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OVERVIEW

This report briefly describes the March seminar on Modernizing Financial
Management for Hungarian Local Governments.  The program aims at training
Hungarian local government finance officers to improve budgeting and financial
management within their cities.  The March seminar was the sixth and last
seminar of the second year program, which extended from May 1997 to March
1998, following the municipal budget cycle.

The agenda, list of participants, and course material for the seminar are
included in Annex A.  Thirteen local governments attended the March seminar,
some from large cities like Székesfehérvár and Debrecen, but the majority of the
participants were from smaller towns, such as Csongrád, Püspökladány, and
Szegvár.  Table 1 shows the list of local governments who have attended the
second-year seminars. 



MODERNIZING FINANCIAL MANAGEMENT FOR HUNGARIAN
LOCAL GOVERNMENTS

Second Year Seminars: March 11-12, 1998

MARCH 11, 1998

Ms. Andrea TönkÅ, Metropolitan Research Institute (MRI) welcomed the
participants to the seminar.  She also informed the participants that some of their
budgets (best examples) were displayed in the adjacent room.

Budget Monitoring

The first presentation was made by Mr. Philip Rosenberg (consultant to the
Urban Institute (UI)) on budget monitoring.  First, he talked about the relationship
of monitoring to other management functions.  Second, he discussed the
monitoring process under the following categories: (1) department capacity or
contractor systems, (2) reporting and reprogramming, and (3) field visitation and
assistance.  Mr. Rosenberg also discussed the importance of data collection and
committee review.  Finally, Mr. Rosenberg focused on budget reports and
evaluation.  He covered the following topics: accounting and financial reports;
management reports; reporting hierarchy and structure; report frequency; and
report evaluation and action.  Mr. Rosenberg ended his presentation with two
sample reports—for a pavement repairing program, and a report of expenditures.

Exercise I: Monitoring

Following Mr. Rosenberg’s presentation, local governments applied the
concepts of monitoring to an exercise.  Role playing as a city’s finance
department, participants first critiqued a hypothetical sidewalk repair contract
between the city and a contractor and then suggested changes that need to be
made to the contract prior to acceptance by the city.

Panel Discussion on Accounting and Program Budgeting

The exercise was followed by a panel discussion on the relationship of
budgeting to accounting.  The panel comprised of Mr. József Kéri (local
Hungarian trainer and finance officer of Szolnok), Mrs. Krajsóczki (local
Hungarian trainer and finance officer from Szentes), Mrs. Kürthy (local Hungarian
trainer and finance officer from Püspökladány), and a representative of TÁKISZ
(local administrative branch of the Ministry of Interior; responsible for collecting
data and making reports).  As the moderator of the panel discussion, Mr. József
Hegedüs (MRI) introduced the issues concerning program budgeting and
accounting.  The panel addressed the following questions:

— Are there data or information requirements for a program budget that
are difficult to collect or not used under the present accounting system?
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— Can information requirements of the central and local government
budgets be linked?  And how?

Mr. Kéri started the discussion.  He made a distinction between financial
and the non-fiscal indexes, and stated that according to current rules the
accounting system is suitable for the traditional budget and the new data
requirements of a program budget, as long as the program is structured along
sectoral lines.

Following Mr. Kéri*s presentation the representative of TÁKISZ talked
about the implementation of a computer system to serve the municipality*s needs.
Local governments preparing a program budget require more detailed information
when compared to preparing a traditional budget according to central government
specifications, and therefore try to construct the basic data to be convenient for
all type of itemization.  It is important to note that local governments do not apply
the same accounting program, and therefore have different budgets.

Mrs. Kürthy was the next discussant.  She said that without TÁKISZ there
was no progress in budgeting.  But the question is whether TÁKISZ knows the
needs of the local governments.  For example, monitoring the budget is
problematic since local governments prepare the annual financial report for
TÁKISZ manually.

Local Government Feedback on the Training Seminar

Ms. TönkÅ moderated the feedback from the participants on the training
seminars.  She asked each participant to comment on the training program in
general and make specific comments on the following:

— Topics covered
— Sector focus
— Program structure
— Program organization
— Other issues

Following is a summary of the main comments made by participants:

— Because of the difficulties of program budgeting almost all the
participants requested a model which could be adapted for their own
city.

— Participants emphasized the usefulness of the case studies but stated
that they would prefer to have more time to work on them and to discuss
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the results.  Another comment was to have more Hungarian or realistic
cases.

— Some of the participants asked to have a summary presentation at the
end of each two day seminar to clarify where they are in the budgeting
process.

— Participants stated that the organization and presentation of seminar
materials along sector issues (social, educational and communal
sectors) is very useful.  However, they questioned the need for the
sector representative to attend all sessions, and wondered if there
could be separate presentations for the two groups (finance officers and
technical sector officials) by topics?

— The participants requested a breakdown of topics and date schedules
of all the training seminars at the beginning of the program.

— It was suggested that a “school book”/manual should be prepared from
the 3 year seminars in Hungary.  This would be extremely useful for the
local governments.

— The Hungarian trainers could hold presentations in the cities
(participating in the seminars) for the mayors or any other committee
members.

— Some of the participants stated that after the indicators seminar the use
of sectors for illustration was dropped.

— The participants would be pleased to have more exercises or small
group work in which the different problems of the Hungarian local
governments could be discussed.

After the second seminar the exercises were all focused for communal or
technical issues rather then social or educational questions.

MARCH 12, 1998

Budget Presentations by Local Governments

The moderator for this session was Mr. Hegedüs.  Mr. Hegedüs asked the
local governments to make a brief speech on the impact of the training seminars
on their 1998 budget.  The local governments were highly appreciative of the
program and their own achievements.  It was announced that the next program
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cycle would begin in May.  All participants stated that they would continue to
participate in the next training cycle.

# Székesfehérvár.  Mrs. Mészáros (budget expert at Szákesfehérvár)
stated that the city would prepare a traditional budget for 1998 and not a program
budget—the reason being considerable changes in personnel at the local
government.  The new element in their budget would be a matrix analysis of
credit utilization.

# Csongrád.  The local council accepted program budgeting for the 1998
budget with the condition that the city also prepare a traditional budget.  This
implies much extra work for the finance department and other related institutions.
The city has decided to develop a program budget for the education sector and
hopes to accomplish this for the 1999 budget.  The current objective is to obtain
more data on this sector which will enable the city to justify the necessity of local
normative support, and use 70 percent of the support for operating cost and 30
percent as development cost.  The city would also like to urge its schools to
function more efficiently by calculating performance indicators for this sector.

# Püspökladány.  City leadership has supported program budgeting for the
educational sector.  The city has also prepared a program budget for the
communal sector with the help of the finance department staff from the cities of
Szolnok and Szentes.  A great deal of work and effort was required to collect the
data for the communal indicators manually.  For 1999 the city would also like to
prepare a program budget for the social sector.

# Budapest, District VI.  District VI*s budget is very big budget (HUF8
billion), with the education sector accounting for HUF1.6 billion.  There are many
problems in the district—mainly concerning education, the social sector and real
estate.  The district does have appropriate information for the education sector,
and even though they were unable to create a program budget for education for
1998, they hope to achieve this for 1999.  District VI faced the following problems
in developing a program budget for education:

— Calculating the impact of developed indicators on the budget
— Lack of communication between technical and financial experts
— The new council must be made aware of program budgeting

Despite this, the District staff attending the seminars learned many new
techniques and applied them in creating their budget.

# NagykÅÅrös.  Three years ago the city started to work on program
budgeting for the education sector which has a budget of HUF700 million.  The
central normative subsidy does not even cover teacher salaries.  Thus it was
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decided to create a separate column in the budget as “demand” for education
which would depict the renewal cost.  The 1998 budget was done in the
traditional manner but during the planning period the city introduced many new
forms (e.g., questionnaires, new charts, analysis, and graphics) which helped
make their budget clearer and may facilitate a program approach next year.

# Szentes.  The objective of this city is that “anyone who needs information
about the city can get it from the budget.”  Last year (1997 budget) the city had
presented the communal sector as a program budget.  This year a new element
was the social sector as a program budget, and a separate volume of indicators
and indexes, which required the creation and specification of local
subsidies/normatives.  In 1999 the city plans to create a program budget for the
education sector and a separate capital budget.  By 2000 they would like to have
a complete program budget.

# Orosháza.  Although the city does not have a program budget in any
sector as yet, it has developed and reported new indexes in the 1998 budget
(e.g., cost/person).  The city board welcomed this addition.  They thought that
many high cost indexes would be clarified by the program budget (for example,
the high cost of supporting homeless people; many homeless people around
Orosháza come to the city to obtain the available  social subsidy).  This year they
were not able to prepare a program budget, but they will persevere and ask for
help from other local governments.

# Nagykanizsa.  Until 2002 the local government is financially constrained
because of investments at Nagykanizsa in 1997 (e.g., they built a huge shopping
center).  For three years they have tried to economize within their institutions and
dismissed several teachers.  They started to use some aspects of program
budgeting in estimating energy and nutrition costs, but these graphic tables have
not yet been put into the final budget.  However, the city is now aware of the next
steps in preparing a program budget.

# Szegvár.  The city has a program budget for the social sector.  The 1998
budget has many new elements because the sector specialists participated very
actively in the budgeting process.

# Hajdúszoboszló.  This was the first year they participated in the budget
training program.  The finance officer showed the background materials to the
committee, but there was no reaction.  Perhaps next year they will be able to use
the elements of program budgeting in their budget.

# Szolnok.  The city has developed indicators for different revenue
sources, and finalized the structure of the budget which now consists of three
volumes:



East European Regional 
6 Housing Sector Assistance Project 

— Debt service budget
— Operation budget
— Capital budget

Within these sections they elaborated sector programs.  In the education
sector, programs were determined by the sector itself and not by the finance
department.  No one from the city board voted against the budget this year.

Guest Speaker

The guest speaker for the closing seminar was Mrs. Gubányi from the
Ministry of Finance (MOF).  Mrs. Gubányi first informed the participants about the
Ministry’s current concerns regarding the budget.  According to the Ministry, the
current local accounting and reporting system is too detailed.  The budget report
format includes 3,600 to 4,000 data requirements of which local governments
“use” only one third or half.  This system needs simplification both on the
planning and the accounting side, which can be achieved by removing the three-
way break down (sector, maintenance, welfare).

Mrs. Gubányi then focused her presentation on two topics: (1) changes in
accounting regulation, and (2) issues concerning municipal assets.

Changes in the accounting system for 1998 are based on an adherence to
EU standards.  The EU requirements for the accounting system focuses on
national accounts and performance perspective. The term “national account” is a
statistical category, and according to Mrs. Gubányi similar to Hungary’s earlier
categorization of sector, sub-sector and special branch.  Due to the similarity
between the two systems, the change from the current system to national
accounts can be done quickly and without serious difficulties.  In Hungary the
system of national accounts will be developed by the Central Statistical Office
and not by the MOF.

A more serious problem, however, is the adoption of the performance
perspective (when planning and accounting is based on performance).  Current
members of EU are exempt but new members must adopt this system.  Mrs.
Gubányi expressed reservations concerning this system since it has not been
applied anywhere in Europe (a cashflow system is commonly used) and there are
no patterns and examples to follow.  In her view, identifying good performance
measures in certain areas is extremely difficult and measurement techniques can
be a problem (for instance, in education).  Her personal opinion is that the current
system is better.  Despite this view,  the changes will take place over a period of
8 to 10 years.  Changes in the accounting system in 1998 already serve this
purpose.  Mrs. Gubányi listed the new data requirements in the budget report of
local governments, and gave useful advice regarding completing the report.  She
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also offered advice concerning the accounting of assets that, in her experience,
cause problems for local governments (non-material goods, computer networks,
etc.). 

Finally, Mrs. Gubányi emphasized the difference between municipal loans
and credits, as the two entail different legal consequences.  Credit refers to
money taken from a credit institution by the local government.  Everything else
is a loan (for instance borrowing money from another local government for a
specified period of time).  Distinguishing between these two assets is very
important because local governments with credits are required to be audited
while those with loans are not.
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Closing Ceremony—Presentation of Certificates to Participants

The closing ceremony was presided over by Mr. Lawrence Birch, the
USAID project officer for Hungary.  Mr. Birch commended the participants on their
commitment and hard work in bringing about change in their budgeting process.
Following his speech he handed certificates to participants from each local
governments.

Table 1
List of Cities Participating in the Second Year (1997-1998) Seminars on Modernizing Financial
Management for Hungarian Local Governments

No. Cities Population May 
14-15, 
1997

June 
18-19,
1997

Septembe
r 24-25,

1997

November
14-15,
1997

December
10-11,
1997

March
11-12,
1998

1.

2.

3.

4.

5.

6.

7.

8.

9.

10.

11.

12.

13.

14.

15.

16.

17.

18.

Budapest District
VI

Csongrád

Debrecen

Eger

Gödöllö

Hajdúszoboszló

HódmezÅvásárhe
ly

Karcag

Kazincbarcika

Kecskemét

Nagykanizsa

NagykÅrös

Orosháza

Püspökladány

Szegvár

Székesfehérvár

Szentes

Szolnok

23,246

19,112

210,143

61,400

29,761

23,387

49,901

22.637

34,759

105,058

53,353

26,646
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CONSTRUCTION OVERVIEW

The Center City section of the city of Evermore has a small commercial strip which is
scheduled for some sidewalk repair and street tree planting.  On the next pages you
will find a copy of the construction contract which is set to be signed between the
City and the contractor selected to do the project.  This project was estimated to cost
Ft 2,200,000 when the City put the job out to bid; the award was given to the low
bidder who bid the work at Ft 2,100,000.

The City’s Communal Services department is generally responsible for overseeing the
bidding process and has prepared the contract which you will be reviewing.

The group is to function as the Finance Department in reviewing the proposed
contract for deficiencies.  The Mayor has publicly announced that work will
commence immediately.  The contract was hand delivered to you at 11:00 a.m.  Any
changes you suggest will have to be negotiated with the Communal Services
department today, since the signing of the contract is scheduled for 9:00 a.m.
tomorrow.  As you work through your analysis of the contract, try to keep in mind the
time constraints and scale of the project.  Identify the most serious deficiencies.  Also
keep in mind that what you are reviewing is the bid specifications — assume all
standard language, blueprints, etc., are satisfactory.



CENTER CITY COMMERCIAL AREA PUBLIC IMPROVEMENTS

1. GENERAL DESCRIPTION OF THE PROJECT:  The sidewalk area on the westerly side of
Evermore Boulevard is to receive certain improvements that will include sidewalk
repair and/or replacement, installation of new curbing, realignment of existing
curbing and the construction of tree wells.  Handicap sidewalk ramps are to be
built.

2. BID SPECIFICATIONS:

a. General:  Remove existing defective, damaged  or cracked concrete or
asphalt sidewalks and driveways.  Repair and/or replace with like and equal
materials.  All grades must meet and match existing adjacent grades.  All
handicap ramps will be constructed of concrete at locations shown on the
construction plans.  Tree wells will be saw cut in existing satisfactory pavement
areas and pre-formed into areas where new materials are to be installed.

b. Starting and Completion Dates:  The project must commence not later than two
working days after the award of the contract and must be completed within
five weeks (25 working days) from the date of said commencement.

c. Concrete Sidewalks, Driveways and Ramps: The City of Evermore, Engineering
Department Standards are required for all concrete sidewalks, driveways and
handicap ramps.  The finish will be determined in the field at the time of
construction by the Communal Services.  Sample finishes may be required, if
necessary.

d. Asphalt Sidewalks:  The repair and/or replacement of all asphalt sidewalks must
meet standards.  The perimeter of all repair and replacement areas will be saw
cut to a square, neat and uniform edge.  A one ton roller will be used for final
compaction.  Grades must meet existing adjacent grades.

e. Removal and Replacement of Sidewalks and Driveways:  All material that is
excavated at any time and at any location on this project must be completely
removed from the site at the end of each work day.  The dumping and/or
storage of this material may be stored within the City of Evermore in an area to
be approved and designated by Communal Services, otherwise such dumping
and/or storage is not allowed within the limits of the City of Evermore.  The
replacement of the pavement in the areas where required, must be
completed within 72 hours from the time of excavation.



f. Safety and Security:  All walkways will be kept in a passable condition at all
times other than when physical removal or replacement are in process.  The
safety of the pedestrian is the full responsibility of the contractor.  Proper
security and protection of the newly installed asphalt or concrete materials on
the project must be maintained at all times, and safe access to all
establishments must be maintained.  All locations of facilities existing or installed
concurrently with this project must be verified and protected by the
contractor.  This includes facilities or appurtenance above, at grade, below, or
adjacent to the work areas as delineated on the plans.

g. Tree Planting:  The tree planting will be accomplished and completed prior to
the installation of the new sidewalk pavement in the planting areas.  Trees are
to be 3” caliber, a Mountain Ash.  The guarantee required is one growing
season.  Planting must meet standard specifications for planting and
maintenance of deciduous trees.

h. Coordination and Cooperation:  The contractor is required to coordinate all
work activities thru Communal Services for all phases of the project.  A
minimum of 24 hours is required for any revision in a previously planned activity
and approval must be rendered in writing to the contractor by Communal
Services.

The coordination of activities with utility companies, subcontractors or
contractors with separate contracts in the same area must be done in the
presence of a Communal Services representative for his information and
background of proposed or planned activities by other than the prime
contractor.

i. Clean Up:  Clean up of the entire project area is the responsibility of the
contractor.  In addition to the standard item of clean up operations as
specified in the City of Evermore Contract Standards, the contractor is
required to clean and test all catch basins within the project area and those
basins that collect surface drainage from the project area.

j. Final Approval:  Final approval will be in the form of a formal written statement
by the awarding authority.  The following elements must be satisfactorily
completed and submitted before the Final Approval Request is submitted.

a. Submission of Final Payment Request Form.



b. Written results of the Final Inspection by the Contractor, Communal
Services, Design Engineer, and the City of Evermore’s officially designated
representative.

c. Submission of the Original set and one copy of the As-Built-Drawings of the
Project Improvements indicating date of completion and acceptance by
the city.

d. Payments:  Payments are to be made on a monthly basis upon the
submission by the contractor of the PROGRESS AND PAYMENT SCHEDULE that
is certified and approved by the appropriate parties.  The contractor will be
paid for the work completed as of and to the date of the payment
schedule.

e. Final Payment:  The final payment will be made after all the proper
inspections, submissions of AS-BUILT-DRAWINGS, and the concurrence of
the design and inspecting engineers.  The final payment will be made not
later than 30 days after submission for payment, or 30 days after the final
payment request procedure is satisfactorily submitted and accepted.



CONSTRUCTION OVERVIEW PART ONE REPORTING FORM

General project description Deficiencies (if any)

                                                                        

                                                                                                                                                            

Bid Specifications

a. general                                                                         

                                                                        

b. starting and completion dates                                                                         

                                                                        

c. concrete sidewalks, driveways                                                                         
and ramps

                                                                        

d. asphalt sidewalks                                                                         

                                                                        

e. removal and replacement of                                                                         
sidewalks and driveways

                                                                        

f. safety and security                                                                         

                                                                        

g. tree planting                                                                         

                                                                        

h. coordination and cooperation                                                                         

                                                                        

i. clean up                                                                         



                                                                        

j. final approval                                                                         

                                                                        



CONSTRUCTION OVERVIEW

PART II — Center City Commercial Area Improvements

Instructions — The second half of this game involves each group making
administrative decisions as various problems arise during the
construction phase of the sidewalk repair and tree planting
contract.  The problems are to be handled in sequence.  Do
not go on to the next problem until your group has decided
how to handle the previous one.  Report at the bottom of
each page your decision and the probable contract
consequences thereof.

IMPORTANT NOTE — The contract under which this construction occurs is the
unrevised version you worked on in Part I.



PROBLEM NUMBER ONE:

Day 6 of the construction time
period

The Communal Services representative reports to
the project supervisor that no on-site construction
activity has commenced.  The contractor, when
notified of this apparent violation of the contract,
says that his men are constructing the forms for the
tree wells at another job site, but the fact that these
forms are for use in the Center City job meets the
contract requirement for commencement of work
within two days after the effective date of the
contract.

TASK ONE: Is this a contract violation?            Specify:

                                                                                                

                                                                                                

Is this problem caused by a contract deficiency?       

Specify:                                                                                  

                                                                                                

                                                                                                

TASK TWO: Alternative Administrative Actions (select the best
one)

(1) Insist that the contractor is in violation of the
contract and demand that on-site construction
activities commence immediately.

(2) Advise the contractor that regardless of the
definition of “official commencement” that
since he has acknowledged commencement,
he must complete all work within 25 working
days as the contract calls for.

Does your choice have a probable negative
impact on any of the following?  (if so, describe):

(a) project budget                                                     



                                                                                 

(b) completion time                                                    

                                                                                 

(c) construction standards                                        

                                                                                 

PROBLEM NUMBER TWO: The contractor begins sidewalk repair and
replacement work at one end of the site.  All three
of the merchants in the first three stores affected
complain that construction equipment is blocking
access to their stores.  The following day the same
merchants complain that the removed sidewalk
material is left in piles next to the excavation holes
throughout the day, thus creating an unsightly and
hazardous access to the stores for their patrons.  The
merchants demand instantaneous removal of all
debris and the construction of temporary walkways
to their stores during the construction period.

TASK ONE: Is this a contract violation?            Specify:

                                                                                                

                                                                                                

Is this problem caused by a contract deficiency?       

Specify:                                                                                  

                                                                                                

                                                                                                

TASK TWO: Alternative Administrative Actions (select one)

(1) Insist that the contractor immediately remove
the debris at the end of each working day and
install temporary walkways to each store prior
to the commencement of any work in front of a
store.  Agree to a change order to



accommodate the requirement for installation
of temporary walkways.

(2) Insist that everything the merchants demand
was “implied” in the contract and must be done
without a contract modification.  Have the city
remove any existing debris and install temporary
walkways to the three stores.  Suspend further
work on the site until the contractor agrees to
the city’s interpretation of the contract.

(3) Negotiate with the contractor to stage his work
so that each store will be affected only for 48
hours or less by construction activity.  Explain to
the merchants that this construction disruption is
necessitated by the nature of the patch repair
work being done.

PROBLEM NUMBER TWO
(Continued)

(4) Arrange for a Communal Services truck to be
stationed each day at the project site from 8
a.m. until 4 p.m. so that debris can be loaded as
the sidewalks are torn up instead of letting it
accumulate for removal at the end of the day. 
Negotiate with the contractor to pay the city
that portion of the bid price which was
allocated for debris removal as partial
compensation for the city’s providing daily on-
site facilities for debris removal.

Does your choice have a probable negative
impact on any of the following?  (if so, describe):

(a) project budget                                                     

                                                                                 

(b) completion time                                                    

                                                                                 



(c) construction standards                                        

                                                                                 

PROBLEM NUMBER THREE: The Communal Services representative and the city
councilman from the community both bring to the
attention of the project director that the cuts made
for the tree plantings are not of uniform spacing. 
Also, one tree cut, in addition to being out of
spacing along the curb length dimension, is also 18
inches out of alignment (i.e., closer to the building
fronts than the others).  The contractor says that he
spaced them according to where there was good
sidewalk material which wouldn’t crack when cut,
and in the center of any new pour of concrete or
asphalt to insure proper drying of the patch.

TASK ONE: Is this a contract violation?            Specify:

                                                                                                

                                                                                                

Is this problem caused by a contract deficiency?       

Specify:                                                                                  

                                                                                                

                                                                                                

TASK TWO: Alternative Administrative Actions (select one)

(1) Let the tree cuts stay where they are and
explain to the city councilman that the
“economy” nature of the repair work
necessitated the spacing of the tree wells as
they are.  Ask the contractor to re-cut the one
tree well which is 18 inches too close to the
building in order to placate the city councilman.
 Accept a cost overrun for the extra work.



(2) Require all tree wells to be cut at consistent
intervals.  Extend the term of the project and
process a change order to correct the contract
and provide for the additional cost of redoing
the work.  Accept the argument of the
contractor that additional sidewalk must be
replaced in six locations to provide a proper
setting in which to pour new concrete over
previously cut tree wells “slightly out of spacing
alignment with the new specifications.”

PROBLEM NUMBER THREE
(Continued)

(3) Modify the planting design to evenly space the
3” trees at distances twice the original plan and
revise specifications to install low shrubbery in
the other tree wells in order to obscure the
irregular nature of the well spacing.  The
contractor says he can supply shrubbery for the
same price as the original tree order; however,
the change in the nursery order will require a
three week extension without penalty in the
project completion date.

Does your choice have a probable negative
impact on any of the following?  (if so, describe):

(a) project budget                                                     

                                                                                 

(b) completion time                                                    

                                                                                 

(c) construction standards                                        

                                                                                 

PROBLEM NUMBER FOUR: The contractor, in doing street excavation to install a
handicap curb ramp, punctures a city water line.  All



Day 21 of the construction
period

work is suspended on installation of handicap curb
ramps until water line is repaired and the city water
company checks the location of their lines near the
other curb ramp installation sites.  This portion of the
project is delayed six days.  The city water company
says that its cost (Ft 31,200) should be added to the
project cost, either as a bill to the contractor or paid
by the Communal Services.

TASK ONE: Is this a contract violation?            Specify:

                                                                                                

                                                                                                

Is this problem caused by a contract deficiency?       

Specify:                                                                                  

                                                                                                

                                                                                                

TASK TWO: Alternative Administrative Actions (select one)

(1) Accept the six day delay on the contractor’s
part and tell the city water department that
they were at fault for not checking the location
of their lines against the plans when the plans
were submitted for general review by all city
agencies four months ago.

(2) Admit a coordination failure by the Communal
Services to the water company and pay their Ft
31,200 claim out of City funds.

(3) Sue the contractor after the job is completed for
not checking with the water department on the
location of their lines before drilling the street.

PROBLEM NUMBER FOUR



(Continued)

Does your choice have a probable negative
impact on any of the following?  (if so, describe):

(a) project budget                                                     

                                                                                 

(b) completion time                                                    

                                                                                 

(c) construction standards                                        
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Auditing Municipal Budget Reports

by Dr Lajos ÖTOTT, Advisor, State Audit Office, Budapest
Mrs Rácz, Registered Auditor, Dr Printz and Co. Ltd.

Published in issue 1995/7-8 of  the periodical Accounting and Auditing

When the draft versions of Law 1991/XVIII on Accounting was under
discussion, it was raised whether the annual budget reports of budgetary
organizations could/should be made subject to mandatory auditing.  The
authors of this article, being experts of the State Audit Office (SAO), opted
for the should version at that time, but their idea was dropped at technical
discussions within SAO.  Later accounting experts external to SAO also
supported the idea that the scope of mandatory auditing should be extended
to also budgetary organizations as of 1998.

Background: Single-entry and Double-entry Book-keeping.
In the 70’s, single-entry book-keeping was an accepted practice with budgetary organizations,
especially the soviet councils, since they were forced to expend budgetary appropriations. It
was very easy to maintain revenue and expenditure sheets; however, end-of-year reports on
assets always caused problems to prepare.  Control over assets was almost impossible to effect
due to lack of discipline in accounting and documentation practices.  The reform actions of the
80’s, especially the famous/infamous MoF Decree 19 introduced business-like processes in
budgetary financial management.  The new accounting regulations of somewhat industrial-type
were disliked by many, but allowed a certain degree of cost monitoring.  Cost monitoring was
especially important for institutions (large health and educational ones) which could separate
expenditures from costs.  Whether monitoring results reflected the real costs or not is another
issue, since even today cost monitoring is a fundamental problem in public finance: we do not
know what costs how much and why.

This is one of the major problems in budget planning, since it is well-known that the
basic tasks of societal public consumption and those of the system of service provider
institutions have been separated from one another as a result of budgetary liberalization
processes.  Some of the services provided by specifically large institutions observe no rules,
they represent artificial tasks accomplished by artificial organizations using up tremendous funds.

The new business-like financial management had as many supporters as many
opponents to it.  Small institutions undoubtedly suffered, since they did not have enough staff
with experience to meet the requirement of double-entry book-keeping. Books are more
reliable now due to more discipline in accounting and documentation practices; though
expenditures and costs are equal in some of the institutions.
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The fact should be recognized now that even budgetary financial management incurs
costs, moreover immense ones.  Freedom in financial management and business-like activities
have made budgetary financial management increasingly complicated and difficult to understand.

Institutions have been granted flexibility, which means that even institutions providing the
same type of services are difficult to compare. Data maintained in the general ledger can be
validated by using complicated detailed sub-ledger records only, and the fact that account
movements during the year are posted under single-entry book-keeping leads to many errors,
hinders end-of-month and quarterly reconciliation, and validation of end-of-year data.

The Situation with State Auditing
The increasingly complicated rules in budgetary financial management is only one of the

facts that justify the need for external auditing in budgetary institutions.
Another approach is the problem with the state auditing system, that collapsed in 1989-

1990.  After Law II/1979 had been passed, a system and institutions to state auditing was
created.  By the mid 80’s, the auditing system for budgetary financial management was relatively
well developed, but also had some shortcomings in terms of imperfect regulations,
overdeveloped hierarchy, and tasks allocated to the wrong decision-making levels.

Frequent auditing and effective internal auditing themselves worked against malpractice.
Budgetary institutions new that “another auditing will come in 2 years’ time” and that they could
turn to the auditor with their problems even to prevent mistakes from occurring.

In 1990, the new democratic constitutional state created altered interests leading to
changes in state auditing. The State Audit Office was set up as the highest auditing government
agency. Auditors welcomed the new institution that meant new challenges, new practices, and
also the security of freedom to them.

The system of state auditing that had been developed before 1990 collapsed and
deregulation efforts resulted in abolishing even some regulations that had never violated the
principle of democracy.  After the soviet councils of counties had been eliminated (transformed),
the auditing systems in county councils ceased to exist.  Local governments dissolved the cadre
of auditors by dismissing the experts or allocating other tasks to them.  Internal auditing at that
time did not work at all, and it took years to develop.  Laws and regulations had provisions
overlapping each other and also left gaps uncovered.

Some organizations that had supervisory roles did not know whether they had any
obligation to audit institutions under their supervision, and if yes at what frequency.  However,
escaping deregulation processes, MoF Decree 96/1987 is still in effect and specifies a two-year
frequency for external auditing and sets out the principles of and requirements for internal
auditing.  Lawyers should decide whether the doubts about the applicability of the Decree due
to the fact that the law of a higher level that called the Decree to life has been abolished are valid
or not.  We are convinced that regulations in force should be observed and enforced.

The Law on Public Finance adopted in 1992 regulates the system of state auditing.
However, associated government decrees fail to provide any guidelines as to implementation.
There is a law in force with an earlier implementation decree, which is in no harmony with the
law in effect.  So what agencies are responsible for auditing and what are their responsibilities?
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Auditing of Municipalities
Municipalities, formed in 1990, had similarly chaotic systems for auditing.  The law on

the State Audit Office specifies that intergovernmental relations and the use of state subsidies
are areas for auditing by the SAO.

Law LXV/1990 on Municipalities sets out that “municipal financial management should
be audited” by the SAO, which is a controversial issue to this day. The situation is as follows:
more than 200 auditors used to audit the less than 1500 soviet councils.  After the change of
regime, hardly more than 50 experts could be involved in auditing the 3200 local governments
that evolved, and areas for auditing included normative and targeted subsidies, as well as
subsidies provided to municipalities in hardship out of their own control.  That means that the
number of auditors has dropped to one tenth for twice as many municipalities.  The number of
municipal internal auditors have been increased, but that could not provide any solution to the
problem.  The present staff of auditors can review the financial management of 160
municipalities per year, in principle therefore a municipality would be audited every 20 years.  It
is our expert opinion that some audits performed over individual subsidies or some municipal
tasks cannot replace an overall review of financial management in terms of compliance with
rules, efficiency and effectiveness.

Reasons to Problems in Auditing
What has led to the situation?  The democratic state has created the system of local

government, the local agencies of state power, without a direct state supervision over their
financial management.  The SAO has been authorized to audit them.  What is the problem in
meeting the obligation to audit?

In previous paragraphs it has been mentioned that in the financial management of soviet
councils the system of biannual auditing represented a threat against malpractice and also senior
(but not top-level) management in councils had someone to turn to with their problems in
financial management and accounting. They needed such assistance even when councils’
financial management was liberalized in the 80’s.  After the change of regime, this process has
stopped, the middle-level senior management ceased to exist, and also experts in financial
management left/had to leave their jobs.  New staff of experts needed time to get familiar with
the operations of the municipal system, and also to understand the procedures in financial
management and to develop an accounting system.  New staff was also challenged by the
introduction of a number of new regulations.  No wonder that audits and reviews by the State
Audit Office have contained reports on malpractice and many faults in relation to using state
subsidies.

The State Audit Office carries out reviews against legality, practicality, and
effectiveness.  The law does not specify any frequency for audits of municipal financial
management.  It has been discussed in the past few years whether the staff of SAO should be
increased so that they can review each local government every 3-4 years.  The SAO has no
responsibility in general for reviewing the financial management and auditing the annual reports
of local authorities. The SAO is an organization responsible for checking the finances and
financial management of the legislative power.  Therefore it represents a waste of highly qualified
expertise when SAO experts need to audit annual reports or spend time searching for basic
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documents instead of checking the overall operations and financial management practices of
municipalities and making recommendations as to refining or improving the system.

It has become clear that municipal financial management should be checked for
compliance with rules, e.g. by auditing municipal annual reports.  This is a practical solution,
because compulsory auditing of annual reports was introduced in another subsystem of public
finance this year.  On request by SAO, Law 1995/XXI makes it mandatory to audit the 1994
annual reports of funds.

Mandatory Auditing of Municipalities
Article 120 of Law 1995/XLVIII on certain amendments of law with the aim of

economic stabilization makes it mandatory for local governments to use (employ) auditors and
to audit annual reports.

What does the law say?  Art. 120 specifies the municipalities that are mandate to
undergo auditing. Paragraphs of the article only imply rather than explicitly say that the specified
municipalities should employ permanent auditors who perform auditing as a continuous effort all
through the year. (Unfortunately most Hungarian laws need interpretation instead of being clear
and applicable in practice as they are.)

Under Paragraph (2) of Art. 120, Articles 92/A - 92/C are added to Article 92 of Law
1990/LXV on Municipalities. Under Paragraph (1) of the amendment, the general assemblies
(councils) of counties, cities with county rights, the capital city as well as districts in the capital
shall retain auditors.  Cities that are centers of counties are all cities with county rights, therefore
mandatory auditing is applicable to them as well. In addition, general assemblies are required by
law to publish the annual reports of municipalities and municipal institutions, with simplified
content and in a format defined by the Ministers of Finance and Interior, in the Gazette of Home
Affairs, and the Company Gazette.  A simplified annual budget report consists of a balance
sheet, cash flow statement and statement of remaining funds as well as profit and loss statement.
The additional appendix, that is also part of an annual report, shall not be published.

The same paragraph requires the general assembly to announce tenders for positions of
auditors, evaluate bids and the mayor should award the job to an auditor within 60 days of the
effective date of the law. Since the effective date is October 15, 1995, the municipalities
specified above should entrust auditors before December 15, 1995.  The law fails to give an
indication whether mandatory auditing is applicable to 1995 annual reports already, or the 1996
annual reports only when a continuos auditing effort is carried out. 1995 reports cannot be
audited in accordance with specifications by law, since audited reports cannot be submitted
before February 28, the required submission date due to the well-known fact that correction
entries of the 13th month can be posted in books only late January, or early February. The
situation will need clarification by legislators under e.g. an implementation decree.

A group of municipalities with an obligation to use auditors has been defined above.
Some others are the municipalities whose total expenditures in the previous year exceeded Ft
100 million  and also had some borrowings.  These municipalities are required to have their
annual reports audited and published from the year they took out a loan till the last year of the
loan repayment period.  At present there are more than 600 such municipalities.
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There is some problems with regulations in relation to the second group of municipalities
(that represent the larger group as far as their number is concerned), since regulations do not
mandate (though do not prohibit either) municipalities to use permanent auditors, regulations
require an audit of annual reports only.  That provision might prove to be weak, since auditors
will not have the opportunity and time (especially when submission date is unchanged) to
perform a thorough review of the annual financial management of municipalities.  As a solution,
municipalities could entrust large auditing firms with a number of experts, but this would be too
costly for them.  Therefore the law should be interpreted  in a way that municipalities in the
second group should also use permanent auditors for the period of their loan payment
obligations.

Rights and obligations of auditors are specified by the newly amended Article 92/C of
the Municipal Act. The Article specifies also the obligations of the body of representatives and
the mayor in relation to helping auditors to carry out their work, namely allowing auditors to
inspect documents, participate in general assembly meetings, and to give recommendations if
necessary.  When a mayor fails to convene the general assembly on request by the auditor, the
auditor will initiate the involvement of a supervisory body, i.e. public administration offices of the
capital or counties.

Who Can be Auditors to Municipalities and What are Their Responsibilities?
Under the provisions of the law, an auditor (being either an individual or a firm) need to

be registered in the list maintained by the Chamber of Hungarian Auditors in order to be
allowed to audit budgetary annual reports, and also need to have a “budgetary” qualification.
This budgetary qualification is not clear, since the individuals who are trained as auditors will
receive a qualification “certified auditor”, without any further specification, which is right since
they all have to pass the same exams regardless of earlier education or experience.  Regulations
will need to be amended to give clear definition of preconditions for registration as “certified
auditor with budgetary qualification”; also the Chamber of Auditors will need to announce their
position..

The authors of this article think that this kind of “labeling”, i.e. making distinction
between auditors is necessary, because different kinds of tasks are involved.  Due to special
features in budgetary financial management, the complex municipal services, the financing
system, and regulations on municipal and financial management practices are not easy to
understand. In budgetary financial management, appropriations and associated accomplishments
are the prime areas for auditing.  It should be determined whether the use of appropriations is
effective, justified, and in compliance with laws.  Only as a next step after that, the auditor can
start checking whether the accomplishments stated are real ones and are supported with basic
documents, whether the general ledger, the sub-ledger and the inventory are in compliance with
one another.  The auditors task is different also because municipalities all prepare consolidated
statements.  There are some municipalities that have more than one hundred institutions
belonging to them.  Therefore the statements of institutions will need to be checked for
reliability.  Normative subsidies, targeted and addressed subsidies that are used by
municipalities are very special items, as money movements within the public finance system and



6

outside the public finance system are.  An auditor should not only know the specific accounting
rules, but also be experienced in operations of the institutions and their service provision.  While
appraisal and review of assets and ability to generate revenue are the prime areas for auditing in
the case of companies, auditors are supposed to focus on an optimum usage of assets owned in
the case of municipalities.  Effectiveness on municipal financial management is not something that
can be expressed merely in financial terms, outcome is manifested in the quality of
implementation.  Therefore auditors are supposed to give an answer to whether the annual
financial management in a municipality was in compliance with statutory requirements and other
regulations as well as internal municipal procedures, whether the municipality did provide the
basic, mandated services to citizens.  In summary, auditing of budgetary organizations is
different in quality, even if the methods or techniques used are similar or identical to traditional
auditing methods.

Facilitating Auditors’ Work
Auditors face new challenges when reviewing budgetary organizations.  The State Audit

Office has had an experience of more than half decade in auditing municipalities in relation to
usage of budgetary resources, reviewing their situation in terms of internal auditing and managing
assets owned.  SAO, as the highest auditing agency, endeavors to provide technical assistance
to municipalities in relation to carrying out auditing activities. The Methodological Committee of
SAO is coordinating the preparation of a publication entitled “Guidelines to Auditing
Municipal Annual Reports”.  The publication will cover specific tasks in auditing, and also give
an overview of municipalities’ roles in the system of public finance, as well as the checks
municipalities are required to effect, experiences gathered through audits by SAO so far, as well
as trends in developments in municipal auditing.  The publication is expected to be completed in
August, and will provide useful information to auditors and municipalities alike.

Will the Content of Municipal Auditing Change?
One of the reasons that has lead to mandatory auditing of municipalities was that the

authorization provided by laws is not sufficient to accomplish tasks involved.  Another reason
was that the situation has ripen for mandatory auditing in public finance due to liberalization in
financial management, restrictive economic policy, necessary austerity measures, as well as
complicated and many times imperfect accounting regulations.

Revenues and expenditures of the municipalities listed in the law on stabilization account
for about two-thirds of the public finance revenues and expenditures of municipalities in total.
Therefore a good proportion of municipalities are covered as far as auditing is concerned.  The
statement is especially true for municipalities that employ permanent auditors.  Therefore audits
by SAO will need to be reengineered.  SAO will continuously be entitled to effect audits to their
discretion at any municipalities, moreover can review even audited reports.  However, even the
appearances of supervision will need to be avoided, emphasis should be shifted on other areas.
More time can be devoted to ensuring appropriate use of assets, efficient internal auditing
procedures, or reviewing the financing system as a whole and reveal any problems to it.
Performance monitoring is an equally important activity that should be introduced, since it is
well-known that many areas in public services can be measured for performance.  There are
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performance measures that can be used in education, health and social allowances, maintenance
and renewal of local roads and bridges and many other areas.

Therefore, mandatory auditing of municipal budgetary reports also means that auditing
by SAO can be filled in with more content and requirements.

Purity in municipal auditing is ensured by several factors: on one hand, auditors are
obligated to provide good quality services by law, and their own professional liability and self-
esteem, and on the other, the  State Audit Office will be entitled to inspect audited books at any
time, which will mean that SAO will be able to carry out technical audits in other areas with
clear conscience.



NEW REGULATIONS IN THE BUDGETING OF THE GOVERNMENT
AGENCIES

The Hungarian government announced its Decree No. 54/1996 “On the regulation of
reporting and accounting requirements of government agencies”. The decree was
published in the “Magyar Kozlony”, No. 28.

The approval of the new regulation was necessary for two reasons: the modification of the Law
on the Budget and the establishment of the Hungarian State Treasury. The law stipulates that
government agencies will have to operate in a more efficient way and use public resources more
rationally. They will have to put a larger emphasis on planning their estimates (statement of
costs)  and spending their resources according to these plans.

In the frame of the Budget reform, the Hungarian State Treasury was established in November
1995, after several months of preparation. With the establishment of the State Treasury, the
conditions for retrospective financing of government agencies and separate state funds were
assured.

These two major changes underlay the modifications of the accounting regulations in 1996. By
introducing the retrospective financing method, the bank accounts of government agencies and
funds were closed, and they were replaced by new accounts for the use of estimates. This
created a new type of relationship between the treasury and its client institutions.

The changes of the new decree can be summarized as follows:

• budget estimates became part of the closed system of double-entry bookkeeping,
• both the estimates and the use of the estimates have to be recorded according to the

functional and the economic classification of the double entry bookkeeping system,
• as a result of the previous changes, a new development is that account group no. 7 includes

total expenditures and not only the current expenditures according to functional
classification.

 

 Reporting requirements
 

 The government decree did not introduce major changes in reporting requirements. Regulations
concerning the annual budget report and its deadline remained the same. The regulations
concerning the forwarding and processing of reports were not modified either.  Supervisory
agencies will have 15 days to review the reports instead of the previous 12 days.
 

 The annual budget report will consist of 4 parts in the future as well. These are:
 

• balance sheet



• cash flow statement
• cash balance statement, retained earning from budget estimates statement, income

statement,
• supplements.

The new name of  the “Balance Sheet” is “Accounting Balance Sheet”. The modification is
justified by the fact that agencies prepare more kinds of financial statements such as asset
statements, statement of earnings etc. From these statements the government had to select the
one to be included as part of the annual report. In municipal circles the term “asset statement” is
not used in a correct way and it is misleading. In the “accounting balance sheet” - according to
the Law on Accounting - the items are entered at their historical value while the items of the
asset statement are entered at their current market value. If we compare the two statements the
importance of differences are clear.

The structure of the “accounting balance sheet” remained the same. The asset side does not
include any changes compared to the 1995 effective balance sheet. However, some new items
are included under liabilities such as  retained earnings from primary activities and business
activities. The new items can only be used by government agencies and funds. These institutions
will show the retained earnings from budget estimates instead of business activities or cash.
Municipalities and government agencies that belong to the authority of municipalities will use the
same entries as before.

The cash flow statement of the budget report has the same structure as the budget itself. As the
1996 budget hardly differs from the previous budgets, the cash flow statement did not change
either. When preparing the cash flow statement, government agencies have to take into
consideration that the VAT of development expenditures is included under development
expenditures and not under material expenditures any more.

The Financial Part of the Supplement consists of 16 tables with required contents and format.
These tables are included in the Appendix of the decree as well.  Appendix no. 17, the general
ledger, contains new rules. Every government agency has to prepare such a general ledger to
underlie the annual report and has to keep them. The general ledger is part of the annual budget
report, however, it does not need to be forwarded for processing.

The traditional General Ledger includes the number and the name of the accounts and four
columns. The first two columns show turnover data and the third and the fourth show balances.

The general ledger presented in Appendix 17 contains 12 columns, in addition to the names and
numbers of accounts. The 12 columns are separated into 3 blocks. The first block includes the
turnover and balance data of Statement of Operations accounts, the second block includes the
turnover and balance data of the Budget Estimates Accounts and the third the Cash Flow
accounts.



The balance data of each block underlie the entries of the annual accounting balance sheet. The
debit amount of the balance accounts correspond to the “total of the asset entries” on the
accounting balance sheet. The same way, the credit amounts correspond to the liabilities on the
accounting balance sheet. (When you compare the values you have to take into consideration
other balances such as depreciation.)

The balance data of the Cash Flow and the Estimates Blocks correspond to the estimates and
cash flow balance of the Cash Flow Statement.

The preparation of the new General Ledger does not require more work, because the most
widely used softwares were developed by taking into consideration the new government
decree. The programs select the accounts according to the requirements of the new general
ledger.

Report no. 1 of the Supplement includes the balance of the estimates. The aim of this statement
is to present the modifications in the estimates categorized by authority. From 1996,  if they do
not receive resources form the E-fund, municipalities and government agencies can not modify
estimates in their own authority any more. In case of government agencies the modifications can
only be entered by the supervisory agencies. If the supervisory agency does not receive
information on the modification automatically, the government agency is required to inform the
authority.

If we interpret the Law on Local Government and the Law on the Budget, municipal agencies
can not modify their estimates in their own authority either. According to the Law on the
Budget, the total estimates of the local governments are comprised of the estimates of  their own
and their institutions. The Law on Local Governments stipulates that estimates of the
municipalities can only be modified by the approval of the council.
Therefore the leaders of the different institutions can only propose changes in revenues or in the
transfer of funds. The council will have to approve any increase in the estimates.

As a result of these changes, the structure of the statement changed. The columns that included
the modifications is now separated into two columns. On of them can be used for modifications
proposed by the head of the municipal institution, while the other includes changes initiated by a
supervisory agency.

There are not any more changes in the structure or the contents of the original Supplement.

Accounting requirements

Accounting of estimates

Government agencies showed their estimates in account group no.0 until the approval of the
new government decree. For the sake of more exact accounting, however, estimates are



included in the account groups no. 1-9.

Where and how do you have to show the estimates? To put it simply, you have to show an
estimate in the group of accounts where the balance is included.

As we have mentioned earlier, estimates need to be recorded completely by economic
categorizes, that is, according to the legal title and also by functional categories, that is by tasks.
Therefore estimates need to be recorded in account groups no. 1,3,4,5,9. For  bookkeeping
purposes technical accounts are used too, which are not balance accounts. These technical
accounts include account 351. “Estimates accounts” and no. 496 “Estimates closing accounts”.
Accounting for estimates should  comply with the following procedure:

By economic categorization:

Estimates expenditures: D351 -C 1.,3., 4., 5.
Estimates revenues: D4., 9 -C 351

Estimates of development expenditures (investments, renewal and the related VAT) are
recorded on the credit side of account group  no. 1, estimates accounts.

The estimates of money received should be shown on the credit side of account group no. 3.,
estimates accounts.

“Loan installment” and “Bonds payable “ estimates should be recorded on the credit side of
account group no. 4, estimates accounts.

Operating expenses estimates (such as labor costs, social security, and material costs) are
shown on the credit side of account group no. 5, estimates accounts.

Estimates of financial transfers received are recorded on the debit side of account group no. 4,
estimates accounts.

Revenues from operations, special municipal revenues, accumulated and other capital income
should be recorded on the debit side of   account group no. 9, estimates accounts.

By functional categories

Estimates expenditures: D351 -C 7
Estimates revenues: D9981 -C 351

The estimates expenditures are shown by tasks on the credit side of account group no. 7.

The estimates revenues are recorded on the debit side of general ledger account no. 9981.



General ledger account no. 9981 has to be opened including categories by tasks.

Estimates accounts are not balance accounts, therefore they have to be closed at the end of the
year.  For closing account no. 496 “ Estimates closing accounts” should be applied.

At the closing of General Ledger accounts you have to observe the following procedure:

By economic categories:

Estimates expenditures: D 1.,3., 4., 5. -C 496
Estimates revenues: D496 -C 4., 9

By functional categories

The closing items are not the same for the institutions that belong to Treasury’s system and for
those which do not.  Government agencies and separate state funds have to use the following
accounts to close their estimates:

425.  Estimates expenditures from primary operation
426.  Estimates revenues from primary operations
427.  Estimates expenditures from business activities
428.  Estimates revenues from business activities

Accounting entries

Estimates expenditures: D7 -C 425 or 427
Estimates revenues: D426 or 428 -C9981

Closing items for those institutions that do not belong to the Treasury’s system (such as
municipal institutions, social security agency etc.):

Estimates expenditures: D7 -C 496
Estimates revenues: D496 -C 9981

Modifications in estimates have to be recorded continuously during the year.

Accounting of investments

When accounting for investments, the respective regulations of the Law on Accounting, the
principles presented in the Law of the Budget and the regulations on investments and operations
stipulated in different government decrees  have to be followed. To satisfy all these
requirements, the structure of the account group no.1 had to be modified. We can fulfill all legal
requirements by dissecting the general ledger accounts of account group no. 1 in 5 digits. The



first position is always 1. This integer shows that the particular asset serves the operation of the
government agency for longer than one year. The second digit shows the type of the asset. The
second digit includes the following categories:
1. immaterial items
2. real estate
3. machinery, equipment, facilities
4. vehicles
5. government reserves, and the so called large investments
6.  assets transferred for operation and  administration
7.  invested financial assets
8.  VAT of development expenditures

If we compare the original numbering system and the new one, we can notice the following
differences.

Account groups no. 15 and 16 which included investments and estimates were eliminated.
Account groups no. 18 and 19  were consolidated with account groups 16 and 17.

The contents of account group 18 was modified. As we have mentioned earlier, the introduction
of this account group was necessary  due to changes in the planning mechanism. The application
of account group 19 is forbidden for every government agency, the government decree refers to
it as a “designated” account group in the appendix.

The third digit of the general ledger account shows the type of transaction. These are:

1.  activated invested assets
2.  depreciation
3.  purchase of invested assets
4.  renewal
5.  budget estimates of purchase
6.  budget estimates of renewal
7.  investments in process
8.  prepaid expenses for investments
9.  technical carry over accounts.

The appropriate structure of the general ledger assures the necessary data for the Cash Flow
Statement.

The fourth digit shows the use of the asset.

1.  for operations
2.  for professional activities
3.  for welfare, cultural and sport activities.



The fifth digit also refers to the use of the asset.

1.  for primary operations
2.  for primary operations and  business activities together
3.  for business activities.

If the value of the fifth digit is zero, it means that the asset if fully depreciated.

The entries for purchases and renewal changed too. The expenditures for professional activities
include all expenditures to underlie the Cash Flow Statement in the annual report
and other requirements. Completing the previous system, we have to account for expenditures
by activities (categorized by functions) together with the investment expenditures by title
(purchase, renewal).

An equipment for example need to be recorded as follows (on a 3 digit general ledger):

1.  D 133 - C341 or C3521
2.  D7 - C412
3.  D131 - C139

In every account group, as we have said, the third digit is 9 if the account is only a technical
account, which is mot a balance account. If you look at the previous recording procedure, you
will notice that you have to credit the account at activation. You only debit the account at the
closing, when the balance of the so called transaction accounts (purchase, renewal general
ledger accounts) are entered.

Accounting of supplies, receivable and securities

These items belong to current assets.  Current assets are recorded in account group no. 2.
As a change, account group no. 31 and 32 which included receivable  and securities were
transferred to group 2. This change was necessary because in group no. 3 new items were
introduced due to the establishment of the Treasury. There is no change in the method of
accounting and record keeping in account group no. 2. A structural change is that some of the
account groups were designated for additional types of entries so that group 28 and 29 could
serve the accounting of the receivable and securities. However, during the year, you do not
need to keep records either on the supply accounts or on the receivable accounts. You only
have to record value differences, so that at the end of the year these records show the same
supplies and receivable amounts as the analytic bookkeeping system.

You need to keep records by functional categories in case of the sales and the purchase of
securities. At the purchase of securities for example you have to keep the following procedure:



By economic classification

D2933 - C341 or 3521

By functional classification

D7 - C299

(Account no. 299 is a carry over account for securities.)

Accounting of financial transactions

The third group of accounts serves the accounting of financial transactions of government
agencies.

Account groups 31 and 32 can only be used by the Treasury.

Account groups 33 and 34 show the financial assets.

Government agencies that belong to the treasury’s system can not use account group no. 34
(bank account transactions) because they do not have bank accounts.

Account group no. 35 includes the “use of estimates” accounts for those institutions which
belong to the Treasury’s system and can not use group 34.

Account group no. 36 is designated for an additional  purpose, to account for foreign currency
transactions.

Account group 37 and 38 include estimates of money received and the use of the estimates. To
be able to fulfill the requirement of accounting by functional categories, the account no. 389 is
used for carrying over balance. For example the accounting for money transfer for investment
out of the government requires the following procedure:

By economic classification

D3752 - C341 or 3521

By functional classification

D7 - C389

Account group no. 39 includes active financial transactions. The institutions that do not belong



to the Treasury’s system can use this account the same way as before. In the case of agencies
that belong to the Treasury’s system, the aim  is to include these items in the circle of total
expenditures. As a first step these agencies have to account for prepaid expenses in account
group no. 5 from 1996 and not in “settlement accounts”

Accounting of costs

Government agencies show their expenditures in account group no. 5 categorized by economic
classification. The structure of account group no. 5 follows the basic structure of the budget
used by these agencies.  Sine there were no major changes in the structure of the budget, there
were no important changes in the accounting of costs either. There is only one modification
which is worth mentioning. From 1996 the VAT of development expenses are not shown in
account group no. 57.

A main feature of account group no. 5 is that estimates and the expenses charged on these
estimates can be connected.  For example:

5111.  Estimates for salaries
5112.  Use of estimates for salaries

The balance on the General Ledger shows how much over-expenditure or saving occurred.
According to the government decree the government agencies record their expenses and
revenues related to estimates in account group no. 5.  Therefore new accounts were introduced
in this group, including:

518.  Prepaid fees
5491. Prepaid fuel
5492. Prepaid per diem
5493. Prepaid heating
5494.  Other prepaid purchase

The estimates expenditures are recorded on the debit side of the appropriate general ledger
account, and the prepaid costs are entered on the credit side balanced by the respective
expenditure account on the debit side.  For example, the entries in connection with advanced
travel costs are as follows:

D5492 - C 331  HUF 2,000  Entries of  advances for travel from petty cash.

(The actual cost was HUF 2,400.)

D 51623  -  C 5492 HUF 2,000 To account for the advance



and

D 51323  - C 331   HUF 400

Account group no. 59 includes the technical accounts. For example the depreciation, and the
accounting for expenditures without money in connection with the primary or business activities.

In account group no. 6    - which contains the indirect costs - the only change was  account no.
69. Account no. 69 has not been used by government agencies yet.  According to the new
regulations account group no. 69 includes the advance VAT payments.

The accounting of advance VAT payment by functional categories should comply with the
following principles:

• if it is clear which activities can be charged with the VAT, the best is to include the item
under the expenditures of the respective activity

• if the activity is not clear, only the place of the expenses incurred, the expenditure can be
charged to one of the accounts between 61-68

• the use of account 69 is necessary only in exceptional cases. For example, if we do not
know the activity on which we can charge the expenditure and we want to distribute the
costs differently from the structure of the accounts 61 - 68, we can use account 69.

In account group 7 we show expenses completely, classified by functional categories. There
was no change in the method of accounting. Agencies can develop the contents of the accounts
in their own authority. However, there is an important requirement: every activity should include
an estimates account and a use of estimates account.

Account group no. 8 can not be used by government agencies.

Accounting of revenues

The accounting of revenues in account group no. 9 is closely connected to the basic structure of
the budget. As you know, there were no changes in the structure of the budget, therefore
account group no. 9 was completed with the estimates only.

Similarly to the structure of account group no. 5, the aim is that a government agency would be
able to connect the estimates revenues categorized by economic classes to the use of estimates.
For example:

9111.  Revenues estimates connected to the primary activity
9112.  Use of revenues from estimates connected to the primary activity.



The balance of the two accounts show either over expenditure of revenues or saved revenues.

Accounting of revenues by functional categories on account 998 “ Accounting revenues by
functional categories” comply with the following rules:

D 999 - C 9982

(Account no. 999 is the carry over account of account group no.9. )

Annual closing of the use of estimates accounts

At the end of the year, the estimates expenditures accounts have a debit balance, while the
estimates revenue accounts have a credit balance categorized according to both economic or
functional categories.

The closing of the estimates accounts are done according to the following example:

By economic categories:

D 119 - C 113
  C 114

D 129 - C 123
  C 124

D 139 - C 133
  C 134

D 149 - C 143
  C 144

D 189 - C 1812
   C 1822

D 389 - C 37-38
 use of estimates accounts

D 46-47 - C 479
use of estimates accounts
D 59 - C51-58
d 91-98 - C 999

By examining the listed items you can see that the at the closing of the use of estimates accounts
you have to account inside the group of accounts.

By functional categories

The closing items are not the same for the agencies that belong to the Treasury’s system and for
those which do not.  Government agencies and separate funds close according to the following



rules:

Net expenditures D 425 -C7
D 427

Net revenues D 9982 -C426
-C428

Agencies which do not belong to the Treasury’s system have to use the following procedure:

Net expenditures D 492 -C7
D 495

Net revenues D 9982 -C494

In case of government agencies that belong to the Treasury’s system, the savings from estimates
expenditures are shown on accounts 425 and 427. The over-expenditure of revenues are
shown on accounts 426 and 428. For those agencies which do not belong to the Treasury’s
system, these accounts are no. 494 and 495.

Transitory accounting

Government agencies had to open their books according to government decree no. 179/1991
(December 30) until 1996. In practice this meant that they had to open their general ledgers and
books by applying the 1995 account mirror and programs.

The closing regulations of government decree 54/1996 require the use of new accounts from
June 1996. The change can take place automatically because every old account  corresponds to
a new one.

However, we have to emphasize that accounting by functional categories was not complete in
1995. Therefore the items used in 1995 need to be completed. These additional items include
expenditures accounted in account group no. 1 and 3 by functional categories. We also call
your attention  to the requirement that expenses without VAT accounted in account group no. 9
need to be completed with the assets as well.



THE ORGANIZATION AND FUNCTIONS OF INTERNAL AUDITING IN LOCAL
GOVERNMENTS

by József Nagy

Section 2 of Par 48 of Act LXIII (1994) modifying the Act on Local Governments (1990)
requires that the auditing of the financial management of local governments be performed by an
internal auditor with certifications as required by law. The modification emphasizes the
independent auditing activities rather than the development of an internal auditing system. The
responsibility of internal auditing raises several questions.

Auditing is present everywhere in the chain of management and is an element of leadership. If
operations become of a broader scope and more diverse and leadership and executive function
become separated, control by leaders becomes insufficient. A unified system of internal auditing
has to be established and operated in order to put financial management under on-going control.

The Internal Auditor in the Organization

Due to the special principle of division of functions, in local governments the council is
responsible for much of the financial management (For instance, the council is responsible for
the security of financial management.) This has lead to the idea that the internal auditor should be
directly subordinated to the council. Although the general leadership function of the council
cannot be questioned, it seems more proper to put the internal auditor under the direct
control of the mayor. Operational financial management is the responsibility of the mayor’s
office and the head of this office is the mayor him/herself. Therefore it appears adequate that the
internal auditor follow the instructions of the mayor. Nevertheless, it would be a mistake to
require that the auditor be controlled exclusively by the mayor. The scope of competence and
responsibilities of the city notary has become better defined in the area of financial management.
Therefore it is reasonable that the mayor cooperate with the city notary in defining the
auditor’s activity. This is also reasonable because employer’s rights over the employees of the
mayor’s office are exercised by the notary. The rules of internal auditing should include the
internal auditing activities, leadership (mayor and notary) authority and requirements of
cooperation. These rules should mention the responsibilities of the Financial Committee - as
defined by the Act of Modification referred to above.

Elements and Techniques of Internal Auditing

There are several categories within internal auditing:

• leadership control

• control integrated in operation

• independent internal audit

The various elements of control are present in practical operation in a differentiated way and to
different degrees. In about two thirds of 3200 local governments the main control is exercised
by the leadership.



The development of the auditing/control system depends on the type and size of the individual
budget institution. The bigger the local government or the institution is, the more complex its
responsibilities are, the more differentiated its functions will be. And this entails a decentralized
type of management and leadership control.

In order to provide an efficient leadership control, local government leaders must have
information about basic financial management and operational processes.

The higher leadership has to monitor:

• whether budgeted items are adequate for sectoral responsibilities;

• where the budget can be cut and where resources have to be channeled to;

• how revenues are collected and whether the local government will meet revenue estimates by
year end;

• whether expenditure estimates cover the costs of carrying out services;

• what additional resources should and could be involved to carry out major services.

Leadership control can be performed periodically or in an on-going manner, as an
integral part of management activities. Leadership control is more effective if exercised on
an on-going basis. An organizational precondition to this is that information necessary for
decision making is obtained in time by the given level of leadership. Therefore local governments
should operate an information system that ensures access to up-to-date information. Local
government leaders may obtain financial information from planning documents, annual budgets,
monthly balances, accounting and annual and bi-annual financial reports.

One way to exercise leadership control is to evaluate information and analyses, including the
evaluation of data from public administration, various sectors as well as financial - accounting
and other data. This element of leadership control is based on the internal information system. In
creating such a system it is extremely important that leaders at various levels have access to data
relevant to their level in management. These data have to make the analysis of implementation
and financial management possible, however, at the same time must not be overly abundant and
detailed which would overwhelm leaders.

Exercising signing, issuing orders of payment and countersigning rights is differentiated
depending on the various scopes of competence. The right of signing and issuing orders of
payment becomes a tool of leadership control only if it works as a conscious “screening
system”. For example, by filtering out resolutions, contracts or obligations drafted not in
compliance with rules series of mistakes can be prevented. In implementing the budget, the
activities of undertaking an obligation, countersigning it, validation, issuing the order of payment
and countersigning follow one another. The undertaking of an obligation is valid only with the
issue of order of payment and countersigning.

Countersigning should be operated as a tool to check on:

• whether the obligation serves meeting the responsibility of the local government or institution;

• whether the budget estimate can finance the costs of the obligation;



• whether there was a tender and the best offer was contracted;

• whether the contract includes all guarantees necessary to ensure safe financial management
and serve the interests of the local government;

Countersigning the order of payment checks:

• whether the product was taken, the service provided, whether its quality and quantity has
met what is required by regulations or by the contract;

• whether the billed per unit price is the same as in the contract;

• whether the product was approved in terms of quality and quantity, whether the bill includes
those appendices that are required by voucher regulations.

High level leaders can ask subordinated managers and staff to report on the accomplishment of
tasks and on the state of implementation. Holding meetings regularly concerning major services
makes leadership activities more efficient. Requiring reporting in a consequent manner is an
important leadership tool.

In local governments (cities) and institutions with complex responsibilities there are the following
levels of internal leadership control:

A) Higher level leadership control

• mayor,head of institution

• deputy mayor,deputy head of institution

• notary

B) Medium level leadership control

• department heads

• office heads

• section heads etc.

C) Lower level leadership control

• group heads

• staff

The mayor, notary, district notary and head of institution have also to control how their co-
leaders use their authorities. In auditing activities exercised at the medium level, specialized
knowledge is of great importance as such persons have to perform detailed auditing.

Reporting can happen regularly, occasionally or in important periods of time, and can be
performed at meetings, verbally or in writing.

It is suggested that memos should be written to summarize meetings. Purposefulness and
effectiveness of meetings can be enhanced by drafting activity plans and documenting the



making and implementation of decisions. Writing reports is useful not only because they are
documents but also because it disciplines staff.

Site auditing helps understand local problems and evaluate performance. The power of this
technique resides in the direct personal contact. Site auditing is best if performed with a pre-
established frequency.

Auditing as an Integral Part of the Operation Process

A precondition to develop an integrated auditing is that the financial management processes
of the various fields should be well organized. Check points have to be built in the
processes. The individual management tasks have to be performed in an order that makes all
operations controllable. For instance, validation and checking bills happen at different stages but
can be performed only after the previous operation and its checking has been done.

Having the issuance of the order of payment and its countersigning before payment integrated in
the operational process means that it has to be checked whether the supply has arrived, whether
it has been entered in the books, whether attached documents meet the requirements of the
voucher system and whether the documents bear the necessary signatures. (These
responsibilities are included in the operation rules of the finance department and the senior staff
member’s job description.)

After payment comes the analytical recording. Analytical records have to be reconciled with
stock records at least quarterly. This stage of the operation is included in the rules of the
accounts system and job description of the supplies book keeper.

The integrated audit system is effective only if scopes of competence and responsibilities
concerning the various financial management and management tasks are defined in
internal regulations. It has to be regulated who does what and when. Further responsibilities
have to be included in the job description of employees. For instance: responsibility for the
assets of the stock manager in a unit is defined as follows:

• takes care of keeping, storing supplies taken in and keeps the records as required;

• writes vouchers in relation with stock audit;

• writes the inventory quarterly on the basis of which reconciles the unit’s assets with the
district records and the analytical records;

• investigates potential differences and reports them to the finance department head;

• makes proposals regarding scrapping.

Within the framework of integrated audit, book keeping vouchers have to be checked before
booking:

• whether they are complete;

• whether they are correct in terms of format and content;

• whether are entered in the right account



Vouchers have to be categorized by type of journal before booking.

To find out whether they are correct, the figures in cash and bank books can be checked
against bank account abstracts and by reconciling cash book reports and total turnover in
journals. In other areas of ledger booking there are no such check point figures available. In
order to better ensure the correctness of figures in books, such figures can be developed. The
closed system of double entry book keeping is also an audit tool in the accounting system. By
preparing the balance of the accounts in the ledger and by providing periodical abstracts of the
ledger entered figures can be checked.

Concerning audit integrated in the operation process the following should be examined

• whether check points are identified;

• whether the scope of competence of auditing is defined

• whether points of reference (what considerations the auditing should be based on), frequency
of audits system of feed back (who should be notified about faults, what has to be done in
remedy) are defined

• whether there is incompatibility between responsibilities.

In this kind of auditing there are three categories: self-auditing, additional auditing of staff
and independent special auditing.

Self-auditing - work accomplished by the individual is checked against requirements - is a basic
form of auditing integrated in the process and is an organic part of the system. This form of
auditing requires autonomous activities and a sense of personal responsibility to be consciously
encouraged. Self auditing is most typical in drafting cash balances and in internal reconciliation
by the book keeper. However, in case of incompatibility, it is essential that auditing is done by
another person too (e.g. cash handling and cash audit). Self-auditing can be applied in any
process, nevertheless integrated audit has to be performed by some other person too.

The system of auditing integrated in the operation process builds first of all on the additional
auditing of staff. This kind of auditing encompasses the whole of the operations in a way that the
implementation of any operation is checked by a person doing another operation. For instance:

- in spending what is budgeted, invoices are validated and accounted (of course with due
leadership control by issuing orders of payment and countersigning);

- monitoring the use of personal benefits;

- surveying the state of outstandings (local taxes, service fees in institutions);

- checking whether vouchers are completely booked;

- checking the reconciliation of analytical records and ledger;

- checking the reconciliation of ledger and budget reports etc.



In this kind of auditing, especially in procedures such as book keeping, automated forms of
auditing are highly useful. A most important task of auditing is to guarantee the reliability of
processed data.

In independent specialized auditing, it is recommended to carry out regular or periodical audits
requiring specialized knowledge. In local governments independent specialized audits are
extremely important.

Cash book audit. The cash book auditor checks cash vouchers, completeness of entries,
legality of orders of payments before paying and correctness of amounts. Cash is audited daily,
along with other assets handled in the cash office and are reconciled with the cash account.
Cash audit can be performed on commission by one person (notary, district notary).

Bills audit. Its purpose is to check bills before paying them. (Especially important is to check
whether what is in the contract has been accomplished, quality and quantity approved,
correctness of prices and of calculations)

Inventory audit. Encompasses all operations concerning inventory and appraisal of assets
(resources) and finding discrepancies. Inventory audit has to check the process of inventory.
The inventory auditor should be independent form all staff working on the inventory. The auditor
should sign vouchers and summaries in confirmation of what he/she has accomplished.

Auditing the use or scrapping of unnecessary assets. Scrapping is done with the cooperation
and under the surveillance of the scrapping committee. Employees with experience in supplies
and assets management as well as with technical background should sit in this committee. The
committee should establish whether the given piece can be used, or the reasons for scrapping it
and recommend scrapping and use of waste materials.

Independent Internal Audit

Independent internal audit is based upon a control program and is commissioned by the
leadership in order to serve special leadership and control purposes. Its elements do not
contradict, do not overlap but reinforce and complement each other and encompass the whole
of financial management.

Independent internal audit can be performed by:

a) full or part time employees of the organization (independent auditor, group or department)

b) an employee doing several jobs (incompatibility has to be excluded; some one working in the
area of cash and values management, accounting personal benefits must not audit.)

c) by audit association. Local governments in an audit association sign an agreement that clearly
states which of the associated local governments exercises employer’s rights over the internal
auditor working in the form of association. Employer’s rights cover only basic issues such as
salary and holiday arrangements. The annual number of working days of the internal auditor is
divided between the local governments in proportion with their contribution to the auditor’s
salary. The subject of audit in the individual local government is determined locally. The audit



has to be carried out on the basis of the control program approved by local leadership. To use
the outcomes of the audit is the responsibility of the local leadership.

d) Contracting an outside auditor is a form of independent internal audit, too. Local
governments can contract anyone with the necessary professional qualifications to audit a
specific subject or subjects. The contract has to be drafted carefully in terms of format and
content, especially concerning the subject of the audit, deadline and payment.

When defining the task of the internal auditor, the organization has to consider its own

• size

• regulations of operations and financial management.

A) If the organization is small, leadership and executive functions may not be divided and thus
the three elements of the internal control system do not exist. Generally, leadership control and
periodical independent internal audit is sufficient.

B) Legislation and government decrees concerning financial management provide a framework
of rules. Local regulations govern the definition of responsibilities of specific institutions, scopes
of competence, deadlines and jobs to meet those responsibilities. Such regulations are the
organizational and operational rules, procedures rules, accounting system, inventory rules etc. If
these rules are missing or incomplete, do not meet their functions and do not provide the
necessary internal organization that is the basis for the internal audit system.

In relation to internal auditing in local governments, often emerges the question what and how
the internal auditor should audit. As for ‘what’, a more general answer can be offered, while for
the ‘how’ a detailed and specific, professional one.

The internal auditor cannot be detached from the community in which he/she works. It is
proper that internal auditing tries to answer urgent financial questions that are central to
the local government in the given period of time. It is not sufficient that the auditor checks
only the daily issues of compliance with regulations, but also should examine financial
management in a comprehensive way.

Planning the audit

The best way to start planning the audit is to assess human and material resources and the
number of audit days. Then it can be established what subjects can be examined in so many
days and what should be delayed or performed by involving outside resources. A basic
consideration is to coordinate task to be done and necessary resources (number of audit days).
so that the audit plan’s becoming a wish list can be avoided. To identify subjects for auditing,
the opinion of the finance committee and the body of representatives should be asked.

Phases of the audit procedure

Phases of the audit are separate processes that are closely interrelated. The results of one
process are a precondition to the success of the next one. However, the order of phases
represent a logical order, and can be regarded as the technological order of the whole process.



When preparing for the audit, its subject has to be studied. All information that help identify the
objective of the audit as well as activities and methods to achieve the objective has to be
collected. The end product of the preparation phase is the audit program, consisting of three
parts: Part I includes the objective(s) of the audit, Part II the subjects to be audited and Part III
organizational issues of the audit such as the period to be audited, starting and closing date of
the audit, the name of the auditor etc. as well as audit methods.

These are the formal elements in the program. The content element is how the program is
organized and whether it is realistic. The program is realistic if the subjects to be audited can be
examined by using methods of financial-economic auditing. It is desirable that audit programs
are signed by the mayor and the notary.

In the preparation phase information necessary for the site audit has to be collected.

• Study technical literature concerning the objectives and activities of the audit and the
organization in question;

• Consult experts;

• Exchange of experience with organizations and individuals conducting similar audit;

• Study provisions of law and leadership instructions concerning the organization to be audited;

• Study bylaws of the organization to be audited;

• Study plans, reports, correspondence, previous audit materials concerning the organization
to be audited;

• Study the results of measures taken as a consequence of previous audits.

In the site audit the auditor has to carefully observe the rights and obligations of the local
government. He/she may request only those data, information, vouchers, processed data that
are necessary to accomplish the program. The audit has to be performed in such depth, may be
beyond the program, that is necessary to establish a well-grounded, clear and full opinion.

The auditor uses both documents and logical thinking as tools of examination and uses a wide
range of methods and techniques to establish his/her opinion and conclusions. The purpose of
conflicting opinions is to clarify misunderstandings, wrong conclusions before putting them in
writing.

Established facts, conclusions and proposals of the auditor are drafted in an internal audit
report. As for the format of such reports, there are two extremities:

a) too wordy

b) too laconic

Both are to be avoided.

It is often a problem with the content that the reports are too much of a narrative with few
conclusions by the auditor. A conclusion includes a brief description of facts, compares
requirements to the actual situation and outlines negative processes and their effects. It is not



always clear for internal auditors in what cases and how they should raise the issue of personal
accountability.

As the specific cases tend to be very different, only a general idea can be offered. Normally,
making some accountable is proper if damages or transgressing the law can be proved.
Accountability has to be specific and personal. The fact of guilt of negligence, the person
committing it and its effects have to be put in writing and measures have to be taken
accordingly.

A recognition and, if necessary an accountability, clause has to be attached to the report.
The recognition clause is to be signed by a staff of the audited area and the accountability clause
by the employee made accountable.

To reports revealing serious negligence, documents in evidence have to be attached.

The efficiency of the audit is enhanced if the council discusses the internal audit report and
identifies measures to remedy mistakes. The best is if the mayor instructs the heads of units or
the notary responsible for implementation to take the measures. It is the internal auditor’s
responsibility to follow up the implementation of these measures and carry out a follow- up
audit.


