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Have the Czech SAO’s Audits Carried out in the Area
of the State Budget Revenues Resulted in a Higher
Number of Legislative Changes when Compared

to the Audits in the Domain of the State Property
Management?

Jan Bucek!

Abstract

The aim of this paper is to compare the results of 4 selected audit areas of the SAO,
namely audits carried out in the domain of the state budget revenues, state prop-
erty, state-owned enterprises and state funds. The hypothesis is that the findings of
audits on the revenue side of the state budget have resulted in the largest number
of legislative changes within the period under review. As part of the assessment of
the development of the impact of the SAO activity measured by the number of gov-
ernment-imposed corrective measures, it was also found that the benefits of audit
findings have increased and their usability has risen noticeably since 2005. By ana-
lysing the selected audit areas, the first established hypothesis was confirmed when
it was found that the largest number of legislative changes was made in the area of
the state budget revenues. In this domain, areas of system failures and implemen-
tations of the imposed recommendations were analysed additionally, with the aim
to uncover the most problematic areas and to assess the overall implementation of
the imposed recommendations. The hypothesis in this respect was that the recom-
mended remedies were mostly met. Within the area of the state budget revenues,
based on the publicly available information and the auditees” opinions it was found
out that most of the recommendations were met. The second hypothesis was met, as
well. The presented paper analyses both the government’s resolutions, audit findings
and conclusions, annual reports, EU reports, and selected views of the auditees.
Within the audit areas, the number of submitted criminal notifications and notifi-
cations to the tax authority is also quantified. The usefulness of the results is based
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on the fact that the audits in the assessed areas were focused on the audit of legality
with elements of the performance audit, though the best results in the domain of
legality were brought by audits in the area of the state budget revenues. In this do-
main, it is therefore appropriate to focus more on the audit issues related to legality,
as evidenced by the number of corrective measures in which the government has
imposed a legislated solution to the given issue. Conversely, for audits of state assets
(the remaining three groups), it would make more sense to strengthen the focus of
these audits on the performance-related risks (the so-called 3E).

Keywords:
SAI, SAO, Audit action, Annual report.

1. Introduction

The SAO of the Czech Republic has operated in its current form already since 1993.
Its main task is to carry out an audit of state assets and the state budget. Within
the Constitution of the Czech Republic, the Fifth Chapter is devoted to the SAO’s
operation, listed next to the legislative, executive and judicial power. The SAO is
sometimes also referred to as the so-called “fourth pillar of democracy”, or as an
additional power, i.e. the controlling one. Its status, competencies, organisational
structure and other specifics are stipulated in the Act on the Supreme Audit Office
No. 166/1993 Coll.

Audits carried out by the Supreme Audit Office of the Czech Republic verify
whether the audited activities are in compliance with the existing legislation or with
the regulation in force within the particular period under audit review. They fur-
ther assess the formal and substantive correctness and assess whether the criteria
relating to efficiency, effectiveness and economy are met. The SAO’s audit may also
cover any area specified by law, regardless of the level of secrecy to which the infor-
mation is subjected. The result of each audit action is an audit report that contains
a summary of the facts identified during the audit. Several major types of audits are
distinguished, namely performance audits, legality audits, and financial audits. Per-
formance audits are exclusively focused on evaluating the so-called 3E (effective-
ness, efficiency, economy) of the audited area. Audits of legality assess compliance
with the existing legal framework and look for potential regulatory deficiencies and
gaps in the legal arrangement. Within these two types of audits, a legality audit
also occurs with elements of the performance audit. Typically, this type of audit
identifies the main risks of legislative under-regulation, but it also tries to evaluate
the audited area from the perspective of 3E compliance. The last type of audit is the
financial audit, which checks whether the given final account or relevant accounting
records give a true and fair view of the actual state of affairs.

The main aim of the presented paper is to confirm or disprove two hypotheses.
The first hypothesis is that over the period under review, audits in the domain of the
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state budget revenues had more legislative impact than audits of the state property,
state-owned enterprises and state funds. Comparability of these areas based on the
above-mentioned criterion stems from the fact that these are audits of legality with
elements of the performance audit. The legislative impact is subsequently measured
by the number of new pieces of legislation, enacted based on the audit findings. The
second hypothesis is that most of the recommended corrective measures were met
by the auditees. Within the second hypothesis, apart from the publicly available
sources specific opinions requested from the auditees will also be considered in or-
der to better understand and define the areas in question, the reason being that the
auditee’s opinion is released only following the issuance of the audit reports.

The article is split into five chapters, i.e. Chapter 2 through 6. Chapter 2 deals
with literature that has in some way addressed the assessment and evaluation of
the impact of activities of the supreme audit institutions. Chapter 3 deals with the
data used and the research method. The following Chapter 4 presents the results,
both for the period from 1993 to the present and for audits in the selected areas
within the surveyed five-year period. Chapter 5 introduces the discussion while
combining the literature review mentioned in Chapter 2, which it compares with
the situation of the Czech SAO. Finally Chapter 6 contains a summary of the most
important findings.

1.1 System of publication of audit reports and co-operation/relationship
of the Czech SAO with the Government of the Czech Republic and
the Control Committee of the Chamber of Deputies

The specific time and factual definition of an audit activity in a given year is con-
tained in the so-called plan of the audit activity. This plan is approved by the Coun-
cil of the Office and submitted by the President of the SAO for information both
to the Government and to the Chamber of Deputies and to the Senate. It is also
published in the SAO Bulletin. This plan already includes a specific audit timetable,
where both the related member of the Office who will conduct the audit action and
the body that will subsequently approve the audit report are specified. Once the
audit report is approved by the appropriate authority of the Office, it is published by
the President of the SAO in the SAO Bulletin and sent to the Government, to the
Chamber of Deputies and to the Senate. Upon request, the SAO is required to send
these bodies all the supporting documents that have been used to produce the rel-
evant audit report. The only exception relates to those documents which have been
passed on to the law enforcement authorities; for these documents a disclosure can
only take place after the consent of the competent authority.

Within the framework of the co-operation of the SAO, the Government, the
Senate, the Chamber of Deputies and its bodies, the President of the SAO may at-
tend the meetings of these bodies when the SAO audit reports are discussed. In
this sense, the President is not a mere passive participant, but s/he has the right
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to actively engage. If s/he in turn asks for a word at such a meeting, s/he must be
granted it by the law. On the other hand, it is true that although the SAO President’s
participation in such meetings is not obligatory, if required by the above-mentioned
authorities, s/he is legally obliged to participate in these meetings. The audit reports
are continuously debated by the Government and at its discretion they are also dis-
cussed by the Control Committee of the Chamber of Deputies. These authorities
in turn take note of the audit reports or impose specific corrective measures along
with a set deadline for their completion.

2. Literature review

The role and impact of activities of the audit institutions has already been dealt
with by several pieces of work (e.g. Pollitt and Summa 1997 or Pollitt et al. 1999 and
Pollitt 2003), in the context of comparing several selected Supreme Audit Institu-
tions (SAI). These pieces of work compared performance reporting as well as, for
example, methods for assessing the financial impact of a public audit performed by
the SAI on national budgets. Lonsdale (1997) identified several ways in which SAIs
evaluate the value of their work, although the role and historical-institutional con-
text of each SAI have a direct impact on how these institutions use these available
methods. According to Lonsdale, these impact assessment methods are the follow-
ing: changes made by the Government; financial savings; impact on the Parliament;
media; independent impact assessment.

However, the quantification of these impacts is rather complex, and in general,
assessments of foreign SAIs are diverse. The British SAI is considered as advanced
in this respect by some studies (e.g. a comparative study by Otetea et al. 2015 or
Pollitt et al. 1999). Pollitt et al. (1999) states that the most common instrument for
measuring impact, with the exception of financial benefits, appears to be the mea-
surement of the proportion of recommendations adopted by the Parliament and
the Government for legislative changes. The financial impact can be quantified by
reducing expenditure or increasing collection of revenue, increasing efficiency and
effectiveness, quantifying improvements in the quality of services provided by a
public sector entity — a benefit for others (taxpayers).

In the same spirit as the previous ones, these studies (Pollitt and Summa 1997
and Lonsdale 1999, 2000) analyse what tools are used to measure SAIs’ work. The
results of SAIS’ work were assessed on the basis of annual SAI reports. The use of
annual reports beyond the above-mentioned studies is also found in Groenendijk
(2004), which deals with the analysis of the European Court of Auditors, namely
annual reports from 1996 to 2001 aiming to analyse how the European Court of
Auditors assesses the performance of EU Member States regarding the management
of EU finances. Another example is the study of Gonzalez et al. (2008), which dis-
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cusses how the SAIs measure the impact of their work. These studies justify the use
of these documents as an experimental analytical tool.

SAIs are generally referred to as institutions that play a vital role in demo-
cratic systems, as they develop independent and effective public-sector scrutiny.
The Lima Declaration on Audit Principles (1977), which is considered a corner-
stone document summarising the principles of independent audit activities that
individual SAIs manage, is essential in this regard. Public-sector audit should
include monitoring of all aspects of government services, informing of the gov-
ernment and the general public through objective reports (INTOSAI). The main
objective is to call for an independent government control, but it is equally im-
portant to measure the impact caused by SAIs’ activities. However, based on the
analysis of studies in some way dealing with the issue of the Czech SAO, it was
found that there was no relevant study to deal with the activity or, respectively, the
impact of the audit activity of the Czech SAO. Current studies are mostly limited
to the description of competencies, powers or organisation of the Czech SAO. In
this respect, it is an interesting paradox where the SAO assesses compliance with
the so-called 3E (Economy, Efficiency, Effectiveness) in auditees, but so far no one
has looked into the performance of the SAO itself.

The most useful for this study thus appears to be the study by Gonzélez et al.
(2008), which examines how to measure the impact of SAIs, as well as the proce-
dures adopted to determine the impact of its activities. In this study, 10 European
SAIs - members of INTOSAI and EUROSALI - and the European Court of Auditors
were examined. The paper aimed to analyse the tools used by the SAIs to assess
the impact of their activity and based on the analysis of selected annual reports, it
arrives at individual findings. These findings show that SAI France closely monitors
its recommendations, and it is able to come up with reliable conclusions on compli-
ance by the auditees with recommendations in all areas. SAI France’s annual report
describes, among other things, the extent to which the recommendations have been
taken into account, taking into account the changes made by the government to
implement them, and pointing to the admission process and the associated prob-
lems. SAI Portugal adopts two tools to measure the impact of its activities, namely
the follow-up recommendations, which are further broken down according to the
different criteria and areas and the relationship with media. On the other hand,
the annual report of neighbouring SAI Spain does not provide any information
regarding the impact of the SAT’s audit activity over there, and no explicit impact
measurement of audit activity is present eeither in the annual report of the Europe-
an Court of Auditors.

The annual report of SAI Netherlands emphasises monitoring the effective-
ness of its activity, where impact assessment is not limited to just one procedure.
The results must also be available externally, and it must also continue to measure
the impact through recommendations. This SAI further developed an impact-as-
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sessment handbook, which produced the first impact-assessment report, where
most ministries and organisations responded quickly to the recommendations.
There are various measurement tools, which include creating an impact-assessment
system that tracks the follow-up recommendations, internal measures, website-visit
information, or the number of the most requested news on websites. The annual
report of SAI Germany indicates the usage of two methods of the impact measure-
ment of activities, when the German SAI follows the recommendations taken and
enacted, quantifies savings and revenue generated through the use of the proposed
measures, and it is also involved in the budget negotiations.

In its annual report SAI Malta considers the views and comments from the
Managing Authorities regarding their recommendations to be an impact assess-
ment tool. The report therefore contains information on the measures already
taken or to be taken to remedy the irregularities detected. The Polish SAI uses
various instruments to measure the impact of its audit activity by applying a
methodology to quantify the impact in monetary units — financial gains, financial
discrepancies. Within the impact indicator this is an internal measurement — the
number of seminars organised, the number of statements on the audit results
submitted to the Polish Parliament, the number of press conferences, newspaper
articles, TV programmes.

SAI Sweden, on the other hand, does not provide significant information on
the impact of its activity, with the only reference being the audit of prison and pro-
bation services, recommendations adopted by the army. In its annual report, SAI
Slovenia notes that most of the recommendations are being adopted by the auditees
already during the audit itself, and as such only a few recommendations remain in
the report. Follow-up recommendations are only used for major discrepancies aris-
ing from the use of public funds. The study is concluded by SAI United Kingdom,
which divides audits into four groups, with recommendations for each group. There
is also a financial impact report, though SAI United Kingdom points out that in
some cases, the impact cannot be quantified.

In general, there are several models within the SAIs which also influence
the impact assessment itself and the methods by which these impacts are mea-
sured/evaluated. According to the NAO study (2005), within the EU it is possible
to distinguish a model with a judicial function (e.g. France), a collective model of
non-judicial structures (e.g. Germany), an audit office headed by an independent
auditor or a non-governmental President (e.g. the United Kingdom), and a model
led by the President, where the SAI performs local, regional and central audits (e.g.
Slovenia). The World Bank PremNote (2001) also states that most developing coun-
tries use one of three audit systems — Napoleonic, Westminster or board.
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3. Data and methodology

Four audit domains were initially chosen for the comparison. These audit actions
were selected on the basis of annual reports and subsequently verified in the register
of audit actions. The audit area for the state funds includes SAO audits that focus
on state assets and funds that are managed by the relevant state funds. Over the
past five years this type of audit included both the State Fund for Cinematography
and the State Fund for Transport Infrastructure, along with other selected funds.
The audit area covering the state-owned enterprises includes SAO audits that focus
on the government assets managed by state-owned enterprises. Over the past five
years, this type of audit included the state-owned enterprises within the competence
of the Ministry of Industry and Trade, the state-owned enterprise DIAM, Forests of
the Czech Republic, Military Forests and Farms of the Czech Republic, the state-
owned enterprise VOP CZ, Palivovy kombinét Usti, the state-owned enterprise Air
Traffic Control of the Czech Republic and selected state-owned enterprises (riv-
er-basin managers) within the competence of the Ministry of Agriculture. The audit
area that encompasses state assets includes the SAO audits that focus on state assets
which the relevant state organisational units are competent to manage, the Office
for the Protection of Competition, the Czech Trade Inspectorate, and many others.
The audit area for the state budget revenues includes the SAO audits that focus on
tax revenues, i.e. on both the direct and indirect taxes, including social security.
These audits, however, generally do not focus on subsidies or on health insurance.
The above areas are comparable since they do not cover the financial type audits and
evaluate the given domain in particular from the accounting perspective. Audits
within the above-mentioned areas are audits of legality with the performance au-
dit’s elements. This means that within the audited area, they aim at risks associated
with the legality or, respectively, assess both the legality issues (whether compliance
with law is maintained and whether there is no legislative gap or deficiency) and
performance (“3E”).

In case the audit group also included the audits focused on accounting, the
final results would not be comparable. These audits focus on the final accounts of
the state budget’s chapters for which they assess the financial statements, i.e. in par-
ticular a faithful portrayal of accounting when calculating the total amount of mis-
statements. The aim of financial audits is to determine legal correctness, but they
stop short of assessing the sufficiency or inadequacy of the existing legislation. They
also do not evaluate the chosen strategies or targets and their implementation as
opposed to the above-mentioned audit areas, which do so.

The total number of audits completed each year by the Supreme Audit Office
can be determined from individual annual reports. Based on these data, the ratios
and significance of audits in the predetermined compared areas were calculated
between 2011 and 2016. In order to determine the trend of impact of the SAO’s
audit activities, a sample of the state budget revenues was selected, starting from
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1993. Audits in the domain of the state budget revenues were in turn selected as the
sample to analyse compliance with the recommended corrective measures by the
auditees. Based on opinions of the auditees, areas of systemic deficiencies and the
degree of compliance could be more precisely defined. Audits in the domain of the
state budget revenues are also intended as a sample of the audit activity on which
the government usability of the audit reports is tested. In this respect, an impact is
defined as the number of the government-imposed corrective measures. In the case
of the compared areas for the selected period, the number of legislative modifica-
tion in turn represents an important form of impact based on the findings of these
audits. The impact assessment in the form of the number of corrective measures
imposed was based on the electronic library for the public (the eKLEP information
system), in which the government resolutions on individual selected audit actions
were searched on the basis of the audit action number and the relevant period. In
order to determine the number of legislative changes, it was necessary to analyse
information from the audit activities, i.e. the audit reports, the SAO’s annual reports
as well as the government resolutions. In addition, documents originating from the
Control Committee of the Chamber of Deputies of the Czech Republic were also
analysed within the framework of the data available on the website of the Chamber
of Deputies. The main research method was a content analysis.

All research results relate to the end of 2018. Although older audits can no
longer be accounted for regarding their further impacts, audits that have begun in
2015 may still have theoretical impacts in 2019, the reason being that certain audit
findings may be discussed by some authorities (in particular by the Chamber of
Deputies’ Control Committee) several years after their publication. Although this
situation should not be too frequent, it may be so, and this possibility cannot be
ruled out. For this reason, the period ending in 2016 was also chosen. At the latest
by this year, all selected audit findings were published. If a more recent period was
chosen, in some cases it would not be possible to evaluate the impacts, since some
audit findings are discussed in the Government or the Chamber of Deputies’ Con-
trol Committee with a relatively considerable time span.

From the methodological point of view, it was very important to specify the
term “legislative change” Such a change is therefore defined as a significant legis-
lative change which involves the elaboration of a complex new legislation which
was not in existence until then within the given area. A change is viewed as a small
change of legislation when a specific provision is added to a concrete law, better
defining a provision or removing some problematic element. The most challenging
task was to specify the problem areas and recommendations in the sample of audits
in the area of the state budget revenues. This was based both on the EU reports and
information obtained from the audit actions, as well as - for a better understanding,
grasp and verification of the results — on the information obtained from the request
for information from the audited entities, as briefly mentioned above. However, this
approach would not have been necessary, provided the audit reports were based
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only on the opinion of the auditees expressing their opinion on the recommen-
dations made in the audit reports. As another possible form of impact, the num-
ber of criminal notifications and notifications to the tax authority was additionally
quantified on the basis of the audit reports. This output was further verified based
on the register of audit actions. The verified volume was not compared in any way.
An analysis of the selected audit areas revealed that the methodological anchoring
would be very problematic in this case, and the quantification of the verified or
verifiable volume could be misleading for this type of the audit action. Conversely,
in the case of audits focused on financial accounting or subsidies, the verified and
verifiable volume is very well quantifiable and its quantification also makes sense.

Within the implementation of the recommended corrective measures in the
area of the state budget revenues, five categories were specified. Category 1 contains
the cases where the given recommendation had to be fully (100 %) adopted and
implemented without reservation by the auditees in the form proposed by the SAO.
Category 2 covers a partial or almost complete fulfilment of the given recommen-
dation. For this category, the recommendation was not adopted exactly according
to the SAO’s proposal, or the recommendation was only met by a certain part, i.e.
mostly or partially, but not entirely. This category has been defined for complex
purposes. In some cases, it would be very difficult to determine whether the rec-
ommendation was met from a larger or smaller part. The third category contains
the SAO’s recommendations that were not accepted by the auditees or that were
not sufficiently adopted. These are therefore such recommendations that the audi-
tees have explicitly disagreed with and taken a negative attitude towards them, by
which stance they stood even after the audit was completed. This is also related to
the inadequacy of the recommendation, where the auditee accepts changes that are
almost unrelated to the recommendation or only marginally so. Category 4 includes
measures that have not been met. However, these are often more extensive changes
that cannot be implemented within a shorter period of time following the audit’s
completion. Their potential future fulfilment is therefore still possible under certain
circumstances. The fifth and last category quantifies the number of recommenda-
tions that were no longer up-to-date for the status quo (after the audit was complet-
ed). This category therefore includes recommendations addressing deficiencies that
the auditees already knew about and worked on to eliminate them. Problem areas
or, respectively, the types of recommendations based on which the measures were
taken by the auditees, were defined in light of the nature of the individual shortcom-
ings. As a result, 11 different groups were established.

4. Results

This section presents the results of the audit activities focused on the state budget
revenues, which constitute a sample of the auditing activities of the SAO since 1993.
The aim here is to assess the evolution of the reaction of the Government and the
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Chamber of Deputies’ Control Committee to the audit reports of the SAO within
two immediately subsequent periods. The hypothesis here is that the usefulness of
the audit findings in the second established period since 2005 has increased. As
a response we consider here the situation where the government has imposed a
corrective measure. When the audit report was only taken into account, the govern-
ment did not take any corrective measure. Provided the audit report was evaluated
as important by the Control Committee of the Chamber of Deputies, it considered
it and could also take the corrective measure. As mentioned above, this analysis is
divided into two periods. For audits that started in 1994 through 2004 and for audit
actions that started in 2005 through 2015. Given the fact that within the second pe-
riod (starting from 2005) certain audit findings were discussed in the government
only in 2016, this period is depicted in the chart until 2016. Another part of the
results, starting from subchapter 4.2, provides an analysis of the selected bench-
marked audit areas. All audit actions in the selected audit areas start in 2010 at the
earliest. The hypothesis here is that the greatest legislative impact, or the largest
number of legislative changes, was made on the basis of findings of audits focused
on the state budget revenues. The reason for this hypothesis is the fact that over the
past few years, both national and international initiatives have increasingly focused
on combating tax evasion. At the same time, the SAO audits primarily dealing with
the state budget revenues also often focus on the area of tax evasion. This fact is in
turn closely related to the greater potential for changes in legislation. For each of
the four selected audit areas, the main factors that may influence the audit results
are also analysed. In order to assess the level of compliance with the recommended
corrective measures by auditees, a sample of the state budget revenue audits has
been considered since 2010. The hypothesis here is that the recommended correc-
tive measures have been largely met.

4.1 Audit actions implemented since 1993

Chart 1 below analyses the impact of the audit actions between 1994 and 2004 (no
audit actions with a focus on the state budget revenues were started in 1993). From
the results it becomes clear that only in 1998 and 2001 were corrective measures
imposed by the government within two SAO audit reports. In 2000 and 2002, this
always related to only one audit report. The ratio of the government’s total correc-
tively unresolved measures to the audit reports for the period is 77.8 %. Only in
22.2% of the cases was the SAO’s audit report substantial enough for the govern-
ment to take a corrective measure on the basis of the presented facts. In other cases,
the government has only taken note of the SAO’s audit reports without any further
action. The Control Committee of the Chamber of Deputies has not put in place any
corrective measures for the entire analysed period.
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B Control committee

K Audit action year where

corrective measures
were made

M Audit action year where
no corrective measures

Chart 1
Audits of the state budget revenues between 1994 and 2004
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were made

Source: Author, based on the information from the Government? and annual reports of SAO.

The immediately following period beginning in 2005 is shown in Chart 2
below. In this period, the impact of the audit actions (the number of corrective
measures imposed) is significantly higher. Without corrective measures, the gov-
ernment took note of only 52.4 % of the audit reports. In contrast, in 47.6 % of the
cases, the government has taken the corrective measure. Audit reports were also
discussed in some cases by the Control Committee of the Chamber of Deputies.
The Control Committee discussed a total of 28.6 % of the audit reports of the SAO

during this period.

2 Information from the Government application — ODok and from the section “Documents” of the

website of the Chamber of Deputies’ Control Committee.
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Chart 2
Audits of the state budget revenues between 2005 and 2016

B Control committee

M Audit action year where
corrective measures
were made

M Audit action year where

! ! no corrective measures
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 were made

Source: Author, based on the information from the Government® and annual reports of SAO.

As the results above show, the impact of the SAO’s audit actions expressed
by the number of the government-imposed corrective measures has substantially
increased over time. In other words, over the immediately follow-up period from
2005 to the present day, based on the audit reports the government has considerably
more frequently imposed corrective measures than over the period from the SAO’s
inception until 2004. By analysing the audit reports from both periods it was found
that the targeting of the audit reports has improved or, respectively, the reports pro-
vide more targeted suggestions for the measures or recommendations that should
be implemented.

Table 1 below additionally summarises the two above-mentioned periods
and the specific number of the audit reports for which the government has taken
corrective measures. The impact of the audit reports increases further in the sec-
ond period after 2005. This is also due to the fact that resolutions of the Control
Committee of the Chamber of Deputies were issued for six audit reports. For one
audit action in 2010, the government did not impose any corrective measure, but
the Control Committee assessed the situation in the opposite way and imposed
the corrective measure.

Within the impact of the above-mentioned audits the number of criminal no-
tifications filed and the number of notifications submitted to the tax authority since
1993 is further quantified in Table 2 below. Within the submitted notifications to the

3 Information from the Government application — ODok and from the section “Documents” of the
website of the Chamber of Deputies’ Control Committee.
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tax authority, there was always just one filing per audit. Exceptions were criminal
notifications, which were filed in a larger number within individual audits. Within
the scope of only three audits in the 1990s, a total of 14 criminal notifications were
filed. On the other hand, since 2000, there has been only one criminal notification
filed within one audit.

Table 1
Audits of the state budget revenues since 1993

Period when an audit . Audits without corrective
action started Total corrective measures e —

between 1994 and 2004 6 21

between 2005 and 2015 10 11

Source: Author.

Based on the performed analysis, it was found that the reason for the higher
number of criminal notifications filed until 2000 was the focus of the audit actions.
In two of these three events, the SAO has focused not only on the relevant state au-
thorities, as is currently common, but also on the selected taxpayers from the ranks
of legal and natural persons.*

Table 2
Audit actions in the area of the state budget revenues — number of notifications
since 1993
Notifications to Notifications to Criminal Criminal
tax authorities tax authorities notifications notifications
1994-2004 2005-2015 1994-2004 2005-2015
3 2 14 1

Source: Author, based on the information from SAO.?

4.2 Audit actions in the last five years — state budget revenues

Chart 3 below shows the number of all completed audit actions of the SAO over the
period from 2011 to 2016. The average number of audits is expressed by the column
chart, and over the survey period it comes to an average of 38 audits per year. The
total number of audits depicted by the column chart is the same for all 4 compared
audit areas. The line chart shows the relative share of audits in the domain of the
state budget revenues in all the SAO’s audits. Over the last two years of the period
under review, the number of the concluded audit actions has slightly increased in

4 These persons can not currently be audited by the SAO (Judgment of the Municipal Court in
Prague of 1 November 2000, file number 28 Ca 38/2000).

5 Information from the audit actions; audit reports.
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this area. On average, 2 audit actions were carried out annually. However, the SAO
notes in its annual report for 2016 that despite their minority status, these audits are
at the centre of the SAO’s focus.

Chart 3
Number of finished audit actions - the state budget revenues
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Source: Author, based on the annual reports of SAO from 2011 to 2016.

Chart 4 below relates to the previous chart. Therefore, the same audits apply. The
analysis found that for 58.3 % of the SAO’s audit actions commenced in 2010-2015
corrective measures were imposed by the government. For the remaining audits, the
government only took note of the findings with no further action. Two audit reports
were also discussed in the Control Committee of the Chamber of Deputies.

Chart 4
Impacts of audit actions of the state budget revenues since 2010

2

Number of audit action where ~ Number of meetings of Control ~ Number of audit action where no
corrective measures were made committee corrective measures were made
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Source: Author, based on the information from the Government.®

6 Information from the Government application — ODok and from the section “Documents” of the
website of the Chamber of Deputies’ Control Committee.
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Chart 5 below is based on the findings identified and displayed within the
previous step, when the imposed corrective measures are further analysed. Here
is expressed in how many cases the government has imposed a corrective measure
which included also a legislative solution to the given issue. This fact illustrates the
first bar chart, which shows that there were 5 such cases in total. Despite the fact
that a legislative solution of the given finding was mentioned as one of the options
in a total of 5 cases, the actual change in legislation following the findings of the
audit occurred only in one case. In this case, a comprehensive new legislation has
been prepared in the audit-concerned area. A partial legislative solution was imple-
mented within one audit action, which can be matched with two performed audits,
when the second audit was already a follow-up.

Chart 5
Legislative impacts of the audit actions of the state budget revenues since 2010
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Source: Author, based on the information from the Government.”

Table 3 below analyses the most important factors associated with the audit
actions in the area of the state budget revenues. Audit actions in this area were con-
ducted in total by four different members of the SAO. However, as can be seen from
the results shown in the table below, although member 1 has supervised the largest
number of audits in this area, its audits have had the largest relative impact in terms
of the number of possible legislative solutions also within the legislative changes
based on the audit findings. The average duration of the audit under which a cor-
rective measure was imposed was 8.4 months. For audits without government cor-
rective measures, the average duration of the audit was 8.3 months. As also shown
below, audits with corrective measures covered on average 10.6 auditees. For audits
without corrective measures this number stood at 8.5 auditees.

7 Information from the Government application — ODok and from the section “Documents” of the
website of the Chamber of Deputies’ Control Committee.
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Table 3
Audit actions in the field of the state budget revenues - factor analysis
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1 10 1 4 27 Yes Yes Yes
2 8 2 3 19 No No No
3 9 1 3 25 Yes Yes No
4 9 1 2 6 No No No
5 4 1 2.25 2 Yes Yes No
6 8 1 3 8 Yes Yes Yes
7 7 3 5 4 No No No
8 10 1 3 7 Yes Yes No
9 9 2 4 8 Yes No No
10 9 1 3 7 Yes No No
11 9 2 8 5 No No No
12 8 4 4 1 Yes No No

Source: Author, based on the audit reports and the information from the Government.?

The following section analyses areas of detected system deficiencies. These
systemic shortcomings again concern the same sample of audits that is contained
in the previous sections of this subchapter. Table 4 below thus quantifies and sum-
marises the amount and relative representation of deficiencies in the audit area of
the state budget’s revenues. The analysis of documents, especially EU reports and
annual reports supplemented by opinions requested by the Ministry of Finance’,
found out that the highest success rate in implementation of the recommended cor-
rective measures or, respectively, the highest immediate elimination of the identi-
fied deficiencies, occurred in the context of accounting and reporting deficiencies.
This area has been defined for all accounting errors, i.e. in particular inappropriate-
ly accounted items and mistakes made by wages clerks. The maximum, i.e. 100 %,
success rate was achieved also within the category “other”. This area could not be
clearly defined. The last area where the SAO’s recommendations were fully adopt-
ed is defined under the category missing comprehensive legislation. A higher lev-
el of compliance with the SAO’s recommendations is also present in the category

8 Information from the Government application — ODok and from the section “Documents” of the
website of the Chamber of Deputies’ Control Committee.

9 Under the Freedom of Information Act.
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management and control system/control activities, which includes effectiveness,
the system and implementation of control activities of the auditees, as well as any
potential management deficiency.

On the other hand, the implementation of recommendations in areas such as
the conceptual and strategic management or unsatisfactory legal regulation is far
less successful. Strategic management addresses long-term goals, so these usually
do not relate to some quickly resolvable deficiency but rather to an implementation
of long-term visions within the given areas. Unsatisfactory regulation in turn in-
volves proposed partial changes within the system, so these are not concerned with
the lack of comprehensive legal regulation. When trying to quantify the recom-
mendations in the audit reports and their implementation by auditees, fulfilment is
satisfactory in 51 % of the cases. When we disregard the cases where the corrective
action is no longer needed, the figure rises to 55 % of the cases. In this regard, how-
ever, it is necessary to mention two important factors that significantly influence
this calculation. The first is to note that the “missing comprehensive legislation” cat-
egory will only be considered to be a single SAO’s recommendation. That is to say,
although it concerns only one area, the “missing comprehensive legislation” item
can also be seen as a set of individual recommendations. The second important fac-
tor is the fact that the fulfilment of these recommendations is evaluated at a certain
point in time, in this case at the time of issuance of the opinion by the auditee. It is
thus not ruled out that the auditee will eventually comply with the recommenda-
tion, albeit several years after the SAO’s audit has been concluded.

4.3 Audit actions in the last five years - state property

Chart 6 below shows the number of all completed SAO audit actions for the period
from 2011 to 2016. The average number of audits is expressed by the column chart,
and for the selected time period it comes down to an average of 38 audit actions per
year, as already mentioned in subchapter 4.2. Within the period under review, it is
evident that the number of completed audit actions in the state property domain
considerably varies and regularly fluctuates over the years. On average, there were
2.17 executed audits per year. The relative significance of this audit area is in turn
illustrated by the line graph. This type of audit is thus comparable in terms of the
numerical relevance to the audits in the previous examined area.
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Table 4
System deficiencies in the field of the state budget revenues in the last five years
The mea-
Problem area The mea-
sure has The mea- The mea-
of s_ys_tem jielineas been partly UG EE sure has sure is
clE L e L or almost | MOt accept- | i been no longer
cy/recom- peehlinet completely | . ed/was met needed
mendation g insufficient
fulfilled
State
revenues
and other 33% (4) 25% (3) 25% (3) 17% (2) 0%
funds
Selection
and imple-
menltatli)on of 0% 0% 67% (2) 0% 33% (1)
the project
Unsatisfac-
;‘:I?"té' 'I‘:;ael' 0% 33% (3) 56 % (5) 0% 11% (1)
regulation
Management
:xtg&n/t:gln- 57% (4) 14% (1) 14% (1) 0% 14% (1)
trol activities
Manage-
ment of
state prop- 50% (1) 0% 50% (1) 0% 0%
erty/state
enterprises
Selected 0% 0% 100% (1) 0% 0%
Conceptual
and strategic 14% (1) 14% (1) 57% (4) 0% 14% (1)
management
Accounting
and report- 100% (4) 0% 0% 0% 0%
ing
Development
and opera- 50% (1) 0% 50% (1) 0% 0%
tion of ICT
Ineffective-
ness of the 0% 50% (1) 50% (1) 0% 0%
measure
Other 100% (1) 0% 0% 0% 0%
Missing com-
prehensive 100% (1) 0% 0% 0% 0%
legislation

Source: Author, based on the audit reports, annual reports, information from SAO and opinions
of auditees.

10 Information from the audit actions; EU reports.
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Chart 6
Number of finished audit actions - state property
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Source: Author, based on the annual reports of SAO from 2011 to 2016.

Chart 7 below relates to the previous chart. Therefore, it concerns the same
audits. The analysis found that based on the audit reports, 58.3 % of the SAO’s au-
dit actions commenced during the period 2010-2015 were subject to the govern-
ment-imposed corrective measure. For the remaining audits, the government did
not act in any way and only took note of the detected facts. Three audit reports were
also discussed in the Control Committee of the Chamber of Deputies. The correc-
tive measures imposed were further analysed. However, none of the 13 audit actions
in the domain of the state property had any legislative impact. Within the corerctive
measures, no legislative solutions to the given issues were imposed, either.

Chart 7
Impacts of the audit actions of the state property since 2010
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11 Information from the Government application — ODok and from the section “Documents” of the
website of the Chamber of Deputies’ Control Committee.
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Table 5 below analyses the most important factors associated with the state
property audits. The audit actions in this area were supervised by 10 different SAO
members. However, as can be seen from the results shown in the table below, a
higher relative number of the corrective measures was imposed within audits that
lasted for a longer period of time. Due to the large number of different members
supervising the audits in this audit area, it is not possible to tell which member has
supervised the most successful audits. Two audits also related to a period signifi-
cantly longer than 3 years. Within one of these audits, a corrective measure was
subsequently issued while in the case of the other audit, no measure has been im-
posed. As shown below, the audits with corrective measures averaged 2.6 auditees.
For audits without any corrective measure, there were 5.3 auditees.

Table 5
Audit actions in the field of the state property — factor analysis
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1 7 5 2 9 No No No
2 7 5 3 1 Yes No No
3 7 6 5 3 No No No
4 6 2 2 1 Yes No No
5 8 3 9 2 Yes No No
6 7 5 2 7 Yes No No
7 7 7 3 1 Yes No No
8 5 8 3 7 No No No
9 7 9 3 3 Yes No No
10 8 1 3 2 Yes No No
11 7 10 3 3 Yes No No
12 7 7 3 3 Yes No No
13 6 11 3 2 No No No

Source: Author, based on the audit reports and information from the Government.'?

4.4 Audit actions in the last five years — state-owned enterprises

Chart 8 below shows the number of all completed SAO audit actions for the period
from 2011 to 2016. The average number of actions is again expressed in the column

12 Information from the Government application — ODok and from the section “Documents” of the
website of the Chamber of Deputies’ Control Committee.
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chart and shows on average 38 audits per year for the selected period. Over the
monitored period, the number of audits performed in the state-owned enterprises
did not exceed 5% of the total number of audits performed by the SAO. Compared
to the audits in the previous audit areas, i.e. state property and the state budget rev-
enues, these audits do not reach such relative significance, as shown by the values
of the line chart. The sample also includes two audit actions that were both initiated
and completed in 2016. This is not a very common case, as most audits conclude in
the year that follows their initiation.

Chart 8
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Source: Author, based on the annual reports of SAO from 2011 to 2016.

Chart 9 below includes the above-mentioned audits. The analysis revealed that
77.8 % of the audit actions performed by the SAO over the selected period result-
ed in the government-imposed corrective measures. For the remaining audits, the
government did not take any action and only took note of the uncovered facts. Six
audit reports were also discussed in the Control Committee of the Chamber of Dep-
uties. Compared to the previous areas, the number of audit reports discussed by the
Control Committee is very high and reaches 66.7 %. None of the nine audit actions
in the state-owned enterprises had any legislative impact. As part of the corrective
measures, no legislative solutions to the given issues were imposed, either.

Table 6 below analyses the most important factors associated with the audit
actions of the state-owned enterprises. Audits in this area were supervised by 3
different members of the Office. Although most of the audits in this area were su-
pervised by one member, in terms of the number of corrective measures imposed
by the government per number of audits the success rate was 100 %. The remaining
two members of the SAO have achieved 50 % success in two audits and 0% suc-
cess in one audit. As further shown in the table below, a higher relative number of
corrective measures was imposed by the government for longer-lasting audits, that
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is 8.6 vs. 7 months on average. Although most of the audits discussed here have
covered the period of 2 or 3 years, the audit related to the longest, 10-year period,
was once again (as in the previous audit area) without any government-imposed
corrective measure. As also shown below, for the audits with corrective measures,
the average number of auditees was 2.6. For audits without any corrective measures,
there were on average 2.5 auditees.

Chart 9
Impacts of the audit actions of the state-owned enterprises since 2010
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4.5 Audit actions in the last five years — the state funds

Chart 10 below shows again the number of all completed SAO audit actions for
the period from 2011 to 2016. The average number of the actions is expressed in
the column chart and shows on average 38 audits per year for the selected period,
as already mentioned in previous subchapters. Within the period under review, it
is evident that the number of completed audit actions in the domain of the state
funds is relatively low. In addition, no more than one audit was completed in any
individual year over the period under review. In some years, no audit has even been
completed at all. Thus, within the examined audit areas, this is the least significant
domain both in relative and in absolute terms. The reason is the smaller scope of
this domain, which currently represents the state funds.

13 Information from the Government application — ODok and from the section “Documents” of the
website of the Chamber of Deputies’ Control Committee.
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Table 6
Audit actions in the field of the state-owned enterprises - factor analysis
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Chart 11 below relates to the above-mentioned audits. Although only 3 audits
were conducted in this area during the period under review, the analysis has revealed
that all three of these audit actions were subject to the government-imposed correc-

14 Information from the Government application — ODok and from the section “Documents” of the

website of the Chamber of Deputies’ Control Committee.
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tive measures. The possibility of a legislative solution to the problem was mentioned
within one corrective measure. However, none of the three audit actions in the state
funds’ domain had any legislative impact. Although one audit action in this area has
identified deficiencies requiring legislative solutions, the issue that has called for a
change in legislation has already been resolved by amending the Audio-Visual Law.

Chart 11
Impacts of the audit actions of the state funds since 2010
4
3
2
1
0 0

0

Number of audit action where ~ Number of meetings of Control Number of audit action where no

corrective measures were made committee corrective measures were made

Source: Author, based on the information from the Government."

Table 7 below analyses the most important factors associated with the audit
actions in the domain of the state funds. The audit actions in this area were su-
pervised by three different SAO members. The possibility of a legislative solution
relates to the audit which lasted the longest period of 9 months.

Table 7
Audit actions in the field of the state funds - factor analysis
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Source: Author, based on the audit reports and information from the Government.'®

15 Information from the Government application — ODok and from the section “Documents” of the
website of the Chamber of Deputies’ Control Committee.

16 Information from the Government application — ODok and from the section “Documents” of the
website of the Chamber of Deputies’ Control Committee.
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As shown in Table 8 below, the total number of filed criminal notifications
does not significantly differ among the compared four audit areas. Although two
criminal notifications were filed within the state property audits, they both related
to one audit. In the context of the benchmarked audit areas, criminal notifications
thus always concerned only one audit. Taking into account the number of audits
in the given period, in terms of criminal notifications the most important audits
are in the domain of the state funds, where one in three audits culminated in the
criminal notification.

A rather bigger difference can be seen in the number of notifications to the
tax administrator. In this respect, the highest absolute and relative share belongs
to the audit domain of the state property. Our analysis of the relevant audit reports
has found out that the reason for this fact is that the state property audits vis-a-vis
audits in the remaining audited areas identify accounting discrepancies more often.

Table 8
Audit actions in total - number of notifications since 2010

Notifications to tax

authorities Criminal notifications

Type of audits

State budget revenues 2 1
State property 5 2
State-owned enterprises 1 1
State funds - 1

Source: Author, based on the information from SAO."”

5. Discussion

Although the main objective of the article was to prove or disprove the two specified
hypotheses, namely the hypothesis of majority compliance with the recommend-
ed corrective measures by the auditees and the hypothesis of a large number of
legislative changes adopted on the basis of the audit findings in the domain of the
state budget revenues, the most important factors associated with the audit actions
and the number of government-imposed corrective measures were also analysed.
Despite the fact that, e.g., Lonsdale (1997) lists other possible ways to evaluate the
activity or, respectively, the impact of the activity of the supreme audit institutions,
no further specific assessment methods were employed in this study. Within the im-
pact assessment, the impact on the media could further be assessed. The hypothesis
could then be that the greatest media impact is recorded by financial audits, since
for the auditees they clearly quantify the total amount of the accounting misstate-
ments. A clear quantification of the deficiencies is undoubtedly better grasped and

17 Information from the audit actions, audit reports.
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communicable through the media. In a similar way, a hypothesis could be estab-
lished on the greatest impact of those audits in which a criminal notification was
filed. Each supreme audit institution should have a natural interest in getting the
results of its audit activity known to the highest possible extent. Therefore, on the
basis of such findings the concerned supreme audit institution might theoretically
want to produce a larger number of such audits, for which their higher impacts
would be clearly evident. In case such a hypothesis is confirmed, a larger number
of financial audits could therefore be subsequently carried out at the expense of the
performance or legality audits. Another form of impacts that was not considered in
this study are the financial impacts or, respectively, the financial savings achieved
through the audit activity. However, since the Czech SAO does not quantify the
financial savings achieved by the audit, such a comparison could not have been car-
ried out. Therefore, according to Pollit (1999) the most frequently used instrument
of measuring the impact of the SAO’ activity was adopted in this respect, i.e. the
share of the recommendations adopted by the Parliament or the Government for
the purpose of legislative changes.

As mentioned above, the Czech SAO currently does not quantify the revenue
increases or expenditure cuts in the audited area due to the specific audit findings.
The SAO merely quantifies the amount of funds that were audited or expended by
auditees in the past. For example, the SAO does not provide any information on
the volume of financial resources that - as a result of its audit — will no longer be
uselessly spent in the future periods. In this regard, the SAO relies in particular on
the data provided to it by the auditees. These data can potentially be verified only
by the follow-up audits. For example, a possible quantification of the audit findings
in the area of the state budget revenues can be the dynamic expansion of a new
technology that rapidly expels the existing technology serving the same purpose
but remaining the subject of taxation. If the competent authorities did not recognise
such a threat in time, the consequence would be less tax revenues collected into the
state budget over the given period. Such a finding can be quantified. As part of the
impact assessment it would also be possible to quantify on which areas the SAO fo-
cuses more often within its legal competencies and, on the other hand, which areas
are audited less frequently. Is there an area that has not yet been audited by the SAO
since 1993, although it could have been audited? However, the area to be audited is
the managerial decision of the SAO’s Council, i.e. the president, the vice-president
and the SAO members.

The assessment of the impact of the audit activities of the supreme audit in-
stitutions may be relatively trouble-free in case these institutions provide sufficient
information on their activities or, respectively, sufficient information on the results
of their audit activities, or possibly on the development of the impact of the per-
formed audits. Nevertheless, in some cases the information provided may not be
sufficient to answer clearly the question asked. This was also the case of the Czech
SAQ, where additional information from additional sources had to be found based
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on the information published in the annual reports, for example, Resolutions of
the Government of the Czech Republic, the Control Committee of the Chamber of
Deputies, audit reports of the SAO and EU reports. To better define the areas and
to understand the given shortcomings, opinions of the auditees which responded to
the audit reports were also obtained. These opinions were obtained on the basis of a
request for information. In case the opinions of auditees were not issued only after
the audit reports were published but the audit report would instead already include
the auditee’s opinion on the given audit report, public pressure on the auditees and
possibly the government itself may be boosted. The pressure would occur through
the media-communicated information. Although the annual reports or EU reports
provide a simplified view of the compliance with imposed recommendations, a
comprehensive picture can only be obtained by looking at and analysing both the
relevant audit reports and the auditee’s opinions. A joint publishing of the audit
report and the relevant opinion could thus increase the pressure on the auditees to
react as clearly as possible and, in problematic points, make more of an effort to find
the best possible solution.

In the context of a brief international comparison, based on the output of the
study by Gonzalez et al. (2008), in the case of the Czech SAQ, it cannot be said that
it would be somewhat better or worse than the average of the selected SAIs. Like
most of the SAIs reviewed in this study;, it is concerned with evaluating recommen-
dations from the carried audit actions. However, it is necessary to add that there are
also SAIs that try to quantify the savings and income generated (SAI Germany) or
directly generate a financial impact report (SAI UK), though SAI UK itself is aware
of the fact that there are cases where the impact cannot be quantified in any way. On
the other hand, some SAIs do not provide any information regarding the impact of
their activity (SAI Spain). In this respect, it can only be stated that there is room for
further positive changes for the Czech SAO in the area of impact assessment.

6. Conclusion

The results show that the government has imposed relatively more corrective mea-
sures on audits carried out in the field of the state-owned enterprises and state
funds, which could be a good signal for further audits in these areas in the future,
not only in terms of possible shortcomings but also because the measures taken
will need to be evaluated in some way over time. Due to the fact that the identified
shortcomings did not result in any immediate legislative changes in these areas,
the adopted internal measures can hardly be fully objectively evaluated. Over the
course of its audit, the SAO must rely only on the facts given to it by the auditee.
However, this information can in some cases be hard to verify (with the exception
of ex-post audits), in particular in the case of compliance with the internal direc-
tives of auditees or inadequate supervision under the existing legislation, for which
reason the overall impact may in some cases be significantly smaller. On the other
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hand, it holds true that if there is a gap in the law, the SAO will reveal it and the
Government, on the basis of the SAO’s audit findings, will instruct the authority
concerned to develop a new legal arrangement (which eventually actually arises), so
the overall impact is clearly evident.

The imposition of a corrective measure by the Government generally indi-
cates that the audit uncovered a number of significant shortcomings or deficiencies
that were identified but remained unremoved during the audit action. Although the
SAO’s recommendations based on identified deficiencies are not always aimed at
changing the legislation, the change in legislation is the clearest indicator for assess-
ing the impact of audits performed by the SAO. Based on a sample of audits focused
on the state budget’s revenues it also turned out that adopting recommendations
to address accounting and reporting deficiencies for auditees was not as problem-
atic as adopting the recommendations to address deficiencies in the sphere of an
insufficient legal arrangement or the conceptual and strategic management. Given
that the recommendations contained in the audit reports are based on a relatively
long process involving both objections to the audit protocols and possible appeals
against objection decisions, the level of final compliance should be greater than
50 %. The results showed that the level of final compliance was greater than 50 %
and the hypothesis on implementing most of the corrective recommendations has
been met. Over the selected five-year period, this level is 51 % for audits of the state
budget revenues. If recommendations for which no action is needed were ruled out,
the success rate, i.e. acceptance and compliance by the auditee, is 55 %.

Within the impact of the SAO’s activity on the Parliament through the Control
Committee of the Chamber of Deputies of the Czech Republic and the Government
on the basis of the frequency of the government-imposed measures to correct the
non-conforming situation, over the selected period the hypothesis was confirmed
that a larger number of legislative changes as well as possible legislative solutions
within the government-imposed corrective measures were implemented within
the audit area of the state budget revenues. This hypothesis was established in the
context of the current international and national pressure to combat tax evasion
or, respectively, in connection with the significant focus of current policies on the
issue of securing additional tax revenue. Audits in selected audit areas with their
defined risks did not significantly differ, since these were audits of legality with the
performance audit elements. The results thus provide some guidance for making
audits of the state property, state-owned enterprises and state funds more focused
on the issues and risks related to performance and less focused on the domain of
legality. When it comes to the audit of legality with the performance audit elements,
the key component of the audit is usually the part of legality to which most of the
risks and audit issues should be bound. However, finding the legal non-compliance
for auditees is often simply a result arising from the situation, and therefore it is
not as time-consuming as identifying possible shortcomings and legislative gaps in
existing legislation. At present, when the legal environment in the Czech Republic

36



Have THE CzEcH SAQO’s AubiTs CARRIED OUT IN THE AREA OF THE STATE BUDGET REVENUES...

is relatively well developed, it would be more meaningful, based on the findings, to
focus audits in the area of state property primarily on the performance-related risks
(the so-called “3E”).

Within analysis of the most important factors that could impact the outcome
of the audit or, respectively, whether or not a corrective measure was imposed by
the government, it has turned out that for audits in the field of the state budget rev-
enues, the person of the member of the SAO who supervised the audit action was
a relatively substantial factor. The study has also analysed two periods with the aim
to identify a trend in the use of the audit reports by the government. The analysis
has revealed that the usage of the SAO’s audit reports has increased in the second
reference period, i.e. from 2005 to the present.

Generally speaking, the SAO is not in a very advantageous position, and al-
though it may gain useful knowledge within its audit process for potentially amend-
ing the legislation, it has no chance to enforce it. More specifically, although, e.g. in
the context of some audits, it is found that the law does not sufficiently regulate a
certain area, the SAO has no possibility to enforce the remedy of the given deficien-
cy or to impose corrective measures, respectively, by any given legislative means
if the Government or the Control Committee of the Chamber of Deputies does
not impose corrective measures on the institution concerned. Nevertheless, even if
the Government or the Chamber of Deputies imposes a corrective measure on the
institution concerned (for example, it is tasked with drafting a legislative proposal
that will redefine this area), it is not at all certain whether a change in legislation will
eventually occur. The reason may be, e.g., a change in the Government within the
upcoming elections. As already stated in the introduction to this summary, in the
framework of the impact assessment, the auditees can declare the elimination of the
identified deficiencies, so a resulting satisfaction of the SAO with removed short-
comings may appear. However, their actual removal was, in some cases, confirmed
or refuted only by a subsequent audit carried out in the given area. As has already
been mentioned in the discussion section, a financial assessment of the benefits of
audit actions is generally complex, and the SAO only describes the total volume
checked and possible misconducts - ineffective or uneconomic spending. For this
reason, in this study the total financial benefits were not assessed, nor could they be,
and neither were these benefits compared in any way.

In summary it may be concluded that the shortcomings found revealed both
the failure of the management, lack of supervision, mistakes of individual workers,
and the gap in the legal regulation leading to the acquisition of knowledge for the
change of legislation. As a result of the elimination of the identified deficiencies, the
internal regulations were amended, the law was observed, or the employees were re-
placed in the relevant, concerned departments. With respect to the rating of the se-
lected methods, the weakness of the assessment of the SAO’s contribution is mainly
due to the adopted legislative changes. However, this is partly a result of the current
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situation of the Czech SAO. Another weak point is the fact that assessing audit ac-
tions based on the current state of affairs does not mean that the overall impact of
the SAO’s activity may be somewhat larger.

Acknowledgements

The article has been produced as one of the outcomes of the IGA project no. VSE
IGS F1/01/2016 “Public Finance in the Czech Republic and the EU”.

References

Act no. 166/1993 Coll., On the Supreme Audit Office, as amended.

Control Committee of the Chamber of Deputies of the Parliament of the Czech Re-
public: Resolution no. 39. 2006, Resolution no. 55. 2006, Resolution no. 262.
2007, Resolution no. 83, 87, 97. 2011, Resolution no. 65. 2012, Resolution no.
51. 2013, Resolution no. 177. 2013, Resolution no. 124. 2015, Resolution no.
76. 2014, Resolution no. 23. 2018, Resolution no. 148. 2015, Resolution no.
161. 2015, Resolution no. 102. 2015.

Gonzélez, B., A. Lopez and R. Garcia. 2008. “How do Supreme Audit Institutions
Measure the Impact of their Work?” Implementing Reforms in Public Sector
Accounting. Coimbra: Imprensa da Universidade de Coimbra. Available at
https://digitalis-dsp.uc.pt/jspui/bitstream/10316.2/32146/1/Implement-
ing%20Reforms%20in%20Public%20Sector%20Accounting%20(2008)%20
Gonzalez,%20Lopez,%20Garcia.pdf?n=pt-pt (last accessed 20 September
2018).

Governmentofthe Czech Republic - Governmentdecision (control action year, num-
ber and case): 1994-94/12 case 843/95 (without resolution), 1995-94/26 case
413/95 (without resolution), 1995-94/28 case 384/95 (without resolution),
1995-95/04 case 13/97 (without resolution), 1995-95/09 case 92/96 (without
resolution), 1996-95/20 case 366/96 (without resolution), 1996-95/22 case
702/96 (without resolution), 1996-96/06 case 682/96 (without resolution),
1996-96/06 case 682/96 (without resolution), 1996-96/07 case 640/97 (with-
out resolution), 1997-96/26 case 250/98 (without resolution), 1997-96/38
case 614/97 (without resolution), 1997-97/06 case 331/98 (without reso-
lution), 1999-98/01 case 640/99 (without resolution), 1998-97/26 (Resolu-
tion no. 750/1998), 1998-97/35 (Resolution no. 751/1998), 1999-98/02 case
697/99 (without resolution), 2000-99/21 (Resolution no. 725/2000), 2001-
00/13 (Resolution no. 183/2001 and 649/2001), 2001-00/25 (Resolution no.
869/2001), 2002-01/02 (Resolution no. 80/2002), 2002-01/14 (Resolution
no. 336/2002), 2002-01/18 (Resolution no. 337/2002), 2002-01/29 (Res-
olution no. 211/2003), 2002-01/37 (Resolution no. 890/2002), 2002-02/02

38



Have THE CzEcH SAQO’s AubiTs CARRIED OUT IN THE AREA OF THE STATE BUDGET REVENUES...

(Resolution no. 151/2003), 2003-02/16 (Resolution no. 732/2003), 2003-
02/21 (Resolution no. 91/2004), 2005-04/07 (Resolution no. 142/05), 2005-
04/30 (Resolution no. 1183/05), 2005-04/39 (Resolution no. 1179/05), 2006-
05/34 (Resolution no. 1257/06), 2006-05/19 (Resolution no. 467/2006 and
1327/2006), 2006-05/34 (Resolution no. 1257/06), 2007-06/27 (Resolution
no. 842/07), 2007-07/07 (Resolution no. 232/08), 2008-08/04 (Resolution
no. 297/2009), 2010-09/11 (Resolution no. 522/2010), 2011-10/08 (Resolu-
tion no. 303/2011), 2012-11/07 (Resolution no. 495/2012), 2012-12/01 (Res-
olution no. 316/2013), 2013-13/02 (Resolution no. 301/2014), 2013-13/15
(Resolution no. 300/2014), 2014-13/35 (Resolution no. 1019/2014), 2015-
14/17 (Resolution no. 104/16), 2015-14/28 (Resolution no. 155/16), 2015-
14/08 (Resolution no. 691/2015), 2016-15/15 (Resolution no. 770/2016),
2016-15/17 (Resolution no. 1078/16), 2016-15/33 (Resolution no. 782/17),
2016-15/39 (Resolution no. 1077/16), 2015-15/05 (Resolution no. 443/16),
2015-14/40 (Resolution no. 999/15), 2015-14/34 (Resolution no. 107/16),
2015-14/29 (Resolution no. 108/16), 2014-13/40 (Resolution no. 1018/14),
2013-13/01 (Resolution no. 7/14), 2013-12/24 (Resolution no. 654/13),
2013-12/17 (Resolution no. 651/13), 2013-12/16 (Resolution no. 649/13),
2012-12/05 (Resolution no. 183/13), 2011-11/32 (Resolution no. 227/12),
2011-10/13 (Resolution no. 474/11), 2016-16/07 (Resolution no. 462/17),
2016-16/04 (Resolution no. 236/17), 2015-14/11 (Resolution no. 998/15),
2014-13/16 (Resolution no. 411/14), 2013-13/05 (Resolution no. 302/14),
2013-12/26 (Resolution no. 770/13), 2012-11/28 (Resolution no. 828/12),
2012-10/26 (Resolution no. 821/12), 2011-10/18 (Resolution no. 225/12,
373/12), 2016-15/28 (Resolution no. 1084/16), 2015-14/30 (Resolution no.
772/16), 2012-11/33 (Resolution no. 890/12).

Groenendijk, N. S. 2004. “Assessing Member States’ Management of EU Finance:

An Empirical Analysis of the Annual Reports of the European Court of Au-
ditors”, 1996-2001. Public Administration 82(3), 701-725.

The Lima Declaration of Guidelines on Auditing Precepts. 1977. IX INTOSAI in
Lima.

Lonsdale, J. 1999. “Impacts” In C. Pollitt, C. Xavier, J. Lonsdale, R. Mul and M.
Waerness (eds). Performance or Compliance? Performance Audit and Public
Management in Five Countries. Oxford: Oxford University Press, 171-193.

Lonsdale, J. 2000. “Developments in Value-For-Money Audit Methods: Impacts and
Implications.” International Review of Administrative Sciences 66(1), 73-89.

National Audit Office. 2005. “State Audit in the European Union” Available at
https://www.nao.org.uk/wp-content/uploads/2005/12/State_Audit_Book.
pdf (last accessed 10 December 2018).

39



THE NISPACEE JOURNAL OF PUBLIC ADMINISTRATION AND Poricy, Voi. XII, No. 1, SUMMER 2019

Ofetea, A., C. M. Tita and M. A. Ungureanu. 2015. “The Performance Impact of
the Supreme Audit Institutions on National Budgets: Great Britain and
Romania Case - Comparative Study” Procedia Economics and Finance 27,
621-628. Available at https://www.sciencedirect.com/science/article/pii/
$2212567115010424 (last accessed 20 November 2018).

Pollitt, C. 2003. “Performance Audit in Western Europe: Trends and Choices.” Crit-
ical Perspectives on Accounting 14(1-2), 157-170.

Pollitt, C. and H. Summa. 1997. “Reflexive Watchdogs? How Supreme Audit Insti-
tutions Account for themselves” Public Administration 75, 313-336. Avail-
able at https://onlinelibrary.wiley.com/doi/abs/10.1111/1467-9299.00063
(last accessed 5 October 2018).

Pollitt, C., G. Xavier, J. Lonsdale, R. Mul, H. Summa and M. Waerness. 1999. Per-
formance or Compliance? Performance Audit and Public Management in Five
Countries. Oxford, Oxford University Press.

Supreme Audit Office: Annual reports from 1993. Available at https://www.nku.cz/
cz/publikace-a-dokumenty/vyrocni-zprava/ (last accessed 10 January 2019),
Audit reports from selected Audit actions, Information from selected Audit
actions, EU reports.

The World Bank. 2001. Features and functions of supreme audit institutions. PREM
Notes 10/2001, number 59, Public Sector. Washington, DC. Available at
http://wwwl.worldbank.org/prem/PREMNotes/premnote59.pdf (last ac-
cessed 20 September 2018).

40



Have THE CzEcH SAQO’s AubiTs CARRIED OUT IN THE AREA OF THE STATE BUDGET REVENUES...

Annex 1

Audit action no. 10/08 and 13/15 - Reporting of charges for breach of
budget discipline

Within the framework of these two audits, the SAO found the system of levy man-
agement ineffective. Between 2006 and 2009, on average 90 % of the imposed sanc-
tions (levies and penalties) were passed, and the system produced unnecessary ad-
ministrative costs to both the public administration and grants’ recipients.

The Government of the Czech Republic took note of audit action no. 10/08
but it did not take any action. The Control Committee of the Chamber of Deputies
of the Parliament of the Czech Republic adopted Resolution no. 87 on 7 June 2011
and Resolution no. 97 on 13 October 2011 on the audit report of audit no. 10/08
and asked the Minister of Finance to prepare and submit (in 2012) a proposal for
streamlining the system of the management of levies for the breach of the budgetary
discipline and to propose the relevant legislative changes.

In the follow-up period (action no. 13/15), 73% of the levies and penalties
were legally waived. On the basis of the audits carried out, there was an improve-
ment, a stricter procedure and changes in the legislation, which would solve the
identified shortcomings. However, the positive effects of the measures introduced
depend to a large extent on the active approach of grant providers, in particular
when setting the conditions and their audit activities.

Audit action no. 13/35 - State budget revenues related to the
operation of lotteries and other similar games

In audit action no. 13/35, the SAO found that no conditions had been created for
the effective and efficient administration of the management of levies and state su-
pervision. In particular, the Ministry of Finance did not create a working system of
state supervision and it did not provide the financial authorities with the necessary
conditions for the correct, complete and timely detection and assessment of levies.

The Ministry of Finance accepted the SAO’s complaints and developed a com-
pletely new legal regulation in this area, which was adopted by the Parliament of the
Czech Republic. The SAO audit findings also had a criminal impact on one of the
Deputy Ministers.
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