussion

Efforts to strengthen internal auditing in Israel have made some impact, but have not significantly improved the overall performance of audit units in the lion’s share of ministries and statutory authorities Internal audit units in most of the organizations studied continue to operate well below reasonable capacity and accepted practices. Their effect on organizational performance, according to self-reports, is rather marginal. The top-down legislative solution adopted by Israel to address the problem of weak public sector internal audit has not met with broad success. This is not surprising in light of the weak legislative framework for change.

Yet there is a relatively small group of internal audit units that function at high levels of audit capacity and audit practice and appears to have greater impact on organizational performance. Their success however is not attributable directly or solely to the audit legislation. Rather, these organizations tend to be more professional, less politicized and have senior 

management that has taken a real interest in internal audit. They also tend to employ professional internal audit chiefs of high stature. This finding conforms to the Canadian experience where the extent of interest of senior management in internal auditing was found to be the most important determinant of audit effectiveness. 

It is unlikely that the findings of this study come as any great surprise to those who took part in discussions that framed the internal audit legislation. Most of the stipulations of the legislation existed already in the framework of the Audit Rules. A number of participants in the legislative process warned that merely upgrading the status of the existing framework would have little effect. 

Why then was the legislative solution adopted and what can explain subsequent inaction to operationalize and promote implementation? In contrast to politics of accountability resistance to more radical solutions, the weak legislative alternative was viable, acceptable and symbolically potent. The act of legislation gained political points for certain Members of Knesset while posing no serious accountability threat to executive authority actors. Executive actors, willing to go along with the internal audit law as a symbolic policy solution, had no incentive to bring about effective implementation. And legislative actors had little to gain from monitoring the implementation of the legislation.

Those interested in strengthening public sector internal auditing ought not to put their hopes in top-down solutions. The Israeli experience makes clear that ‘legislation alone, effective internal auditing does not make’. Efforts might be better placed by focusing on increasing the professionalism of public sector senior managers and educating them as to the potential value of internal auditing. This study reiterates the centrality of senior management interest to successful internal auditing as previously reported 

in studies from other countries. Given the politics of accountability and the nature of policymaking, panaceas to improving public sector internal audit should not be expected. 
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The Decision-Making Process 
in the Government

Preparatory Staff Work in Government Ministries and Cabinet Secretariat prior to Cabinet Decisions and Follow-up on their Implementation

(From the State Comptroller of Israel Annual Report 53B – 2002, 
published on April 2003)

The purpose of preparatory staff work in the public and government administration is to aid in making optimal decisions for the efficient and beneficial management of government ministries, both on the inter-ministerial and ministry levels, and for the organization of the central government and the public service in a manner that will well serve the aims of the government and advance economic growth and social stability.

The cabinet and high-level officials of government ministries are required to make decisions in various realms, many of them having a fundamental impact on the economy and on the order of priorities in the allocation of resources, on the rights and obligations of the public and on the manner in which many bodies in the economy organize themselves and carry out their activities. Decision-makers may have differing professional opinions, opposing policy considerations and various alternatives for achieving their preferred policy on the issues to be decided upon. Therefore, in order to ensure a proper process of decision-making, based on optimal information and relevant considerations, preparatory staff work is necessary prior to decision-making. This includes the gathering of information and data that 

will serve as the necessary factual basis for making the decision, development and examination of alternatives and a reasoned choice of the preferred alternative.

1. 
According to the Basic Law: The Government
, “The Prime Minister shall conduct the functioning of the Government and shall set work procedures and voting procedures for the Government and its committees.” In accordance with this authority the Government sets its work procedures (hereinafter – the rules of procedure), and at the beginning of its term of office each new Government approves its rules of procedure and introduces amendments if necessary. Accordingly, the work procedures of the 29th Government, headed by Ariel Sharon, were approved by cabinet decision. The rules of procedure stipulate that the Prime Minister shall set the agenda of cabinet meetings. Each cabinet member may propose to the Prime Minister to raise a matter on the agenda. (hereinafter – motions for the agenda). In addition, the rules of procedure specify, among other things, the components that a proposal for a cabinet decision shall include: the essentials of the subject matter, explanations and background information and the necessity for raising the proposal.

The cabinet has a wide range of executive powers, which it employs for the purpose of realizing its policies. These powers find their expression in decision-making on a variety of issues. The responsibility for implementing cabinet decisions is placed upon government ministers, who are in charge of their relevant ministries and institutions.

2. 
The work of the Government Secretariat is based on the provisions of the Basic Law: The Government, various laws, the cabinet’s rules of procedure, the Knesset rules of procedure, cabinet decisions, and traditions that have crystallized over the years. The Secretariat has an entire gamut of functions and tasks, dealing with a large variety of subjects. Among its activities are the convening of cabinet meetings and setting their agenda in accordance with the Prime Minister’s directives; convening ministerial committees (about 40) and setting their agendas in accordance with the directives of their chairmen; preparing and disseminating background material for cabinet meetings and ministerial committees; coordinating between ministers on proposals raised for cabinet decision, pursuant to the rules of procedure; recording of cabinet discussions; organizing and managing a central archive that includes the material related to the cabinet’s work and other material received by the Secretariat; follow-up of the implementation of cabinet decisions; liaison between the cabinet and the Knesset.

3. 
During March-August 2002, the State Comptroller’s Office examined the staff work in the headquarters of the following ministries: the Ministry of Construction and Housing, the Ministry of Health, the Ministry of the Interior, the Ministry of Labor and Welfare, the Ministry of Justice, the Ministry of Finance, the Ministry of Infrastructure and the Ministry of Transportation (hereinafter – the audited ministries). The subjects examined included the preparatory staff work of the ministries prior to proposals for cabinet decisions and the subsequent staff work following the decisions, including their assimilation in the work of the relevant ministry, follow-up on implementation and reporting to the cabinet. The staff work at the Government Secretariat in preparing material and background information for cabinet meetings was also examined, as well as the monitoring of the implementation of cabinet decisions.

Approximately 1,800 cabinet decisions during the term of office of the Sharon government (from March 2001 to June 2002) were examined in a general manner. A detailed examination was carried out in regard to 53 decisions by Israeli cabinets during 1995-2002 in the economic and social spheres.

The State Comptroller’s Office distributed a questionnaire on various management topics to 17 directors-general of government ministries, who served in office during the period of the audit, and to 90 directors-general who served in the past (from 1990). Answers were received from 75 directors-general, including the 17 who served in that capacity during the audit period. The audit findings are based, among other things, on the analysis of the answers to the questionnaire.

Preparatory Staff Work on Proposals for Cabinet Decision

The purpose of preparatory staff work of the government ministry headquarters and the Government Secretariat is to enable the cabinet to receive comprehensive background material regarding proposals so that decisions will be based on appropriate information, acquaintance with the issues and the difficulties they raise, as well as the various positions on the subject.

Proposals for Improving Staff Work – A Review

Over the years the need has arisen for improving decision-making processes and the preparatory staff work of government ministries. Various committees and experts were appointed to examine the issue, among them the Yariv-Ya’acobi Committee, Professor Yechezkel Dror and the Kobarsky Committee.

The Yariv-Ya’acobi Committee: In June 1974 the cabinet decided that the Minister of Transportation and the Minister of Information would present for discussion in the cabinet proposals for improving the necessary staff work prior to government decision-making. The main recommendations of the committee were as follows: establishment of a unit for policy analysis; motions for the agenda submitted by ministers would include “details of the options and alternatives for decision, their comparative evaluation and indication of the minister’s preferred alternative”.

On the basis of the committee’s recommendation, the cabinet decided in August 1974 that a minister’s motions for the agenda would include alternatives in those cases in which they were demanded. The cabinet decision was included in the rules of procedure in 1975 and remained there for nine years, until 1984.

The Government Secretariat informed the State Comptroller’s Office in November 2002 that: “Despite the absence of the provision in the rules of procedure, it cannot be said that the cabinet does not have alternatives for choice when deciding on certain issues. At times, the minister who initiates the proposal presents alternatives for decision. Sometimes the alternative is presented as a reservation to the proposal.”
In the opinion of the State Comptroller, the rules of procedure should include the obligation to submit alternatives to the proposals for decision as a vital component of cabinet decision-making.

Professor Yechezkel Dror
: In November 1984, the then Government Secretary requested Professor Yechezkel Dror “to examine the manner in which the Government Secretariat performs its work and to suggest proposals as regards the continuation of its work in the future”. In March 

1985 Professor Dror submitted his draft report to the Secretariat. The report included recommendations that the Secretariat should be seen as a professional unit on the subject of the functioning of the cabinet and that among its functions is taking steps to improve on the material that is submitted by the government ministries. There were also recommendations relating to the improvement of the Secretariat’s computerized monitoring system, including the follow-up of cabinet decisions and reporting to the Prime Minister on implementation.

In its response to the State Comptroller’s Office, the Government Secretariat replied that the recommendations were not submitted to the cabinet for approval and were therefore not binding on the Secretariat.

The Kobarsky Committee: In 1986 the Prime Minister and the Finance Minister appointed a public committee, headed by the former director-general of the Ministry of the Interior, Mr. Chayim Kobarsky to carry out an over-all examination of the civil service. The Kobarsky Committee included several sub-committees, among them the “sub-committee on staff work and preparation of material for the improvement of cabinet deliberations”.

1. 
The committee pointed out shortcomings in the staff work of government ministry headquarters as regards the preparation of material for cabinet deliberations and noted a conspicuous weakness: policy-setting and decision-making lacked systematization and relied on an inadequate input of data, expertise, policy analysis and selection between alternatives. The committee recommended that the government ministries be requested to submit as background to deliberations and proposals for decisions, alternative proposals that would include cost-benefit analysis, advantages vis-a-vis disadvantages, inputs, outputs, etc. The committee suggested that 

this be done at an early enough stage, so as to enable the ministers to study the material and consult on the matter.

The Kobarsky Committee recommended the introduction of preparatory staff work and improvement in the preparation of material for the cabinet by establishing a unit for policy analysis in the Government Secretariat. Its function would be to prepare opinions and position papers for important cabinet decisions. The unit would concentrate on inter-ministerial issues and critical decisions, and be integrated within the Government Secretariat. 

2. 
In January 1990 the cabinet decided to “approve in principle” the Kobarsky Committee report, but its recommendations were never implemented. 

The conclusions of the above-mentioned committees were in agreement with the rulings of the Supreme Court
 as to the manner of administrative decision-making, and also with State Comptroller’s reports.
 Proper staff work for cabinet decision-making requires several basic and essential actions by the government authorities: 
(a) collection of information and data for the purpose of establishing a reliable factual basis prior to the decision; (b) presentation of alternative proposals for decision and their assessment; (c) indication of the preferred alternative and the reasons for its selection.

Preparing Proposals in the Government Ministries and the Procedures for their Submission to the Cabinet

The cabinet’s rules of procedure: In accordance with the cabinet’s rules of procedure, a proposal for cabinet decision must include a description of the subject, a draft version of the proposed decision, explanatory comments and the signature of the relevant minister.

Section 5 of the rules of procedure stipulates that if “the proposal involves expenditures or financial commitments that are not included in the approved budget, the minister must request the opinion of the Finance Minister; the opinion shall be specified in the proposal... If a motion to the agenda involves the activities of another minister or is within the jurisdiction of another ministry, the minister initiating the proposal shall first discuss the matter with the relevant minister in order to obtain his agreement or his opinion in writing, and his comments shall be cited in the motion for the agenda...”.

The Kobarsky Committee noted that the cabinet’s rules of procedure “required a minimal amount of staff work”. The Attorney General, Mr. Elyakim Rubinstein, who was a former Government Secretary, also wrote in an article published in 1996,
 that among the concerns of Section 5 is the maintenance of a minimal amount of staff work in the Government.

As noted, the cabinet indeed decided to approve in principle the recommendations of the Kobarsky Committee that included recommendations for improving preparatory staff work as regards proposals for cabinet decision, but the cabinet’s rules of procedure and the internal procedures of the ministries were not amended so as to institute more systematic modes of staff work.

The demands of the rules of procedure are minimal. Thus, for example, the rules of procedure do not require a professional opinion, such as a legal opinion, to be submitted by the initiator of a proposal for cabinet decision. This is necessary so as to prevent possible contradictions between the proposed decision and existing law or another cabinet decision. The rules of procedure do not require examining whether the proposal necessitates amendments in legislation, nor do they require relating to economic and social aspects, or to organizational-structural implications. 

The Subject Matter of Cabinet Meetings: The Yariv-Ya’acobi Committee’s 1974 recommendations for improving cabinet work had already stated that “presently the cabinet and ministerial committees deal with such matters of which there is no reason why they cannot be considered by other forums, and many issues are discussed while delving into excessive professional detail.” The Kobarsky Committee also recommended “the transferring of technical issues from the cabinet agenda to the directors-general forum... This would ease the excessive burden on the cabinet’s agenda and would enable it to focus on the major issues...”.

In his 1996 article, Mr. Elyakim Rubinstein wrote on this matter stating that “as a fundamental question in itself, beyond the formality of the agenda, is what are the issues that are indeed raised for discussion in the cabinet. In truth, it is difficult to find a creditable explanation for the present situation and typify the topics raised for discussion.”
The State Comptroller’s Office examined 40 cabinet decisions that were randomly selected from 461 decisions taken during the period from March 2001 to June 2002, and which were categorized by the Government Secretariat as decisions in the economic and social spheres. The decisions in the economic sphere dealt mainly with budget approvals or amendments, 

road construction, other infrastructures and matters such as the treatment of minorities, water problems, the strengthening of the Jerusalem municipality, and security in schools. The decisions in the social sphere dealt mainly with the advancement of the status of women, the treatment of the handicapped, burial, the establishment of settlements, the victims of terror, violence and drugs, welfare allocations, health issues, immigrants, and State Comptroller reports.

In regard to the 40 decisions examined it was found that the ministers raised many individual proposals for decision by the cabinet, which is not necessarily the appropriate forum for their discussion. Only 11 (27.5%) of the 40 decisions in the economic and social spheres dealt with system-wide issues relating to infrastructure and national projects rather than matters of a specific nature.

Background Material for Cabinet Decisions: Throughout the week, the Government Secretariat sends documents to ministers that include, among other things, the agenda and background material for the cabinet meeting to be held the Sunday of the following week. 

1. 
From an examination of the quality of the information and background material that the Secretariat sent to the ministers, it was found that in many instances the ministries did not attach background information to the proposals for decision, which could aid in optimal decision-making. Position papers of the relevant government ministries were not found and important documentation was not attached. At times the attached background material was inadequate, and in fact - of no real benefit.

Following are examples of proposals for decision on complex issues that were not accompanied by detailed explanatory comments and appropriate background material: (a) 24 proposals on the subject of “reducing 

unemployment and encouraging employment” submitted by the Finance Ministry in the framework of the state budget for 2002; (b) a proposal submitted by the Ministry of Trade and Industry in May 2002 on “increasing the number work places for Israelis”, to which background information was not attached, and the explanatory notes did not include the necessary details; (c) 14 proposals on “public-private financial initiatives” of large scope, submitted by the relevant government ministries during the period 1996-2002.

2. 
Only 38% of the directors-general of government ministries, who responded to a questionnaire distributed by the State Comptroller’s Office, were of the opinion that the information that the ministries forwarded to the cabinet prior to decisions included appropriate analysis of legal questions. Only a few of the directors-general believed that the ministries submit suitable analysis of budgetary aspects and economic implications – 20% and 15%, respectively. A few directors-general felt that the information included appropriate analysis of social, educational, and organizational-structural issues relating to their ministries – 8%, 7% and 3%, respectively. 71% of the directors-general were of the opinion that the cabinet should be presented with several alternatives for decision, and 67% felt that there was a need to submit evaluations and analysis of independent research bodies. 

In conclusion, most of the directors-general of government ministries were of the opinion that there was room for improving the quality of information submitted to the cabinet prior to its decision-making.

Inter-ministerial Coordination
1. 
One of the main obligations that the rules of procedure place upon ministers who initiate proposals for cabinet decision is the requirement to 

coordinate with the positions of other ministers when the proposal also relates to their ministries’ sphere of activity. The rules of procedure state that 
“if a motion to the agenda involves the activities of another minister or is within the area of authority of another ministry, the minister making the motion shall first discuss the matter with the relevant minister in order to receive his agreement or opinion in writing, and his comments shall be specified in the motion to the agenda. If the minister making the proposal did not act in this manner, the Government Secretary must forward the proposal to the other minister to receive his opinion, before its transmittal to the Prime Minister prior to its being placed on the agenda of the cabinet meeting. If the relevant minister did not respond within two weeks to the Government Secretary’s request, or within another time period determined by the Prime Minister, the proposal shall be placed on the agenda if the Prime Minister so decided.” 
The examination by the State Comptroller’s Office found that there were shortcomings in the coordination between ministers.

(a) 
Most of the proposals examined by the State Comptroller’s Office required inter-ministerial coordination prior to their submission to the cabinet (43 out of 53). From the examination it arose, that in most cases, opinions or the written comments of the relevant ministers were not attached (except for the viewpoint of the minister as reflected in his proposal for cabinet decision).

(b) 
Even though the background material attached to the proposals that the Secretariat transmitted to the ministers was apparently prepared without proper coordination between the relevant ministers, 

the proposals were placed on the cabinet agenda and decisions were made concerning them.

Following are examples of proposals for cabinet decision, which were not coordinated with the relevant government ministries: (1) a proposal in regard to “visas for minors entering Israel for the purpose of study”, submitted by the Prime Minister’s Office and the Minister of Immigrant Absorption in October 2001, which was not coordinated with the Ministry of the Interior; (2) proposals for decision submitted by the Finance Ministry in the framework of discussions on the state budget, which were not coordinated with the Ministry of Construction and Housing or the Ministry of Health, such as: “the sale of apartments built in the framework of construction for rental” (September 1999); “terms for officially recognizing health maintenance organizations and qualifications of hospital directors” (September 1997); “efficiency measures in the health system” (September 1998).

In his response to the questionnaire of November 2002, one of the directors-general stated: 
“Proposals for cabinet decision are often processed in coordination and in consultation with the various government ministries...before their formal submission to the cabinet. During these consultations changes are made in the proposals. This is more efficient than exchanging correspondence through the Government Secretary. In view of the above, at times documentation on the comments of ministers will not be found ‘as required by the rules of procedure,’ not because it does not exist, but because they were already included in the amended and final version of the proposal.”

The State Comptroller’s Office remarked that the rules of procedure set by the cabinet delineated the manner in which staff work should by 

carried out, which includes specifying ministers’ comments in the proposals to the agenda. It is understood that this procedure does not make informal contacts superfluous. But in the case of agreement, it would be appropriate to point out to the cabinet that the proposal was submitted in coordination with the ministers.

(c) 
From an analysis of the responses of the directors-general on the matter of inter-ministerial coordination, it was found that 51% of them were of the opinion that the government ministries did not coordinate their proposals to the cabinet agenda with other ministries. Only 21% felt that there was coordination. 57% of those who responded believed that when there was coordination it was done only perfunctorily, since the ministry that received the information did not have enough time to examine and react to it. Only 20% of the directors-general who responded felt that there was no problem in regard to the matter.

2. 
According to the rules of procedure, if the proposed decision involves expenditures or financial commitments that are not included in the approved budget of the ministry that prepared the proposal, the minister (if he is not the Finance Minister) must first request an opinion of the Finance Minister and include it in the proposal. If the minister did not thus act, the Government Secretary must forward the proposal to the Finance Minister before forwarding it to the Prime Minister prior to its being placed on the cabinet agenda. 

Ten of the proposals for decision that were examined related to the Ministry of Labor and Welfare, five of them initiated by other government ministries (not including the Finance Ministry). These proposals involved expenditures and financial commitments that had not been included in the approved budgets of the relevant ministries. A perusal of the Labor and Welfare Ministry’s documents found that two 

of the proposals
 did not include the Finance Ministry’s position on the matter. Neither were such found among the documents of the Government Secretariat. Nevertheless, the proposals were placed on the cabinet’s agenda, which took decisions in regard to them.

3. 
Mr. Elyakim Rubinstein wrote on this matter (in the article cited above) as follows: 
“Unfortunately, motions to the agenda are often submitted by ministers without fulfilling the procedural obligation of consulting with the Finance Minister or with the minister in whose sphere of authority the subject matter is. The proposals are often submitted as a public political act or as a step that the minister sees as important in his relationship with the staff of his ministry, who exert pressure towards a certain decision, or because he has despaired in advance of the chance to coordinate a joint proposal with the relevant minister. Therefore, the Government Secretariat forwards the proposals to the Finance Ministry and to the relevant minister, while allocating two weeks for a reply, and sometimes less. It is only rarely that there is collaboration between the ministers, sometimes with the mediation of the Secretariat, and the result is an agreed upon proposal. Sometimes no response whatsoever is forthcoming. At times the result is that the item is placed on the agenda and remains there like an unturned stone, until the time comes for its removal.” 
In his words: “The basic significance is an admission of the shortcomings of government staff work.”
The Time-frame for Processing Proposals for Cabinet Decision

1. 
Over the years it has been recommended that the ministers receive the background material in due time so that they can better prepare for cabinet meetings. Professor Dror noted, that when the background material is submitted just prior to the time of the meeting, most of the ministers are not able to properly peruse and process it, and they should be allowed to examine the material for more than 48 hours (the time allocated in the rules of procedure). As stated above, this recommendation was not brought to the cabinet for discussion.

2. 
According to the rules of procedure, a motion to the agenda of a regular cabinet meeting shall be submitted in writing to the Government Secretariat no later than the Wednesday afternoon prior to the cabinet meeting. This schedule allows four days (less then two work days) for perusal of the proposal before the meeting. This is a very short time. When proposals for decision on complex, systems-wide issues are submitted to the cabinet, the short time between the submission of the proposal and the decision-making is likely to make it difficult for the ministers to thoroughly assimilate the subject before they submit their viewpoints on the matter. 

Furthermore, from an examination of the State Comptroller’s Office at the Ministry of Labor and Welfare it was found that three proposals for cabinet decision
 were submitted within a shorter period of time 

than the procedures allow, yet nevertheless decisions were made concerning them. 

3. 
Every year, usually during July-August, cabinet meetings are held on the annual budget. Their main purpose is to approve the budget proposal prepared by the Finance Ministry for the coming year. Following the cabinet’s approval, it is submitted to the Knesset as a law proposal on behalf of the cabinet.

Cabinet deliberations on the budget proposal, due to its importance and complexity, demand appropriate preparation by the ministers and their ministries. For this reason the cabinet decided in June 1997 that the ministers receive the budget proposals regarding their ministries at least seven days prior to the discussion on the budget of their ministries.

(a) 
The above cabinet decision was not incorporated in the rules of procedure, which do not set restrictions on the time period for submitting proposals by the Finance Minister on budget matters for cabinet decision. In the opinion of the State Comptroller’s Office, there is no impediment for the cabinet to decide on a special arrangement in regard to decisions on budget matters; nevertheless, it would be appropriate that it be reinforced in the rules of procedure.

(b) 
From an examination by the State Comptroller’s Office in the Ministry of Health it was found that seven budget proposals for cabinet decision were submitted less than seven days prior to the vote: In four cases the Health Minister submitted, only two days before the discussion, a different proposal to the Government Secretariat than that of the Finance Minister’s, and the cabinet had to deliberate on the two alternative proposals simultaneously with discussions of other issues that had been submitted. The Finance Minister twice submitted proposals for cabinet decision only four days prior to their discussion, and in one case, six days 

beforehand, which is not enough time for a thorough preliminary discussion of the issues included in the proposals.

Several Examples of Preliminary Staff Work

Following are several examples of staff work prepared by ministry headquarters prior to submission of proposals for cabinet decision. 

Decisions on Reducing Joblessness and Encouraging Employment: 
1. 
On December 24, 2001 the cabinet made 24 decisions on this issue, based on the pamphlet entitled “Steps for Increasing Employment and Updating the Budget Proposal for 2002 – Proposal for Cabinet Decision”, that the Finance Ministry submitted to the Government Secretariat on December 13, 2001.

Appendices, economic analyses, position papers and so forth were not attached to the pamphlet, and it contained only the proposed versions for decision and short explanatory notes.

2. 
On December 13, 2001 the Finance Minister appealed to the Government Secretariat, requesting to place the subject on the agenda of the next cabinet meeting. The Secretariat distributed the above pamphlet with the proposals, which encompassed a very wide range of subjects, as soon as it was received, noting that it would be discussed at the next cabinet meeting to be convened on December 16, 2001. Some of the ministers forwarded their reservations to the Secretariat, and therefore the cabinet discussed the proposals and approved them a week later than planned, on December 24, 2001. The version of the decision was recorded in the minutes thus: “Decided (22 votes in favor; 6 votes against): To approve the following decisions on the matter of steps for increasing employment and updating the budget for 2002.”
In the opinion of the State Comptroller’s Office, it is doubtful whether the submission of many proposals for decision at one cabinet meeting, without including analysis and position papers, and without granting the ministers sufficient time to examine them in-depth, enabled the performance of proper staff work and appropriate preparation by the ministries.

The above description does not reflect a one-time occurrence. Many proposals that have a substantial impact on the activities of the ministries and their budgets are sometimes submitted by the Finance Ministry and distributed among the cabinet ministers at very short notice prior to their discussion in the cabinet, which is willing to discuss and vote on all of them simultaneously.

3. 
The Attorney General twice appealed to Finance Ministers on this matter. In his letter of August 11, 1999 on the subject of the Economic Arrangements Law, he wrote, among other things: “For some years the Finance Ministry proposes, together with the budget bill that is submitted to the cabinet, a series of legislative amendments...when many scores of motions for the agenda are brought before the government ministers at one and the same time, only a few days prior to the cabinet discussion.” The Attorney General emphasized, that this is due to the policy according to which it is detrimental for proposals to reach the ministers and their advisers more than a few days before the discussion. On August 28, 2002 the Attorney General again appealed to the Finance Minister on the same matter. It became clear that until now the Finance Ministry and other relevant bodies (among others, the Government Secretariat) have not paid heed to the remarks of the Attorney General on this matter.

Decisions on Joint Ventures with the Private Sector in Developing Public Infrastructures: Public-private joint ventures are usually long-term 

projects, based on the private partner financing the initiation of a project and receiving a concession for its operation over a long period of time. 

In addition to the 53 decisions that were examined, the State Comptroller’s Office reviewed 16 cabinet decision concerning public-private joint ventures. The issues examined were: the preparation of position papers and explanatory notes; the existence of alternatives; analysis of expected inputs and outputs; and inter-ministerial coordination. The decisions surveyed included the following subjects: the desalination project in the city of Ashkelon; the railway line from Tel Aviv to the suburb town of Kfar Saba; the projects for mass transportation in Jerusalem and Tel Aviv; four transportation infrastructure projects (among them the southern section of the Trans-Israel Highway). The estimated cost of the projects is about NIS 12.5 billion ($2.8 billion).

It was found that in regard to 14 of the 16 decisions examined, position papers including the analysis of the advantages and disadvantages of the proposed decisions and their alternatives, were not attached to the proposals. Eight of the proposals had explanatory notes, but they were usually brief and did not include position papers, economic feasibility analyses and other relevant documentation.

Procedures for Inter-ministerial Coordination: Within the framework of the deliberations on the state budget for 2003 and in accordance with the Finance Ministry’s proposal, the cabinet decided that the construction of the southern sections of the Trans-Israel Highway be financed by the state. The cabinet also decided at the same session that the Finance Minister would determine in the tenders for the joint ventures with the private sector, the amount of payment to be transferred to the initiator of the project until the completion of its construction phase; the amount would not be less than 50% of the cost of this phase.

The examination found that the Finance Ministry did not coordinate these decisions with the Ministry of Transportation, and in any case did not attach the latter ministry’s comments to the proposal prior the cabinet discussion.

The Accountant-General in the Finance Ministry indicated in his response to the State Comptroller’s Office that the decision on the rate of payment to the initiator of the project is a matter of macro-financing and is not connected with the activity or the authority of another minister, and certainly not only with that of the Minister of Transportation.

The State Comptroller’s Office remarked that the above decisions have an essential impact on budgetary and operational planning of the ministries involved in public-private joint ventures. Therefore, it was incumbent upon the Finance Ministry to coordinate the decisions with the other ministries involved in the projects.

Cabinet Decisions on National Projects
: The decision of the Ministerial Committee for Coordination and Administrative Affairs, which was attached to the minutes of the cabinet decisions and came into effect as a cabinet decision on August 9, 1990, established the basic guidelines in regard to decision-making relating to national projects. A “national project” was defined as a project with the characteristics of being multidisciplinary, including the long-term allocation of resources and implementation over an extended period of time. The decision stipulated that every proposal for implementing a national project – except for security related projects that the Prime Minister defined as classified – shall be brought to the knowledge of the chairman of the Ministerial Committee for Coordination 

and Administrative Affairs by the minister responsible for the principal ministry in whose framework the initiative was formulated. If the chairman of the committee decides that it would be appropriate for the project to be discussed within the framework of the committee, the issue will be brought to the ministerial committee for approval together with a professional opinion of the ministry that initiated the proposal. The opinion shall deal with the following subjects: the project’s contribution to the nation’s economy; its benefit to the economy; its economic cost; additional considerations that justify the project; the methods for planning and implementation.

1. 
In the opinion of the State Comptroller’s Office, from the substance of the cabinet decisions reviewed in the framework of the audit it emerges that some of these decisions
 indeed deal with projects that meet the criteria of “national projects” as defined by the cabinet decision. Nevertheless, it was found that the guidelines that were set in the cabinet decision were not applied.

2. 
The decisions in regard to public-private joint ventures have, in part, similar characteristics to those of national projects, as defined in the above cabinet decision. It would be appropriate for preparatory staff work to be carried out as determined in the cabinet decision, or in another manner as shall be decided.

A Policy Analysis Unit: The cabinet is called on to deal with important issues that have an impact on the shaping of society, the economy and infrastructures, and it requires the necessary tools to aid it in decision-

making. For this purpose, various committees recommended, as cited above, the establishment of a professional unit for policy analysis.

In April 1992 the cabinet requested that the Ministerial Committee for Coordination and Administrative Affairs discuss the recommendations of the Kobarsky Committee. The ministerial committee recommended, among other things, that a professional panel be established to prepare a detailed position paper on “the ways for adopting the said recommendations. The Prime Minister and the chairman of the ministerial committee shall determine the composition of the panel, which shall be forwarded to the ministerial committee. The panel shall submit the position paper within three months of its appointment.”
The cabinet accepted the ministerial committee’s recommendation and in December 1992 decided on a professional panel to prepare a position paper on the matter of establishing a policy analysis unit. In its response to the State Comptroller’s Office the Secretariat stated: “It is not known if any recommendations were prepared on the subject... No evidence was found of any action take on the matter.”
In the opinion of the State Comptroller’s Office, since the cabinet approved the recommendations of the ministerial committee in principle and specifically decided to examine the establishment of the said professional unit, it should have acted to implement the decision.

In March 1999 the cabinet decided to establish an advisory staff body – the “National Security Council”. The council devotes most of its time to security matters, although it deals with other issues – demographics, economics and organized crime.

The Government Secretariat informed the State Comptroller’s Office in November 200, that “The National Security Council serves, in fact, as a staff unit for policy analysis not only on purely security matters, but it also 

deals with ‘civilian’ components. Therefore, as we have already clarified, there is no need, in our opinion, for the establishment of an additional body to deal with policy analysis.”
It is the opinion of the State Comptroller’s Office that in the absence of a renewed discussion of the matter by the cabinet, the decision to examine the need for establishing a unit that will focus on policy analysis of civilian matters remains unaltered. In light of the findings of this report on the matter of preparatory staff work prior to proposals for cabinet decision, it would be proper to examine, among other things, whether the functions of the National Security Council provide an appropriate solution for improving decision-making procedures on civilian matters.

Implementation of Cabinet Decisions

The Government Ministries – Follow-up and Reporting

Procedures for follow-up and monitoring: The cabinet makes hundreds of decisions annually. The arrangements for follow-up and reporting on the implementation of its decisions are set in the cabinet’s rules of procedure. The whole process must be well documented in order to ensure, among other things, its transparency for the purpose of monitoring.

The government ministries examined did not activate a computerized information system for monitoring the implementation of cabinet decisions.

1. 
A coordinator of cabinet decisions was appointed in the Ministry of Interior, but there was no orderly procedure for systematic transmittal of information from the ministry’s units to the coordinator on the stages of implementation. He did not have documentation on the follow-up of implementation nor were all the cabinet proposals and 

decisions in his possession. The Ministry of Interior does not initiate nor conduct systematic follow-up on the implementation of cabinet decisions. The Ministry of Interior informed the State Comptroller’s Office, that in light of the audit, the person in charge proposed work procedures, to be finalized with the aid of the deputy director-general of the ministry, which would come into effect in February 2003.

2. 
The coordinator of cabinet decisions at the Ministry of Construction and Housing did not have all the cabinet proposals and decisions centralized in his possession. It was found that neither were they located in the minister’s bureau nor in the director-general’s office, including decisions concerning the ministry that were made prior to the entering into office of the Minister of Construction and Housing, Mr. Natan Sharansky, and whose implementation had not yet been completed.
 Such a situation can impair the ability of the minister to follow-up on the cabinet decisions made prior to his entering into office.

The examination found that the Construction and Housing Ministry’s supervision and control department did not have records of three cabinet decisions,
 whose implementation is the ministry’s responsibility, and in any case the ministry did not follow-up on their 

implementation. Components of certain cabinet decisions that were recorded in the department were not dealt with.

The supervision and control department in the Ministry of Construction and Housing did not record its referrals to other bodies and did not confirm the receiving of responses.

3. 
In contrast to the above, in the Ministry of Labor and Welfare a person in charge of liaison between the ministry’s management and the Government Secretariat was appointed, whose function is to deal with cabinet decisions relating to the ministry and to follow-up on their implementation. In the framework of his function, the employee coordinated the submission of proposals for decision to the Secretariat. This included the initiation of preliminary discussions in the ministry’s management for formulating the minister’s position and drafting the proposal; centralizing the cabinet decisions received, and their transfer to the minister’s and director-general’s bureaus; forwarding the responses of the ministry to the proposals for decision of other ministries relating to the ministry; following-up on the stages of implementation of cabinet decisions concerning the ministry; reporting to the Government Secretariat on the stages of implementation of the decisions or difficulties in their implementation.

Procedures for Reporting to the Government Secretariat: The cabinet’s rules of procedure stipulate that the Government Secretary shall transmit a written request to the ministers, not less than once in two months, for written reports on the implementation of decisions concerning their ministries; the said reports are to be transmitted within one month. The minister shall sign the reports that are sent to the Government Secretariat.

1. 
Orderly reporting to the Government Secretariat on the stages of implementation of cabinet decisions was not found in the ministries examined.

2. 
It became apparent that the ministries rarely met the time schedules for reporting to the Government Secretariat. In some cases the forwarding of the reports to the Secretariat was overdue by up to three months; some were forwarded after about a year. The report on the stages of implementation of one decision was first forwarded more than two years after the decision was taken. A significant number of the requests for reports remained unanswered. At times the reports were given orally. Even if the implementation of a cabinet decision is delayed, the relevant ministries should uphold the rules of procedure and report to the Secretariat on the progress and difficulties of implementation.

3. 
In all the cases in which the Ministry of Construction and Housing reported on the stages of implementation of cabinet decisions, the reports did not have the signature of the minister, but rather they were signed by a ministry employee. Also the Ministry of Health was not always strict in including the signature of the minister to the reports.

It became apparent that at times the government ministries reported only on the implementation of several sections of the decision. This is also reflected in the responses of the directors-general to the questionnaire. Only 9% of the directors-general replied that they believed that their ministries were strict in reporting to the cabinet on difficulties in implementation. Only 10% felt that their ministries were strict in reporting to the Secretariat on the stages of implementation. Only 17% believed that their ministries were meticulous in reporting 

to the Secretariat on the need to amend a decision due to difficulties that arose in its implementation or a change in the circumstances.

4. 
In the government ministries examined, there was felt to be a lack of procedures for the recording and assimilation of the cabinet decisions, as well as follow-up and reporting on the stages of implementation.
Procedures for reporting in the matter of cabinet decisions relating to public-private joint ventures: From the examination of the follow-up of 16 cabinet decisions concerning public-private joint ventures, the following findings arose:

1. 
Despite the many reminders that the Government Secretariat sent to the ministries to report on the implementation of the cabinet decisions on this matter, the ministries responded only in part. Thus, for example, the Secretariat forwarded 52 reminders to the Finance Ministry relating to 15 cabinet decisions; the Finance Ministry replied to 13 of them that related to 11 decisions. The Secretariat sent 18 reminders regarding six cabinet decisions to the Ministry of Transportation; the ministry replied to four of them that related to four decisions. The Secretariat sent 14 reminders in regard to five cabinet decisions to the Ministry of Infrastructure; the ministry responded to seven of them that related to five of the decisions.

2. 
It also emerged that the ministries’ reports arrive after a long period of time, in most cases more than the time allocated. For example, the Finance Ministry replied to a certain reminder after five months, and the Transportation Ministry after eight months.

Setting a Timetable for Implementing Cabinet Decisions

The fifty-three cabinet decisions that were examined by the State Comptroller’s Office were made during the years 1995-2002. Some of them are multi-faceted, requiring an extended period of time for their implementation.

1. 
The State Comptroller’s Office examined the implementation of 18 decisions (six of which were systems-wide decisions) taken until the end of the year 2000. A timetable for the completion of their implementation was set in regard to twelve of them (five of them were systems-wide decisions). Five of these decisions (one which was a systems-wide decision) were not implemented, two (one systems-wide) were partially carried out, two were implemented and three systems-wide decisions were in the stages of implementation. Regarding six of the decisions, a timetable for implementation was not set.

2. 
The rules of procedure stipulate that if a minister requests that the cabinet renew its discussion of a decision that has been made, the Prime Minister shall decide whether to place the subject on the cabinet’s agenda once again, but “such request does not impair the validity of the cabinet decision or delay its implementation”. This implies that as long as the cabinet did not renew its discussion of a decision, that decision is to be implemented.

Among the documents relating to cabinet decisions that were not implemented within the appointed time, there are none that show evidence that the Minister of Construction and Housing, the Minister of Health and the Minister of Interior requested a renewed discussion regarding the decision. In their responses to the questionnaire, the directors-general had differing opinions on the subject: Only 16% felt that their ministries were strict in implementing the cabinet decisions, 

as opposed to 33% who were of the opinion that they were not. Refraining from implementing cabinet decisions or their postponement without a renewed discussion by the cabinet means that the relevant ministries did not fulfill the requirements set in the rules of procedure.

The Government Secretariat – Follow-up and Reporting

Procedures for Follow-up and Reporting: As mentioned above, the rules of procedure require follow-up and reporting on cabinet decisions. According to the rules of procedure, in cases of non-implementation, partial implementation or any deviation from the decision, the Government Secretary shall clarify with the relevant minister the reasons for such and whether it is possible to carry out the decision as taken, or whether there is a need to amend it.

1. 
The Secretariat monitors the carrying out of cabinet decisions by means of a computerized system. In May 1994 the Secretariat instituted internal procedures for monitoring the implementation of cabinet decisions. The procedures specify, among other things, the cabinet decisions whose implementation is to be followed-up and the manner in which they are to be monitored (the preparation of a work plan, notification of ministers, receiving and issuing reports from the computerized system). 

Thirteen categories for describing each of the stages of implementation are defined in the computerized monitoring system, which are termed “the statuses of the decisions”. The main stages are: not for follow-up; implementation has not yet begun; in progress; completed.

2. 
The examination of the follow-up procedures raised the following findings:

The follow-up is in fact only technical. The Secretariat sends a standard letter to the minister responsible for implementation of the decision, in which the various categories of the stages of implementation are detailed. The minister is only required to mark with an X the appropriate stage on the form, to add explanations if necessary, and send it back to the Secretariat. If, for example, the minister indicates that implementation is in progress, the Secretariat does not check the extent of the progress and does not request a report according to the various categories of progress. Additionally, the Secretariat did not, until recently, determine a set of priorities for conducting follow-up of cabinet decisions.

In its response to the State Comptroller’s Office, the Secretariat replied, that the scope of its functions does not allow it to maintain a thorough follow-up on implementation that is more than just technical. It stated that: 
“On focused issues and certain subjects, a follow-up of an entirely different dimension and emphasis is carried out. For example, the Government Secretary personally monitors the progress of Knesset discussions on certain law proposals that the cabinet is interested in advancing... The Department for Coordination, Supervision and Control in the Prime Minister’s Office carries out in-depth follow-ups on economic and social issues that the Prime Minister directs... Decisions on defense matters are monitored by the Prime Minister’s military secretary.”
It will be noted, that no substantiation was found in the computerized monitoring system relating to the follow-ups carried out by the Government Secretary, as detailed in the Secretariat’s response. The Secretariat confirmed that “it would be appropriate that all the types 

of follow-up be integrated and that all information in this matter be channeled to the computerized system”. 

3. 
The State Comptroller’s Office examined the Secretariat’s follow-up on the implementation of 17 out of 461 cabinet decisions, which it had included in the categories “economic decisions” and “social decisions”.

(a) 
In four of the 17 reports of the above-mentioned follow-up it was found that the Secretariat had not appealed to several of the ministers mentioned in the cabinet decision.

(b) 
In eight of the 17 follow-up reports it was found that the ministers did not respond to the appeals of the Secretariat as to the stage of implementation of the cabinet decisions. One of the ministers replied only nine months after the first appeal to him. In these cases as well, the Secretariat sufficed with repeated reminders to the ministers and did not report to the cabinet on the non-response of the minister.

(c) 
Certain responses of the ministers were inadequate, explanations were not detailed and at times were given orally. Many responses did not include the signature of the minister as required, but rather the signature of one of his assistants. Nevertheless, the Secretariat entered the responses as submitted into the computerized system. In two of the 17 reports the Secretariat entered contradictory responses of different ministers in regard to the same decision, and did not check the reason for the contradiction.

(d) 
At times, a cabinet decision is complex and relates to several ministries and public authorities, and sometimes it requires the establishment of a committee and the preparation of a report. It became apparent that in certain cases the Secretariat carried out a follow-up on the implementation of multi-faceted cabinet decisions only partially: it carried out the follow-up only in regard to some 

ministries; at times it carried out the follow-up only on several parts of the decision. The Secretariat indicated that implementation was in progress, without detail, even if one of the ministries mentioned in the decision had implemented its portion or if implementation had begun on only one part of the decision. 

(e) 
Many decisions set a timetable for implementation, convening a committee or submitting a report. It became apparent that the Secretariat did not relate to the time period determined in the decision. For example, if the decision set a time period of 30 days for implementation, it was recorded in the computerized system after a year that implementation of the decision was in progress.

It became apparent, that there is no orderly procedure for follow-up by the Government Secretariat of the implementation of cabinet decisions. Thus, the Secretariat cannot provide the cabinet with complete and reliable information on the implementation of its decisions. As a result, in the opinion of the State Comptroller’s Office, the work of the cabinet is impaired.
Reporting on the Implementation of Cabinet Decisions

According to the rules of procedure, the Government Secretary must report to the ministers once in four months on follow-up of implementation and submit collectively the ministers’ follow-up reports to the Prime Minister.

At the request of the State Comptroller’s Office the Secretariat issued a report, classified according to the subjects of the cabinet decisions, in which there are data on implementation. From the report it transpires that during the 15 months of its term of office (March 2001-June 2002) the cabinet made about 1,800 decisions. The Secretariat indicated that 1,380 

decisions were “implemented” and 190 were “in progress”. The Secretariat classified the decision according to categories, such as: “decisions in the matter of legislation”, “economic decisions”, and “social decisions”. As mentioned above, the Secretariat defined 461 of the 1,800 decisions as “economic” and “social” decisions; 160 of them were cited as “implemented” and 170 as “in progress”.

It emerges from the findings of the audit that the Secretariat’s report on the implementation of cabinet decisions did not accurately reflect the situation:

1. 
The State Comptroller’s Office requested the Secretariat to produce a report on the implementation of cabinet decisions according to ministries. The Secretariat produced the requested report, but indicated that the data on implementation did not reflect reality since there were ministries that implemented decisions, but did not report so to the Secretariat.

2. 
According to the Secretariat’s report on the stages of implementation of cabinet decisions, the Ministry of Justice implemented 939 of 963 (98%) decisions. It became apparent that these were decisions on legislation, which were not intended to be included in the follow-up.

3. 
According to the Secretariat’s report, the Ministry of Foreign Affairs implemented 29 of the 30 cabinet decisions relating to the ministry. It was found that the decisions dealt with technical and administrative matters: approval of ambassadorial appointments, international agreements and understandings, the approval of the Foreign Affairs Minister’s trips abroad, and so forth. The decision to reduce the number the ministry’s missions abroad was not implemented.

In its response to the State Comptroller’s Office the Secretariat stated that after the completion of the audit the Foreign Ministry reported on the implementation of the decision to reduce its missions abroad.

4. 
It became apparent that the Secretariat does not report to the Prime Minister and the ministers on the status of the follow-up and therefore they do not have updated information on the subject.

It also became apparent, that the Secretariat did not set a timetable for follow-up on the implementation of decisions and what it should do if a decision is not implemented within the set time period. In the opinion of the State Comptroller’s Office, it would be appropriate for the Secretariat to report to the cabinet on this matter, in order to decide whether to abrogate the decision, to amend it, or to insist on its implementation. The cabinet thus has an impediment: a large number of cabinet decisions (including decisions of former cabinets) that have not yet begun to be implemented.

In the opinion of the State Comptroller’s Office, the Secretariat must insist on full and pertinent reporting on the implementation of cabinet decisions, so that the cabinet will be able to ascertain the extent of the implementation of its decisions.
In the course of the audit the Secretariat began to take steps to improve the follow-up on implementation of cabinet decisions, and in May 2002 raised proposals for its enhancement: verifying information on implementation “with an authorized body;” establishing a set of priorities for follow-up; increasing the frequency of reminders to ministers (once a week); issuing relevant and periodic reports to the Prime Minister; engaging additional bodies in the follow-up, such as committee secretaries, the supervision and control department in the Prime Minister’s Office and the directors-general forum.

Quantitative Analysis by Subject: The Government Secretariat issues reports on the stage of implementation of cabinet decisions by means of the computerized system. It should be noted that according to the procedures, the issuing of statistical reports is a part of the follow-up on implementation.

It became apparent, that the Secretariat did not employ its computerized system for additional reports in regard to cabinet decisions. Following are examples of reports that the Secretariat did not issue, although it is possible to do so: decisions of ministerial committees as opposed to decisions of the full cabinet; decisions on legislative matters and operational decisions; decisions classified according to different sectors and the extent of their implementation; decisions on national projects; declarative cabinet decisions; implementation of decision according to each ministry.

In the opinion of the State Comptroller’s Office, such reports could be useful to headquarters staff (such as the Government Secretary, the director-general of the Prime Minister’s Office and the chairmen of ministerial committees), aid the cabinet in obtaining a comprehensive view of matters, and maybe even contribute to the examination of the following issues: Does the cabinet invest most of its time dealing with essential matters; would it be desirable to delegate authority to lower echelons to deal with issues of lower priority; in which areas did the cabinet achieve its aims; which decisions were not implemented and for what reasons, and is there a need to return and decide on these matters once again.

In the course of the audit, in May 2002, the Secretariat decided that each decision in regard to which a follow-up was carried out would be classified for the purpose of making the follow-up more efficient. The classification would be done according to different subject-areas: policy decisions, 

economic and social decisions, approval of ministers’ trips abroad, and others. The Secretariat also retroactively classified all the decisions of the Sharon cabinet accordingly.

(
The analysis of the process of preparatory staff work prior to proposals for cabinet decision and the examination of the follow-up carried out on the implementation of the decisions found shortcomings similar to those enumerated previously by the Kobarsky Report.

In the opinion of the State Comptroller’s Office, it would be appropriate for the cabinet to take steps to update the provisions of its rules of procedure relating to proposals for cabinet decision, so that they obligate the performance of proper staff work that includes, among other things, the preparation of the factual basis for decision-making, the presentation of alternatives and a reasoned choice of the preferred alternative.

It would be proper for the government ministries to have procedures for dealing with cabinet decisions from the stage of initiating the decision through the stage of follow-up and reporting on implementation. Such procedures are intended to instruct the ministry on how to deal with cabinet proposals for decision and how to coordinate between the different bodies involved in preparing the proposals and implementing the decisions. Such procedures have the potential of improving the quality of the ministry’s performance and of ensuring continuity when there is a change in senior positions at the ministry. 

In the opinion of the State Comptroller’s Office, it would also be appropriate for the cabinet to re-examine the duration of time between the submission of a proposal for cabinet decision until its discussion by the cabinet, since the provisions on this matter were set only in general, without taking into consideration that the proposals are distinctive from each other in their complexity and importance. To the extent necessary, the cabinet will need to update the provisions of its rules of procedure.

The findings also indicate that there is yet room for making principal areas of the work of the ministries and Government Secretariat more efficient, among other things, in view of the recommendations of the various committees over the course of the last 30 years.
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*	Based on an article published in Hebrew in Hamishpat vol. 9 (Law Review, The College of Management Academic Studies, Law School publication, 2004).
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� 	supra, note 12, Annual Report 47, p. 594.


� 	ibid, p. 593.


� 	supra, note 14, p. 802.


� 	In the context of the State Audit Committee’s summations and proposals of the State Comptroller, Annual Report 47, which were ratified by the Knesset in June 1998.


� 	supra, note 12, Annual Report 52B, p. 807.


� 	For an extensive discussion of the subject, see Z. Goshen,”The Problem of the Representative as a Unifying Theory in Company Law”, Memorial Book for Goatialio Procaccia , pp. 239, 277.


� 	supra, note 12, Annual Report 52B, p. 808.


� 	ibid. p. 803.


� 	supra, note 12, Annual Report 49, pp. 371-373.


� 	The State of Israel, Ministry of the Interior, “Procedure for Land and Buildings Allocation for Limited or No Consideration” Circular of Director General, No. 5/2001. The circular can be found on the Ministry’s website: [http://www.moin.gov.il]. See also H.C. 3638/99 Blumental v. Rechovot Municipality, 54 (4) P.D. 220.


� 	Section 36(b) of the NPO Law.


� 	supra, note 12, Annual Report 52B, p. 809. 


� 	supra, note 12, Annual Report 47, p. 599.


� 	supra, note 12, Annual Report 52B, pp. 433, 440.


� 	Section 11 (b) of the Companies Law, 1999.


� 	Section 32 of the Companies Ordinance [New Version], 1983. 


�	G. Schwarzenberg, International Law as Applied by International Courts and Tribunals, Vol. I, London, Stevens, 1929, p. 273.


� 	Regarding Bosnia-Herzegovina, cf. The General Framework Agreement for Peace in Bosnia and Herzegovina, (the “Dayton Agreement”), Annex 10 of which defines the mandate of the High Representative as follows: “The High Representative is the final authority in theater regarding interpretation of this agreement ...” (Article V). Regarding Kosovo, cf. United Nations Security Council Resolution 1244 (1999), setting out the terms for the establishment of the UN interim administration for Kosovo (Annex 2, par. 5) and the UNMIK (United Nations Mission in Kosovo) Regulation 1999/1 on the Authority of the Interim administration in Kosovo, which states that “all legislative and executive authority with respect to Kosovo, including the administration of the judiciary is vested in UNMIK” (section 1).


� 	According to the Vienna Declaration of 1993, the first of its kind adopted by heads of states at the Council of Europe, “accession [to the organization] presupposes that the applicant country has brought its institutions and legal system into line with the basic principles of democracy, the rule of law and respect for human rights. The people’s representatives must have been chosen by means of free and fair elections based on universal suffrage. Guaranteed freedom of expression and notably of the media, protection of national minorities and observance of the principles of international law must remain, in our view, decisive criteria for assessing any application for membership. An undertaking to sign the European Convention on Human Rights and accept the Convention’s supervisory machinery within a short period is also fundamental. We are resolved to ensure full compliance with the commitments accepted by all member States within the Council of Europe.”


� 	By way of an example, the proclamation of the independence of justice was a distinct feature of early Greek constitutions. The consolidation and functioning of a politically independent justice, however, became a political reality after the fall of Greek military regime in 1974.


� 	Ν. Αlivizatos, “Kosovo: Right to Intervention and Human Rights,” in idem The Uncertain Modernization and the Vague Constitutional Revision, Athens, Polis Publications, 2000, p. 284 (in Greek).


� 	Corruption can also be termed as a ‘public evil’, at least in that it exists together with, and is the opposite of its twin, the ‘public good’ as it was defined in the different concepts of various periods and societies, meaning public interest. The legal terms also give light to the conceptual problems when they describe it practically as a syndrome of evils. The concept of corruption is used by jurisprudence, legal theory, sociology and economic literature, but substantive law cannot deal with this concept. The concept of corruption cannot be found in the legal system in force as a named actual circumstance; the criminal offences of this nature, as we shall be able to see in the legal references at a later stage, exist in narrower contents. We can find innumerable, more or less exact, general or narrower definitions of this concept. For example, Elemér Hankiss very aptly identified it as a ‘public evil’. According to the dictionary of foreignisms, corruption is bribery, bribability; 2. general depravity in public life. (Ferenc Bakos, Akadémiai Kiadó, 1989, p. 463.) The Magyar Értelmező Kéziszótár [Concise Hungarian Explanatory Dictionary] offers a similar definition: 1. (in the press) public bribability; 2. (in literature) moral depravity in public life. (József Juhász – István Szőke – Gábor O. Nagy – Miklós Kovalovszky, Akadémiai Kiadó, Budapest, 1989, p. 765.) Decision No. (97)24 of the Committee of Ministers of the Council of Europe containing guidelines for the fight against corruption which define the concept of corruption as the accessibility (the influencing) of decision-making; in the following passages we make a separate reference to this decision. According to the Hungarian Catholic Lexicon, corruption is a sin against justice, which equally applies to the corruptive and the corrupted. (Vol. VII, p. 246.) In the Hungarian language this word of Latin origin (corrumpo, meaning to destroy, falsify and depravity) appears for the first time at the end of the 1600s in the town of Sopron, in respect to a citizen of the town, who committed an act of ‘public evil’, stating that his name be corrupted (shattered).


� 	Such documents were published partly in different volumes of studies, and partly in professional publications, and were prepared both in Hungarian and in English on the subject of financial management by the local governments under the title of Budgetary relations of the local governments between 1991 and 2001 in the light of the audits made by the State Audit Office (10 September 2002, SAO library, �HYPERLINK "http://www.asz.hu/"��www.asz.hu�); on privatisation, a study was prepared for the meeting of the Privatisation Committee of INTOSAI (April 1998), entitled Summary of the Hungarian privatisation process (1990-1997), which was published in English too. Regarding the subject of corruption a number of studies have been made based upon recent experiences. In 2002, two studies of this nature were issued: A study entitled Audit possibilities of the State Audit Office in the fight against corruption was released, in English too, for the Euro-American Audit Office Conference (July 2002) and the present one entitled ‘Fight against corruption in the light of the contribution made by the State Audit Office’ (October 2002, www.asz.hu).


� 	For more details see the SAO reports on its activities in 1998, 1999, 2000 and 2001 submitted to the National Assembly and approved by parliamentary resolution (www.asz.hu).


� 	Information provided by József Nagy at the Budapest conference of the Federation of Economic and Scientific Associations, held on 18 December 2001. We speak of real risks when, according to the Anti-Fraud Organisation of the European Union, in 1998 the fraud related to the European budget reached 265 million euros equalling some 300 million dollars. The cost of corruption, as some kind of a tax, reduces the investments of entrepreneurs and, thereby, economic growth. The quantitative correlations indicate that if a country improves its corruption index position from 6 to 8 (where 0 is the indicator number for the most corrupt and 10 for the least corrupt), this change can increase the level of investments by 3 to 4 percentage points. World Bank President James D Wolfensohn stated that the cost of corruption reduces the level of investments like some kind of a special tax, thereby impeding economic growth, and that this phenomenon especially threatens the economically weaker countries. 


� 	This can be seen if in their process we compare the qualifications on corruption given in the so-called ‘country reports’ qualifying the preparation of Hungary towards accession to the European Union, and take into account how the summary judgements related to various years are supported by, sometimes meaningless, explorations of the prevailing conditions. It appears that in their qualifications related to corruption, the various documents contain on the one hand general statements reflecting and creating distrust, which are not adequately supported, and which, due to the lack of supporting facts, are questionable in their justification. In this respect, the ‘Regular Report on Hungary’s Progress Towards Accession’, released in 2002 (Brussels, 9 October 2002) leaves a feeling of want. It fills two pages enumerating the steps that, according to previously expressed views, were taken and the results achieved and then, without any substantive evidence, and, moreover, attributing the responsibility of the statement to an unspecified Hungarian public opinion [pollster], states in two and a half lines that no progress has been made and, in fact, the judgement has become even worse. On the other hand, the judgements are not in line with other ‘orders of precedence’ (such as the one made by Transparency International). According to such qualifications, the situation in Hungary is more favourable than, or almost identical with, the judgement of a number of EU Member Countries. No mention is made of the fact that it was exactly the investors from EU countries who had referred to the risks of corruption in the transforming economies of newly democratic countries, where, due to the decisive order of magnitude of their participation in the process of economic transformation, they could be the only active bribers, and where, in the process of their privatisation purchases, it is in their interest that the country should be qualified as a worst possible corruption country, as the ‘country risk’ factor leads to influencing the market price of the various pieces of property. 


� 	Revista Technica, 2000/17.


� 	A more recent experience confirms that this effect, although to a much smaller extent and in another dimension, appears as soon as endeavours of centralisation and voluntarism are asserted. 


� 	See World Bank study entitled Transition, The First Ten Years, Analysis and Lessons for Eastern Europe and the Former Soviet Union published on 14 January 2002 regarding the first ten years of economic transformation. According to this study: ‘In the effectiveness of transition [in respect of the post-socialist countries] the disciplined implementation of reforms and their depth had a greater role to play than the relationships that had existed directly before the transition’…[according to the World Bank study] ‘The [earlier] view, according to which inequality within society grew to a larger extent in places where more reforms had been implemented, proved to be mistaken. The report states the contrary. On the other hand, a high correlation was clearly demonstrated between corruption and inequality.’


� 	A number of factors can be enumerated as reasons for corruption. A Spanish expert establishes negative correlations between corruption, market economy, the growth of the GDP, the efficiency of bureaucracy and the level of training. According to another expert, the establishment of the level of a country’s sensitivity to corruption (C) requires a knowledge of the level of monopolisation of that country’s economy (M), the exclusive nature of public administration (D) and the transparency of financial reports (T); thus C=M+D-T. (Revista Technica 2000/17.) Árpád Kovács: lecture entitled ‘Possibilities for the control at audit office in the fight against corruption’ delivered in the Investigation of Fraud and Anti-Corruption Fighting section of the ICGFM Conference on ‘International Crisis: The Role of the Government Financial Manager’ held at the School of Accounting, Florida, International University (Miami, 11 April 2002). (The SAO has put the written Hungarian version of the lecture at the disposal of the National Assembly and the competent persons of the Government.) In this topic block, Tamás Sepsey has joined the lecture by introducing, in a form of a case study, the investigations made by the Government Control Office.


� 	Elemér Hankiss: A korrupció játékai Közép-Kelet-Európában 1945-1990, Korrupció Magyarországon [The games of corruption in Central Eastern Europe 1945-1990, Corruption in Hungary] (Pécs-Baranya Intellectual Association and the Faculty of Political and Legal Sciences, University of Pécs, Pécs, 2001, and the publication of the Hungarian Gallup Institute, July 2000.)


� 	Korrupció ellenes intézkedések dél-kelet Európában [Anti-corruption measures in South-Eastern Europe] (Európa Tanács Kiadó, 2001).


� 	In all probability, the period of transition closes with the general elections of 2002, the third general elections held after the transformation of the political system. The new government is no longer burdened with the concern of transforming the ownership system, the problem of privatisation, and with that of developing the new state organisation.


� 	The data of criminal statistics related to discovery of criminal corruption offences can only be accepted by way of orientation. The number of criminal offences (bribery, trafficking with influence) decreased from an annual 897 discovered before the socio-economic transformation (in 1988) to 335 in 1990; it stagnated with fluctuations for a longer period, then, by all means as a result of the improving transparency of the institutional system and a more effective criminal investigation, it grew again (the increase was more than 50% in 2001), but these 836 cases represent a more modest quantity even today than was the case before the transformation, and represent only a fraction of the total number of discovered economic felonies. The number of active briberies initiated by officials is rather modest in this category, and is decisively connected to one field, the police fines levied for traffic offences. 


� 	According to article 319 (1) of Act IV of 1978 on the Penal Code (hereinafter Btk.) any person entrusted with the management of another entity’s property, who, by violating his obligations following from such a commission, causes material damage, commits mismanagement. According to the provisions of Article 320 (1), any person entrusted with the management or supervision of another entity’s property, the management or the supervision of which is based on legal regulations, who, by violating or neglecting his duties following from such a commission, causes material damage, which is attributable to negligence, commits negligent management. Note: negligent management and mismanagement are criminal acts committed against property, their subject is the property of another entity and not the purity of public life; consequently, in such criminal offences the inducement of corruption as a motive is, due to known reasons, extremely difficult to prove, and there is a similar situation with respect to Articles 274, 275 and 276 of the Btk. dealing with the notion of falsification of documents and in respect of Article 225 dealing with the notion of official abuse. 


� 	The economy with a mixed ownership system built predominantly on private property was established by way of transforming the ownership system on the one hand through founding large business enterprises based on private – in the first decade of the transformation mostly foreign – green-field investments, which was shortly followed by the foundation of a hundred thousand domestic private enterprises, as a result of the collapse of the ‘socialist large-scale farming establishments’ and private farming becoming dominant, and, on the other hand, through the selling of the business property and operating assets belonging to the various sub-systems of public finance. The study speaks first of all about the dominant changes in the ownership system, meaning the privatisation of state-owned enterprises belonging to the central sub-system of public finance. At the beginning of the privatisation process, in 1990, this represented a value of 25 to 30 billion dollars, and was embodied in business enterprises operating in other than company forms and in related marketable real estates, where the representatives (institutions) of the Government exercised the ownership rights. The segment of public property belonging to various public foundations and the local governments of different settlements forms another category, where the local government property represented a decisive share with a size of about 10 to 15 billion dollars, which was basically available in real estates and landed property that could be mobilised for green-field investments too. Due to the continual revaluations and devaluations of property and in view of the fact that at the beginning of the process only the so-called ‘book value’ (containing the balance of expenditures, investment expenses and amortisation) was available, which could not be interpreted from a market point of view, more accurate value data are not available on property. Thus it was possible that at the time of closing the process of privatisation (i.e. ten years later, at the end of the 90s, when more than 80% of the GDP was produced by private companies), by selling almost 90% of the state-owned enterprises and as a result of the improving selling prices, public finance obtained much more revenues than could be estimated in view of the data that were characteristic for the beginning of privatisation. 


� 	Árpád Kovács: Számvetés a számvevésről (Magyarország Évtizedkönyve, 1998. Demokrácia Kutatások Magyar Központja Közalapítvány [Account on auditing (A Decade Book of Hungary, 1998. Hungarian Centre for Democracy Research Public Foundation)] pp 179-204. In substance, ’spontaneous privatisation’ meant that the formerly monolithic state-owned enterprises were allowed to form companies, even in co-operation with each other; they were allowed to export property to these companies and they could leave the burdens with the parent company, they could empty the parent company by taking away the profitable technologies and market possibilities. 


� 	In the course of economic transformation, as a result of companies going bankrupt or their financial positions becoming instable the banking system, which still was in state property, also came to the verge of bankruptcy. State intervention, consolidation was needed to preserve their operational capabilities. The series of steps raising a burden of nearly 500 billion Hungarian forints (2-2.5 billion USD) and implemented by various techniques is called ‘bank-consolidation’. The operational capability of the thus saved banks has, as a result, been preserved, and the banks subsequently, mostly through the intervention of strategic investors, went over to private hands. 


� 	Today around 3200 settlement local governments operate in Hungary, however only about 300 of them possess considerable assets and have effective economic management duties that are not restricted only to the distribution of the centrally extended subsidies. In its today’s form the system, through a chain of local interests, leads to decisions, which are almost opaque; there is a significant the risk of corruption.


� 	The fact that the situation is similar elsewhere, also in the developed western countries does not change this phenomenon. In comparison to the civil servants the managers of private firms earn a better salary in these countries too. However, it is counterbalanced there by the job security, the various benefits, the state pension and, very importantly, by the fact that one can make a fair living from the income earned in the public sector too.


� 	Act XXXVI of 2001 amending Act XXIII of 1992 on the legal status of civil servants and several other acts. Valid as of 1 July 2001.


� 	The acts carrying such provisions include among others the following: Article 10/A of Act LXVII of 1997 on the legal status and remuneration of judges; Act CII of 2001 on the conflict of interests regarding the persons discharging certain duties of public power and those performing managerial obligations in respect of public property and on their obligation to make property declarations. 


� 	Paradoxically, one of the greatest scandals, which came to light years later and led to the replacement of one minister and the whole management of privatisation, is connected to the privatisation organisation. And this has cast a shadow on the whole process of privatisation, although the scandal was not connected to the sale of assets, but rather to the sharing in the revenues with settlements. The corruption case of the ‘success fee’ referring to ‘interests’ instead of distribution in compliance with the law, which was audited by the State Audit Office and led to penal proceedings, and which was connected to the financing of a political party, has brought about radical changes in the patience and tolerance of public opinion. 


� 	See the corruption index numbers given by Transparency International.


� 	The Centre for Fighting Organised Crimes was established by Act CXXVI of 2000 and has been operating as an independent central office within the organisational system of the Ministry of the Interior, whereas the package of laws on the ‘glass pocket programme’ is under preparation. In accordance with the chapter contained in the programme of the government now in office entitled ‘Corruption-free public life’ (commonly known as the ‘glass pocket’ programme), if it is implemented, an overall system of rules will be developed. Its aim is to promote the auditing of the utilisation of budgetary resources, to ensure the transparency of the system of public assets, the elimination of possibilities for corruption and the appropriate openness of the data with public interest. According to legislative intentions, the planned regulation will regulate the relations between the openness of data with public interest and business secrets, creating thereby the harmony of proportionate implementation of constitutional rights; it will strengthen the role and powers of the State Audit Office, as the highest organ of state audits; it will render the operation of budgetary organs more transparent and delimit their undertaking of economic roles; it will expand the system for accessing the data of business companies, included in publicly authentic records, and the publicity of firms; it will regulate the rules related to the internal control of state-owned firms and the provisions serving the transparency of their operations; it will ensure the transparent operation of the non-profit organisations established using public resources. 


� 	Act XL of 1995 on public procurement.


� 	In its thematic audits SAO has made special reviews on the implementation of the aims and objectives included in the legal act, and, as a matter of fact, all of its audits have touched upon the field of public procurement in some form or other. Last year, the State Audit Office audited for the second time the implementation of the legislative intention embodied in the public procurement act. The audit on the implementation of the amended act included mostly the review of public procurements made by the local governments and their institutions and, to a lesser extent, by central budgetary organs.


� 	Report No. J/5653, Budapest, 7 December 2001. 


� 	The National Assembly has already utilised several of the SAO´s proposals. The ones that related to the judgement procedure and the requirements were incorporated into the text of the Act as amended at the end of 2001.


� 	For example, the threats of corruption are especially great in the investment process of the local governments of towns and villages. The purity of the public procurement steps made in this field is often disputed. The difficulties could be diminished if harmony was established in the process of applying for what are known as targeted government subsidies broken down for individual budgetary years and attached to definite investment targets and in the process of applying for different subsidies available as supplementary resources (e.g. in the field of environmental protection). The local government would not have to conclude ‘background’ agreements with the entrepreneurs, to give up their possibilities to assert their local interests in order to realise their investment projects and to solve their temporary funding problems and to automatically throw doubts on the purity of the invited public procurement bids. By co-ordinating the processes, considerable results could be achieved both at the time of awarding the supports and at the time of auditing the implementation of investments, and the corruption risks would reduce. 


� 	Regular Report on Hungary’s Progress Towards Accession (Brussels, 9 October 2002).


� 	Today the financing system practically compels the local government leaders to take various illegal initiatives fraught with serious corruption risks. 


� 	The date of closing the manuscript was 21 October 2002.


� 	A government decree stipulates that in their private contracts for service provision, construction activities, supplies, etc. made with businesses, the budgetary organs should lay down the requirement to tolerate the SAO and KEHI [Government Control Office] audits as a condition. 


� 	Act XXXIII of 1989 on the operation and financing of parties. The Hungarian party act burdened by a number of contradictions and inaccuracies has remained unchanged in its basic principles as far as the financial operation of the political structure of a multi-party democracy is concerned, and in this respect it is by far ahead of the ’usual’ European level. According to its provisions the State Audit Office has to audit, once in every 2 years, from a regularity point of view, the activities of all the parties that obtained more than 1% of the votes during the general elections or whose representatives won seats in the Parliament and, therefore, receive budgetary subsidies to their operations in proportion of the number of their parliamentary seats.


� 	Government Decree No. 1023/2001. (III. 14.) Korm. states that: ‘The Government does not consider it desirable that subsidies of an uncertain origin should be attached to the operation of parties. The sources of the wealth of, and material support extended to, the parties must be audited more effectively than so far. The legal conditions necessary for more effective audits have to be created. It is justified to put an end to those regulations of the economic activities of parties which deviate from the general system. It is necessary to study the possibilities for a solution, as a result of which the economic organisations belonging to the sphere of party interests could not take part in public procurement procedures. Harmony should be established between the accounting rules and the regulations related to the economic activities of parties. In the course of the preparatory work, it is necessary to study the possibility of a solution, according to which the parties should receive subsidies exclusively from the central budget, and no support should reach them from natural persons or other legal entities. In the interest of all this, the act on the operation and economic activities of parties should be revised, and the draft of the required legal amendment should be submitted to the Government.’


� 	Based on indirect data (such as the expenditures used for advertisements, postage, meetings, etc.) one can conclude that this non-transparent field is broader today than the regulated and transparent direct economic activity of the parties.


� 	Act C of 1997 on the election procedure.


� 	Árpád Kovács, Belső ellenőrzés szabványai – az USA kormányzati intézményeiben bevezetett gyakorlat [The Standards of Internal Auditing – The Practice Introduced in the Governmental Institutions of the USA] (Pénzügyi Szemle, Vol. XLV, March 2000, pp. 205-212.


� 	After thorough screening, the staff of both organisations continued to work with the SAO, but as far as its functions and legal status are concerned, the SAO is a legal successor of none of these organisations, and it did not take over their responsibilities either.


� 	A lecture of József Roóz, entitled Könyvvizsgálat és pénzügyi ellenőrzés az ezredfordulón [Audits and financial audits at the turn of the millennium] delivered at the 4th National Conference of Hungarian Financial-Economic Auditors (Miskolc, 11 October 2002) Its concept: manipulation of the accounting data, processes, techniques, arriving at favourable results in reports. Its technique: financing outside the frameworks of accounting and what is known as 'window dressing'. 


� 	In connection with this, the report of the European Commission on Hungary’s Progress Towards Accession issued for the year 2001 states the following: ‘Internal auditing across public administration is understaffed and inadequately prepared for its future role. The functional independence of internal auditors should be guaranteed and developed. A detailed needs analysis should be carried out in order to clarify the role and competencies of the Ministry of Finance, the Treasury and the GCO especially regarding internal audit area. In addition, the line ministries’ internal audit capacities should be strengthened.’ (Brussels, 2001, or www.kum.hu)


� 	This phenomenon has a number of reasons. On the one hand, the endeavours of the private audit firms to tap the market, to ‘broaden the range’ of their services, and the consideration held by those resorting to such services that this way it is ‘more economical’ to comply with the rules and requirements stipulated and audited by the external organisations of public finance operation and state audit. On the other hand, there is a prevailing belief, only partially acceptable in our view, according to which this way the realisation of the audit experiences is simpler and competence is also of a higher standard. 


� 	One of the decisive personalities of the audit profession, Brian Singleton-Green writes the following: ‘Limitations are expected [in the USA] in the field of services that can be extended to clients outside the field of accountancy. If the limitations are introduced, they will affect the possibilities of firms to use linked selling, thus they will also affect the services that are reasonable to keep within one firm. And since the [accountancy] firms are becoming increasingly international, if they are to transform in the United States, they will likely do this.’ (Structure and Independence, Accountancy, April 2002) 


� 	On the one hand, this approach in itself reduces the chances of systematic and professional discovery of facts, since in this manner, some way or the other, verification based on preconceptions is expected from the audit organs. On the other hand, if – not recognising the real possibilities offered by their effects or obligations, or guided partly by impatience, or based on other motivations, name these latter with some euphemism goodwill solutions based on sympathy or contacts – the competent persons turn towards the so-called ‘fast screening’ method instead of the institutions of financial audit, which method does not really work well in the private sector either, is questionable both in regard of its authorisations and its data handling, and usually does not stand the test of publicity, and they take their steps by accepting the ‘findings’ of these fast screenings without any criticism, they will lose the confidence of the machinery and the leaders of the state organisations set up for this purpose, and, at the same time, they will destroy the confidence cast in these organisations, which, from the point of view of utilising their activities, is indispensable. 


� 	Hungary takes part in the programme jointly started in May 1996 by the Council of Europe and the Commission of the European Communities in support of the fight of Central and Eastern European countries against corruption and organised crime (the OCTOPUS programme). In 1998 it acceded to the OECD agreement on the fight against bribery to foreign officials and then, in 1999, to the Law Enforcement Agreement Against Corruption of the Council of Europe and the Strasbourg agreement of 1990 on money laundering and the finding of things originating from criminal acts. In 2001, the Government adopted its anti-corruption strategy. 


� 	The Association of the Hungarian Section of Transparency International has worked out a number of proposals to the draft agreement and put them at the disposal of the ad hoc committee. 


� 	Decision No. 97(24) of the Committee of Ministers of the Council of Europe on the 20 directives of fighting corruption. Points 7, 8, 9, 10 and 11 of the decision deal with the tasks of audit and financial control. Note: in the Hungarian text the word audit is mistakenly translated as ‘könyvvizsgálat’ (checking of accounts). 


� 	Béla Kádár: Globalizációs kihívások – gazdaságpolitikai válaszok [Globalisation challenges – economic policy answers], Magyar Tudomány, 1999, Issue 9.


� 	For financial audit, the knowledge of the international tendencies prevailing in the development of public authority activities related to taxes, customs and competition, as well as to the capital, money, and insurance markets, and a deeper analysis of international standardisation taking place in these fields, the monitoring of the rigorous requirements are important not only because of their bearing on the bilateral and multilateral economic relations, and from the point of view of understanding our obligations, but also because the work of these organisations has an effect on audits made in respect of public finance operations, and not the least on the internal audits of the state-owned and the private companies. The work of these public authorities is a decisively important subject of financial audits. The checking on the regular, expedient and effective use of the resources spent on institutional operation, for example the benefits born by the money spent on collecting tax and customs revenues, is of key importance from point of view of public finance operation.


�	A. Friedberg & C. Lutrin, The Internal Audit in the U.S. Local Government in the 1990s: A Status Report and Challenges, Journal of Public Budgeting Accounting & Financial Management (2001), vol. 13, pp. 325-344.


* 	Several states have more than one audit institution.
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