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The obligation to submit to the National Council of the
Slovak Republic a Report on the results of audit activi-
ties arises from the SAO SR Act establishing the Office
in 1993. Every year, the Report informs the MPs of the
supreme legislative body how the controlled part of the
public resources was used in our country intended not
only to meet the common needs of public administra-
tion bodies and organizations, but also their sustaina-
ble development.

This image is not always what society wants and
needs. Every year, the reports illustrate examples of
uneconomical, inefficient and ineffective use of funds
in state and local government organizations, state-
owned enterprises, state-owned joint-stock compa-
nies or entities in which the state has an equity inter-
est or which fulfill the public interest. Too often, the
audit findings point to non-compliance with the budg-
etary rules as the basic framework for the transparent
and efficient use of appropriations.

The purpose of the SAO SR (further also Office)
is not only to point out these shortcomings - that
would be too little. It is equally important that, in
particular, the substantive issues raised by the audit
should also be tackled in order to take decisions that
change governance for better.

The national parliament and the government have
an irreplaceable role in improving social governance
towards sustainable development. In order to fulfill
their social functions, these bodies need to know the
significant results of the SAO SR audit, the causes
of problems and deficiencies. They can use them as
a reason for legislative changes or for taking meas-
ures that prevent the recurrence of problems that re-
duce the efficiency of public administration in time. If
the problems raised in the long term by the audits are
not addressed by the responsible authorities, there is
a risk that the ‘street’ with all the consequences of
such action will address them.

The increasingly complex problems of society sus-
tainable development require a number of sectoral
and transversal policies to participate in their solu-
tion, as challenging and complex problems require ho-
listic solutions. Audit experience shows that applying
a cross-sectoral, holistic approach to problems is a sig-
nificant weakness in the management of social devel-
opment. The SAO SR sees this weakness as one of the
main reasons for the low efficiency of public policies
and institutions. In 2019, there were about 300 sectoral
strategies in Slovakia, without interdependence, insuf-
ficiently substantiated objectives and tools for achiev-
ing and evaluating them. However, Slovakia urgently
needs to adopt a development strategy that will also
integrate regional and territorial development issues,
thus creating the basis for long-term strategic planning
and management at national, regional and local levels.

A specificity to the submission of the Report about
the Audit Activities Results of the SAO SR in 2019
(further Report) for the National Council of the Slo-
vak Republic meeting is the fact that we are submit-
ting the report to the new Parliament, which arose
from this year’s February elections. In addition to
those Members who have had the opportunity to
familiarise themselves with our reports in the past,
there are also new members in the current composi-
tion of the Parliament, who are meeting this sum-
mary information about the Office and its audit work
for the first time. Therefore, also through this report,
we want to emphasize the importance of the SAO SR
mission in the system of state authorities, and how
the Office fulfills this mission in relation to the Na-
tional Council of the Slovak Republic (Parliament).

The Report, in addition to information about the most
important results of the audit activity, can find out
what strategic activities the SAQ SR is pursuing to fo-
cus the audit activity on the substantial and significant
problems in spending public resources. Among oth-
er things, the reason for such information is the fact
that the SAO SR budget is approved by Parliament,
and therefore we consider it appropriate that the in-
tentions of the Office should be known to MPs.

The aim of the SAO SR is that the audit achieves all
attributes of high professionalism, expertise, objec-
tivity and comprehensibility, not only for the pro-
fessional, but also for the public. Only such auditing
can become an essential condition for improving the
management of the audited entities towards a higher
quality of their activities, but in particular, for a more
qualified management of social processes that will
result in a well-managed society. The SAO SR also
tried to fulfill this vision last year and the results of
this effort are the content of the report.
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SEa SAO SR DEVELOPMENT
STRATEGY UP T0 2025

he frameworks in which the SAO SR performs its a

Republic and Act No. 39/1993 Coll. on the Supreme Au-
it Office of the Slovak Republic. The position of the
SAO SR in the system of audit institutions of the SR
is exceptional in that the results of its audit activities
are intended primarily to serve the national parliament
and the central government to improve governance.
This is because the Office has a broad mandate to as-
sess the public resources used and, on this basis, draws
up opinions on the draft State Budget, the government
final account and the report on the outcome of the an-
nual audit activity. It is a supervisory body independent
of the executive. Depending on the recommendations
and findings by SAO SR, deputies in the Parliament
may set the executive institutions a mirror of the suc-
cess of key public policies, the effectiveness of devel-
opment projects or the fulfillment of their obligations
towards European and international institutions.

The fulfillment of this SAO SR irreplaceable role was
significantly helped by the amendment to the Act
from last year, which allows the Office not only to
submit all audit reports to the individual Parliament
committees for information, but also to discuss and
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ivities are defined by the Constitution of the Slovak

adopt resolutions on the most important findings.
The new rules for dealing with the outputs of individ-
ual audits thus actively involve the system of control
by MPs and within a democratic society, this creates
a wider space for control of the government, central
state bodies, public corporations, but also regional
or local self-government. Based on this, the National
Council of the Slovak Republic, through its commit-
tees, will be able to respond more flexibly to the audit
results by any necessary legislative changes and thus
contribute to a more transparent use of domestic and
European funds or state property.

If the SAO SR wants to remain an accepted national
authority for external auditing not only at home but
also abroad, it must respond adequately to the new
challenges posed by the audit. The need for a major
restructuring of the work of national audit authori-
ties is underlined by all international organisations
associating the supreme audit institutions of Europe,
but also of other countries in the world. As a priori-
ty, the Office must focus on the significant problems
and risks of using its own and international public re-
sources to achieve the 2030 sustainable development
goals to which our country has subscribed.

Therefore, it is important for the SAO SR to focus
more significantly to the area of public policies at the
national and regional level, on the ways of setting the
objectives of their policies, resource provision, man-
agement and evaluation of results and impacts. The
fulfilment of international obligations to which Slova-
kia has committed itself is becoming an extremely im-
portant area of audit activities. The clear and compre-
hensible conclusions of such audits will provide public
policy makers with an objective picture of whether and
how the objectives set are being met, what the caus-
es of non-compliance are, and how the resources have
been used effectively, economically and efficiently to
achieve the objectives. Only such focused audits can be
an important part of state management, which, how-
ever, requires more flexible action by the SAO and its
employees, individually and in teams. This is also be-
cause audit institutions are expected to be, in addition
to audit activities, more significantly involved in ana-
lytical activities, provide various forms of counselling
and consulting activities, engage in research of audit
methodology and methods, etc.

The SAO SR Development Strategy for 2020 - 2025,
adopted last year, is a systemic tool for making the
necessary changes strengthening the expertise, pro-
fessionalism and quality of audit work. It reflects on all

significant factors that affect the Office’s operations
today, as well as those that may affect its operations
in the coming years. Therefore, in the coming years, it
will be important that

» audit activities focus on problems with high degree
of significance and importance in achieving the
sustainable development of Slovakia,

» development of the Office’s human resources
is geared towards higher quality, expertise and
professionalism,

» effective communication with all stakeholders
reinforces confidence in the work of the Office,

» sources used by the Office bring added value.

Fulfilment of these goals is a necessary condition for
the SAO SR to provide all interested parties with such
outputs that will enable to manage better our society,
i. e. to use the country financial and human resources
more economically, efficiently and effectively.

1.1.1  HIGH DEGREE OF SIGNIFICANCE AND
IMPORTANCE OF AUDITED RISKS AND
PROBLEMS

All international events and activities related to the
activities of Supreme Audit Institutions (further also
SAls) point to the need to focus audit activities on new
challenges and problems formulated in important doc-
uments of the UN, EU institutions or national strate-
gies for sustainable development. It is clear that, in ad-
dition to environmental problems, the development of
all types of infrastructure, poverty problems, including
poverty in whole regions and in developed countries,
access to water and drinking water in particular, access
to land, demographic problems, youth unemployment
are becoming more serious along migration, the struc-
ture of education and a range of other issues. Many
of these problems also affect Slovakia to a greater or
lesser extent. At their summit in New York in Septem-
ber 2015, UN member states approved a historic doc-
ument entitled “Transforming Our World: The 2030
Agenda for Sustainable Development”. It is the UN De-
velopment Program for the period 2015 to 2030, which
consists of 17 Sustainable Development Goals (SDGs),
which respond to the above-mentioned problems of
UN member states.

The Government of the Slovak Republic by Resolution




no. 273/2018 approved a set of six national priorities,
which adapt Slovakia’'s commitment to the 2030 Agen-
da to national conditions. The priorities of our country,
which will also become the priorities of the SAO SR
audit activities in the medium term, are:

» Education for dignified life

» Towards a knowledge and environmentally
sustainable economy in the face of demographic
change and a changing global environment

» Poverty reduction and social inclusion

» Sustainable settlements, regions and landscapes
in the context of climate change

* Rule of law, democracy and security

» Good health.

The need to develop audit activities towards national
priorities was also highlighted by XXIIl. INCOSAI Con-
gress, held in Moscow in September 2019. The adopted
Declaration emphasises, inter alia, that national audit
institutions face challenges related to the develop-
ment of information technology for data processing.
New information systems and repositories of publicly
available resources give auditors new opportunities for
more rational and effective evaluation of public poli-
cies, often without burdening auditees with their pres-
ence. Digitisation and informatisation also enable au-
dit authorities toga€rceive, anticipate and manage risk
factors more acculii@tely in all areas of social life.

2r the report with the results o
K. Mitrik from the hands of

The mentioned international and national documents
are the mainstays that the SAO SR has used and will
use in fulfilling the strategy of audit activities fo-
cused on significant and important problems and risks
achieving the set goals. Orientation to such an interna-
tionally recommended audit focus and the use of new
technologies also bring much more opportunities for
the implementation of international audit actions and
the subsequent comparison of results and indicators of
evaluation of set objectives. The SAO SR will thus pro-
vide more benchmark information, information on
good and bad practice in individual countries, which
can serve the parliament and the government achiev-
ing the set goals in more effective and efficient way.

Such ambition of the Office requires a consistent con-
tinuation of all previous positive experiences from
audit activities, the quality of which was confirmed
by the process of quality assessment using the PMF
(Performance Measurement Framework) methodol-
ogy, which the Office underwent in the past period.
The evaluators were experienced auditors from the
Czech SAO and the evaluation report proved that the
quality of the SAO SR audits reach the required lev-
el in accordance with international standards. How-
ever, fulfilling the strategic direction of audit activ-
ities requires the Office to prepare its employees to
cope with new requirements and challenges through
a wide range of educational activities. In particular,

it is about strengthening the quality of audit perfor-
mance based on the expertise, professionalism and
communication skills of employees.

1.1.2 HIGHER QUALITY, EXPERTISE AND
PROFESSIONALISM IN HUMAN
RESOURCES

Fulfilment of the strategic direction of audit activities
needs that the Office prepares employees to cope with
new requirements and challenges with the whole spec-
trum of personnel and training activities. These do not
only concern the required audit focus, but especially
the quality of its performance, based on the expertise,
professionalism and communication skills of employ-
ees. Therefore, the Office pays attention in longer time
framework to the development of knowledge and skills
of its employees, but also to the building of new support
departments allowing greater use of analytical and com-
munication tools in the audits and presentation of its
results. Without new work profiles based on knowledge
from economics or law, but also on knowledge from so-
ciology, psychology, communication, computerisation,
management, etc., it will not be possible to build teams
of “auditors of the future”. The Office responded to this
call in 2017 and launched the National Project of Build-
ing and Developing the Professional Capacity of its Em-
ployees. Over the course of 2018 and 2019, more than
150 auditors were trained to perform various types of
inspections, analysts and expert employees of the SAO
SR, based on cooperation with experts from Slovak ed-
ucational institutions and universities, but also with the
participation of foreign experts. The program also in-
cluded coaching groups of performance auditors in the
preparation and performance of audits by Swedish ex-
perts who have extensive experience with this type of
audits at home and abroad.

Within the framework of competence education, civ-
il servants completed 105 activities. The vast majority
were individual educational activities. The training of
the employees in regional educational centres or at the
Office of the Government of the Slovak Republic with-
in the Operational Program Technical Assistance was
also successful. One of the most important education-
al activities is a cyclical training program for perform-
ing all three types of audits. The lecturers from Slovak
and Czech universities cover the training program. In
2019, the second year of this two-semester program

Picture 2: Top Swedish expert Tony Angleryd passes
on to the auditors his experience in performance audit
within the national project Building and Development
of Professional Capacities of the SAO SR

was implemented. For the future, in addition to the
national project activities, other educational programs
are prepared for implementation aimed at developing
and improving the audit, management and communi-
cation knowledge and skills of the Office employees in
accordance with the adopted strategy.

Moving towards higher quality, expertise and profes-
sionalism in all activities of the Office requires that
civil servants be motivated more to such values than
ever before. “Trust, but check” is an old wisdom that
also applies to knowing the extent to which individual
values have been acquired and used by individual em-
ployees. It is not enough just to complete some type
of education; it is important how new knowledge is
applied in practice.

However, in the opinion of the SAO SR, the current Civ-
il Service Act does not create sufficient flexibility for
the Office to apply such requirements for the verifica-
tion of the employee’s readiness to carry out auditing
activities as are imposed on private sector auditors, and
not only at the start of employment, but also during it.
Even the issue of managed and targeted career growth
is not sufficiently addressed in the law, and it is one of
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the important incentives to increase the expertise and
necessary skills of government employees.

At the end of 2019, the SAO SR had 296 employees, of
which 285 were civil servants and 11 were in the public
interest employment. At the headquarters, there were
164 employees and their number at regional workplac-
es reached 132. Women, who make up 60 %, dominate
the structure of employees. Equal treatment of wom-
en in the Office is reflected by a fact that women have
filled almost 60 % of management positions.

The age structure of employees is important for the
Office strategic development. The average age of em-
ployees was 49 years. Low representation - only 3 % are
employees under the age of 30. The strongest group of
employees is between 30 and 50 years of age - it makes
up 54 %. The oldest age group, i.e. j. 60+ has a 12 %
representation in the age structure. This situation is
also reflected in the employees’ structure according to
the number of years of their work at the SAO SR. The
structure of the data shown in the graph indicates that
the Office has a significant proportion of staff working
for the Office for more than 15 years. (Graph 1)

1.1.3  EFFECTIVE COMMUNICATION LEADS
T0 HIGHER TRUSTWORTHINESS
AMONG PUBLIC

In the lights of the SAO SR competence, it is important
it fulfills its mission also through modern and open
communication tools. The Office builds its credibility
primarily through a professional and expert approach
to audit, but the methods of partnership communi-
cation with audited entities and other institutions or
citizens are equally important. An active and balanced
presentation of the results of the audit work is based
on the use of comprehensible language and visualiza-
tion. The results of the auditors’ work are supported
by the use of modern graphics or digital presentations.
For this purpose, we created a new job position “edi-
tor”, which strengthened the department of commu-
nication and public relations. With this decision, for
the first time, specialists in the areas of communica-
tion, presentation, publicity, work with the media and
interactive social networks were involved in the highly
professional audit environment. In order to bring the
results of audit activities closer to the public, the Of-
fice publishes final audit reports, which offer citizens

a view of the audit findings and recommendations in
a broader context in a comprehensible language and il-
lustrative way.

The Office President informs the highest constitution-
al officials - the President, the Speaker of Parliament
and the Prime Minister - about the Office significant
findings. Inviting the SAO SR President to the Govern-
ment of the Slovak Republic meetings is also a way for
the Office to inform Government members about seri-
ous problems the audit has identified in the ministries
and their organisations.

In addition to standard press releases, the Office start-
ed presenting the results of its work using modern
tools for audio and video presentations. The SAO SR
is thus one of the few offices within the Slovak Repub-
lic that communicates with the media and the public
not only by traditional means, but also through a whole
range of digital tools. The presentation of the Office
activities online using social networks (Facebook, Ins-
tagram, LinkedIn, and Twitter) became the standard in
2019, and this step required the use of new analytical,
graphic or digital skills by its employees. In the course
of the calendar year, the Communication and Public
Relations Department published about 300 papers and
more than 50,000 readers or viewers received informa-
tion. The SAO SR uses new digital technologies when
presenting the results of audit activities. (Picture 3)

The Office official website (www.nku.gov.sk) offers
not only basic information about the Office, reports of
completed audits, but the website visitor can also get
information about upcoming audits, audits current-
ly underway and national and international activities.
The SAO SR website is integrated into the national
portal slovensko.sk and the Office information sys-
tems are built in accordance with the principles of the
National Concept of Public Administration Informat-
ics. In terms of bringing public control closer, the Of-
fice launched the video project “The SAO SR summer
studio” in the summer months. On the other hand, the
professional public can obtain information about leg-
islative updates or outputs from the activities of the
Office analytical unit. (Graph 2)

The SAOQ SR, in terms of its legal competencies, does
not have sanctioning powers, it does not act in accord-
ance with the Administrative Procedure Code, there-
fore all critical conclusions and findings from audits re-
lated to possible violations of the law are relinquished
for further action by the relevant state institution. In
an effort to ensure effective and efficient protection
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of public funds and property, the SAO SR concluded
a memorandum of cooperation with the General Pros-
ecutor’s Office of the Slovak Republic and the Police
Force of the Slovak Republic in 2015. The purpose of
the memorandum is to improve communication and
exchange of information not only after the audit, when
the Office resigns factual submissions to law enforce-
ment agencies, but also to create space for active con-
sultative cooperation of auditors with the prosecu-
tor’s office or police in verifying possible violations of
the law during the event. In 2019, the auditors iden-
tified a possible breach of duties by the statutory au-
thority, resp. an employee of the audited entity in the
administration of service flats, or in the decision-mak-
ing by the representative of the self-government of the
capital of the Slovak Republic in the Bratislava Water
Company. In 2019, the SAO SR filed seven criminal
and 18 non-criminal notifications.

The openness of the SAO SR to the wider public is also
reflected in cooperation with professional, educational
and scientific institutions, not only for consultations in
the preparation, audit focus, but also for the direct in-
volvement of experts in audits through the institute of
the invited person. The Office has concluded 28 mem-
oranda of cooperation. The audits new setting and
a cross-sectional view of priority areas of public policies
requires cooperation not only with other institutions
operating in the audited field, but also with the sci-
entific, academic community and varied associations.
From auditor’s point of view, it is one of the ways to
join forces, how to combine several perspectives in one
goal, offer audited entities, government and parlia-
ment recommendations, thanks to which they can take
effective measures, model systemic changes support-
ing sustainability of public fiﬂicies and cost-effective-
ness in public finances. Public confidence in a publi
= perceived through the A .
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. thousand euros and the restis costs of sefyicesirelated

of submissions addressed to the Office. In 2019, the
number of complaints from citizens, natural or legal
persons increased by 15 % compared to the previous
year and reached 750 submissions.

Similar to state or public institutions, the supreme au-
dit institution in the society must have its own mecha-
nisms in place, which eliminate possible corrupt behav-
iour of its employees. In SAO SR, the “Anti-Corruption
Program” has been in force since 2019, its aim is to
minimise the space for corrupt actions by employees
in the exercise of independent audits as much as pos-
sible. The public can use the email address korupcia@
nku.gov.sk to report possible corrupt practices by any
office employee. Only the President of the Office and
the Anti-Corruption Coordinator have access to the
mentioned address. In addition to the internal system
of continuous quality control, the principles of interna-
tional evaluation of the Office’s competence, transpar-
ency and openness also help to prevent the emergence
of a corrupt environment. In 2020, the SAO SR will
undergo an independent quality assessment (Peer
Review) by four partner audit institutions - Poland,
Hungary, Finland and the USA.

1.1.4  HIGHER VALUE FOR MONEY
ALSO IN SAO SR

In 2019, the Office managed budgets in sum of 12.697
mil euros. The largest share in the drawing expendi-
tures is represented by expenditures for wages and in-
surange premiums (2/3 of current expendituresifi.e.

~ 9.7 miillion euros. Annual expenditures for the opera*
* tiorl of the Audit Information System are alfnost 850

B

b Aok i
RN G

Rl S

" Picture 4: Participants of the International Working Group for Key National Indicatc__f_"rs meeting in Bratislava

to administration of assets and necessary operations
worth more than one million euros.

An important aspect of the efficient and effective use
of public resources is whether this mean only simple
reproduction or also bring added value. This principle
is applied by the Office not only in the focus of audits,
which are to answer the question of added value. The
strategic goal is to apply it as much as possible in the
use of own resources, especially wages and in kind. In
this case, it is a matter of finding the optimal relation-
ship between the human and financial resources ex-
pended and the results of audit activities. Fulfilment
of this principle requires the Office to achieve the max-
imum possible degree of standardisation of human
and financial resources planning for individual types
of audits on one hand, and on the other to be able to
assess and apprise their added value.

(W2 INCREASISNG IMPORTANCE OF THE

INTERNATIONAL COOPERATION
IS SAQ SR ACTIVITIES

At present, the contacts of the SAO SR with other au-
dit institutions and international organisations are ex-
tremely important. During 2019, 130 employees of the
Office participated in 48 foreign events. Most often, it
was an active participation in professional seminars,
conferences, and the involvement of Office represent-
atives in work of international expert groups or the per-
formance of parallel audits.

The Office has a significant presence in various EURO-
SAl working groups. Among other things, the Working
Group on IT Projects is preparing a handbook for Europe-
an colleagues on how to prepare and audit IT systems.
During last year’s Bratislava meeting of the group, the
Slovak auditors, together with the Polish colleagues,
presented the CUBE project to the professional pub-
lic. This innovative project can serve as a database of
recommendations and examples of good practice for
cross-sectional evaluation of IT projects in the public
sector. The SAO SR has long warned the Government
of the Slovak Republic and members of the legislature
that many implemented projects in the field of infor-
matisation of Slovak society are dysfunctional and

their real benefits for society in the 21st century are
questionable in many indicators.

In April 2019, Slovakia hosted an international working
group dealing with key national indicators. Issues re-
lated to sustainable public sector financing, support for
strategic public policies, including the social, pension
system, and the education and health systems were
discussed. Fifty experts from 19 countries attended the
event. The mission of the group is to coordinate the pro-
cedures of SAls in the development and use of key na-
tional indicators in the economic, environmental and
social fields, and to support SAls evaluating the effec-
tiveness and efficiency of public policies. At the same
time, the expert group assists national governments
in promoting tools for greater efficiency, transparency
and public confidence in the fight against corruption,
and in assessing the effectiveness of national resourc-
es in the interests of the country and the people.

In 2019, the SAO SR continued chairing the world-
wide Peer Review Group. Slovak auditors also actively
participate in the doings by the International Working
Group on Environmental Audits, are part of the expert
group dealing with information systems (BIG DATA)
and the European working group focused on issues of
effective, targeted use of EU funds and key fiscal poli-
cies or budgetary responsibility indicators. Also impor-
tant were the workshops following the methodological
preparation of joint parallel control actions related to
the Basel Convention (hazardous waste management)
or risks related to plastic waste.

In connection with the preparation and performance of
international audits, the SAO SR representative’s ap-
pearance at the UN was significant and prestigious pre-
senting the participants with a possible approach to
measure and evaluate the implementation of nation-
al commitments in the field of sustainable develop-
ment. The presentation focused on the key importance
of horizontal and vertical coordination and cooperation
of national organizations and the importance of setting
the right national indicators. In 2019, a representative of
the Slovak office ended his three-year tenure as an ex-
pert member of the OECD Audit Committee in Paris. All
these events and the work of the SAO SR employees in
the structures of international control institutions tes-
tify to the fact that the SAO SR is becoming an accept-
ed authority abroad for the performance of external
audit of public resources. (Picture 4)
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@ AUDIT ACTIVITIES
FOCUS IN 2019

The audit activity of the SAO SR is not a random, but
purposeful, programmed process. By briefly describing
its steps, we want to refute the sporadically sounding
opinions that the focus of some audits and the timing
of their performance do not indicate the political neu-
trality of the Office. Here too, we want to emphasize
that the SAO SR is and will be an independent insti-
tution in terms provided the Constitution and Law. By
carrying out ex-post audits, usually over the previous
two or more years, it necessarily reflects on how the
principles of economical, efficient and effective use of
domestic and European resources have been respected
in the governance process. At the same time, however,
we also assess how they have contributed to the ful-
filment of government policy statements, government
resolutions and regulations, or international commit-
ments and financial discipline within the euro area.
Naturally, the Office also comments on the weakness-
es orrisks in public resources, which are linked not only
to the past, but also to the operation of the current ex-
ecutive and legislative power of the state and self-gov-
ernment; that may not apply to direct liability.

AN SAO SR AUDIT ACTIVITIES PLANNING
PROCESS

The planning of audit activities takes place on two lev-
els. Strategic planning focuses the attention of the
audit for a period of three years and its result is the
document Strategic Areas of Audit Activity of the SAO
SR. These are the basis for the priority areas of audit
activities for the relevant year, which are defined by
the significance of the analysed risk, the recency and
timeliness of its assessment. These attributes are the
framework for the internal process of selecting topics
for audit activities for the coming year.

The Office is aware of the importance in the correct di-
rection of control activities. In 2018, the Office devel-
oped a new methodology for planning audit activities,
which was applied creating the audit plan for 2019.
The methodology is based on international experience,
new INTOSAI standards and the Office’s own quality
assessment according to PMF methodology from 2018.
The quality of the planning process will be one of the
areas that will be evaluated by the (already announced)
international team as part of the Peer Review in 2020.

Properly targeted topics are the basis for the highest pos-
sible added value in the work by SAO SR represented by
objective and independent findings and recommenda-
tions for the adoption of measures that solve the iden-
tified problems or encourage their substantial changes.
Until the analysed risk becomes subject to audit by the
SAO SR, it will undergo a multi-level evaluation based
on a collective assessment by a specialised unit (Planning
Council) in accordance with the established criteria. The
main tools are discussion in individual audit units, inter-
nal review and cooperation with external environment.

At the start of the planning process, in March 2018 the
various SAO SR departments submitted 70 proposals for
audits. Through a multi-stage evaluation, which lasted
approximately 9 months, the SAO SR Chairman approved
the audit plan for 2019 that included 25 audits. However,
the SAQ SR is a flexible office, as evidenced by the inclu-
sion of eight new audits during the year in its audit work.
The most significant findings from the implementation
of the planned audits are in the next part of the report.

The procedure for approving the audit activity is illus-
trated in the following diagram. (Picture 5)

Procedure for approving SAQ SR audit activities
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/A2 AUDIT ACTIVITIES RESULTS IN FIGURES

In 2019, the SAO SR auditors performed 39 audits. As
the complexity of some cross-sectional and interna-
tional audits means they take more than a year to per-
form, the number of completed audits in 2019 differs
from the plan for the calendar year. In particular, up to
six inspections, which were opened in 2018 and are the
subject of this Report, were completed in 2019.

The largest group consisted of audits aimed at effi-
cient and transparent public administration (18). In
the second group, audits focused on sustainable con-
sumption and production, energy efficiency and en-
vironmental sustainability (4), sustainable public fi-
nances and fiscal policy (5), defence and security (2),
transport infrastructure and information and com-
munication technologies (2) and education, research,
development and innovation (1). Three audits were
performed as international audits and concerned (i)
the system for collecting and managing social secu-
rity contributions and old-age pension savings, (ii)
transboundary movements of waste under the provi-
sions of the Basel Convention and (iii) support in se-
lected areas of climate and energy policy to maintain
the long-term sustainability of public revenues. Oth-
er cross-sectional audits in 2019 covered other stra-
tegic areas of focus of the SAO SR’s audit activities
for 2018-2020, as shown in the graph below: (Graph 3)

In 2019, the Office carried out studies about the sys-
tem for recovering irregularities, financial corrections
under the conditions of the European Structural and
Investment Funds, and the sustainability of the urban
environment. The SAO SR contributed to the discus-
sion on the need for further public administration re-
form with a study concerning the problems of the Bra-
tislava self-government. The Office also dealt with the
issue of remuneration of teachers, with the emphasis
being placed on several important aspects of the basic
and motivational component in wages, which directly
or indirectly affect the interest in the teaching profes-
sion. The analysis also pointed to other serious prob-
lems with the teaching profession.

In 2019, the Office continued with thematic audits fo-
cused on the management of state-owned enterprises
in agriculture and environment - the economy and effi-
ciency of budgetary resources spent on various types of
external services. The Office also focused on the effec-
tiveness of the measures taken, which resulted from
the audits aimed at the electronisation of selected
towns and municipalities.

In accordance with the ISSAls, the SAO SR performs
performance, compliance and financial audits, or
a combination thereof.

In the performance audit, the main question is
whether the public funds entrusted have been used
in accordance with the principles of economy, effi-
ciency and effectiveness. The SAO SR does not look
at economy only through the process of procuring
works, goods and services at the most economical-
ly advantageous price. Economy is also viewed from
the point of view of possible waste, i.e. whether ac-
tivity or goods are needed at all. The Office also no-
tices possible overpricing - it assesses whether the
activity or the purchased goods are of the required
quality. From the point of view of efficiency, the
Office focuses mainly on possible losses, and in the
event that the funds spent do not lead to the de-
sired results, whether the optimal ratio of inputs
and outputs is set. Effectiveness is the view of the
fulfilment of set goals, or the search for the causes
of their non-fulfilment.

The compliance audit verifies compliance with the
criteria set out in particular by the relevant laws,
regulations and contracts. This includes verifying
the correctness and adherence to the general prin-
ciples defining the sound management of public
funds. This group also includes audits that, in the
event of non-compliance with legal norms, define
findings with an impact on the finances, budget,
accounting or administration of state property.
However, the SAO SR is also interested in adher-
ence to legislation that directly affects state poli-
cies and citizens' lives, for example, in waste man-
agement, GDPR orinrespect of contracts in external
relations. Audits with elements of financial audit
are focused on the truthfulness, completeness and
provability of financial and financial statements.
The following chart shows the structure of com-
pleted audits. (Graph 4)

The structure of the types of audits has changed in
recent years; there has been a decline in compliance
audits. Compared to 2016, the percentage of com-
pliance audits decreased from 47.4 % to 39.39 %. In
2018, the share of compliance audits in combination
with performance audits increased from 13.2 % in
2016 to 33.33 % in 2019. The SAO SR thus fulfils its
ambition to increase the number of audits aimed at
assessing value for money to performance audits,
which asses the economical, efficient and effective
use of public funds. (Graph 5)
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In 2019, the auditors examined 426 entities, identifying

The most serious findings of suspected criminal ac-

70 %
’ 1,711 findings from various areas of their activities - from  tivity were passed on to law enforcement authori-
€0 %% violations of the law to systemic deficiencies that causethe  ties. In 2019, the SAO SR filed seven criminal no-
’ resources spent not being used efficiently, economically or  tifications. Representatives of the SAO SR sent 16
. effectively. Entities took 1,000 measures. The SAO SR au-  non-criminal notifications to the prosecutor’s of-
S0% ditors formulated 392 recommendations, the adoption of  fice. The Office for Public Procurement submitted
which could prevent the identified shortcomings. A graphi-  seven submissions to the SAO SR.
40% cal overview of the total number of findings, measures and
recommendations is given in the following graph. (Graph 6)
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The obligation of the SAO SR derived from the Law,
is to submit to the National Council of the Slovak Re-
public an opinion on the state final account of pub-
lic administration as well as an opinion on the draft
State Budget for the following financial year. Budget
measures; programme budgeting, recurring weak
absorption of EU funds, or lack of capital expendi-
tures to reduce modernisation debt, these are just
a few chronically. recurring problems that the SAO SR
has pointed out in its opinions for a long time. Inter-
national experience has clearly shown a very close re-
lationship between compliance with budgetary rules
and the sustainable development of the country, and
the Office therefore pays special attention to them in
its audit activities.

p—

A OPINION TO STATE ECONOMY IN 2018

In its opinion on the state final account, the SAO SR
comments on the public administration management
for the previous year. In practice, this means that in
May 2019, the SAO SR commented on the public ad-
ministration management for 2018. As this opinion is
available in full to all interested parties, we present
only the core fundamentals in the context of public ad-
ministration management and budgetary rules.

Despite the positive economic development in recent
years and declining unemployment, Slovakia, due to
insufficient application of budgetary rules, did not use
good macroeconomic times to reduce deficits and debt
and for structural reforms that are a prerequisite for fu-
ture growth. We will miss this “pillow"” very much in the
difficult period of domestic and global development,
which we have entered since the beginning of 2020.
One of the target indicators is to achieve a balanced,
resp. surplus budget, which the Slovak Republic, de-
spite ambitious plans, fails to achieve; recent months
have shown that it will not reach this goal for a long
time. The public finance deficit of the Slovak Republic
in 2018 reached the level of 1.06 % of GDP, while the
original plan was 0.83 %. Achieving the planned val-
ue of the deficit thus remained an unfulfilled dream in
2018. The difference between the plan and reality still
represents a wealker side in the conditions of the Slo-
vak budget. By comparison, in 2017, 13 of the 28 coun-
tries had a surplus budget and Ireland had a balanced
budget. At the same time, in the years 2013 to 2018,
Slovakia had one of the highest growths in public reve-
nues in the entire EU.

Inadequate reporting of selected expenditures also
emerged as a more serious problem in the budgetary pro-
cess during the year, with the autumn deficit and debt
notification from Eurostat increasing the initial govern-
ment deficit (0.7 % of GDP) from the spring notification,
after taking into account additional factors, by 0.36. %
. The amount of the general government deficit in 2018
was negatively affected mainly by the recognition of the
liability to nuclear facility operators in connection with
their future decommissioning and the support system
for energy production from renewable sources. On the
contrary, the change in the reporting of revenues from
the sale of telecommunications licenses had a positive
effect on the amount of the deficit in 2018.

The euphoria that the government debt for 2018
will leave the limit of the penalty zones of the debt
brake, which would happen for the first time since

the introduction of this budgetary rule, finally subsid-
ed when the debt reached 49.4 % of GDP and ended in
the first sanction zone. The Slovak Republic attempt-
ed a reparation again in 2019, when the expected debt
should end outside the sanction zones, despite the
fact that it will not reach the planned level of 47.3 %
of GDP. The SAQ SR states that achieving the planned
amount of public administration debt is still a weak-
ness in the budget process. In addition, Slovakia is the
EU’s fourth most open economy and is increasingly af-
fected by fluctuations in the global economy. There-
fore, the government’s priority should be to achieve
debt brake targets and prevent debt from rising to crit-
ical levels, although this will not be easy and probably
not impossible at all, in the light of recent events at
home and abroad. (Graph 7)

The development of real capital expenditures by public
administration in the period 2009 - 2018, the expected
reality in 2019 and the draft budget for 2020 is in the
graph below. (Graph 8)

The growth of capital expenditures in public adminis-
tration in 2018 was mainly associated with a shift in
the use of European funds, with the financing of in-
frastructure projects, but also with the consumption of
investment funds from previous years.

The Slovak Republic capital expenditures budget was
approved as EUR 1'331.4 mil and actual expenses as EUR
2°402.3 mil. Compared to 2017 actual capital expendi-
tures increased by EUR 849.5 mil. From the capital
transfers total amount EUR 972.1 mil originated from
EU sources and EUR 559 mil from the State Budget.
Transfers within public administration - up to 78.5%,
accounted for the largest share within capital transfers.
Of this, MTC SR provided transfer mainly to National
Motorway Company (EUR 510.1 million EUR for invest-
ments), Slovak Republic Railways (EUR 209.5 million for
the construction, renewal and modernization of the rail-
way network) and Slovak Railway Company (EUR 18.3
mil mainly for the modernisation of the wagons).

The development of capital expenditures in 2018 was
also influenced by municipalities, which drew them to a
much greater extent due to municipal elections. Munic-
ipalities invested mainly in the reconstruction and con-
struction of infrastructure (roads, sewers, rental apart-
ments). On the other hand, the drawing of EU funds
(especially from the IROP) in municipalities and local
authorities failed to start significantly. This was also re-
flected in the result indicators, in areas such as safe and
environmentally friendly transport in the regions, easier
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access to more efficient and better services (number
of integrated health care centers created, investment
in social and health infrastructure, etc.), where targets
were not met and some projects not even started.

LA REVENUE AND EXPENDITURE

POLICIES OF THE STATE IN 2019

Last year, the SAO SR began year-round monitoring of
the public administration budget development and be-
gan making its views about the current use of public
resources in individual chapters or warnings on risk are-
as available to the public, usually at quarterly intervals.

The deputies of the Parliament approved the Budget
for 2019 with the historically first balanced budget.
The original proposal provided for a deficit of 0.10 %
of GDP, but the Finance Committee’s amendment ad-
justed the deficit to achieve a balanced economy. Total
revenues and expenditures were to reach EUR 37.216
bn last year, but finally, contrary to the expected fact,
total revenues for the last year reached EUR 524 mil
more and total expenditures by EUR 1.16 bn more,
which means that the deficit was at 0.68 %. Last year,
the introduction of a special levy for retail chains was
also to help increase the tax revenues (2.5 % of the net
turnover of retail chains was to bring EUR 80 million
to the State Treasury). However, based on a preliminary
measure of the European Commission, the deputies of
the National Council of the Slovak Republic had to re-
peal this law at the beginning of April.

Last year, Slovakia improved in the collection of taxes,
which form a significant part of budget revenues. How-
ever, we are still lagging behind our neighbours. We
managed to shift the effective VAT rate from 15.5 % in
2018 to 15.8 % in 2019. According to preliminary esti-
mates by the Ministry of Finance, it managed to col-
lect EUR 113 mil more VAT revenue compared to the
planned budget. Despite the declining VAT tax gap (ac-
cording to the EC estimate, the tax gap in the Slovak
Republic decreased in 2018 to 22 % from 23.2 % in
2017), Slovakia did not approach our neighbours from
the V4, who managed to reduce the tax gap within 5
years on average to 10 %. This means that we lag be-
hind our neighbours by 12 %. If Slovakia managed to
reduce the tax gap completely, it would bring an addi-
tional EUR 1.8 bn to the public administration budget.
For comparison, Sweden had the lowest tax gap in the
EU that was 1.5 % in 2017.

The Czech Republic’s approach to the fight against
VAT fraud is inspiring, as it decided to change the VAT
collection system by introducing the so-called “Re-
verse charge”, which means the transfer of tax liabil-
ity to the buyer (valid for all transactions over EUR
17" 500). This method of collecting VAT is applicable in
the Slovak Republic only to some goods and services.
The EC s currently discussing the introduction of simi-
lar measures in all member states. (Graph 9)

The level of capital expenditures does not allow
for the elimination of modernisation debt in pub-
lic administration in the long run, and so the recon-
struction, modernisation and purchase of objects
and their implementation will have to be post-
poned again to the following years. However, the
problem is not just the insufficient budgeting of
this type of expenditure. Also, on the experience
from performed audits, the SAO SR points out that
many times expenditures originally intended to
be determined as capital, are used as current due
to insufficient budget planning in several public
administration entities.

An example is the recently completed electronic
toll collection audit, which revealed a similar prob-
lem when, according to Government Resolution no.
24/2013 the entire net income after repayment of in-
vestment costs for toll construction was to be used for
the development of road infrastructure owned by NDS
(Narodna dialniéna spolocnost - National Motorway
Company), i.e. as capital expenditure. The resolution
was eventually repealed and NDS did not use the net
proceeds as originally planned, even after the toll in-
vestment costs were paid, but part of it went to cover
the company’s costs.

During 2019, a total of 3,022 budgetary measures
were implemented, which represents an increase of
up to 80 % compared to 2012. The upward trend in
budgetary measures since 2016 suggests that this
legitimate budgetary policy instrument is often
used beyond the objective need for redeployment.
More rigorous revenue and expenditure planning
would not even lead to many budgetary measures.
The first weeks of 2019 brought an increase in the
budget through budgetary measures by significant
amounts that had not been used in the previous
period. To a certain extent, these amounts give an
overview of how the individual chapters were able to
meet their goals in a given year and what they are
moving to the next. Equally important are transfers
within the budget year. (Table 1)
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Table 1: Budgetary measures development 2012 - 2019

2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019

Budgetary measures total 1672 | 2303 | 2447 | 3442 | 2024 | 1787 | 2754 | 3022
Ministry of Finance SR 284 417 467 486 306 173 266 264
General Treasury Office 138 177 197 299 306 287 447 463
gll&nlstry of Transport and Construction 124 178 64 32 68 61 99 95
Ministry of Agriculture and Rural

Development SR 167 111 108 177 119 95 93 107
Ministry of Interior SR 177 327 353 443 288 197 403 482
Ministry of Environment SR 22 27 27 148 60 72 165 175
Ministry of Health SR 45 40 51 75 62 49 59 60
Ministry of Education, Science,

Research and Sports SR 230 348 386 441 160 100 169 194
Ministry of Labour, Social Affairs and

Family SR 66 71 87 162 94 39 48 80
Ministry of Economy SR 32 42 50 69 60 57 77 94

The SAO SR has long been drawing attention to the
uneven use of EU resources during the programming
period. It is obvious that in its first years, the draw-
down is rather in preparation, but its main part can-
not be moved to its final period. This method puts too
much strain on the State Budget and local government
budgets at the end of the period; brings a number of
other problems resulting from insufficient preparation
for a given programming period and its individual pro-
grams. The snowball that ministries are pushing ahead
of them in the form of unspent EU funds (includ-
ing co-financing) from previous years has been slow-
ly shrinking in 2019. While at the beginning of 2019,
eight Chapters moved a total of EUR 3.2 bn from the
previous period through budgetary measures. At the
end of the year, this carry-over amounted to EUR 2.7
bn. Compared to 2018, when a record amount of Euro
funds was transferred - EUR 4 bn; we can state there
has been an improvement in drawing.

The unflattering first place in this area occupied the

source: www.rozpocet.sk, final accounts of individual Chapters

Ministry of Agriculture, which at the beginning of
2019 transferred more than EUR 1.1 bn to the State
Budget from EU funds. During the year, the drawdown
did not start significantly and at the end of the year,
the chapter moved EUR 1 bn into the next period. The
Ministry of Transport was in a similar situation - by
2019, it transferred EUR 874 mil and at the end of 2019,
it transferred EUR 586 mil. In this case, however, the
measure of the Ministry of Transport and Construction
which did not budget for 2018 at all and for 2019 only
a minimum of funds from EU funds. This meant that
the accumulated amount of unspent funds from previ-
ous years could gradually decrease.

Other significant budgetary measures included budg-
etary measures from the State Budget. They main-
ly concerned the increase in expenditures on wages
in state and public administration from the General
Treasury Administration Chapter. The reason for these
transfers was the non-inclusion of the announced in-
crease in the budget for 2019 as criticised by SAO SR

in its opinion on the draft State Budget for 2019. This
increases non-transparency of the budget, as these
planned expenditures could and should have been
part of the budget of the individual chapters and not
the General Treasury.

LRI OPINION TO THE STATE

BUDGET 2020 DRAFT

By the summary evaluation of the State Budget for
2020 proposal, the SAO SR concluded that this is
a high-risk budget in the sense that the risk of unful-
filment of its parameters is too great. It is clear from
the examples of the draft budget for several Chapters,
which are to ensure the most important goals of the
country sustainable development, that they will not
be able to ensure the government’s program goals in
the given areas even in 2020. On the contrary, unfulfil-
ment will generate further problems for future periods.
These are, in particular, such important sectors as ed-
ucation, health, social affairs and transport infrastruc-
ture, and we could talk about others.

Also in the State Budget for 2020, the risk for the
budgetary process are mainly legislative measures,
which did not quantify the impact on the public admin-
istration budget (for example, value added and income
tax, thirteen pensions), which is not in accordance with
the Act for Public Administration Budgetary Rules.

When preparing opinions, the SAO SR annually
analyses how the Programme Budget of individu-
al chapters and related measurable indicators are
implemented. Based on the results of the analysis,
we perceive this tool as one of the risk areas for
the quality of the budget process, which has not
achieved significant progress since its introduction
despite the considerable benefits it offers. First, it
is the most understandable form of expressing how
the State manages the resources of the Slovak Re-
public and to which areas it directs them. The sec-
ond positive factor is the ability to monitor progress
in individual areas, so that the average citizen can
find out, for example, how many kilometers of roads
have been repaired during the budget year, or how
many new textbook titles have reached schools.

The problem arises when these indicators are moni-
tored only formally and superficially. The SAO SR re-
peatedly points out that the quality of Programme
budgeting and the measurable indicators behind it
still represent considerable untapped potential.

The SAO SR, by reviewing the budgeting of expendi-
tures in selected Chapters for 2020 and by its own
analytical activities, identified several risks in se-
lected areas of structural policies. In the field of
education, science and research, Slovakia has long
struggled with several problems, and their causes
include undersized funding, but also gaps in man-
agement efficiency. The level of financing is well
described by the indicator of public expenditures
of the Slovak Republic for education, expressed as
percentage of GDP, the value of which has long been
below the level of the average for comparable coun-
tries. The expected value of this indicator for 2020
is 4.2 %. This is a value identical to the value from
2010, and at the same time, it is 0.4 p. p. lower than
the EU average in 2017 and by 0.7 p. p. lower than
the average for V3 countries in the same year.

The discussed but not solved problem of rationalisa-
tion of the school network is related to the manage-
ment of education, which has the potential to bring
several million in savings'. A comparison of the aver-
age costs per pupil in the case of schools with different
numbers of pupils also provides a picture in this issue.
It turns out that large primary schools are significant-
ly more efficient than small ones?. However, the draft
budget does not indicate that the rationalisation of the
school network is planned in the near future. At the
same time, the Government undertook to increase the
efficiency of spending funds in regional education by
gradually optimising the network of schools and school
facilities in its Programme Statement?®. This point of
the Government’s agenda will not be fulfilled and re-
mains the “Trojan horse” of the future.

In healthcare, the lower added value of financial re-
sources is caused by inefficient allocation of resources.
There is room for streamlining, especially in drug poli-
cy and outpatient care. In 2020, austerity measures of
EUR 114 mil in expenditure for medicines and dietetic
food to be implemented. The SAO SR draws attention
to the risks of the proposed austerity measures, which
are not sufficiently prepared, namely

1 The revision of expenditures on education, prepared by the Value for Money Department of the Ministry of Finance from 2017, estimated these possible savings
at EUR 14 mil. The interim implementation report from October 2019 says about EUR 12 mil.
2 Higher expenditures per pupil in smaller schools are also assumed by the legislation itself, as schools with less than 250 pupils are granted greater financing.

3 Government Programme Statement 2020, p. 33.
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* the cost-effectiveness of medicines, where
a saving of 8 EUR mil is proposed;

+ changing payment groups from 1 )anuary 2020,
savings of EUR 7.9 mil is proposed;

+ exempted medicines, a saving of EUR 16 mil is
expected,

» eHealth should save EUR 30 mil.

In outpatient care, the growth of value for money is
hampered by underestimated primary care, which is re-
flected in the low numbers and high average age of gen-
eral practitioners, as well as their limited competencies.
In response to these facts, the Resident Program was
established in 2012. The SAO SR pointed out selected
factors that in the years 2014 - 2018 contributed to the
declining interest of physicians in this programme and
currently are influencing it. The SAO SR also drew atten-
tion to the connection with the continuing growth of
debt of university and teaching hospitals.

The draft budget 2020 budgets EUR 69 mil for capital
expenditures to hospitals, which is by 31 mil EUR less
in comparison with the budget 2019, while the SAO SR
pointed out that the value of services in health care is
helped to increase, among other things, by the capital
expenditures of the Ministry of Health. This decline is

also at odds with the intention to continue the renew-
al, reconstruction and construction of hospitals, espe-
cially the comprehensive reconstruction of the Univer-
sity Hospital in Banska Bystrica, the construction of
a new university hospital in Martin, and the new uni-
versity hospital complex in Bratislava.

Many of the goals from the Programme Budget, which
the Ministry of Transport and Construction has set for
2020 to meet, either do not have sufficient financial
coverage or are unambitious and will not contribute to
improve the current state of road and railway infrastruc-
ture. Planned expenditures for the construction of mo-
torways and expressways are insufficient for 2020. An
example is the element Motorways and Expressways (fi-
nanced exclusively from the State Budget), according to
which the Ministry should start building 44.6 km in 2020
and hand over 5.67 km of motorways and expressways
for, in total, EUR 31.4 mil. To illustrate, with the same
amount of expenditure, the Ministry planned to start
construction of 14.1 km in 2019 and hand over 28.79 km
freeways and express roads. From this amount, some
large projects should be financed in 2020, among others,
while the expenditure on these projects alone amounts
to approximately EUR 135 mil. In addition, the Minis-
try plans to begin construction of a section that has not

been assessed in terms of best value for money. The risk
also arises when meeting the deadlines for the construc-
tion of some important sections financed through EU
funds. The risk of continuing weak absorption of Euro
funds in selected priority axes of the Operational Pro-
gramme Integrated Infrastructure also persists.

Since 2016, the budgeted expenditures arising from the
Ministry of Transport and Construction targeting the
maintenance and repair of first class roads have been
the same. The planned expenditures for 2020 also re-
main at the same level - EUR 40.5 mil. The SAO SR
pointed out that the proposed budget cannot ensure
a sufficient standard of maintenance and repairs of
Class | roads, which will have a negative impact on
maintaining road operability and road safety. The esti-
mated optimal amount of expenditure for this purpose
is in the range of 64 to EUR 75 mil.

As part of social policies, the SAO of the Slovak Re-
public drew attention to the adopted amendment to
the Act on Social Insurance, which will link the mini-
mum pensions to the average wage in the Slovak Re-
public instead of the subsistence minimum. The basic
minimum pension after obtaining 30 years of pension
insurance will thus reach 33 % of the average wage in

the Slovak Republic two years ago from 2020 onwards.
The measure will increase the number of low pensions
by an average of EUR 50 per month, which will require
another approx. EUR 150 mil. The SAO SR pointed out
that this is a not a conceptual intervention in the pen-
sion insurance system, which violates the principle of
merit and reduces the motivation to pay premiums.
The Social Insurance Company has not been technically
prepared for its application since 1)anuary 2020; in ad-
dition, further financial demands can be expected for
its implementation in practice.

Expenditures for the implementation of another meas-
ure, the so-called free lunches for pre-school children
and for all children attending primary school are more
than EUR 123 mil per year. Providing this tool in cit-
ies and municipalities places high demands on organ-
isational, spatial and human resources, which in turn
puts pressure on the local government budget. The
SAO SR does not question the possibility of adopting
such a measure, but points out its unpreparedness,
insufficiently assessed impacts on local government
budgets and the effectiveness of the resources spent.
Therefore, it recommends evaluating in the future the
overall effects of the adopted measure and its added
value for children’s nutrition.
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The audit activity of the SAO SR has focused in long
term on supporting good governance of all public ad-
ministration relevant subjects, based on objective in-
formation and facts. The audit outputs should be
the basis for correct future decisions that will help
transparency, professionalism and efficiency in pub-
lic administration. They point out that the basis is the
achievement of appropriately set goals, efficient and
economical use of resources in the appropriate legisla-
tion context. All final reports about audits completed
in 2019 are attached to this report.
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NI FULFILMENT OF THE PUBLIC

ADMINISTRATION ELECTRONISATION
GOALS REMAIN SIGNIFICANT CHALLENGE

Expenditures on the electronisation of public adminis-
tration services represent a significant capital and oper-
ational burden for most of its entities. In 2016 to 2019,
the average of IT expenditures reached EUR 488 mil
and the estimated expenditure for 2020 to 2022 is EUR
703 mil (data by the Value for Money Unit). Although
the results of informatisation in Slovakia are improving,
they do not meet expectations and lag behind the EU
average. Therefore, it is necessary to increase the pres-
sure on the economic efficiency in IT spending.

The decision to use budgetary resources for individu-
al electronic and digitalisation projects is a very impor-
tant moment for any organization, as this decision will
affect the way that its mission is fulfilled in the long
run. It will also affect the expenditure policy of each of
the organizations that have implemented or will im-
plement a major activity in the field of electronisation.
Expenditure on services related to the maintenance
and development of information systems is one of the
fastest growing expenditures, and it is therefore ex-
tremely important that projects fulfill the desired pur-
pose in a sustainable way and resources are used effi-
ciently and economically.

The SAO SR has long been dealing with the issue of
economic, efficient and effective use of public resourc-
es for the informatisation of society, as evidenced by
the audit reports on regularly submitted to the Nation-
al Council of the Slovak Republic. It also points out in
the long term that a large proportion of projects have
not met the required objectives. In addition, their im-
plementationis generally not in line with deadlines and
some services are not used or used only minimally. That
is despite the fact the bigger IT projects go through the
evaluation by Value for Money Unit in the phase of its
design. A special problem is the connection of various
IT projects to the adopted concepts and strategies of
State institutions or local governments, whose goals
are not financially covered and often the ideas in these
documents and the results of project implementation
are diametrically different. In addition to their contrac-
tors, many consulting and advisory companies usually
participate in important IT projects. The SAO SR'’s au-
dits have often shown that these services are not al-
ways necessary to the extent that they are contracted.
For several years now, the SAO SR has been pointing
out the problem that the State often also buys those

IT services that can be implemented at lower costs
with internal capacities of the same quality. SAO SR
is of the opinion that building the State internal IT ca-
pacities could significantly reduce the cost of meeting
the goals of electronic public administration. IT solu-
tions made by internal employees use a better knowl-
edge of their own processes and information systems,
and therefore they can be applied more quickly and
efficiently in practice.

The task of the SAO SR is not only to point out short-
comings in individual audited areas. Therefore, in the
next part of the report, in addition to pointing out the
problems, we want to show that the resources spent
serve their purpose, but also that the recommenda-
tions that have been adopted based on the audit sig-
nificantly improve the situation. It is proof that the au-
dit of the SAO SR is thus actually applied in practice as
part of management improvement.

4.1.1  ELECTRONISATION OF REGIONAL
EDUCATION SYSTEM REVEAL GAPS

Also in 2019, the SAO SR dealt with the issue of pub-
lic administration informatisation in several audits fo-
cused on various aspects of this process. There is no
doubt that digital technologies are changing everyday
life and have become an integral part of it. Almost all
jobs require a certain degree of digital skills. The place
where basic digital literacy should be acquired is the
school. Within audit KA 006/2019 Electronisation of
the educational system in regional education, the Of-
fice focused on the Concept of Informatisation and Dig-
italisation of the Ministry of Education and the Nation-
al Project Electronisation of the Educational System of
Regional Education. This audit also showed how im-
portant it is to have targeted strategies developed for
the management, supplemented by measurable indi-
cators and financially secured in the State Budget.

In September 2014, the Government approved the doc-
ument “Concept of Informatisation and Digitalisation
in the Education Sector with a view to 2020”. Howev-
er, in the draft budget of the Slovak Republic for 2015 -
2017, no funds were allocated for this area, which was
a risk for the given concept objectives fulfilment. In
order for the strategy to be well implemented, it must
meet certain attributes, according to which the effec-
tiveness of the measures taken will be evaluated and
measured. The Ministry of Education has not prepared
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any document that would develop the concept into
specific activities, resp. tasks to achieve defined goals.
Thus, it is not even clear whether the Ministry con-
siders the objectives of the concept as fulfilled, as it
evaluated the concept quite formally, without re-
sponding to the effectiveness of its adoption and
implementation.

The starting point of the “Concept of Informatisa-
tion and Digitalisation of the Education Sector with
a View to 2020" was the interdepartmental material
“DIGIPEDIA 2020"” from 2013. Based on it, the nation-
al project “Electronisation of the educational system
in regional education” was approved. At the time of
project preparation, the vast majority of ICT equipment
used in schools was obsolete and very difficult to use
for digital education. Therefore, the successful fulfill-
ment of the project’s intention was conditioned by the
purchase and provision of modern digital teaching aids
and end devices enabling digital education (interactive
whiteboards, teaching touch tablets and others). The
budget of the project financed to 75 % from EU funds
was EUR 46 mil. The project consisted of two separate
and mutually independent parts - the implementation
of an information system and the establishment of
digital classrooms (including the creation of part of the
digital educational content). Some 4,543 schools were
involved in the project receiving interactive white-
boards, laptops, colour printers, tablets and Wi-Fi all
up almost 35,000 units. The same equipment paid for
from the State Budget was delivered to 559 schools in
the Bratislava region. (Table 2)

Also within this project, funds were spent that do not
fulfill their purpose. An example is funding for a sep-
arate model for psychologists - over EUR 8.8 mil. In
this context, it was found that although the module is
functional, it is practically not used. An obstacle to its
use is the inability to verify the child’s legal guardian
due to the absence of a register with such information.
At present, it is not clear whether in the near future
it will be possible to verify the relevant data and thus
make full use of the paid service.

A serious, systemic problem of this project, which the
SAO SR draws attention to, is that despite the imple-
mentation of the information system, regional educa-
tion is not yet obliged to create a school educational
programme using this system.

During the audit, the SAO SR inspectors visited 56
schools throughout Slovakia and, in addition to verifi-
cation of the operation of digital classrooms conducted

a questionnaire collection of data about the condition
of facilities and the actual usability in teaching. The re-
sults of this questionnaire show that many parameters
of the project use do not take into account the real con-
ditions in schools, for example -

+ that the best use of the supplied devices has the
interactive blackboard, to which a notebook must
necessarily belong (in the future it will be solved
as a set of HW and not as separate components),

+ that the condition of the project - placement in
only one classroom (digital classroom) and the
condition of impossibility to transfer them to other
classrooms (not to apply such strict conditions for
the implementation of projects in the future) was
evaluated disadvantageously,

+ that the limiting factor of using the technique is
the low number of tablets per class - 20 pieces;
this is usually less than the number of pupils per
lesson (teaching restrictions),

+ that with the increasing number and variability of
equipment, their maintenance becomes a problem
in those schools without have a technician -
an ICT specialist; teachers point out that with
the expansion of digital technology use, the
recruitment of such an expert is essential, but that
have not being yet considered much,

+ that a significant shortcoming is that digital
educational content was not created in full
within the project; within the project, 250 selected
lessons educational materials were converted
into digital formats, which do not cover the entire
scope of the required education.

The brake to the general spread of electronics in the
daily life of society, including school operations, is
the lack of accessibility, respectively still low internet
speed in some regions, despite the Government prom-
ise tointroduce high-speed internet in every municipal-
ity by 2020. At the end of 2019, up to 34 % of regional
schools did not have a satisfactory internet connec-
tion. So far, only the promise of solutions for the next
period is the Digital Transformation Strategy of Slova-
kia 2030 and the resulting action plan approved by the
Slovak Government in July 2019. Again, however, it does
not include a way of financing the hardware base in the
equipment of regional schools, which calls into ques-
tion the understanding of education as a national pri-
ority, regardless of who is its provider.

The main recommendation of the SAO SR for the Min-
istry of Education is to prepare a legislative proposal
that would address the electronic education as a whole,

Table 2: The real placement of technical elements (in units)

School elaele notebook
board

total

Wi-Fi
router

printer ‘ tablet ‘

Kindergartens 2686 2686 2686 0 0 8 058
Technical —
. High schools 772 772 0 6570 329 8443
equipment Tt
T 2211 2211 0 | 13390 670 | 18482
schools
total 5669 5669 2 686 19 960 999 34983

Source: Ministry of Education, Science, Research and Sports of the Slovak Republic
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Graph 10: Number of inputs/users in SNG online catalogue and web site up to 30 June 2019

and not only its fragments depending on the founders.
The above recommendation must not be understood
only as an element of modernisation of education, but
also as a tool for providing alternative ways for educa-
tion even in such challenging situations in which Slo-
vakia and the world found themselves in 2020.

4.1.2  DIGITAL NATIONAL PROJECTS TO
PRESERVE CULTURAL HERITAGE CAN
SERVE AS GOOD PRACTICE EXAMPLES

One of the most representative areas of Slovakia is a very
diverse and rich cultural heritage. Artifacts of cultural
heritage are concentrated in a system of monuments
and collections - it consists of 106 museums, 25 galler-
ies, 6,485 libraries, 72 archives and 14,577 monuments.

Digitalisation and its online availability are also
a form of protection and preservation of cultural

heritage. The Office focused on the process of digi-
talisation in Audit 028/2019 Development of memo-
ry and fund institutions and renewal of their national
infrastructure. The main reason was the considerable
amount of financial resources used for this purpose
from European funds; the audit should provide an an-
swer as to whether they were used in accordance with
the objectives of the national digitalisation projects
and whether its purpose had been fulfilled.

In 2011 - 2015, nine organizations under the founding
competence of the Ministry of Culture implement-
ed twelve national digitalisation projects in the total
amount of more than EUR 205 mil. National projects
were financed from the OP Informatisation of Socie-
ty. The Digital Library and Digital Archive project in the
SNG (EUR 49.5 mil) and the Digital Museum project in
the SNP Museum (EUR 27.5 mil) were among the most
extensive in terms of volume.

The SAO SR assessed six projects in the budgeted
amount of almost EUR 128 mil, which was more than
62% of the total amount of all approved non-refundable
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financial contribution applications. As of 31 October
2019, almost 1.7 mil objects from cultural heritage
sites were published on the Slovakiana national pres-
entation web portal, of which more than 86,000 were
freely accessible by February 2020. (Graph 10)

Digitalisation projects have contributed to the creation
of 141 new jobs in specialized professions. The perspec-
tive connection of the Slovak digital cultural heritage
with the European digital cultural heritage (Europeania
collections - European digital library, archive and mu-
seum) will complement and expand knowledge about
Slovak monuments and cultural history.

The SAO SR audit pointed out when drawing EU
funds, it is possible to comply with the rules, set
goals and measurable indicators, which are often ex-
ceeded. At the same time, the funds have led to the
creation of permanent jobs in new and progressive
specialisations. In all audited institutions, the finan-
cial implementation of activities was observed, while
measurable indicators were met, including the num-
ber of digitalised objects. In the future, further invest-
ments are to be expected, especially in the storage of
digital funds in individual institutions and the mainte-
nance and renewal of other technical equipment, not
only from EU funds, but also from the State Budget.
For this reason, the SAO SR recommended to the Min-
istry of Culture to develop a departmental strategy af-
ter 2021 for permanent and systemic financing of the
further functioning of digital collections, including
the issue of digitalisation and the use of its results
for disseminating knowledge about cultural heritage
at home and abroad.

4.1.3  CADASTER ELECTRONIC SERVICE PROJECT
- EXAMPLE OF BAD PRACTICE

While the SAO SR evaluated the project of digitalisa-
tion of the national cultural heritage as successful, the
cadaster electronic services project (KA 018/2019),
implemented by the Geodesy, Cartography and Cadas-
ter Office, represents and based on the audit results,
an example of bad practice in public resources use.

The Cadaster, under the responsibility of the Geodesy,
Cartography and Cadaster Office SR Republic (OGCCO),
serves for the protection of real estate rights, for tax
and fee purposes, but also for the valuation of real es-
tate, including land. It is important in the protection of

agricultural and forestland, the environment creation
and protection, as well as mineral wealth. It has a sig-
nificant use in the cultural monuments’ protection,
protected areas and nature creations. In accordance
with the national concept of society informatisation
and the strategy for Slovakia digital transformation, it
is to be used for building other information systems on
real estate. The services of a modern cadaster should
be provided fully automatically, online, without manu-
al intervention by the operator, or without the need for
a personal visit to cadastral departments when deal-
ing with various life situations. Users are not only citi-
zens, entrepreneurs, but also institutions of the Slovak
public administration (ministries, National Security Of-
fice, police, fire and rescue service, local governments,
courts, prosecutor’s office, Slovak Academy of Science,
etc.), but also European institutions.

The use of cadastral services is one of the important
services that citizens and institutions need in dealing
with many life situations. What is extremely impor-
tant, however, is that the materialisation of these ser-
vices in the form of various documents should also be
applicable to legal acts. This function to be provided
by one of the key national projects - Electronic Servic-
es of the Real Estate Cadaster (ESREC), implemented
from EU funds within the Operational Program Infor-
matisation of Society.

The main reason why the SAO SR started to be inter-
ested in the status of this project is that it is one of
the most financially demanding IT projects in Slova-
kia, worth approximately EUR 33 mil, which began in
2009 in order to ensure that all required services will
be deployed in 2012. The main goal was to introduce
45 electronic services usable for legal acts, or possibil-
ity of submitting and requesting outputs from any ca-
dastral administration in Slovakia.

The project audit showed serious failures in its man-
agement evidenced by the fact that during the imple-
mentation of the project until the end of the audit, 47
personnel changes were made in important positions
within the management team. The project achieved a
seven-year delay by postponing important milestones
through nine amendments to the contract and one re-
quest for change.

The implementation of the project was accompanied
by problems, despite the fact that in 2011-2019 OGC-
CO had concluded contracts for external services for
management, quality assurance and the provision of
professional consulting services in the total amount

CADASTER
ELECTRONIC
SURVIGE IN
NUMBERS

oneof the ToP 1017 projects in Slovakia
Total cost: EUR 32,8 mil.

It should provide 45 services online

Itis composed form 5 pilars - blocks

The State Budget covered 52 % of cost so far
There is risk of returning over EUR ]5,7 mil.

It represents 1 00 % of EU grants
The project team met times

The contract for contribution from EU funds had 9 annexes

SAO SR, 2019

Picture 6: Most serious findings in numbers

of almost 4.5 million paid from the Office’s budget.
Pursuant to the Act on Budgetary Rules in Public Ad-
ministration, these contracts can be considered a seri-
ous breach of the obligation to maintain the economy,
efficiency and effectiveness of the use of public funds.

According to the audit findings, the project was not
completed even in November 2019 in terms of its orig-
inal indicators and objectives. Not only the SAO SR,
but also the final monitoring report and the conclu-
sions of the on-site inspection performed in the 2019
first quarter by the intermediate body (Office of the
Deputy Prime Minister for Investment and Informati-
sation, formerly it was the Ministry of Finance) pointed
out several shortcomings and pointed out unavailabili-
ty of services in production operation. SAO SR, verifying
the deployment of the project in live production, found
that the system works in eight cadastral departments
of the District Offices and in the remaining 64 depart-
ments, it is necessary to use an alternative solution for
active communication with the Office via the web por-
tal slovensko.sk. Of the five main activities of the pro-
ject, three activities were not completed and there was
no final acceptance protocol for them. The audit team
found that, despite the declared project full function-
ality, it is not functioning according to specifications
and has not entered the sustainability phase.

Problems with project management reflected in prob-
lems with its financing. It was originally assumed that
75 % of the costs (approximately EUR 21 mil) would be
covered by EU funds, 13 % from the State Budget and
the rest was to be provided from PRO RATA. As a result

of violations of the Public Procurement Act, the
amount of corrections reached the amount of almost
EUR 10.5 mil, which were borne by the State Budget -
meaning the State expenditure in the project is much
higher than originally expected. In total in 2009 - 2019,
including the application of sanctions, fines and pen-
alties, more than EUR 32.8 mil was poured into the
project.

The picture below sums up the most serious findings:
(Picture 6)

The auditors identified several breaches of financial
discipline, breaches of the law on budgetary rules in
the project and pointed to possible breaches of obli-
gations in the management of alien assets. For these
reasons, the audit report was passed to the law en-
forcement authorities.

4.1.4 MUNICIPALITY READINESS TO PROVIDE
E-GOVERNMENT SERVICE INCREASED
ALSO DUE TO SAO SR AUDIT

The SAO SR has long been interested not only in the read-
iness of State institutions to manage the requirements
of the society informatisation; it also examines how the
self-government is prepared for its challenges. In 2017,
therefore, performed an audit focused on e-Government
(eGov) and information systems of municipalities and
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cities. The audit also examined the effectiveness of spend-
ing public funds to provide end-to-end services for citizens,
in 70 municipalities and cities with a population of up to
20,000. As of 1 November 2016, one third of the local gov-
ernments inspected at that time were not prepared to ex-
ercise public service electronically. Based on the recom-
mendations of the SAO SR, municipalities and cities took
428 measures to correct deficiencies in 16 areas. Through
an audit (KA 010/2019), the SAO SR returned to the given
topic and found out whether the measures taken led to an
improvement in the situation in the area of e-services.

The audit performed in 2019 - in 49 municipalities - con-
firmed the correctness and effectiveness of the adopted
measures and recommendations by auditors from 2017.
High success in the implementation of individual measures
contributed to significantly higher readiness of municipali-
ties for daily performance and development of eGov in Slo-
vakia. Measures taken by municipalities to eliminate con-
trol deficiencies were effective in 80 % of cases.

The electronic mailbox of the municipality or city was
already a matter of course in the audited period. With
the exception of nine municipalities, all audited munic-
ipalities recorded a year-to-year increase in electronic
submitions. However, the problem is the small pro-
portion of citizens with an activated e-mailbox. The
analysis of the SAO SR showed that out of the total
number of almost 149 thousand permanent residents
in the end of 2018, only 0.45 % of them had an active
e-mailbox. Residents still prefer personal or paper con-
tact with the authorities. The growth of e-communica-
tion is mainly between institutions and legal entities,
which has tripled in the controlled period.

More than half of the persistent shortcomings in the
implementation of eGov in municipalities and cities
concern the so-called info law, e.g. making official doc-
uments available to citizens. This shortcoming may be
reflected in the distrust of citizens towards local gov-
ernment representatives, but it can also reduce their
direct control by citizens.

The lack of certificates for electronic signatures con-
tinued to be a shortcoming, but this was in significant-
ly fewer cases than in the past. In 2017, due to the lack
of certificates for electronic signatures, up to 70 % of
the inspected towns and municipalities could not ful-
ly exercise public power. In 2019, after the adoption of
measures, only 6 % of audited entities did not possess
certificate of electronic seal.

The update of access rights to IS PA was positive. The

municipal elections at the end of 2018 resulting in
changes in the persons as municipalities statutory rep-
resentatives, gave the auditors the opportunity to veri-
fy the fulfillment of this obligation in practice.

We also consider the need to update the VZN (Generally
binding regulation - a sort of a local by-law) on electron-
ic services to be an important finding, which in 2019 es-
caped the attention of less than a tenth of the audited
local governments/municipalities. There is also a signif-
icant improvement in this area as well, as two thirds of
the audited entities did not have an update in 2017.

After two years, data were obtained to assess the pro-
gress of eGovernment in the conditions of local munici-
palities and a description of barriers for further develop-
ment. However, municipalities and cities continue to face
difficulties in complying with the “once and for all” prin-
ciple, according to which they must not ask the data from
citizens that has been already provided. Therefore, the
SAQ SR decided to carry out an audit on this topic in order
to find out what the main causes of this situation were.

The SAO SR considers the financial resources of mu-
nicipalities to be one of the serious barriers in the de-
velopment of electronic performance in public admin-
istration and the fulfillment of the municipalities and
cities competencies. The rising costs arise from the de-
mands for technical support, equipment, installation
of new applications and interconnection of information
systems, which many of them have to secure external-
ly. According to local governments, the volume of reg-
ulations in this area is growing enormously, there is
no implementing directive for creating and signing
electronic decisions, legislation often does not meet
the needs of practice, etc. Smaller municipalities do
not have the capacity to promote and raise eGov; they
consider necessary to improve media communica-
tion, resp. education and promotion by the State.

One of the internal barriers to the eGov services develop-
ment mentioned by the audited entities is the insuffi-
cient staffing of municipalities to cope with the required
level of this process. However, there is an improvement
mainly due to the acquired experience of municipal em-
ployees, as well as the increasing number of entities us-
ing eGov. A negative evaluation of eGov development
was recorded in only four percent of the audited sample.

When evaluating the electronic performance of public
administration, the difference in the readiness of the
city or municipality derived from different geographi-
cal location or the size of the municipality/city budget

was not confirmed. The priority in the readiness for the
quality provision of electronic services is the approach
of an individual or a specific self-government, not the
distance from a district or regional city.

Despite these problems, the process of informatisa-
tion in self-government is a successful IT project. The
development of eGov however requires stronger State
activity, especially in promoting the use of e-services
in all citizens” life situations that leads to easier fulfill-
ment of obligations to the state and self-government,
but also to the exercise of civil rights. Therefore, the
SAO SR provided the following recommendations to
the Office of the Deputy Prime Minister of the Slovak
Republic for Investments and Informatisation:

* Intensify education, awareness and promotion of
specific procedures in e-communication in individual
life situations of citizens. At the same time, explain
more specifically the benefits and advantages,
but also the security elements of electronic
communication, in order to increase the number of
active electronic mailboxes at the national level.

* Introduce the so-called a dual communication
system that would allow citizens to use
the traditional form of communication for
a sufficiently long time, despite the activated
e-mailbox. In justified and predefined cases,
introduce the possibility of returning the citizen
from exclusively “electronic delivery” to the
“paper world” (seniors, etc.).

+ Create a suitable demonstration tool - e.g.
demo e-mailbox / test box - through which
citizens can practically verify the contribution of
electronisation to solving life situations as part of
the explanation and promotion.

* Increase the quality of State e-services, the
quality of reference registers and stabilise the
level of central solutions of the ICT system,
including a further increase in the user-
friendliness of the www.slovensko.sk website.

+ Rationalise the method of updating legislation and
implementing regulations in the field of e-Gov.

* Introduce central coordination of processes for
municipalities and, if interested, for cities.

4.1.5 THE ELECTRONIC TOLL REVENUE
IS NOT OPTIMAL

The issue of road infrastructure belongs to the impor-
tant topics of the Office audit activities. One of the

issues the auditors’ attention is focused on are finan-
cial resources to ensure the development and mainte-
nance of all components of this infrastructure, includ-
ing road construction. Based on the analyses by the
SAO SR used to prepare opinions on the Budget and
the Final Account, the Office repeatedly pointed out
the lack of own resources for the development of road
infrastructure, especially lower-class roads and road
constructions located on them.

Slovakia, like other EU countries, uses tools to regu-
late the use of the motorway network, expressways
and some sections of first-class roads in passenger
and freight transport in the form of motorway tolls and
stamps. The efficiency of the collection of these pay-
ments and where the payments go was the subject of
the SAO SR audit in 2018 - motorway stamps, and in
2019 - electronic toll services (KA 024/2019).

The second reason for the toll audit was the fact that
the National Motorway Company (NMC)’s contractu-
al relationship with SkyToll, a. s., which provides elec-
tronic toll collection, was concluded from 2010 to 2022
with the possibility of its extension by 5 years. Any ex-
tension of the contract or the search for a new service
provider should be justified by the advantage or dis-
advantage of the service provided based on objective
information (also from the audit by the SAO SR). The
course of resolving a similar issue in the Czech Repub-
lic also pointed to a number of problems that both the
NMC and the relevant ministry must be prepared for if
wanting to terminate or extend the contract. First and
foremost, you need to have enough time to make de-
cisions and not be under pressure. By its audit of the
revenue’s distribution from electronic tolls, the SAO
SR wanted to provide information that is important
for this decision-making process.

The price of the contractual contract was set at EUR
716 mil. Part of this price was also the proposal for the
construction of the service, the price of which was cal-
culated at EUR 256 mil. From the beginning of elec-
tronic toll collection until the end of 2018, payments
reached the value of EUR 1576 mil. An independent ex-
pert evaluates the efficiency of electronic toll collection
as high - at the level of about 98 %, which means that
only about 2 % of payers avoid paying tolls in various
ways. (Graph 11)

However, the information provided by the audit about
the distribution of revenue from electronic toll servic-
es was no longer so positive. Of the amount of more
than EUR 1.5, bn collected, SkyToll a. s. acquired EUR
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760 mil representing 48 % of the value of the toll. This
amount was already in 2018 higher by EUR 44 mil com-
paring to the price set for toll collection services dur-
ing 2010 - 2022. Other contract partners acquired EUR
108 mil and the remaining amount of EUR 709 mil was
received by NMC. Of this amount, 47 % was used by
the NMC primarily for the maintenance, repair of the
motorway and expressway network, 26 % went to its
own operation, and only the remaining 20 % was used
for the development of the motorway network.

The high share of electronic toll service providers and
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other private entities in toll collection is conditioned by
contractual conditions, the numerous amendments of
which enabled such a situation. The contract price of the
service is increased every year (by a total of EUR 105 mil)
due to a quantitative increase in toll users (EUR 52 mil)
as well as the payment of incentive rewards (EUR 5.7
mil) for the system to work. The costs associated with
applying the valorisation to the basic annual price of the
service (including supplements) based on inflation (EUR
41.6 mil) are also significant, while a downward adjust-
ment of prices in the event of deflation is not possible
under the contract. The audit also pointed to other high

costs related to the provision of service for the toll fuel
cards (EUR 76.3 mil) and to the provision of the services
by an independent expert (EUR 21.8 mil). (Graph 12)

The fact that the Government considered toll revenues
an important source of financing road infrastructure
was evidenced by its resolution 24/2013, requiring the
NMC to cover the entire net proceeds for the develop-
ment of the road infrastructure owned by NMC (after
the investment costs for the construction of the toll
have been repaid). This resolution was later repealed,
so only EUR 97 mil went into the construction of road
infrastructure and its development from a net reve-
nue of EUR 474 mil. The NMC used EUR 123 mil for
its own needs and that was about EUR 26 mil more
what went into the development of roads in their pos-
session. However, in the logic of the toll system, this
amount should be used for the development of road
infrastructure and not to cover other NMC needs. The
SAO SR therefore recommended to the Government
to consider binding limits for NMC for the use of net
toll revenue.

Based on the audit findings, the SAO SR concluded
that the electronic toll collection system and its dis-
tribution does not meet its basic objective and only
minimally contributes to the construction of new mo-
torways and expressways. EU funds with a financial
contribution from the State Budget remain the primary
source of financing the new motorways and express-
ways construction. Therefore, in SAO SR opinion, it is
extremely important for the Government to take spe-
cific measures that effectively involve all possible rel-
evant resources in the process of building and main-
taining road infrastructure, which are outside the
government and local government budgets.

The big challenge the NMC and the Ministry of Trans-
port will face is whether on January 1, 2023, SkyToll
will continue to be the toll system operator, or wheth-
er Slovakia wants to look for another solution. MTC
SR is responsible for ensuring that the NMC ensures
a smooth collection of tolls even after 31 December
2022. In the near future, it is important to take a de-
cision, including the property and legal settlement of
ownership of the toll system and technical equipment.
The fact that achieving a solution that would mean
a substantial increase in the share of toll collection in
road infrastructure will not be easy as evidenced by
findings from the neighbouring Czech Republic, where
they faced a similar problem with the toll operator as
identified by Slovak auditors. Therefore, it is impor-
tant that the Ministry and the NMC deal with this

issue in a timely manner and in full complexity, so
as not to put the State in a time constraint in which
it will not be possible to make a factual, professional
assessment of the effectiveness, efficiency and econ-
omy of the chosen solution.

4.1.6  THE LEGISLATION INTELLIGIBILITY
AND UNAMBIGUITY IS IMPORTANT FOR
PROTECTION OF PERSONAL DATA IN
INFORMATION SYSTEMS

On 25 January 2012, the European Commission pre-
sented a new legal framework for the protection of per-
sonal data. The final text of Regulation (EU) 2016/679
of the European Parliament and of the Council (Gener-
al Data Protection Regulation) entered into force on 25
May 2016. From that moment, a two-year transitional
period began, when all public and private sector enti-
ties processing personal data in information systems
(operators) were obliged to prepare for its full applica-
tion from 25 May 2018.

In 2019, the SAO SR performed the audit 015/2019
System of Data Protection and Security in the Pub-
lic Sector, aimed at verifying the compliance of the au-
dited entities with generally binding legal regulations
valid for personal data protection and regulations ef-
fective in the Slovak Republic from 25 May 2018. The
audit goal was to reveal areas of public administra-
tion where the protection of personal data does not
work at all or works inefficiently, or the obligations
are fulfilled only formally, and analyse the extent to
which this situation is affected by the size of the au-
dited entity, resp. the scope of the information sys-
tem operated.

The whole process of verifying compliance of the
adopted measures with the Regulation (EU), Act
18/2018 Coll. and the decree by the Ministry of Finance
was divided into several comprehensive separate are-
as. The operators (with the exception of MS SR) were
asked the same key questions, which were assigned
points (weight), and were finally evaluated according
on a scale from one (best rating) to five (worst rating).

Sixty-two entities (State authorities, HTU, regional
cities, district towns, municipalities) that operate in-
formation systems processing personal data in the
public sector were assessed. In the selected sample,
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various public administration bodies were represent-
ed from the whole Slovak Republic. The scope, content
and importance of information systems in which oper-
ators process personal data of Slovak citizens was an
essential criterion in the selection of State bodies.

The conclusion of the audit is that the overall state of
personal data protection in the audited entities, ac-
cording to the uniform methodology, was evaluated
with a mark of 2.87; e.g. that the protection of per-
sonal data is ensured and complied with by operators
with reservations. A more detailed evaluation is in the
following table. (Graph 13)

Other important findings include the following:

+ the level of quality of personal data security
in the public sector decreases in proportion
to the size of the public administration body
responsible for the security of personal data
processed in information systems containing
personal data;

* low level of personal data security in information
systems in small public administration entities
(small municipalities and cities up to 6,000
inhabitants) is mainly related to insufficient
financial resources intended to ensure data
protection, as a result of which these entities
cannot afford to pay professional lawyers,

IT specialists and other data protection
professionals;

» Act18/2018 Coll. on Protection of Personal Data
has already been identified as incomprehensible
and internally contradictory in its proposal
[mainly due to the almost literal transposition of
the text of the EU Regulation into its content].
The operators identified the above as the second
serious reason why they could not apply or did
not apply the personal data protection legislation
correctly or in full;

* The personal data protection does not work
sufficiently and effectively also due to the
formal fulfillment of obligations by operators; in
particular, there is an insufficient level of security
of personal data in databases and information
systems operated by public administration
bodies (State), even one year after the entry into
force of Regulation (EU) and Act no. 18/2018 Coll.

* The Ministry of Justice, based on its competence
established by Act 18/2018 Coll., has not put
(since 25 May 2018) into practice an effective
control system for compliance with the rules
introduced in the given Regulation in the

personal data processing by courts during the
exercise of their jurisdiction.

The SAO SR audit has shown that, across the entire
public sector, entities suffer not only from an acute
lack of funds intended primarily to ensure the protec-
tion of personal data, but also from a lack of experts
dealing with this issue.

In the past, the EC has warned the Slovak Republic that
the position of the Office for Personal Data Protection SR
and the exercise of its powers in the budgetary and finan-
cial field is not independent completely and, in the na-
tional legal order, these powers are not in line with EU
law. EU regulations explicitly require Member States to
grant such independence and budgetary independence to
this supervisory authority. The SAO SR therefore recom-
mended that the National Council of the Slovak Repub-
lic re-examine the content of the relevant articles of the
Regulation and take measures to eliminate the incon-
sistency of our legislation with EU law.

LW FOCUS ON STATE ENTERPRISES

AND JOINT STOCK COMPANIES

In the structure of the country’s economic entities,
state-owned enterprises and state-owned joint - stock
companies, also serve to ensure various social needs
and public benefit interests. In accordance with the
valid legislation, the State creates conditions for their
activity; their founders are the central State adminis-
tration bodies. State-owned enterprises and State-
owned joint-stock companies have a significant asset
value; they often fulfil the significant strategic needs
of the state. Therefore, the SAO SR also pays attention
to this group of economic entities through audit activi-
ties focused on various areas of their operation.

4.2.1 T00 MANY WEEK POINTS IN OBLIGATION
FULFILMENT BY THE STATE ENTERPRISE
FOUNDERS

The sector with the largest number of State enterprises
is the Ministry of Agriculture and Rural Development
of the Slovak Republic, which is the founder of eight
State enterprises. The current aggregate residual
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value of their assets is more than one billion euros.
Most of them are significantly income-related to the
State Budget through a system of national support
(subsidies and state aid), but also contracts with the
departmental founder.

Another ministry, which fulfills the function of the
founder of three State-owned enterprises, is the Min-
istry of the Environment of the Slovak Republic, one
of which, the Slovak Water Management Company, has
the character of a natural monopoly.

As part of its audit activities, the SAO SR focused on

the management system of State-owned enterprises
in both ministries. The main goal was to verify wheth-
er individual State-owned enterprises manage their
development based on adopted concepts as an impor-
tant tool of strategic management. The performed au-
dits also included an assessment of the State-owned
enterprises management and the way in which the
founding Ministries perform control activities vis-a-vis
State-owned enterprises.

The audit of State-owned enterprises took place over
a period of three years, during which the SAO SR as-
sessed the effectiveness of the State operation as
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the founder of State-owned enterprises in the agri-
cultural sector. Subjects of control 2017 - 2018 were
State enterprises - Lesy SR, Lesny zavod Uli¢ and Hy-
dromelioracie. In 2019, the audit continued by assess-
ment of the management and administration sys-
tem of State-owned enterprises in this sector in audit
022/2019. DAO SR performed audits in the State en-
terprises Agroinstitat, Agrokomplex, Narodny zreb¢in
Topol¢ianky, Plemenarske sluzby and Zavodisko, as
well as at MARD SR as the founding Ministry.

In individual State-owned enterprises, the audit fo-
cused on the results of their management. The devel-
opment of the economic situation was assessed in ba-
sic economic indicators. The development of the profit
or loss in audited State-owned enterprises over the
past six years is in the in Graph 14. (Graph 14)

In accordance with their character, they carry out var-
ious commercial activities with a nationwide scope.
Only two companies report long-term profit - Ple-
menarske sluzby and Agrokomplex. However, both are
recipients of public funds annually through contracts
with the Ministry of Industry and Trade of the Slovak
Republic and state aid. In the case of Agrokomplex, the
profit in 2016 was based on the recognition of a high-
er estimate of indemnity for the fire than was actual-
ly the case. In 2017 and 2018, the Topol'¢ianky Narod-
ny Zrebé&in and Zavodisko achieved a positive economic
result - also thanks to subsidies. On the contrary, the
long-term loss-making Agroinstitute, as a departmen-
tal educational institution, has also faced in recent
years the adverse consequences of the lack of coordi-
nation of education in the sector.

It follows from the above that at least three of the
audited State-owned enterprises would have seri-
ous economic problems if they were not significant-
ly supported by the founding sector. Revenues from
own activities would not be sufficient for basic operat-
ing needs in the case of Zrebéinec, Zavodisko and Ple-
menarske sluzby, and therefore support in the form of
subsidies and assistance is necessary. However, such
support does not have precise rules and its amount de-
pends on the decision of the founder, which makes it
difficult for the company’s management to manage it
and distorts plans for the future. Financial support is
usually sufficient only for simple reproduction of as-
sets; therefore, the development of all audited entities
stagnates.

The audit of these enterprises showed in practice
non-compliance with the measures adopted by the

Ministry of Agriculture after the previous audits. In
several cases, the auditors found repeated errors in
the area of State property management and manage-
ment of funds (Agrokomplex, Zavodisko), or in the
area of bookkeeping, contractual relations (in all com-
panies). Other failures were identified in cases of con-
cluding contracts without proving transparent public
procurement (Zavodisko), the absence of an internal
regulatory basis, the internal control system, but also
in other areas. The largest number of shortcomings re-
lated to the uneconomical use of State finances and
property was found in 2019 in the state-owned com-
pany Zavodisko, which has been receiving repeatedly
increased subsidies from the founder for several years.

The audit also points to insufficient management of
these State-owned enterprises and inefficient man-
agement of public finances due to unfinished invest-
ment projects. An example is the process of business
development concepts, which set the key goals - fi-
nancial indicators, investment direction, or manage-
ment of State-owned company assets. The Ministry
did not approve the key document in advance, before
the beginning of the accounting year, but during it, in
some cases even in the second half of the year to which
the goals were already mandatory by law. In practice,
this shortcoming was most evident, for example, by
the number of ongoing but unrealized investment
projects (e.g. Agrokomplex - reconstruction of pavil-
ions; Zavodisko - multifunctional grandstand under
construction, investment plans for business develop-
ment), which ultimately led to inefficient use of pub-
lic and corporate funds.

In this context, the SAO SR critically evaluates the
care of the companies” founders for the property in
the administration of State enterprises, which is not
at the required level. SAO SR also bases this state-
ment on the fact that the founders have not provided
companies with funds for maintenance and modern-
ization of buildings for several years, so this invest-
ment debt continues to grow. The situation in Zre-
béinec Topol¢€ianky is alarming, and the emergency is
in the dilapidated and unreconstructed national cultur-
al monument - the Malanta Manor House. In this case,
the SAO SR recommended to the founder to immedi-
ately initiate negotiations on financing possibilities
with the Ministry of Finance SR, the Ministry of Culture
SR, and possibly also with the Nitra HTU.

Despite the fact that the founder has the majority of
representatives in the control bodies of State-owned
enterprises (supervisory and control boards), the SAQ

SR cannot state their positive influence on the ad-
ministration, management and control of enterprises.
However, the formal approval of documents submitted
by State-owned enterprises in sections of the Ministry
and the too frequent changes in priorities in the eco-
nomic activities of enterprises point even more signifi-
cantly to the absence of medium-term strategic plan-
ning and conceptual management by the Ministry. At
the same time, it considers a transparent procedure
for selecting and filling the positions of managers and
members of the control bodies of state-owned enter-
prises to be key. In this context, SAO SR points to the
cases of extremely frequent changes of management
in Agrokomplex and Zavodisko, as well as to the conse-
quences of such a procedure.

The founding documents of these companies show
that they usually have to perform important public
benefit functions (e.g. Breeding Company, National
Stud Farm). However, without financial support, com-
panies cannot perform these functions as would be de-
sirable and necessary. However, the forms of support
are not systemic in nature; their size is not known in
advance. The SAO SR therefore recommends the Min-
istry to consider whether another form of existence
of these entities (e.g. a contributory organization)
would not be more suitable for securing the public
benefit interest than the form of a State enterprise.

On the other hand, it is clear that in the current peri-
od the services provided by the Agroinstitute or most
of the activities by Agrokomplex have the character of
market goods. However, due to the state of their as-
sets, they are not able to be a full-fledged competitor
to private providers of similar services. Due to their le-
gal form, they cannot apply for EU funds and their eco-
nomic position does not allow them to obtain signifi-
cant loans. According to the audit, even the employees
of the Ministry of Agriculture do not use these facilities
for their educational activities, due to the poor con-
dition of accommodation and educational premises.
Therefore, even in the case of these two State-owned
enterprises, it is necessary to take a strategic decision
about their continued existence.

The SAO SR submitted to the MARD SR specific rec-
ommendations for the solution, resp. the situation
improvement. Above all, it is important that the fur-
ther development of individual State-owned enter-
prises is based on the conceptual intentions of the
Ministry, which would present other possibilities for
each State-owned enterprise to operate in the future
so that these conceptual intentions can be developed

into medium-term development strategies. However,
itis necessary that the implementation of the strategy
specified in the documents be evaluated regularly, so
that the results are published in the annual report of
the company, but also the Ministry.

The audit of the Slovak Water Management Company,
s. e., and the founding competence of the Ministry of
the Environment SR (KA 021/2019) sought an answer
how the Ministry exercises its founding functions, and
also how the conceptual activity of the Ministry influ-
ences the development of water management, which
is an important strategic entity. This State-owned en-
terprise manages and protects the quality and quantity
of surface and groundwater, rivers in Slovakia and the
property built on them by the state. In the public inter-
est, it also takes care of flood protection and the crea-
tion of navigation conditions on rivers.

The audit of the proceedings in 2016 - 2018 revealed
that the Ministry of the Environment SR, as the found-
er, does not develop strategic concepts for the devel-
opment of State enterprises so that they clearly set
development goals in the water management policy
system. To a decisive extent, these usually three-year
documents focus on solving current problems and are
not focused on the sustainable development of the
company. Often, targets are set in a way that makes it
impossible to determine the state of their achievement
or the progress made. The individual State-owned en-
terprises form their development concepts and sub-
mit them to the Ministry for approval. Again, these are
rather documents that contain ideas about short-term
and operational solutions to the company’s problems
and do not contain long-term development plans for
development. Rather, these short-term goals are not
always set in such a way as to assess their fulfillment
and the effect they should have.

Based on the assessment of the process for creating
State enterprise development concepts and the way
they are applied in management; the SAO SR recom-
mends to the Ministry that State enterprise devel-
opment concepts be truly conceptual materials to in-
clude long-term plans based on water management
policy objectives focused on surface and groundwa-
ter quality. The concept should give a clear idea what
goals of this public policy are to be achieved by com-
panies in the long term and how the fulfillment of
these concepts will be assessed. On this basis, individ-
ual State-owned enterprises in the environment sector
could draw up their own documents, the fulfillment of
which would ensure their development and stability in
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fulfilling the main mission they have to fulfill as sub-
jects of public policies.

Within the management of the state enterprise SVP,
s. e., the most serious findings relate to the condition
of the property, which the state enterprise is not able
to manage that all its components are in the required
technical and operational condition. The main reason
is the long-term underestimation of financial resourc-
es from the State Budget necessary to ensure the tasks
that the State enterprise has to perform. The differ-
ence between the requested and remitted funds from
the SB has reached a negative value of EUR 166 million
since 2010.

The lack of funds reflects in the current poor technical
condition and sustainable operability of water works.
An example of unsatisfactory technical condition
can be floating mechanisms, which Slovensky vodo-
hospodarsky podnik, s. e. (SVP s. e.) uses, and which
are 35 to 55 years old. Their outages due to obsoles-
cence that may in a short time cause Slovakia to have
problems fulfilling its important international obliga-
tion - the Belgrade Convention on the Regime of Nav-
igation on the Danube. Outdated construction mecha-
nisms, which are 24 to 45 years old, are also a problem,
and the company does not have sufficient financial re-
sources to replace them.

SVP s. e. achieved the last profit in 2013 - in sum of
EUR 2.2 mil. Since 2014, it has always ended in loss; the
highest annual loss was recorded in 2018, almost EUR
29 mil. A change in charges for groundwater abstrac-
tion and wastewater discharges to surface waters

2014 2015 2016 2017 2018

roky

Source: Register of financial statements, MEN SR

would help to improve the company’s revenues. The
amount of fees levied by the SVP s. e. in favor of the
Environmental Fund in 2016 to 2018 reached EUR 37.5
mil. SVP s. e., as the administrator of significant water-
courses, received only EUR 2 mil to cover costs.

Therefore, the SAO SR recommended the Ministry of
the Environment SR to reconsider the distribution of
fee income so that a larger part than before will serve
the needs of SVP e. e. that would also allow to partially
improving the financial situation of the company. The
SAO SR points out that the loss of SVP, s. e., is growing
every year, while the accumulated loss of the company
at the end of 2018 exceeded EUR 163 mil. The company
addressed the lack of funds through loans. While the
credit burden reached almost EUR 43 mil between 2016
and 2017, in 2018 it rose to EUR 48 mil. (Graph 15)

The SAO SR drew attention to the problems of financ-
ing the renewal and modernisation of the company in
the final report on the audit of flood protection meas-
ures carried out in 2018. The Ministry of the Environ-
ment SR adopted several measures, the effects of
which may only be felt in the long term.

Based on the audit results in state enterprises in the
Ministries of Agriculture and the Environment, the SAO
SR pointed out their insufficient conceptual activity in
relation to state enterprises of which they are found-
ers, as well as the problems of management of these
enterprises. To improve the situation and strength-
en the transparent exercise of property rights, it will
be appropriate to amend certain legal norms - such
as the Law on State-owned Enterprises, strengthen

internal control mechanisms in companies and minis-
tries, as well as adjust the rules of personal accounta-
bility or enforcement of state property management.

At the same time, the SAO SR draws attention to the
fact that generally binding legal regulations do not reg-
ulate the procedure for the management of surplus
State real estate in the administration of State-owned
enterprises. In this context, it recommends to make
a legislative amendment to the Act on the Conditions
of Transfer of State Property to Other Persons in or-
der to harmonise the procedures for the sale of surplus
State real estate in the administration of state enter-
prises with the procedures of Act 278/1993 Coll. on the
Administration of State Property, as amended.

4.2.2  STATE JOINT STOCK COMPANIES - T00
MUCH OF EXTERNAL SERVICE

Each year, the revenue part of the State Budget as-
sumes a part of non-tax revenues, which represent
dividends as a result of the appreciation of the State
ownership interest in various joint-stock companies.
MH Manazment akciova spole€nost is a company that
has been the universal legal successor of the National
Property Fund since 2016. The assets of the fund were
transferred to this company, including ownership inter-
ests in the business of legal entities, as well as other
rights and obligations arising from various legal rela-
tionships in which the Fund was a party.

The main role of MH ManaZment since its establish-
ment was to ensure the exercise of shareholder rights
in 52 joint-stock companies, 25 of which were in bank-
ruptcy. The most important companies in terms of
shareholder rights are transport and heat producing
companies. The total amount of dividends for the pe-
riod 2016 - 2019 was less than three mil. EUR, of which
the contribution to State assets was only 74,400 EUR,
which means that the State income from the exercise
of shareholder rights of the company MH Manage-
ment, a. s., was minimal for the audited period.

The SAO SR audit focused on the management of this
joint-stock company (KA 026/2019) pointed to a con-
stant decrease in the company available funds. At
the beginning of 2016, the company had usable funds
of more than EUR 39 mil. Over the course of three
years, the company’s revenues increased by 10.8 mil
and expenses of almost 46 mil. The volume of usable

resources thus decreased significantly and at the end
of 2019, it was EUR 3.8 mil.

On one hand, this situation is mainly due to the struc-
ture of the Fund liabilities and dubious receivables
from privatisation. On the other hand, litigation rep-
resented high cost. In the years 2016 - 2019, the com-
pany was a party to 39 lawsuits, of which 17 involved
monetary performance. The costs of litigation in the
given period reached more than EUR 29 mil. External
legal services were mainly used to provide legal advice
and legal analyses. Due to the prices of some legal ser-
vices, the Ministry of Economy SR, the sole sharehold-
er, performed an analysis of these services. The result
were findings of non-transparent proceedings in the al-
location of litigation; subsequently, personnel changes
were made in the company bodies.

However, the value of litigation the company is in-
volved in remains high. The accounting provision for
litigation is more than EUR 30 mil but is not financial-
ly covered. In the event of compliance, the settlement
of these disputes would be borne by the State Budget.

Expenses associated with the operation of the compa-
ny in three years amounted to more than four EUR mil
with personnel costs accounted for 60 %. At the end of
2018, the company had 16 employees with average sal-
ary of almost EUR 2 900.

The conclusions of the audit point to a number of ex-
penditures, the amount of which does not indicate the
economical spending of funds or the economical use of
assets. It concerns an unusual price of renting a per-
sonal motor vehicle and its equipment, not using resi-
dential and non-residential premises representing un-
productive costs of administration and maintenance.

The MH M company has been in the mode of abate-
ment activity since 2018. The SAO SR recommends
preparing a document about its further operation,
including a time schedule and specific steps that
would lead to the termination of its activities. There
is a need to review the work of this organisation and
consider whether it would not be more efficient and
effective to move its agenda to some other ministry
with experience in difficult litigation.

The high volume of external services, especially le-
gal and consulting services, and their effective use
were the conclusions of the audit in ZSR jsc (Slovak
Republic Railways joint-stock company) KA 025/201
Provision of external services in ZSR jsc. During the
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audited period of 2015 - 2018, the railway company
concluded more than a thousand contracts with ex-
ternal service suppliers for more than EUR 25 mil.
Several contracts, especially for the provision of le-
gal and advisory-consulting services, show signs of
uneconomical use of financial resources; the original
prices of services are often increased by the contract
annexes (even by 400 %).

The SAO SR does not dispute that such a large com-
pany, which provides many activities related to rail
transport, also needs to use various external services.
However, the audit showed that the subject of advice
and consultations are often also such problems that
the company should solve with its own employees; as
an option, it also seems more effective to build their
own professional teams for such activities. A frame-
work contract migh serve as an axample when the
supplier monitors the long-term challenges for ZSR
within the 2014-2020 programming period. The une-
conomical use of external services is also pointed out
in several contracts for the studies preparation, when
the company insufficiently proved their usability; that
was also confirmed by the conclusions of the internal
audit by ZSR General Directorate.

Based on the audit results, the SAO SR proposed for
ZSR jsc, a set of recommendations leading to more effi-
cient and effective use of external services; recommen-
dations have been accepted by the railway company.

U WHEN PUBLIC SERVICE APARTMENTS

CHANGE THEIR PURPOSE AND REAL
ESTATE ARE NOT USED IN LONG TERM

Fulfilling the tasks of several departments requires hav-
ing a certain amount of service housing available, in order
to ensure the desired mobility and stability of the neces-
sary staff. For this reason, service apartments/flats play
a particularly important role in the case of the power de-
partments - defense and interior. As part of the audit,
which in 2018 focused on evaluating the effectiveness of
the ESO program, the SAO SR auditors found a significant
loss of assets under the administration of the Ministry of
Interior represented by the sale of service apartments.
Due to certain doubts about the legal and economic use of
these assets, the issue of the use of service apartments
became the subject of audit 014/2020 Use of service
apartments owned by the Slovak Republic. The audit
was to verify whether the use and sale of service apart-
ments in 2015 - 2018 at the Ministry of the Interior SR,
the Ministry of Defense SR and the Housing Agency of the
Ministry of Defense were performed in accordance with
generally binding legal regulations. Deficiencies were
found in all three audited subjects.

The sale of service apartments at the Ministry of the
Interior SR and in the Housing Agency of the Minis-
try of Defense, in the SAO SR opinion, showed signs
of illegality. The sale made in accordance with Act

Table 3: Comparison of selected apartments prices and calculation of possible market price

purchase price

difference
(State’s possible
profit/loss)

average
market price

Zvolen (4 rooms) 2017 33041 € 80386 € -47 344 €
Zvolen (3 rooms) 2017 22793 € 57440 € -34646 €
Nitra (4 rooms) 2017 17 202 € 64 338 £ -47 135 €
Nitra (3 rooms) 2015 17819 € 49150 € -31331¢€
Zilina (3 rooms) 2015 13159 € 50039 € -36880€
Bratislava (3 rooms) 2015 42528 € 158871 € -116343 €
Bratislava (3 rooms) 2017 5734 € 138977 € -133243 €
Trentin (4 rooms) 2018 15613 € 77 814 € -62201€
Trencin (3 rooms) 2016 12969 € 49700 € -36731¢€
Presov (1 room) 2016 2353 € 33406 € -31053€

Source: SAO SR own computations, National Bank of Slovakia, and Housing Agency of the Ministry of Defense

182/1993 Coll. on the Ownership of Flats and Non-res-
idential Premises, while this Act did not apply to the
sale of such service apartments. The transfer of the
service apartment’s ownership to private ownership
caused a significant financial loss to State, because
between the purchase apartments price, calculated ac-
cording to Act 182/1993 Coll. and the market price was
a significant financial difference. (Table 3)

A review of the lease agreements for service apart-
metns revealed that prior to the sale of the apartment
the tenant had a purposefully changed lease from
a definite period to indefinite period by a new lease
agreement or an addendum to the original one. This
procedure was in conflict with Act 189/1992 Coll. on the
Adjustment of certain Conditions related to the Lease
of Apartments and Housing Compensations. The Act
does not allow a lease for an indefinite period in the
case of a service apartment, but only for a period dur-
ing the emplyment or other employment relationship.

The Housing Agency of the Ministry of Defense also
sold apartments to tenants who, after the termination
of their employment, had long since lost their right
to use a service apartment or secured housing com-
pensation. In neither case was the provision of the Civ-
il Code used as the housing compensation could also
have been alternative accommodation or shelter. Be-
tween 2002 and 2018, 3 224 service apartments were
sold in this way. Examination of the lease agreements
also revealed that they did not sufficiently state the
conditions of lease termination, in particular the possi-
bility of termination by the property owner. The tenant
was not required to report the termination of employ-
ment, stricter sanctions for non-payment of rent and
fees associated with the use of apartments were miss-
ing, for example termination of the lease after three
unpaid monthly installments, etc.

Other examples of uneconomical and inefficient use
of service apartments were found at the Ministry of
Defense SR, when out of six flats, only one flat was
used in the audited period. Five flats were not used for
alongtime; e.g. 3-room apartment since 2011, the most
expensive 5-room apartment (priced at EUR 400 000)
since 2014. The Ministry of Defense SR did not dispose
of unused apartments in any way, which acted in viola-
tion of the Act on the Administration of State Property.
At the same time, it paid regular monthly fees to man-
agement companies for unused service apartments.
These expenditures were an uneconomical and ineffi-
cient use of funds, which was in conflict with the Act
on Budgetary Rules of Public Administration.

Due to the suspicion of the fulfillment of the factu-
al nature of the criminal offense of breach of duty in
the administration of foreign property, the SAO SR
reported the results of this audit to organs acting in
criminal proceedings.

The Audit of the management and use of State proper-
ty by the Office of the President of the Slovalk Republic
- KA 009/2019 pointed to the problem of long-term non-
use of real estate intended for housing. The President
Office manages real estate originally intended as the
residence of the President of the Slovak Republic. Since
2004, the property has been unused, uninhabited and
has not fulfilled the purpose for which it was acquired
for a long time. The property in question is not used for
representational purposes because it is in unsatisfacto-
ry condition and requires a complete reconstruction, for
which the President Office has no funds.

In the given situation, the SAO SR called for the coop-
eration by all interested parties in the implementa-
tion of the Government SR resolution, approving the
proposal for the provision of real estate for state rep-
resentation and housing for the highest constitution-
al officials of the Slovak Republic. In order to put an
end to the uneconomical use of resources for its main-
tenance, SAO SR also called for a final decision as to
whether the President’s residence is suitable and usa-
ble in the future for such or similar purposes.

X THE RESOURECES FOR CULTURAL

HERITAGE PROTECTION ARE NOT USED
TRANSPARENTLY ENOUGH

Slovakia is one of the countries with an immense cultur-
al heritage. At the end of 2018, the monument fund con-
sisted of more than 15 thousand movable and almost
10 thousand immovable cultural monuments, 28 mon-
ument reservations and 82 monument zones. Howev-
er, more than a quarter of the protected monuments
are in a disturbed to desolate state. The largest share
is owned by natural persons (28%), followed by munici-
palities (27%) and the Church (26%). The State owns 9%
and legal entities 7% of immovable monuments.

Every owner of a monument is obliged to maintain it
in good technical condition and to carry out its basic
protection at his own expense. The Ministry of Cul-
ture, as the bearer of the State policy in the field of
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Table 4: The amount of funds approved and required for the restoration of monuments

The amount of funds

a) supported/approved by MK SR (in EUR "000) 6567 10423 13397 30387
b) requested (in EUR "000) 32298 44113 54710 131121
Proportion a) / b) [in %] 20,33 23,63 24,49 23,17

cultural heritage protection, does not have sufficient
tools to enforce compliance with these rules, which
leads, among other things, to the extinction of rare
historical monuments and buildings. For example, in
the audited years 2016-2018 alone, 34 monuments
and one monument zone in Tvrdosin officially dis-
appeared. There is also a lack of a comprehensive
overview of financing the restoration and the state
of monuments.

The departmental subsidy system has been oper-
ating since 2011 and it helps owners of monuments
with the financial costs of their repair. It is the only
form the State compensates the burden on the own-
ers of protected real estate directly from the Budget.
Under the “Let’'s Renew Our House” programme, the
owners can apply for subsidies based on the sub-
mitted project, but there is no legal title binding the
State to provide funds. Audit KA 005/2019 The pres-
ervation and Restoration of National Cultural Mon-
uments was focused on how this programme funds
are drawn. Its purpose was to verify the system of
financing and compliance with the rules and proce-
dures for drawing funds from the system. The audit
was performed at the Ministry of Culture SR and at
33 recipients of subsidies.

Although the volume of funding has increased in recent
years from EUR 6.5 mil in 2016 to almost EUR 13.4 mil
in 2018 according to the findings, it is less than a quar-
ter of the amount of funding requested by monument
owners in their projects. At the same time, the own-
ers of protected buildings demanded more than EUR
130 mil. However, due to the bureaucratic complexity
of the process, the number of applicants is declining
every year. Based on the conclusions of the revision of
expenditures performed by the Ministry of Finance and
Culture analysts, at least EUR 1.8 bn would be needed

Source: Statistics from subsidy system MK SR

for the necessary repair of damaged monuments, with
a broader view to the technical condition of the mon-
ument fund up to EUR 5.5 bn. The society debt to the
care for the national cultural heritage would thus be
repaid in 180 years under the rules set today. (Table 4)

Owners of cultural monuments are not legally entitled
to the subsidy; they must meet the conditions set by
the Ministry of Culture SR. Once met, applications go
through an approval process. In checking the approval
of applications for the provision of subsidies, the SAO
SR pointed to the insufficient degree of transparency
in the selection and approval of funds for individual
projects, when, for example

» theinformation given in one of the minutes of the
commission’s meeting did not correspond to the
fact (the minutes stated that two applicants were
not supported, in fact they were approved and
provided with funds in the amount of over EUR
600 000),

* The Ministry of Culture of the Slovak Republic
did not record (in the file or in the electronic
subsidy system) all the data necessary for the
classification and evaluation of applications,
for eample missing the date of their delivery (or
submission),

+ two applicants were provided with subsidies for
the restoration of a cultural monument, while
a member of the commission that decided on their
provision was in one case the managing director
and in the other the chairman of the company
requesting the subsidies in question,

+ the names and signatures of the evaluators were
not stated in the evaluation sheets in the point
evaluation of applications; dates were missing;
scoring on some sheets was done in pencil and
some were rewritten,

» the amount of subsidised and approved subsidy
and its adjustments were not justified.

As part of the audit, the drawing of subsidies for the
restoration of cultural monuments were also verified
with 33 subsidy recipients. The SAO SR made sure that
the restorations were performed in accordance with
the Monuments Act and valid decisions on restoration.

However, the SAO SR audit revealed a number of
shortcomings in the area of compliance with contrac-
tual conditions and generally binding legal regula-
tions, which could be minimised with better control of
their compliance by the Ministry:

» Some subsidy recipients carried out the renovation
of real estate without a valid building permit;

* The volume of work in the grant application was
not in accordance with the project documentation;

* Theinvoiced items were not the same as the
actual deliveries;

» some subsidy recipients did not notify, or belatedly
notified the relevant Regional Monument Office of
the commencement and completion of works, etc.

With better control of compliance, most problems /
losses could be minimised.

Based on the audit findings, the SAO SR points out
that in Slovakia we do not have sufficient records or
an up-to-date overview of monuments, regardless of
their catalogueing in terms of monument value. The
State does not have information that it could realisti-
cally quantify the amount of money reinvested in the
renovation by property owners. Today, the Ministry of
Culture and no other state institution do not record
invested funds for the restoration of cultural monu-
ments, not even those owned by the State outside
the monuments under the direct administration of the
Ministry of Culture.

Based on the conclusions of this audit, the auditors
emphasise that without multi-source financing, the
use of European funds, or other forms of financing
and benefits, it is not possible to systematically
protect and restore national cultural wealth, a rare
monument fund.

The SAO SR further points out that the Ministry has
not taken any specific measures to stop the extinc-
tion of monuments. The concept of protection of the
monument fund, which approved by the Government
in 2011, is not continuously evaluated and therefore its

fulfillment cannot be assessed. Although the Nation-
al Strategy for the Protection of the Monument Fund
for 2017 - 2022 offers 71 substantive measures through
a medium-term action plan, even when deducting this
key document, no data or indicators are available to
prove the achievement of strategic goals aimed at
saving Slovakia’s cultural heritage.

R  SCIENCE PARKS SUSTAINABILITY

IS PROBLEMATIC

The basic condition for the quality of research activi-
ties is, in addition to qualified human resources, also
the level of technical infrastructure. The situation in its
construction is gradually improving in Slovakia, espe-
cially thanks to the possibilities of financing from EU
sources; it was possible to build university science
parks and research centers. The SAO SR performed
an audit (KA 021/2018) in seven university science
parks (USP) and six science centers (SC). According to
the contracts, the budget for the 13 projects audited
reached almost EUR 430 mil. The value of individual
projects was in the range of EUR 22 - 42 mil.

The auditors identified the first problem, namely that
the implementation of projects started late - only in
2013, i. e. at the very end of the 2007-2013 program-
ming period. Subsequently, in 2015, when the projects
were to be completed, a decision was made to divide
them into two phases, which brought several nega-
tives and non-standard procedures. Six projects were
moved into the second phase, seven projects complet-
ed the work by the end of 2015. The project activities of
the second phase started from the new programming
period 2014 - 2020 within the OP Research and Inno-
vation. Grant agreements for the second phase were
concluded between the Managing Authority (MA) and
the beneficiaries retroactively - only in the first quar-
ter of 2017. Some activities were performed for more
than a year without any contractual basis and universi-
ties reimbursed the costs of building science parks and
centers retroactively from 1)anuary 2016, and that was
not in accordance with the law.

However, the dividing the implementation into two
phases also brought higher costs for the State, be-
cause the Universities - UK and STU based in Bratisla-
va, had in phase Il different co-financing rate. While in
phase | it was possible to obtain a contribution from
EU funds of 85% and with a 10% contribution from
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the State, (5 % was the university’s own resources), in
the second phase the contribution from EU resources
was only 50 % and up to 45 % had to be co-financed
by the State. In all projects, it was possible to ex-
haust almost all budgeted funds, except for the Tech-
nical University in KoSice, which, due to the division
of project phases, failed to exhaust almost four EUR
mil, because part of these funds was intended for
the completion of a detached workplace in Ziar nad
Hronom. However, the Banska Bystrica region was not
included into phase Il, therefore funds could not be
drawn in this area. Therefore, the research and devel-
opment in this workplace was subdued.

Within the projects, more than half of the total vol-
ume of funds went to facilities and equipment (more
than EUR 217 mil) and new constructions EUR 128.39
mil (31 %). On the other hand, funds in the range of
only 0.05 to 10 % were drawn for support activities
(project management, information and publicity).
An important finding is that internal guidelines and
analyses in the science parks constructions were pre-
pared by audited entities at their own expense, ex-
cept for UP)S Kosice, which provided documents for
almost EUR 353 000 through outsourcing. In addition,
these analyses were not even fully used in the imple-
mentation of the project by the University of KoSice,
resp. related to activities already in place at the Uni-
versity. According to the SAO SR, such spending of
money is not in accordance with the principles of effi-
ciency and effectiveness.

The audit at UP)5 Kosice also found other shortcom-
ings. A physical inspection of the science park premis-
es revealed that no public exhibition had been created,
the interactive whiteboard was stored in the basement
in the original packaging as delivered; the projector,
tablets and four workstations were distributed on two
floors of UVP. They created the exposition for the pub-
lic in the newly built premises only during the inspec-
tion. The auditors also found that the two devices were
not located in the science park at all, but were installed
in a private company that used them. It was only dur-
ing the inspection that both devices were moved to the
premises of the UP)S Medical Faculty.

The SAO SR also evaluates negatively the method of
determining measurable indicators. Applicants were
only required to select them from a list that was part
of the call and were not permitted set their own indica-
tors that would be more appropriate to the project ob-
jectives. In many cases, inadequate, logically unrelated
measurable indicators were identified.

The SAO SR draws attention to the insufficient fund-
ing of science and research in Slovakia as well as the
insufficient use of assistance from European funds
caused by delays in approval processes for some time.
SAO SR considers the sustainability of scientific and
technical projects to be extremely important. Through
agreements on the provision of non-repayable funds,
public universities and the Slovak Academy of Science
(SAS) have committed themselves to the sustainabil-
ity of the science parks and research centers built. It
is already clear today they are having difficulty meet-
ing this condition. Neither universities nor SAS have
developed specific sustainability strategies, connect-
ed especially with issues of financial sustainability,
so that they are as dependent as possible on the re-
sources of the State Budget. All audited entities ac-
tively respond to announced calls from the manag-
ing authorities by submitting applications, however,
often canceled or suspended. The lack of funding for
science in the area of the Structural Funds does not
allow the development of parks to such an extent as
to increase the chances of gaining a foothold in the
European scientific area.

The neighbouring Czech Republic, the “National Sus-
tainability Programs | and 11" approved for this area in
2012; it also approved State Budget expenditures for
research, experimental development and innovation
for 2.5 bn Czech crowns per year (almost EUR 100 mil)
until 2020. Thanks to these two national programs,
the newly established scientific and research centers
in the Czech Republic have preliminarily secured fi-
nancial sustainability and could serve as an example
of good practice to support the sustainability of new
scientific research centers.

X FULFILMENT OF INTERNATIONAL

OBLIGATIONS REQUIRES SUPRA-
INSTITUTIONAL APPROACH

The European Community, together with the Member
States, has made commitments to help reduce green-
house gases, increase the share of renewable energy
sources in total energy consumption, but also increase
energy efficiency. The basic national goals of Slovakia
are based on the climate and energy policy of the Euro-
pean Union with the fulfillment deadline by 2020. The
SAO SR assessed the action of the responsible minis-
tries in individual areas in the audit 014/2018.

Table é. 5: State support in selected areas (in EUR)

Areas of support ‘ 2015 ‘ 2016 ‘ 2017 ‘ 2018 ‘ Spolu
Photovoltaic cells 366 504 3208628 4894 520 31983811 11 668 463
Biofuel 2 500000 4574 680 9220000 81 620000 97 914 680
Electromobiles 0 362 000 1710000 2 366 200 4438 200
Total 2 866 504 8145 308 15824520 87185011 114021 343
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Graph 16: Share of the energy form renewable energy sources in total energy consumption in 2013 az 2017 in %

The results of the audit point to the risks of fulfilling
this international commitment, the insufficient ef-
fectiveness of existing measures and the absence of
significant incentives for the use of renewable energy
sources. The existing instruments for the support of
climate-energy policy in the transport and photovoltaic
sector have not yet helped to the required / significant
extent to meet the State obligations to reduce emis-
sions and increase the share of renewable sources.

The State inputs in 2015 to 2018 into selected areas of
climate-energy policy - implemented through financial
incentives, especially in the form of subsidies, tax re-
lief, fee reductions, including co-financing of support
schemes from EU funds - calculated by the SAO SR at
more than EUR 114 mil. An overview of the support by
year is in the table below. (Table ¢. 5)

The European Energy Action Plan contains a Slo-
vak commitment to increase the share of renewable

energy sources in gross final consumption by 20 %.
While in 2005 this share in Slovakia was at 6.7 %, in
2020 it should already be 14 %. The development of the
share of energy from renewable sources is in the graph.

In the last two years, there has been a decrease in
the share of renewable energy sources in total energy
consumption, which indicates the risk of non-compli-
ance with the Slovak obligation.

The national project “Green Household” can be evalu-
ated positively when 3 675 photovoltaic panels in fami-
ly and apartment houses were supported. State and EU
resources for EUR 45 mil supported the project.

One of the tools to support the reduction of green-
house gases is to support the market for alternative
fuels. Slovakia lags most significantly in the use of
hydrogen as an alternative fuel. In recent years, no
publicly accessible hydrogen station has been built and
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no State aid has been provided. According to the SAO
SR, the system of support for alternative fuels does
not motivate potential actors; An important indicator
is that the State has not provided any targeted support
for the sale of vehicles powered by CNG (compressed
natural gas), LNG (liquefied natural gas) or LPG (lig-
uefied petroleum gas). Tax breaks, the introduction of
a reduced rate of excise duty on motor vehicles and a
reduction in the registration fee for registering a vehi-
cle were an incentive that only slightly supported the
purchase of alternative propulsion vehicles, nor did it
translate into increased consumption of alternative fu-
els. In 2015, the 50% motor vehicle tax rate was applied
in 2 463 cases, in 2018 it increased to 5 638, but the
share of alternative propulsion vehicles in the total
number of cars remains negligible, i. e. 0.75%.

The SAO SR positively evaluates the provision of State
subsidies for local and regional self-government, which
are tied to the purchase and use of electric cars. Govern-
ment support instruments resulted in an increase in
the number of electric vehicles - as only 188 electric cars
were registered in 2015, in 2017 it was 2 178 vehicles.

In Slovak conditions, climate and energy policy falls
within the competence of several ministries. The Min-
istry of Economy is responsible for energy and energy ef-
ficiency, guarantees the translation of European legisla-
tion into national legislation, and primarily cooperates
with the Ministry of the Environment or the Ministry of
Transport in the preparation of key strategies / concepts.
In this context, the Supreme Audit Office of the Slovak
Republic draws the Government attention to the ex-
isting reserves in the active coordination of the min-
istries concerned by one, primarily responsible ministry.
The SAO SR also points out that no targeted audit and
no thematic Government audit has been carried out in
the last four years to meet the objectives and measures
taken in the field of climate change and energy.

However, with the development of support for renew-
able energy sources (RES) and alternative sources, in-
creased demands on State Budget revenues and ex-
penditures can be expected. Achieving climate and
energy policy goals, while maintaining the long-term
sustainability of public finances, will require a sys-
temic, coordinated approach of the competent State
authorities to the process of adopting and imple-
menting state measures to support the use of RES.

The lack of coordination and the need for close su-
pra-ministerial cooperation in fulfilling international
obligations were also pointed out in the results of KA

034/2019 Transboundary Movement of Waste in the
Accordance of the Basel Convention. It was an inter-
national audit, in which the national audit institutions
of Poland and Ukraine were also involved.

The Ministry of Environment, the Slovak Environmen-
tal Inspectorate and the customs offices of the Finan-
cial Directorate of the Slovak Republic have their roles
in the system of transboundary movement of waste in
Slovakia. The Ministry is the body responsible for im-
plementing the regulations of the Basel Convention.

The Basel Convention is the biggest global environ-
mental agreement on hazardous and other wastes.
Its provisions bind 187 states of the world, including
Slovakia, which acceded to it in 1993. The Convention
regulates the movement of hazardous and other waste
across state borders. At the same time, the parties un-
dertake to ensure that such waste is treated in an envi-
ronmentally sound manner. The aim of the Convention
is to protect human health and the environment from
the adverse effects of waste.

The audit by the SAQ SR found that Slovakia has many
shortcomings in fulfilling the provisions of the Basel
Convention. The most important findings are these:

* The Slovak authorities did not ensure sufficient
supervision of the movement of waste destined
from and to Ukraine. We emphasize that Member
States were able to designate border crossings
for waste shipments under the regulation. If
designated by their country, the shipment of
waste was not allowed through another passage.
During the audited period, Slovakia designated
three border crossings for waste transport: Cierna
nad Tisou - Cop, Vysné Nemecké - Uzhorod,

Ubla - Malyj Bereznyj. Insufficient cooperation,
coordination of activities and lack of information
exchange between the authorities caused the
import of waste through the border crossing
Matovské Vojkovce - Pavlovo. Slovakia does

not mention it, nor did it notify the European
Commission as a border crossing point for waste
shipments. However, this passage represented

a strategic point for the import of raw material

- waste via a wide-gauge line for the KoSice

steel company. In the audited period, more than
125,000 tons of waste from the green list, which
was intended for the metallurgical industry, were
transported to the territory of the Slovak Republic
in the audited period in a total of 300 cases. The
said border crossing was a key crossing point in

terms of the volume of transported waste and

its use, and as such, was to be referred to as the
designated border crossing.

In some cases, the Ministry of Environment SR,
which issues consent for the transit of waste
through Slovakia, did not have accurate, complete
and reliable information about the planned and
realised shipment to Ukraine. The entities that
carried out the shipments of waste did not provide
the Ministry with information about all intended
shipments, and the recipients of waste did not
inform the Ministry about all the shipments that
resulted in the receipt and recovery of waste.
Several cases of transport that actually took place
did not correspond to the submitted data.

The setting up of control procedures made

it possible to transport waste without the
obligatory accompanying documentation. The
journey was not “declared” as a shipment of
waste and the consignment was assessed as a
commodity. These wastes were not classified as
hazardous.

Due to the non-identification of the shipment

as a shipment of waste, the relevant control
procedures were not applied. Mandatory
accompanying documentation was not submitted

to the customs office in Slovakia, which was the
last “inspection” before leaving the European
Union. The customs authorities did not even
request it as the consignment was not identified
as waste. Thus, the obligation under the
Regulation to send a certified copy of the waste
movement document to the country of dispatch
stating that it has left the European Union has not
been fulfilled.

* The system for controlling the movement of
waste at borders did not ensure the effective
implementation of processes that would result
in comprehensive and reliable information. In
this context, the audit group found insufficient
technical equipment at the borders.

» Insufficient cooperation, distorted coordination
of activities and lack of exchange of information
between responsible authorities.

Based on the audit results, the risk that a large amount
of waste will continue to pass through Slovakia that will
not be inspected is considerable. In order to eliminate
it, it is necessary to intensify cooperation, exchange of
information and methodological support from all three
state bodies so that the system really works in accord-
ance with the provisions of the Basel Convention.
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® MUNICIPALITIES
IN SAO SR AUDIT
~ SPOTLIGHT

The amendment to the Act on the SAO SR in 2006
extended the powers of audit to the area of self-gov-
ernment. There are 2 921 towns and municipalities in
the territory of the Slovak Republic, their budgets as
well as the budgets of the local authorities are part of
the budget of the Slovak Republic public administra-
tion. They are separate legal entities that manage their
own assets and finance their needs primarily from their
own revenues, but also from State subsidies, grants,
or transfers for no offsets. Budgetary organizations,
contributory organizations that perform tasks deter-
mined by the municipality or the local government are
connected to the budgets of municipalities, cities and
local authorities. In addition, they finance public trans-
port, provided by the transport companies they own in
some cases. Approximately 20 % of revenues and 18 %
of public administration expenditures pass through lo-
cal government budgets.

The management of financial resources of local gov-
ernment budgets and the management of its assets
is often audit subject by the SAO SR. Since regional
self-government is to a decisive extent the place for
implementation of many important public policies and
fulfills a number of socially important tasks through
delegated competencies, self-governing entities are
relatively frequently in the SAO SR audits or analytical
activities; this was also the case in 2018.

In the section on the results of the self-government
audits, there is also information from the Bratislava
Water Company a. s. audit. The reason for it is the fact
that the shareholders of water companies are exclu-
sively municipalities and cities.

[, ]

NI BRATISLAVA MUNICIPALITY

REFORM IS DESIRABLE

One of the serious problems of self-government is its
fragmentation, which complicates the provision of public
services for citizens in a given area and at approximately
the same level. The possible consequences of excessive
fragmentation of self-government are pointed out by the
results of the SAO SR analytical activities concerned with
the functioning of self-government in the territory Brati-
slava, the Slovak Republic capital. These are summarised
in the analytical commentary entitled How to proceed
with the reform of self-government in Bratislava? availa-
ble in full in the appendix to this report.

Various comparisons of Bratislava with other European
cities show that the current reform of self-government
in the Slovak Republic did not put the capital even at the
level of the average satisfaction of the population with
the provided public services and Bratislava has not be-
come an important metropolis in Europe. The biggest
shortcomings are in the area of affordable housing and
the availability of pre-primary education. In order to im-
prove the satisfaction of the population with public
services in Bratislava, as well as to increase its foreign
prestige, it is necessary to introduce changes that re-
quire the continuation of its self-government reform.

Bratislava is a special territorial administrative unit,
because it fulfills the function of the capital - it is the
political, cultural, commercial and social center of the
Slovak Republic. It is the largest city in the Slovak Re-
public with territory divided into 17 city districts. They
are largely different in size and population. The double
structure of self-government (council - mayor) is repro-
duced in each district. Each has its own budget inde-
pendent from the budget of Bratislava-City and it is
managed autonomously. According to the conclusions
of the Council of Europe, stemming from the congress
of local and regional authorities, this situation brings
increased fragmentation and inequality. Almost every
district has its own internal building authority, which
prevents the possibility of programming a coherent
and integrated development policy for Bratislava.

The current legislation does not give Bratislava a real
“special status”, as other major European metropo-
lis (such as Prague, London or Paris) have in terms of
powers and funding. Sources of funding are the same
as in other cities in the Slovak Republic, as well as its
competencies, with a slight increase in Bratislava-City
(fire fighting, road maintenance, etc.). The City of Bra-
tislava does not have any specific benefits from being

the capital of the Slovak Republic, it does not collect
any special tax. The Mayor and the Council of the City
of Bratislava also have the same status and powers as
any other municipality in the Slovak Republic. The City
does not have sufficient competencies or a special
funding system to cope with its tasks and the chal-
lenges of the capital. It cannot adequately perform the
services it has to provide in areas such as waste col-
lection and disposal, roads and transport. In the key
topic of territorial and sustainable development of
Bratislava, a competence conflict arises between Bra-
tislava and its districts, especially in administrative
territorial and construction proceedings.

The Act on the Capital of the Slovak Republic and the
Statute of Bratislava do not contain the rights and ob-
ligations of a person or resident living in the city. The
rights and obligations of the municipality inhabitants
are defined in the Act on Municipal Establishment.
The system of Bratislava administrative and compe-
tence division and its districts is complex. It is difficult
for the inhabitants to find their way around it and find
out what competencies the City has and what the dis-
trict has. Each district, but also the City, sets its own
rules. This may put the citizen at a disadvantage or, on
the contrary, an advantageous position within the pro-
vision of services of Bratislava and its city districts, or
within the framework of his obligations towards this
unit. A Bratislava resident is also considered a resi-
dent of the City and a relevant District. In some cas-
es, this person cannot directly influence what is hap-
pening in another district, even if he/she is directly
affected by it; especially when complex competencies
and excessive fragmentation of self-government are
reflected in differences in income and expenditure, as
well as in the different efficiency of urban areas.

Therefore, in the discussion on the next steps of the Bra-
tislava self-government reform, SAO SR recommended
thoroughly analyse the scope and division of compe-
tencies that they have, resp. the district and the city of
Bratislava should have. Agreements between districts
in favor of better public services could also help. As part
of a possible reform, which must also affect the redistri-
bution of resources within Bratislava as a whole, there is
a need to unify conditions for all the Bratislava inhabit-
ants. Self-government reform is key in terms of improv-
ing the efficiency of service provision to the population
and unifying living conditions for all citizens.

The SAO SR also addressed to the enverionment im-
provement works in the capital city of Bratislava
through the analytical study “Green Cities.” The study
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was prepared in connection to the international project
INTOSAI - study “Greening Cities"; its aim was to find
how the planning, monitoring and evaluation of envi-
ronmental policies in Bratislava and KoSice take place,
based on measurable indicators.

The study provided the following findings:

The capital City of Bratislava and the City of KoSice
have prepared strategic materials for the development
of transport, in which the objectives of reducing emis-
sions due to new transport solutions are quantified,
and they list specific transport projects that are to
contribute to the improvement of the environment.

The produced amounts of emissions from transport in
Bratislava and KoSice are unknown to the Cities” man-
agement authorities, as their determination is within
the competence of the SHMU (Slovak Hydrometeoro-
logical Institute). However, the SHMU ascertains and
publishes the production of emissions only in aggre-
gate for the territories of the local government and the
whole of the Slovak Republic, but not for the territories
of cities. In the given area, however, the cities have es-
tablished promising cooperation with SHMU.

On request (for the SAO SR), the Cities of Bratislava
and Kosice (their transport companies) have shown in
calculations a reduction in emissions produced from
urban transport as a result of replacing old buses
with new buses with more modern diesel engines, or

Public transport emisions in Bratislava
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replacing bus lines with trolleybuses, trams, gas-pow-
ered buses and electric buses.

According to calculations, the emissions in the City of
Bratislava were reduced from 85 tons in 2013 to 60 tons
in 2018. In KoSice, there was a decrease from 111 tonnes
to 42 tonnes during the same period. (Graph 17)

Although both Cities declare in their strategic docu-
ments the reduction of the number of trips by individ-
ual transport at the expense of increasing public trans-
port routes, or by bicycle and on foot, they still cannot
prove whether the measured increased frequency of
public transport or bicycle transport demonstrated it-
self in decreased car traffic. This area is relatively com-
plicated, because, especially in the case of Bratislava,
there is a high dynamic factor of increased number of
people in the capital and environs due to the high at-
tractiveness of the site in terms of labor market.

Forcreating and care for greenery, both Cities have stra-
tegic materials defining very specific measures. In their
materials, both Cities have developed the need to plant
and maintain urban greenery resistant to the urban en-
vironment and advancing climate change. Projects for
the use of greenery to cool the City and retain the water
have been implemented and are ongoing in Bratislava;
these also include care for greenery in a more sustain-
able way, with a view to protect biodiversity, such as
selective mowing, sowing selected areas with mead-
ow flowers at the expense of native lawns. Both Cities

Public transport emisions in Ko3ice

120

100

80

60

40

20

2013 2018

co Nox

Bl Emisie spolu (v tonach) vratane HC a pevnych ¢astic

Graph 17: Emissions from public transport decrease in Bratislava and KoSice

are working on studies to determine in more detail the
species composition in the urban environment, as well
as the total areas of greenery. Both cities already have
to some extent the passportization of trees on land
owned and managed, respectively owned and man-
aged by the individual City districts in both.

VA INSUFFICIENT WORK WITH RECIVABLES

CAN HAVE SERIOUS CONSEQUENCES FOR
THE CAPITAL CITY OF BRATISLAVA

The audit of Bratislava financial statements KA
001/2019 2016 - 2018 showed that even large self-gov-
erning entity might have serious shortcomings in com-
piling these significant financial statements even it
is assumed that accounting is provided professional-
ly and internal and external control system will ensure
reliable, probative and complete information about the
facts that were the subject of accounting.

The audit of the SAO SR found that the Capital City of
Bratislava, as an accounting unit, prepared financial
statements on the same date with different reporting
of assets. In 2016, this difference amounted to EUR 11.5
mil caused by the additional posting of provisions for re-
ceivables after closing the general ledgers and publica-
tion of financial statements in the financial statements
register. Inadmissible accounting operations were also
performed, which distorted the economic result and the

structure of equity in the financial statements. Deficien-
cies were also found in the formally performed invento-
ry, especially receivables, in the creation of provisions for
litigation, or in non-recording of written-off receivables
in off-balance sheet records.

One of the most serious shortcomings was reporting of
the so-called unidentifiable receivables in the amount
exceeding EUR 50 mil accounting for more than half of
the City’s total receivables. There was no documentation
of these receivables and adjustments in full were made.
The development of provisions for receivables and espe-
cially for unidentifiable receivables is in the chart.

As a negligence in the administration of property, viola-
tion of the Act on Municipal Property, the Statute of the
Capital, as well as internal regulations, the SAO SR as-
sessed several cases of lapse of non-tax receivables and
their subsequent write-off without atempt to reclaim
them. The Capital City did not use all legal means to ex-
ercise its rights in a timely manner. For example, in 2018,
a receivable was written-off in sum of more than EUR 1
mil, for which the Capital City did not have the relevant
documentation. Only additionally did the City submit
a contract from 2001 for the transfer of the municipal
company Obchodné spolocenské centrum, a. s. shares.
The Capital City did not claim the receivable for the en-
tire period of its existence and wrote it off from the ac-
counts without the approval of the City Council.

The Capital City also acted in violation of the Municipal
Property Act when writing off receivables, as propos-
als for writing-off receivables were not submitted to
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the Municipal Council for approval. The sum of writ-
ten-off receivables in the audited period was EUR 4.5
mil. Depreciation of receivables was made by the Cap-
ital City as a permanent decrease in the value of as-
sets without precisely defined conditions, setting of
processes, approval competencies and issuance of ac-
counting documents that would be in accordance with
the Accounting Act. Another two receivables in sum of
EUR 8.4 mil were deducted from the capital assets by
an accounting entry that was in conflict with the ac-
counting procedures, without the approval process and
relevant documents. The City Council did not have in-
formation on the Capital’s assets, as the Mayor did not
submit annual information about remitted and writ-
ten-off receivables.

The SAO SR also assessed the process of recovery of
tax receivables as inefficient and ineffective, mainly
due to the non-use of all legal methods for recovery.
Recovery was carried out only in the form of repeated
calls for payment. This extended the reclaim period,
but ultimately did not affect their enforceability and
the amount of real income. The SAO SR positively as-
sessed the pilot operation of electronic tax executions
for the recovery of tax arrears, which it will make pos-
sible to block debtors’ accounts and execute arrears in
real time. This step is expected to streamline the col-
lection of tax arrears and reduce costs siginificantly.

Weaknesses in the accounting and management of the
City property were a manifestation of the internal con-
trol system failure. It was the setting the internal man-
agement and control processes, establishment of clear
competence rules and the quality of internal regulations
that SAO SR identified as having considerable reserves.

The audit results showed that the Capital did not fulfill
one of the basic legal obligations, which is the obliga-
tion to increase, protect and enhance its property. The
SAO SR also pointed out that the financial resources
needed to fulfill the tasks of the capital must also be
soughtinits own reserves. Proper setting of the control
mechanisms functionalities, internal regulations, con-
sistent fulfillment of duties by competent employees,
streamlining the receivables management system and
the related timely exercise of their rights - all this can
significantly help the fulfillment of duties.

The SAO SR, through the Association of Towns and Mu-
nicipalities of Slovakia, recommended the introduc-
tion of the obligation to submit financial statements
for discussion to municipal, councils, so that deputies
have detailed information on the state of municipality

property. The audit results in the Capital were also
handed over to law enforcement authorities.

I THE RISKS OF CHANGE IN WATER
COMPANIES’ OWNERSHIP STRUCTURE

CANNOT BER EXCLUDED - EXAMPLE OF
BVS JSC

Water resources, their protection, distribution and
treatment of water are of natural strategic importance
for the life and health of the population, as well as for
the security of the State. From this point of view, ac-
tivities related to the production and supply of water
are defined as activities in the public interest.

The strategic importance of water for the security of
the state is also emphasised by the Water Act, accord-
ing to which its deficit can endanger the life and health
of the population or endanger the fulfillment of the ba-
sic functions of the State. The public interest is em-
phasised by the Act on Public Water Supply and Sew-
erage. According to this law, these are established and
operated in the public interest - their purpose is the
mass supply of drinking water to the population and
the mass disposal of wastewater, while their owners,
due to the public interest, can only be an irreprochable
legal entity based in Slovakia.

The transformation of State water companies, which
took place in our country at the beginning of this centu-
ry, was based on the requirement that water joint stock
companies be established, which will ensure this public
interest and whose sole shareholders will be only mu-
nicipalities in the territory. This was mainly due to the
fact that municipalities are closest to the lives of citi-
zens and their needs. The model of transformation was
also based on experience abroad (e. g. in France), when
after periods of private water companies’ operations,
the trend of taking control of water services by munici-
palities began to show. Many private water companies,
which were also very active abroad, had to hand over
water supplies back to municipalities and cities. The
main reasons for the reprivatisation were the fact that
private companies did not take sufficient account of
the public interest associated with water supply.

The transformation of state-owned water and sew-
erage companies into joint-stock companies, the
sole shareholders of which are municipalities, was to

prevent such a problem. Relatively soon after the es-
tablishment of these companies, activities began to
manifest themselves, the result of which was an ef-
fort to limit the influence of cities and municipalities
on the situation in this sector. There are attempts to
turn water into a commercial product, to infiltrate the
public water sector or to restrict access to information
on the functioning of this public service. This is despite
the clearly formulated strategic importance of water
in the Constitution, as well as the public interest de-
fined by law in providing water for the population.

To verify the presence and extent of these risks on the
example of the SAO SR audit 016/2019 in the activi-
ties of the Bratislava Water Company jsc (BVS), and
Turéianska vodarenska spolocnost jsc (TVS). In par-
ticular, the results of the BVS jsc audit showed that
problems arising from the existing legal form of these
companies in fulfilling the public interest exist and
could, in certain circumstances, seriously jeopard-
ise the fulfillment of the public interest ensuring the
drinking and safe water is available at a reasonable
price to all citizens.

BVS is a trading company with ownership participation
of towns and municipalities in the Bratislava region
and partly in the Trnava and Trencin regions. Its scope
is defined as an activity in the public interest of strate-
gic importance to the State. The majority shareholder
is the Capital of the Slovak Republic, Bratislava, with
a 59.29 percent share, the city of Skalica has an 8.65
percent share, BVS has an 8.43 percent share and the
rest of the shares are held by other municipalities and
cities. BVS has a stake in two subsidiaries - Infra Ser-
vices, a. s., 51 %, and BIONERGY, a. s., 100 %.

A subsidiary of Infra Services, a. s., performs water
and sewerage network service for BVS, construction of
new, but also other additional services and activities,
on the basis of a framework contract for the provision
of services, concluded in December 2008. The contract,
originally concluded for four years, was after the entry
of a new shareholder extended until 31 December 2022,
with the possibility of extension. The contract also has
the character of exclusivity. Under the threat of sanc-
tions, BVS is obliged to order the services in question
only from Infra Services, a. s. However, it can also sup-
ply them subcontracted with a fixed 10 % surcharge,
regardless of the degree of added value. Infra Services,
a.s., up toabout 98 % of its activities, measured by the
share of revenues, is performed for BVS. An analysis of
the terms of the framework contract for the provision
of services and their performance shows that these

are manifestly disadvantageous for BVS, including its
/ their non-cancellability and sanctions agreed only for
non-compliance by BVS. BVS faces a fine of EUR 5 mil.
and compensation for lost profits.

In addition to the originally agreed services, other so
- called “new” services additional services were add-
ed to the portfolio of activities for BVS, e.g. invoicing
and distribution of documents, comprehensive man-
agement of objects, updating information in GIS and
others. Many of them, especially in 2018, were per-
fomed without the conclusion of an amendment to the
framework service contract. The SAO SR points out
that the gradual transfer of activities to the subsidi-
ary Infra Services, a. s., as well as the loss of manage-
ment influence over this company by concluding an
Agreement on a joint procedure concerning Infra Ser-
vices, a. s., indicates the risk of privatisation of the
operation of public water supply and public sewerage
(VV and VK). Procurement of works and activities di-
rectly by a subsidiary without a tender, insufficient reg-
istration and control of invoiced amounts, restriction
of public control by not disclosing invoices and orders,
are factors enabling artificially overestimation of prices
and transfer of profit from the parent company to Infra
Services, a. s.

The disadvantage of relocating activities to subsidiar-
ies is clearly reflected in many economic indicators. For
example, the cost-effectiveness indicator, which is an
indicator of the efficiency of the organisation activi-
ties, is significantly lower in BVS than in subsidiaries,
which is documented in the published chart. While In-
fra Services, a. s., in 2018 for EUR 100 of costs incurred
reached EUR 3.71 profit, BIONERGY, a. s., had a profit
of EUR 2.60, BVS achieved only EUR 0.63 euros. This
indicator shows that more profitable activities are per-
formed by subsidiaries and less profitable ones remain
in BVS.

Graph 19: Cost efficiency of companies in the BVS group
Source: Company annual reports and statemnts; com-
putation by SAO SR

Performing repairs and maintenance of public water
supply and public sewerage is part of the tied trade
“operation of VV and VK" Infra Services, a. s., by per-
forming repairs and maintenance without a trade li-
cense, in the SAO SR opinion, violated the provisions
of the Trade Licensing Act and also the Act on VV and
VK. Despite several audits carried out at BVS, none of
the State administration bodies drew attention to this
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Graph 19: Cost efficiency of companies in the BVS group

serious lack of non-compliance with the essential legal
standards governing the activities of BVS.

A serious problem pointed out by the audit is BVS’s in-
frastructure assets satus quo. For citizens and com-
panies, the highest priority is the functionality of wa-
ter supply and sewerage infrastructure, which has an
impact on the constant availability of drinking water
supplies or wastewater drainage. Much of this infra-
structure is beyond the service life or (also) the capac-
ity limit. At the time of the SAO SR audit, more than
EUR 574 million was needed to eliminate the invest-
ment debt in the BVS alone, of which more than EUR
271 million was needed for the renewal of the current
infrastructure and more than EUR 303 million will be
needed for investment development in expanding
new territorial zones. According to the SAO SR, the
long-term sustainability of proper and safe operation
of water supply infrastructure is not possible without
an effective solution to the above-mentioned deficits.

The SAO SR audit pointed to the insufficient protec-
tion of the public interest, when in connection with the
shareholder structure, it drew attention to the risks at
which this protection could be broken and the trans-
ferability of shares outside the public sector could be
achieved. This would be in conflict with the adopt-
ed Government concept of water companies’ trans-
formation, the principles on which the water compa-
nies were founded, when the sole shareholders were

municipalities. The sale of shares in water companies
to private entities is not restricted by law. The trans-
ferability of shares is limited only by the company’s ar-
ticles of association, according to which the transfer of
shares is possible only to the municipality or city, which
are shareholders of the company. The General Assem-
bly of the company may decide to amend the articles
of association by a two-thirds majority of the votes of
the shareholders present with the consent of the Su-
pervisory Board. The SAO SR sees this risk in the case
of BVS in the merger of the two largest shareholders,
who could, by a two-thirds majority, achieve a change
in the articles of association as well as a change in the
transferability of shares outside the public sector. Sev-
eral attempts by a private investor to join BVS have
not been successful so far, but this may not be the
case in the future. The auditors also drew attention to
another risk of privatisation, where the BVS articles of
association do not address the restriction of the use of
shares by the owners as a subject of lien for loans from
a private company. Thus, by exercising the lien, in the
event of default, the shares would become the prop-
erty of a private company.

There is also the possibility of an indirect form of pri-
vatisation in the form of taking over control of pub-
lic water and sewerage infrastructure opertions by
a private company. This is done in various ways, most
often through a lease, in which a private company is
the infrastructure manager, collecting charges from

water consumers (water) and waste water producers
(sewage). The owner of the water infrastructure is still
a water company, which finances investments in infra-
structure from rental income. This model is applied in
Slovakia in the Central Slovak Water Company, a. s.,
and Podtatranska vodarenska spolognost, a. s., and un-
til 2014 it was also applied in Trengianske waterworks
and sewers, a. s. However, even such an indirect entry
of a private investor is in conflict with the concept of
water supply transformation in the Slovak Republic.

From the findings above in BVS audit, it is clear that
the current form of joint stock companies, which en-
sures the public interest in the supply of water to
residents and companies, causes considerable prob-
lems in practice, especially in economic, efficient and
transparent administration and management of these
companies as well as their control. That results main-
ly from insufficient, resp. ambiguous legislation in the
field of commercial law as well as legal norms related
to water management. In the Slovalk Republic, there
is no direct legal regulation of the management of
commercial companies performing activities in the
public interest - and this does not only apply to wa-
ter companies. There is also insufficient control over
these companies management and the management
of property by the State, cities and municipalities.

Even the audited BVS was not one of the companies
that are open and transparent in publishing docu-
ments and making information available. Mandatory
published contracts on the website were in a confusing
form and structure until 2016, while orders and invoices
were not published at all. The audit also revealed defi-
ciencies in the BVS control system, e.g. by not accept-
ing proposals for the performance of internal audits by
the Board of Directors, which may have contributed to
the improvement of management activities. The con-
trol powers of the Supervisory Board, as the supreme
control body of BVS, were also not functional. Apart
from one inspection in 2017, it did not perform inspec-
tion activities and thus did not even submit the results
of its inspection activities to the General Meeting. The
inspection by the majority shareholder - the capital of
the Slovak Republic, Bratislava, was not carried out in
BVS either.

The SAO SR states that the absence of control and
supervision over delegated public services is a conse-
quence not only of unfavorably concluded contracts,
but also of insufficient legislation in the area of defin-
ing State control mechanisms over the operation and
management of these companies. This is also reflected

in the divergent interpretation of generally binding le-
gal regulations, in particular the Public Procurement
Act or the Act on Free Access to Information. The cur-
rent legislation assigns to several State administration
bodies and organisations tasks related to the control of
various aspects of the activities by water companies.
However, none of them can provide an overall picture
of the public interest fullfilemnt by water companies.

According to the SAO SR, in order to protect the ba-
sic human needs, which clearly include the supply of
drinking water to the population, as part of state secu-
rity, it is necessary to adjust the legal status of com-
panies performing activities in the public interest,
including relevant legislation. The SAO SR therefore
recommended to the Government of the SR and the
relevant ministries:

* inalegislative amendment to the Act on Public
Water Supply and Public Sewerage, to stipulate
that only the subject of public administration
is the owner of public water supply and public
sewerage,

» by legislative regulation, in the Commercial Code
or special regulation, to establish special legal
regulation and regime for commercial companies
performing activities in the public interest as
to ensure an efficient and transparent model
of management and administration of such
companies,

* inthe Act on Public Water Supply and Sewerage,
clearly determine who is obliged to perform
maintenance of water supply infrastructure, with
regard to different interpretations in the valid legal
regulation,

e in the Public Procurement Act, clearly define which
entities are the contracting authorities and which
are the public contracting authorities, as well as
the goods, services and works associated with
them,

» stipulate the obligation for the Ministry
Environment SR to submit annually to the
National Council of the Slovak Republic and the
Government SR a report on the state of water
management in the Slovak Republic, which will
also include information on water companies’
activities, management and investment needs;
Ministry would also be obliged to publish such
report on its web site;

* ensure accurate registration of water infrastructure
assets in the Slovak Republic; enshrine this
obligation in the Act on Public Water Supply and
Sewerage.
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I THE TOWNS SUPPORT MOSTLY THE

SPORTS THROUGH SUBISIDIES

Municipalities and towns also use their financial re-
sources in the form of subsidies to support services in
general interest and public benefit, to support business
and employment. There is no entitlement to the subsi-
dy, the town provides it according to the conditions of
a generally binding regulation from its own resources
to legal entities or natural persons - entrepreneurs who
have their registered office or operate in the municipal-
ity. Territorial self-government entities may also pro-
vide subsidies to legal entities in their founding jurisdic-
tion for similar purposes, without setting conditions in
a generally binding regulation. All subsidies provided are
subject to annual settlement with the city budget, and
their provision cannot increase the town total debt.

The SAO SR dealt with the issue of the system of
support for various services and purposes in audit
008/2019 - System of Support for Public Administra-
tion Entities in the Area of Public Benefit and Public
Benefit Services and Purposes in the Region. It per-
formed the audit in 45 district cities throughout Slova-
kia for 2016 to 2018; within it, the processes of provid-
ing subsidies, their drawing in purpose and supported
areas, and the related state and development of the
city's debt and liabilities, including the internal control
system, were examined. Attention was paid to compli-
ance with the budgetary rules of local self-government
in setting up the system of providing subsidies, eligibil-
ity and correctness of their provision, as well as compli-
ance with contractual conditions.

In the audited period, subsidies were provided from the
budget of relevant cities to legal entities and natural
persons in the sum of almost EUR 34.6 mil. The priority
area of support was the sports, to which EUR 26.2 mil,
e. g. more than three quarters of all subsidies. Other
areas of support were culture (EUR 4.9 mil), social ser-
vices (EUR 1.1 mil), education (EUR 630 000) and other
areas (EUR 1.8 mil.). In addition to the above subsidies,
the cities also supported the sports with subsidies to
legal entities of which they were the founders. It was
mainly about supporting city sports clubs. In the audit-
ed period, this form of sports support was provided by
one third of the audited entities in the sum of over EUR
16 mil. Support for sports in 45 district cities in the
two monitored years reached almost EUR 42.3 mil.

Despite the fact that sports were the most support-
ed of all areas in the audited period, the concept of
sport development was not developed or updated in

accordance with the Sports Act by more than 70 % of
the audited places.

One of the important findings of the audit was that up
to two thirds of the cities did not evaluate the impact
(contribution) of the provided subsidies on the develop-
ment of the city and on improving the quality of life of
its citizens. Cities monitored only quantitative parame-
ters, such as the number of applicants or applications,
approved projects, supported entities or events. Al-
though it is not a legal obligation of self-government to
evaluate the effectiveness of budgetary resources spent
in this way, the SAO SR recommended that cities make
such evaluations in order to improve the subsidy sys-
tem and target them in those areas that demonstrably
increase the quality of public services at their level.

An important finding was that many cities acted in
violation of the Act on Budgetary Rules for Territorial
Self-Government, but also with other generally bind-
ing legal regulations when providing subsidies and ac-
counting for them. The generally binding regulations
on the provision of subsidies were not complied with
either. The SAO SR warns that insufficient control in
the process of providing subsidies from the city budget
and their settlement may lead to uneconomical, inef-
ficient or inefficient spending of funds. At the same
time, it emphasises that the reporting of incorrect data
in the financial and financial statements negatively af-
fects the reliability and correctness of the evaluation
of public administration entities by the Ministry of Fi-
nance SR, resp. other users.

The audit identified a total of 390 findings concern-
ing various aspects of the subsidies provision. The
added value of these findings is that they can serve
as a tool for cities to better set goals and processes in
providing subsidies without claim and represent a sig-
nificant amount of funding. Cities have been remind-
ed that the allocation of subsidies cannot be random
or arbitrary, but must comply with the conditions set
out in the generally binding regulations for subsidies
provision. At the same time, subsidies should, as far
as possible, be linked to the set strategic goals of the
city’s development and to individual areas of support
according to the city’s programme budget.

A total of 262 measures were taken by individual cit-
ies to eliminate the deficiencies identified during the
audit. SAO SR submitted 116 recommendations to the
audited entities, focused mainly on: the amendment
of the local by-laws (LBL); the elaboration of the con-
cept of sport; increasing transparency in the provision

of subsidies, and improvement of the financial man-
agement and internal control system. Due to a serious
non-compliance of the provision of subsidies with the
law, in three cases the audit results were transferred to
the relevant regional prosecutor’s office. In co-opera-
tion with law enforcement authorities, in one case the
results of the inspection were reported to the relevant
district directorate of the police force.

I ALSO THE CITIZENS WORRY ABOUT

MUNICIPALITIES BAD ECONOMIC
MANAGEMENT

Every year, the SAO SR registers a number of submis-
sions from citizens for an audit. In 2019, there were
about 750 submissions. Citizens most often turn to the
SAO SR with requests to check the management or dis-
posal of property in cities and municipalities. Last year,
there were more than 300 such requests. It is clear that
such a large number of requests and suggestions can-
not result in the SAO SR audit and often do not even
fall within the competence of the Office. If the analysis
of the relevant submissions shows that the audit would
be, the Office would perform such an audit. Last year,
based on submissions from citizens, two audits were
performed concerning the management of the munici-
palities of Laka, Fricka and Hrabské, and the municipal
water company Sachor (KA 029/2019, KA 030/2019).

The suggestions from the citizens that were subject
to an audit proved to be justified. The audits revealed
shortcomings in several areas in budgeting, account-
ing, public procurement, disclosure and violations of
other generally binding legal regulations in the munic-
ipality of Laka, which were referred to bodies active in
criminal proceedings. The Municipality concluded con-
tracts without financial control, i. e. without check-
ing the coverage of the costs incurred by the budget,
proceeded uneconomically and violated several legal
normes. It did not sufficiently protect its interests and
did not use all legal means to protect its property.

At the same time, the audit revealed a systemic prob-
lem in the process of taking over the function of mayor,
whichis not sufficiently regulated in Slovakia. Based on
this audit, the SAO SR recommends that the Govern-
ment SR resolve the procedure for handing over and
taking over the function of mayor after the elections
by amending the Act on Municipal Establishment.

In the area of municipality public funds management,
several financial discipline violations aginst the Act on
Budgetary Rules of Public Administration were found.
The SAO SR auditors confirmed duplicate expendi-
tures, a EUR 10,000 subsidy in violation of LBL on sub-
sidies and the relevant law, as well as the conclusion of
a lease for land that was not owned by the municipal-
ity, thus enabling the municipality to unjustifiably en-
rich itself and the tenant.

Similar problems were identified in the other two mu-
nicipalities. The audit findings in these two small mu-
nicipalities point not only to a large number of more
or less formal shortcomings, but also to serious vio-
lations of laws in accounting and asset management,
in particular breaches of financial discipline in a large
part of the budget.

Shortcomings were also found in compliance with the
basic principles of self-government, ranging from in-
correct budgeting, incorrect allocation of subsidies and
contributions, non-collection of taxes and fees for mu-
nicipal waste, to serious breaches of financial disci-
pline, such as transferring municipal funds to a private
account amounting to almost EUR 25 000, using the
primary school normative funds in sum of EUR 20 000
EUR for the needs of the municipality, paying invoices
for unfinished work in primary school for EUR 25 000,
as well as for remuneration to selected deputies in the
sum of more than EUR 15 000. All this appeared not
only as insufficient knowledge of the legislation, but
also as the municipal management managerial failure
not creating and ensuring consistent functioning of the
internal control system.

Based on previous experience from similar audits, the
SAO SR reiterates that small municipalities often have
difficulty ensuring compliance with legislation con-
cerning their administration and comprehensive rules
in the field of budgeting and accounting. Although
many municipalities provide some services through
joint offices, several serious shortcomings in their ad-
ministration persist. Even the chief comptrollers, who
are an internal control tool, did not sufficiently fulfill
their role.

The SAO SR submitted to bodies active in criminal
proceedings serious audit findings regarding the sus-
picion of fulfilling the features of criminal offenses,
in particular breaches of obligations in the adminis-
tration of foreign property and fraud. Based on the
submission by SAO SR, criminal proceedings are cur-
rently underway.
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N REGIONAL MUNICIPALITIES PERFORM

IMPORTANT STATE FUNCTIONS IN
EDUCATION AND HEALTH

The division of competencies between the State and
self-government, as it is in its current form, was ap-
proved by Parliament in 2001. The transfer of the de-
cisive part of competences from State to self-gov-
ernment lasted gradually until 2004 creating two-tier
management of the country - State administration
and higher territorial units (HTU).

Through decentralization, local governments also ac-
quired a number of competencies State transferred to
them. This was followed by fiscal decentralization, i.
e. the transfer of part of the money from the State to
the regions so that they could finance the transferred
competencies. Many competencies have passed to the
HTUs. The transferred competencies in secondary ed-
ucation and healthcare are particularly important, as
they are extremely important for the society devel-
opment and play irreplaceable functions in the life
of the individuals. Specifically, this means that HTUs
in health care have almost no original competencies
meaning they ensure the entire public health policy at
their level. In education, the transferred competence
is the secondary education. The original competence
is the establishment and liquidation of elementary
art schools, language schools, school dormitories and
canteens, medical facilities, care for secondary school
buildings, and of course, hospitals and polyclinics es-
tablished by HTU.

In the recent years, the SAO SR has been intensive-
ly involved in the exercise of the original competen-
cies by self-government, but also in the implementa-
tion of State policy in education and health care. Audit
027/2019 Higher territorial units - creators and imple-
mentors of selected public policies focused on how the
local authorities fulfill the transferred competencies in
education and health care. The audit also included how
the Ministries of Education and Culture participate
in the creation of regional school and health policies,
which should reflect the State public policies in the
self-governing regions, and how they execute these
competencies. The audited period was 2014 - 2018.

The audit pointed to a number of problems arising
from the applicable legislation, methods of setting re-
gional public policy objectives in the given areas and
their implementation, but especially to insufficient
cooperation between ministries and local authorities

in applying delegated State competencies to self-gov-
ernment and monitoring their implementation.

The SAO SR points out that, despite several amend-
ments to the Competence Act, this legal norm is obso-
lete for the delegated performance of State administra-
tion to self-government. In education, healthcare and
human pharmacy, special laws were adopted, which re-
defined roles and responsibilities differently from those
specified in the Competence Act. This creates legal cha-
os, as different laws give rise to different rights and ob-
ligations in the same matter for local authorities.

In order for local authorities to consistently fulfill the
transferred competencies, it is necessary not only that
they have set development strategies for secondary
education or health care in accordance with State pol-
icy, but also they inter-relate to other regional devel-
opment strategies. At the time of the audit end, there
was no approved vision how the Slovak healthcare sys-
tem should look like in the medium term. Although the
Ministry of Health of the Slovak Republic prepared the
Strategic Framework for Health Care for 2014 - 2030,
which was also approved by the Government, the aim
of this document was primarily to enable EU funds
drawing. The Ministry of Health budget did not contain
any programme for the audited period concerning the
delegated performance of State administration, which
means that no resources came from this Ministry for
regional health policy. The audit thus confirmed the
risks the SAO SR repeatedly points out in its opinions
on the State Budget, namely that the delegated per-
formance of the State public health policy in HTU is not
financed by the Ministry at all.

In developing the strategy of regional education, HTUs
could rely on the National Programme for the Develop-
ment of Education prepared by the Ministry. This nation-
al programme included a vision for Slovak education until
2027, strategic goals and measures in secondary educa-
tion. The Ministry had in its budget the sub-programmes
Development of Regional Education and Guidance and
Transformation of Regional Education; it is important
that they are used in accordance with the objectives of re-
gional development for secondary education.

However, the audit showed that the goals of region-
al strategies for education and health care are usually
incorrectly formulated, there are no measurable devel-
opement indicators, there is a lack of thorough control
for their implementation, which is a “disease” in strat-
egy creation of almost the entire public administra-
tion. Incorrect compilation of strategic-planning, HTUS

programme documents, resp. missing or inappropriate
measurable indicators have an impact on the assess-
ment of effectiveness to monitor the fulfillment of se-
lected public policy objectives. For example, the number
of schools, the number of pupils or the number of issued
methodological guidelines cannot measure the educa-
tional system quality. Similarly, the desired quality of
healthcare cannot be measured by the number of hos-
pitalized patients, the number of permits for ambulanc-
es issued or the number of applications for biomedical
research. Some HTUs did not change the planned target
values of measurable indicators for the entire audited
period and did not take any other measures, despite the
fact that they did not meet their targets for a long time
or, to the contrary, exceeded them for a long time.

In this context, the SAO SR considers important that
ministries fulfill their methodological functions in this
area as well. However, according to the audit results,
there was a lack of guidelines from ministries how to
process strategic documents, what should be their
content, which objectives and their indicators are im-
portant for the systems development and which are
important for nationwide health and education man-
agement. In this case, too, each of the HTU approached
the given task in its own way, each used different in-
dicators, while especially the qualitative indicators in
the documents were almost absent. All HTUs want to
improve the quality of education and health care, but it
is not mentioned in any document what indicators they
want to measure quality and its development.

The HTUs strategic planning documents often do not
address the question what are the necessary finan-
cial, human and material resources necessary for the
realization of the set goals, which makes them almost
worthless for real management. The legitimate ques-
tion therefore arises as to how the Ministry of Educa-
tion or Health can obtain consistent information on
how and whether health or school policy is being im-
plemented in a given area sufficiently, resp. what are
its performance problems and how the local authori-
ties want to solve them.

The audit important finding is the lack of will and sup-
port for strategic management and implementation of
adopted strategies in practice. Even if measures and
solutions are professionally prepared at the level of
the local government relevant depertment (for exam-
ple rationalization of schools in a given region) or at
the level of the ministry (like hospitals stratification),
there is a lack of political will to approve them at re-
gional or national level and implement them.

A special problem for HTUs as creators and implement-
ers of school and health policy is their source funding.
The Ministry of Health does not reimburse the costs
for the transferred performance of State in the area of
healthcare performed by self-governing regions. The
HTUs use their own resources to implement the del-
egated performance of State in the healthcare sector.
Those not owning hospitals provide on average 2 %
of their budget for health policies. Trenéin and Zilina
HTUs, which manage hospitals, on the other hand, feel
a significant lack of resources and their own resourc-
es are not sufficient for these hospitals’ development.
Healthcare facilities, together with the outpatient sec-
tor, are dependent on revenues from public health in-
surance, which are negotiated with health insurance
companies every year making the medium-term devel-
opment planning difficult. Self-governing regions also
cannot realistically solve the problems of the doctors
and other health care workers shortage, or the network
of health care facilities. Health insurance companies
have the function for network creation.

Expenditures for school policy in 2014 - 2018 had the
largest share (on average about 42 %) in the HTUs to-
tal expenditures. The HTUs school policy was predom-
inantly (92 %) financed from the State Budget, mainly
through norms for secondary schools. Despite the pu-
pils decrease in secondary schools by 11 % between the
school years 2014/2015 and 2018/2019, the amount of
normative funds from the Ministry of Education for
HTUs increased by almost 9 % (EUR 33.3 million) dur-
ing the audited period, mainly to cover the increasing
wage norms. Although it has increased, the value of
the secondary school funding standard covered basic
operations and not their development.

By evaluating the audit results, the SAO SR came to
formulate several measures, which are part of the fi-
nal report. In general, close communication and coop-
eration between individual departments within local
authorities, especially regional development, educa-
tion and health care, but also between local authori-
ties, Ministries of Education, and Health, is necessary
to improve the creation and subsequent implemen-
tation of selected public policies. All these depart-
ments need to be strengthened by professionals, es-
pecially in the field of health care, who would be able
to assess and manage the transferred competencies
performance.

The audit showed that the HTUs wait for several guide-
lines - methodological assistance from the State.
On the other hand, ministries expect more applied
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independence from the local authorities in their activi-
ties. In education and health care, however, HTUs more
or less implement only the delegated performance from
the State - i. e. not their own, original competencies.
Therefore, greater State involvement is needed to mon-
itor and evaluate this process. The Ministries of Educa-
tion and Health and the HTUs should see each other as
partners in a common cause. Due to the weak intercon-
nection of strategic planning, programme documents in
HTUs school and health policies, due to insufficient co-
operation of the State with HTUs and lack of control over
the implementation of selected public policies, there is
a risk of ambiguous management of school and health
policy and thus inefficient use of public funds.

The Constitution of the Slovak Republic clearly states
that the provision of affordable and quality care in
health care and equal access to education is one of
the fundamental rights of Slovak citizens, regardless
of the region they live in. By transferring the perfor-
mance of the State administration part to the region-
al territorial self-government, the State did not re-
lieve itself of responsibility for fulfilling these rights.
The school and health policy implemented by the
HTUs must be implemented in such a way that these
rights are adequately secured and the State must
have information whether this is happening or not.
Therefore, it is important that the exercise of delegat-
ed State competencies to self-government is guided
by the State, controlled and regularly evaluated, and
the competent State institutions cooperate systemat-
ically with self-government.

As the quality of education and the threat to the edu-
cational process is influenced by the status of teach-
ers in the context of international comparison, global
megatrends and the application of the knowledge soci-
ety principles, the Office has already pointed out in an
analysis focused on remuneration of primary school
teachers. The area is also closely related to the findings
in education at the HTU level.

The degree of merit in the remuneration of pedagog-
ical employees in primary schools has been stagnant
for along time, resp. decreases slightly. In 2018, almost
half of the schools paid on average a lower sum for bo-
nuses and personal allowance than in the previous
year, while 4.9 % of schools did not pay any bonus to
their teaching staff and 13 % of schools did not pay any
personal allowances. The professional studies results
point to the existence of a positive effect in teachers’
remuneration, based on their performance, while as-
sessing the results achieved by students. More targeted

remuneration also has a positive effect on pupils’ results
through lower teacher turnover, recruitment and the re-
tention of better individuals in the system.

The SAO SR analysts also looked into regional differ-
ences in teaching staff renumeration. The wages of
pedagogical staff in the Bratislava Region lag the
most behind the average wages in the region (61 %
of the wages of persons with a university degree in
2018). The result is low attractiveness of the teaching
profession and the teacher shortages. In addition, by
2024, it will be necessary to fill 1240 additional jobs in
the whole region by pedagogical and professional staff
and primary school teachers.

WA THE KOSICE HIGHER TERRITORIAL UNIT

DID NOT AVOID SHORTCOMINGS IN
IMPORTANT PROJECT

Considerable attention is paid to energy savings in
Slovakia, as any EU member state. Over the course of
this year, EU countries are set to reduce greenhouse
gas emissions by a fifth, increase the share of renewa-
ble energy sources in total consumption by a fifth and
also increase energy efficiency by a fifth. One of the
measures to help states is the Guaranteed Energy Ser-
vice (GES) - the provision of guaranteed energy servic-
es. It represents a model of cooperation between the
customer and the supplier providing energy services
with a guaranteed result. The GES method is suitable
for the implementation of austerity measures in ener-
gy management and securing funds. No investment is
required by customer. These are repaid gradually from
the achieved savings in operating energy costs during
the term of the contract. The service provider guaran-
tees achieving savings. The model is particularly suita-
ble for projects for the reconstruction and moderniza-
tion of existing buildings and technologies in the public
and private sectors. In order to set well the reconstruc-
tion parameters and plan the future economic effects
of the project, it is necessary to know the history of the
use of energy equipment and the initial level of energy
consumption. A typical GES project has a payback pe-
riod of six to ten years. However, from 2019, the public
sector contract must last for at least eight years.

The GES project in the KoSice Higher Teritorial Unit
(KHTU) is currently the largest in public administration in
Slovakia. Its goal was to streamline energy management

in individual entities involved in the project. There are
66 schools and school facilities, and the volume of its
resources and the number of entities were the main rea-
sons for choosing this project for audit. The contract was
concluded for a period of 18 years by KHTU in 2013 and
the contracting party is Veolia. The audited GES project
and the related contractual relations were audited ac-
cording to the rules in force in 2008 and not according to
the new legislation of similar projects.

The audited period covered the period 2013 to 2018 as
well as the periods related to the signing contract and
the annual fee billing for energy services. The value of
the contract reached EUR 96 mil. The audit (011/2019)
Heat management of schools and school facilities
within the scope of the KHTU KoSice brought 164 audit
findings, 27 concerned deficiencies in the activities of
KHTU in relation to the project. The remaining findings
were identified at seven schools and one school facility
audited the SAO SR.

The audit findings cover all audited areas. They concerned
the energy policy of the regional self-government, the
unfavorable setting of the energy service contract pa-
rameters, and the inconsistent fulfillment of contrac-
tual conditions and obligations. There have also been
non-compliance or violations of several laws, namely:

* Non-compliance with the Energy Efficiency
Act (several reasons) - alignment of individual
contracts with the new legislation after the
statutory deadline, and the contracts did not
contain all the mandatory requirements of energy
efficiency contracts for the public sector. There was
no methodology for calculating savings, financial
and technical expression of energy savings,
financial expression of reference consumption;

* Violation of the Act on Budgetary Rules of Public
Administration, as public funds were spent
inefficiently to pay the increased remuneration
for energy services by a coefficient that was not
contractually agreed; the law was also violated
due to the non-conclusion of amendments to
contracts to reduce the annual remuneration for
energy services due to its own austerity measures
financed from customers’ budgets;

* Violation of the Act on the Property of Higher
Territorial Units, which arose from the transfer
of energy property to the administration of an
entity other than a contributory or budgetary
organization;

* Violation of the Act on Financial Control and
Audit due to failure to perform a preliminary

financial control before entering into the
commitment, i. e. before concluding contracts and
their amendments, as well as formal verification
of financial operations related to the payment for
energy services;

* Violation of the Accounting Act due to non-
accounting of financial operations associated with
the settlement of funds obtained from 50 percent
over-energy savings in 2016 and 2018.

The SAO SR considers the systemic shortcomings of
the audited project to be the missing methodology to
calculate savings, the absence of documents for the
valuation of investments made by service providers
and the problematic controllability of outputs and per-
formances from concluded contracts at the level of en-
ergy service recipients. This was mainly with regard to
the legislation governing financial control and audit for
the public sector.

The financial savings should cover investment repay-
ments. However, the project in KHTU is the opposite.
By applying the principle of solidarity, the cost of re-
payments was not determined by how much Veolia
invested in a particular school, but by a flat rate set
administratively by the schools founder.

The SAO SR pointed out that the joint solidary set-
up of individual fixed costs in remuneration for ener-
gy services for customers is in conflict with the Act
on Budgetary Rules of Public Administration and its
principles. Consequence - inadmissible cross-subsidi-
sation between schools. The application of the princi-
ple of solidarity in this case has led to a loss of motiva-
tion for schools to save energy.

The contractual partner focused the austerity meas-
ures within the heat management to the replacement
of obsolete technology for a more efficient one. Ther-
mostatic valves, boilers, pumps, pipe sections were
changed, and the heating system was also regulated.
The audit group considered this to be a typical exam-
ple “cherry picking “, when energy efficiency measures
focus on investment activities with a quick return. It
is therefore not a comprehensive renovation of build-
ings, including facades or roofs, which are more in-
vestment-intensive and have a longer payback period.
This fact has manifested itself since the beginning of
the project as dissatisfaction with thermal comfort in
schools and school facilities.

The audit showed that the achievement of guaranteed
energy savings in percentage was realised only thanks
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Graph 20: Comparing the savings assessment

to the application of the coefficient of use of the space
involved. Without its recognition, schools would not
have achieved savings since 2015, when the space uti-
lisation coefficient began to be used. Applying the co-
efficient meant achieving the savings that Veolia guar-
anteed to the schools. The procedure thus gave the
impression that the contract between the KHTU, the
schools and Veolia was being fulfilled. However, neither
the KHTU nor the schools agreed on coefficient with the
service provider. These coefficients managed to change
the result of savings from unfulfilled to fulfilled.

Energy savings were not determined in the contract
in agreed manner, i. e. by comparing the actual ener-
gy consumption with the contractual consumption of
the base year, converted to the climatic conditions of
the respective savings year, by the day-degree meth-
od. The energy saving measures taken by Veolia were
therefore not effective enough to ensure that the guar-
anteed savings were achieved.

The audited GES project and the related contractual
relations were set according to the rules that were in
force in 2008. Energy efficiency contracts concluded
before the end of January 2019 are not covered by the
new legislation.

2016 2017 2018

contractual savings in %  Source: own computing by the SAO SR based on audit data

The SAO SR does not consider the current implementa-
tion of the GES project to be an example of good prac-
tice, despite the fact that there was a complete out-
sourcing of services providing heat management in
KoSice regional education and the project relieved the
management of schools and preschool facilities from
heat management activities. The contractual param-
eters and relationships within the project were set in
a non-transparent, unclear, unbalanced way, without
defining clear rules.

The neglected control activity by KHTU, as the founder
of schools and the owner of the property, which were
the subject of energy evaluation, was also a big draw-
back. KHTU left schools without adequate profession-
al and legal assistance at the mercy of the service pro-
vider in a complex system of contractual relations and
mutually referring provisions and intra-connections
between the framework and individual contract, con-
fusing evaluations and a tangle of coefficients. If the
contracting authority avoided the above-mentioned
shortcomings, GES projects could have brought sig-
nificant benefits.

The SAO SR submitted 62 recommendations to the
audited entities, which may assist in taking measures

to eliminate the identified deficiencies, to adjust the
contractual conditions in terms of their clarity, bal-
ance, as well as thorough compliance with legislative
and quality requirements for GES projects. The rec-
ommendations were also aimed at setting up and en-
suring effective control mechanisms and adjusting in-
ternal regulations.

The SAO SR prepared several pieces of advice for enti-
ties of local self-government that would consider ad-
dressing energy efficiency using a similar GES project.
In addition to the audit findings, it was based on sever-
al data - from the recommendations by the Association
of Energy Service Providers, information that is on the
website of the Ministry of Economy SR, to official gov-
ernment documents. Their content is as follows

* In the documents for the selection of the supplier
or partner not to specify technical solutions.

» To procure a guaranteed energy saving, not
a technical solution (it is recommended to
compete for a comprehensive design of solutions,
in which the most important is the volume of
achieved reduction of operating costs, especially
energy consumption).

* Link the reward to achieved guaranteed savings.

* Precisely determine the reference energy
consumption based of quality analyses.

+ Consider several alternatives to the method of
calculating energy savings and their verification
before concluding the contract.

» Set control mechanisms to verify actual energy
consumption, conditions for applying corrections.

+ Define sanctions for non-fulfillment of
contractual obligations by the provider and the
conditions under which they are to be applied.

» Take organisational measures to involve internal
staff in the performance of tasks under the GES
contracts.

» Update user requirements - thermal comfort
parameters throughout the project.

+ Pay attention to the compliance of the agreed
contractual conditions with the legislation (e. g.
when transferring ownership, financing, price
changes, warranty period of technological and
construction parts, the possibility of the contract
termination).

* Follow the recommended procedures for the
preparation and implementation of guaranteed
energy services in public administration
(published on Ministry of Economy of the Slovak
Republic website).

* Adhere to the model GES contract in order to

meet the Eurostat conditions, so that liabilities
from such a contract are not included in the
public debt.

» Use technical assistance provided by the SIEA
when planning the use of the GES to finance the
energy recovery of assets.

Also on the example of these advice and recommen-
dations, the SAO SR documents the effort to fulfill its
mission with new content. The aim is to provide, based
on audit results, a specific type of advice which will
contribute to a more efficient and economical use of
public resources.

e Inthe summary evaluation of the audit results
from self-governing entities, the SAO SR points
out that many shortcomings that occur in the
activities of self-government have causes beyond
its reach. The shortcomings are mainly caused by:

» frequent legislative changes and ambiguity in the
interpretation of many provisions of the law,

» unclear procedures and guidelines for
implementing legislative changes or public
policies,

» mutually contradictory guidelines of individual
Chapters of the State Budget,

» transfer of the performance of state
administration to territorial self-government
without adequate analysis and evaluation of the
impact of these decisions in the territory of self-
government and its inhabitants,

» the degree of ability and possibility of territorial
self-government to accept the required changes,
especially in smaller municipalities.

<RI AUDIT OF EU STRUCTURAL AND

INVESTMENT FUND PROJECTS

The European Structural and Investment Funds (ESIF)
are a key source of financing public investments for
the Slovak Republic. The purpose of the existence of
these funds is mainly to reduce regional disparities be-
tween individual regions in EU member states. Within
the EU’s annual budget, the revenue and expenditure
must always be balanced, so that deficit management
is not allowed.

Since its accession to the EU in 2004, the Slovak Re-
public has been ,net beneficiary”, which means that we
receive more funding from the EU each year than is our
contributions to. However, it should be added that the
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overall net position of our country could be higher, but
we regularly encounter the necessary consideration of
irregularities related to management, inefficient im-
plementation, ESIF control, which are all demonstrate
in higher costs. The SAO SR regularly draws attention
to these problems.

The year 2019 was significant not only in terms of
drawing the funds from the current programming pe-
riod, but also the settlement by EC for the previous
period 2007-2013, during which there was communi-
cation with the relevant directorates-general regard-
ing final payments for individual operational programs.
Within all 14 OPs in 2007-2013 programming period,
the Slovak Republic used the funds in total of EUR
11.241 bn representing a drawdown of 96.77 %.

So far, two programmes have been closed in coopera-
tion with the European Commission - OP INTERACT Il
(14 December 2017) and OP Fisheries (11 July 2019). The
final payment was received within the OP Bratislava
Region and OP Transport, but the “closure letter” was
not delivered. (Graph 21)

Within the current (third) programming period, 611
calls (including the Rural Development Program) were
announced in sum of EUR 16.94 bn which represents
110.68 % of the EUR 15.34 bn allocation. The share
of ESIF contracts at 31 December 2019 represented
68.46 % of the allocation.

The drawdown of funds under all ESIF programmes to
31 December 2019 amounted to EUR 4.71 bn, which rep-
resents 30.71 % of the allocation for the programming
period 2014-2020 (EU resources). The highest rate of
drawing is reported by the Rural Development Program,
OP Technical Assistance and INTERACT IlI. In the period
from 1 January 2019 to 31 December 2019, EUR 1.36 bn
was drawn which represents an increase of 9.04 p. b.
compared to the situation at the end of 2018, while the
highest increase in drawing was recorded in OP Tech-
nical Assistance, INTERACT lll, OP Human Resources.

The SAOQ SR systematically audits the processes asso-
ciated with European Union funds drawing. In previous
audits, it focused on the key process of selecting projects
financed by the European Structural and Investment
Funds, namely the process of calls and the approval of
applications for non-repayable financial contributions.

In 2019, the Office engaged in another important pro-
cess that has an impact on the efficiency of the funds
spent. This process is the actual implementation of

projects. Audit 019/2019 Verification of the process
to monitor and audit the OP ESIF projects examined
how the managing and intermediate bodies monitor
and audit projects in connection with the fulfillment
of their objectives and measurable indicators. The SAO
SR performed audit in sixteen entities - Ministry of
Agriculture and Rural Development of the Slovak Re-
public (managing authority for the Integrated Regional
Operational Program) and Ministry of Economy of the
Slovak Republic (intermediate body for the Operational
Program Research and Innovation).

The audit pointed to several shortcomings in the im-
plementation of monitoring and control processes in
the agricultural sector. On the other hand, in the eco-
nomic sector, the audit identified good practice in the
established system of projects monitoring and au-
dit the SAO SR recommends for use in other minis-
tries as well. It consists in the fact that the Ministry of
Economy has prepared a methodology for the opera-
tional program Research and Innovation to verify the
conditions for the provision of the contribution in the
phases of project implementation and sustainability.
In the form of a legal document, the methodology in-
creases the clarity and uniformity of processes both
for the recipient of the financial contribution and for
the intermediate body. At the same time, it is an im-
portant preventive step for reducing the error rate in
the project individual phases.

The SAQ SR auditors have long been drawing attention
to the problems in determining the values of measura-
ble indicators, especially in connection with the draw-
ing the domestic and European resources. The audit in
2017 can serve as an example, when the SAO SR audit-
ed the financing of schools and school facilities within
the Regional Operational Program for the programming
period 2007-2013. In this audit, the auditors drew at-
tention to the ambiguous methodology for calculating
measurable indicators in projects to reduce the energy
performance of buildings, or to provide incorrect data
on measurable indicators in project monitoring reports.
They also drew attention to the serious consequences of
such bad practice for drawing the European resources.

Despite the publication of findings and warnings about
the need to focus on measurable indicators, the audit
carried out in 2019 reaffirms the continuous presence
of this problem. The audit findings draw attention both
to the incorrect determination of the values of meas-
urable indicators and to the failures of the managing
or intermediate body in detecting errors in measur-
able indicators. As the failure by the managing and
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intermediate body for IROP can be considered the fact
that it did not reveal incorrect values of measurable
indicators not only in the process of approving pro-
jects, but also during their implementation.

In this context, too, the SAO SR once again appealed
to the bodies responsible for the processes connect-
ed with the drawing the European resources to use
the Office findings to adopt such measures that will
enable more efficient and effective drawing of these
funds in practice.

Enforcement of irregularities is another serious prob-
lem associated with the unauthorised drawing of Eu-
ropean resources with a financial impact on the Slovak
Republic. The SAO SR addressed this issue in the form
of a preliminary study on irregularities recovery. Its pur-
pose was to analyse the system for managing and re-
covering irregularities with a financial impact in order
to ensure maximum success in their recovery as well as
to determine the negative impacts on the State Budget
of the Slovak Republic, to evaluate the effectiveness
of the system of coverage and recovery of irregularities
with the financial impact and to assess the setting of
responsibilities and the resulting consequences.

By checking the data on irregularities for the program-
ming period 2014 - 2020, it was found that the select-
ed managing authorities as of 31.10.2019 have large
volumes of unresolved irregularities. OP Environment
Quality with the amount of irregularities for more
than EUR 18 mil has receivables of 15 mil. EUR, OP
R&D in the amount of irregularities EUR 20 mil has
a receivables of 19 mil. EUR. OP Il of EUR 33 mil has
corresponding receivables EUR 24 mil. The best is the
OP Human Resources Development with the irregu-
larities EUR 24.9 mil and the corresponding receiva-
bles EUR 7.9 mil. These are mainly irregularities where

the debtor is the managing or intermediary body. These
irregularities will have a direct impact on the Chapters’
budgets, as they that have been or will be deducted
from the EC in the annual accounts or payment claims
to the EC. (Graph 22)

According to the data by the European Anti-Fraud Of-
fice for the period 2014 to 2018, 1,644 fraudulent and
non-fraudulent irregularities in the drawing of money
from EU funds and agricultural subsidies were detect-
ed in Slovakia. During the period, suspicions covered
up to 19.29 % of all payments from EU cohesion and
common agricultural policy budgets. This is the most in
the Union. By comparison, Spain has the second high-
est rate of irregularities - 3.3 %.

The study identified that four selected managing au-
thorities (MESRS SR, MLSAF SR, MEN SR, MTC SR)
have high volumes of unsettled irregularities (almost
EUR 67 million) in the 2014-2020 programming period.
Based on experience with previous programming peri-
ods, this amount can be expected to increase by the
end of the programming period. The managing author-
ities do not create targeted reserves in their budgets
to cover irregularities. The irregularities agenda is de-
centralized and is not addressed by a specialised unit,
and too many human resources enter the registration
process, which can generate errors in recording, re-
solving and recovering irregularities. The managing
authorities do not make sufficient use of the possibil-
ity to provide funding in the form of simplified report-
ing of expenditure as part of prevention. Within the
study, it was not possible to determine the level of use
of tools for the recovery of irregularities provided for i
national legislation (set-off of receivables, agreeme
on installments / agreement on proof of performa
lien). Due to the seriousness of this issue, the SA
will continue to address it in the next period.
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CONCLUSION

Pursuanttothe Act onthe SAO SR, the Nation-
al Council of the Slovak Republic is the main
body where the findings from the Office’s au-
dit activities to be directed to. The presented
report is one ways how individual committees
and the plenary of the Parliament can get
acquainted with the view of the SAO SR on
many aspects of the use of domestic and Eu-
ropean public resources. The Office has point-
ed out many shortcomings and problems for
a long time, others have resulted from inter-
national comparisons and assesment of com-
pliance with international obligations. Know-
ing the problems is the essential information
forimproving state governance. However, it is
much more important that changes be adopt-
ed to address the problems and make the
process of using public funds more econom-
ical, efficient, effective and transparent. The
National Council of the Slovak Republic has
an irreplaceable role in this. Therefore, the
submitter believes that the information from
the presented Report on the Audit Activities
of the SAO SR for 2019 will also contribute to
meaningful changes that require new legis-
lation or correction of the existing one, strict
adherence to the adopted budgetary rules or
assessment of various strategic materials.
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ANNEX

Overview of audits incuded
in the Report on Audit Activities
by SAD SR for 2019

KA-014/2018

Support in selected areas of climate and energy policy
with an emphasis on maintaining the long-term sus-
tainability of public revenues

KA-021/2018
Scieintific parks and research centers

KA-001/2019
Financial statements of the Capital of the Slovak Re-
public, Bratislava

KA-002/2019

Management of public funds and management of
State property in the Center for Labour, Social Affairs
and Family

KA-005/2019
Salvage and restoration of national cultural
monuments

KA-006/2019
Investments in the National Project “Electronisation
of the Education System in Regional Education”

KA-008/2019

A system of support for public administration entities
in the area of services of general interest and services
of general public interest in the region

KA-009/2019

Management of public funds and disposal of State
property in the Office of the President of the Slovak
Republic

KA-010/2019

Fulfillment of measures taken to eliminate identified
shortcomings from previous audits performed by the
SAO SR

KA-011/2019
Heat management in schools and school facilities with-
in the competence of KoSice Higher Territorial Unit

KA-014/2019
Use of service apartments owned by the Slovak
Republic

KA-015/2019
Public sector data protection and security system

KA-016/2019
Management of water companies

KA-017/2019

System of recovery of irregularities, financial correc-
tions under the conditions of the European Structural
and Investment Funds - preliminary study

KKA-018/2019
Electronic State services and their use - cadaster

KA-019/2019
Verification of the process in monitoring and control
of projects in OP ESIF

KA-021/2019

Audit of the Slovak Water Management Company, s.
e. and the founding powers of the Ministry of the En-
vironment of the Slovak Republic

KA-022/2019

Fulfillment of development concepts in selected State
enterprises in the founding competence of the Minis-
try Agriculture and Rural Development of the Slovak
Republic

KA-024/2019
Electronic toll collection

KA-025/2019
Providing services in the external environment in Rail-
ways of the Slovak Republic

KA-026/2019
Exercise of rights and obligations by MH Manazment, a. s.

KA-027/2019
Higher territorial units - creators and implementers of
selected public policies

KA-028/2019
Development of memory and fund institutions and re-
newal of their national infrastructure

KA-029/2019
Audit of management of public funds and disposal of
property in the municipality Luka and company Sachor

KA-030/2019

Management of public funds and disposal of property
in selected entities of territorial self-government (mu-
nicipality Fricka, municipality Hrabské)

KA-031/2019
Opinion on the draft State final account of the Slovak
Republic for 2018

KA-034/2019
Transboundary movements of wastes according to the
Basel Convention provisions

KA-036/2019

Compliance with the obligations arising from the
State enterprise Military Forests and Property from
the Public Procurement Act procurement

KA-037/2019
Opinion on the draft Budget of the Public Administra-
tion and the State Budget for 2020

Analytical reports:

Remuneration of pedagogical staff in primary schools
- ARE TEACHERS MOTIVED TO PROVIDE QUALITY
PERFORMANCE?

Self-government of Bratislava - HOW FURTHER
WITH THE REFORM OF SELF-GOVERNMENT IN
BRATISLAVA?

Green cities - Sustainability of the urban environment
in the Slovak Republic







