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TThe fundamental Law, being at the top of the 
hierarchy of legislation, has brought about one of 
the most profound changes by elevating the matter 
of public finances to the constitutional level. In its 
chapter on public funds, the fundamental Law 
lays down guarantees pertaining to the central 
budget, public debt, national assets, transparency, 
sharing of public dues, the National Bank of Hun-
gary, the fiscal council and state Audit office.

The chapter on public funds stipulates, as 
a key principle, the requirement of balanced, 

transparent and sustainable fiscal manage-
ment. The debt rule has been placed at the 
heart of legislation on public finances. fulfill-
ing the debt rule depends not only on reduc-
ing public debt but also on increasing the gross 
domestic product (GDP), as a precondition 
of which the principle of a competition-based 
economy has also been strengthened at the 
constitutional level (Domokos et al., 2016a).

A disciplined fiscal policy is primarily the re-
sponsibility of the National Assembly and the 
Government, but other government agencies 
are also required to enforce this principle in 
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performing their duties. compared to the pre-
vious constitution, an important shift in focus 
has been the role of the constitutional court 
not as a balance among the branches of power 
but as an institution that respects the country’s 
efforts aimed at balanced and sustainable fiscal 
management. This is underpinned by the ob-
vious truth that the economic possibilities set 
limits to the enforcement of rights. However, 
the budget policy of National Assembly and 
the Government is not left without balances, 
as a fiscal council with the right to veto in re-
spect of observing the debt rule has been set up 
as a protector of this constitutional requirement 
(Domokos et al., 2016a). At the same time, the 
fiscal council’s remit is relatively narrow and 
hardly goes beyond commenting on meeting 
the proposed budget or the debt rule.

As public finances grew in importance, so 
did – by necessity – the weight of the state Au-
dit office. As a bastion of the public finances 
system in its capacity as a financial audit in-
stitution, it had to integrate the protection of 
high-priority public finance objectives in its 
everyday work. The permissive provisions of 
the 1989 sAo Act did not ensure sufficiently 
strong powers for sAo to bear increased liabil-
ity arising from this role and to support good 
governance, a goal formulated in its long-term 
strategy. It was necessary to strengthen sAo’s 
independence and powers as well as creating 
an institutional role meeting the requirements 
of modern times.

following the adoption of the fundamen-
tal Law, the first cardinal act to be passed by 
National Assembly was the Act on the state 
Audit office of Hungary. The new sAo Act 
provides that “With its findings, recommenda-
tions and advice based on its audit experience, 
the State Audit Office of Hungary assists the Na-
tional Assembly, its committees and the work of 
the audited entities, thus facilitating well-gov-
erned state operations”.

The provisions of the new sAo Act had a 

threefold effect on accomplishing the sAo’s 
mission and role in society. The sAo’s strength-
ened independence has created an institution 
that fulfils all requirements even by interna-
tional standards of independence. Its augment-
ed audit powers have been instrumental in 
ending an age of audits without consequences. 
This twofold change ensures that the institu-
tion makes objective and unbiased findings and 
freely chooses its audits and audit methodolo-
gies. According to the sAo’s model of sAIs’ 
contribution to good governance, sAIs’ legal 
status, powers and independence are the foun-
dations of activities supporting good govern-
ance (Domokos et al., 2016a). furthermore, 
in order to attain its utilisation objectives, by 
performing new activities stipulated in the new 
sAo Act, the sAo can support the work of 
audited entities and the National Assembly in 
new roles as well.

EnhAnCIng SAO IndEpEndEnCE

In respect of sAIs’ independence, the Interna-
tional Monetary fund, the uN and INTosAI 
share the view that sAos can only discharge 
their duties objectively and effectively if they 
remain independent of the audited entity 
and protected from external influence. In 
relation to its work, sAo audits the agencies 
of the executive branch of Government; 
makes recommendations to the Government, 
the ministers concerned and the audited 
entities; and presents, in its reports and 
studies, the systemic deficiencies identified 
in the functioning of public finances and the 
sources of hazards at the intersections of the 
public and private spheres (Domokos, 2010). 
Therefore, independence from the executive 
branch and its related guarantees enshrined in 
law came to be viewed as central issues when 
the constitutional situations of affected state 
audit offices were analysed.
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Insuring independence in accordance with 
international standards is critical in the fol-
lowing areas: legal, organisational, personal, 
financial and functional independence.

Legal independence

Legal independence rests on the international 
professional community’s broad-based support 
and agreement. subject to the Lima Declaration 
incorporating the core principles of the In-
ternational organisation of supreme Audit 
Institutions (INTosAI), the establishment of 
a supreme audit institution must be declared 
in the constitution, i.e. it is the constitution 
(fundamental Law) that must state that a state 
Audit office operates within the Hungarian 
legal system. The state Audit office of Hun-
gary has been declared to be the financial and 
economic audit organisation of the National 
Assembly since its establishment first by Act 
XX of 1949 (hereinafter constitution Act) 
and then by the fundamental Law replacing 
the above.

Another requirement stipulated in the 
Lima Declaration provides that the degree of 
independence must be declared at the con-
stitutional level. The fundamental Law also 
determines the degree of independence from 
a personal, organisational and functional as-
pect. The fundamental Law ensures the per-
sonal independence of the sAo’s President by 
stipulating a 12-year term of office while the 
President is under an obligation to report to 
the National Assembly. The sAo’s detailed 
Rules of organisation and operation are 
determined in a cardinal act. Smuk (2010) 
points out that in the case of rules/decisions 
to be adopted by qualified majority, the cur-
rent political majority cannot have a “sense of 
ownership” of this office. The substantive ele-
ments regulated under a cardinal act become 
independent of the executive branch. In re-

spect of functional independence, the funda-
mental Law stipulates that the sAo performs 
audits within its statutory remit and performs 
the same in consideration of the aspects of the 
regularity, expediency and efficiency.

In respect of the sAo’s legal status and 
constitutional standing, a critically important 
rule and safeguard is a provision of the sAo 
Act stipulating that any provision related to 
sAo’s legal status and competence can only 
be included in the fundamental Law and in 
the sAo Act. Prior to 2011, legislation only 
included the term “by law”, which had a much 
more limited value in terms of safeguards.

Organisational independence

With regard to organisational independence, 
more marked changes have taken place. The 
new sAo Act declared that in performing its 
audit activities, the sAo remains independent 
of any other organisation, which provision 
set a new and more subtle yardstick of 
independence. The former sAo Act referred 
to independent legal status using wording to 
the effect that the sAo was only subordinated 
to the National Assembly and legislation. This 
wording was not only inaccurate but also gave 
rise to a legal misconception as it identified legal 
status subordinated to the National Assembly 
with the notion that only sources of law issued 
by the National Assembly were applicable to 
the sAo. Article R of the fundamental Law 
declares that “The Fundamental Law and legal 
regulations shall be binding on everyone.” The 
sAo – as an organisation functioning within 
a constitutional jurisdiction – is subordinated 
ab ovo not only to legislation but also to lower 
level sources of law constituting a part of the 
jurisdiction in respect of life conditions and 
hence it is governed by the entire spectrum of 
legal regulations. This is the view reflected in 
the Lima Declaration as well.
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By declaring functional independence in 
a cardinal act, safeguards required for a state 
audit office to be able to conduct the audits 
that it finds necessary in terms of the topics 
designated by it at its own discretion (Alven-
tosa, 2014).

In clarifying the sAo’s legal status, an im-
portant step was the revocation of the secre-
tary General’s statutory mandate related to 
managing the administrative organisation. 
from 27 June 2004 to 30 June 2011 (un-
til the new sAo Act’s entry into effect), the 
secretary General, in respect of the sAo as a 
stand-alone chapter within the central budget, 
exercised the rights of the head of the organi-
sation responsible for supervision of the chap-
ter, while at the same time it had no direct 
responsibility (accountability) towards Parlia-
ment for its activity performed in this capac-
ity. The rights conferred to the President of 
the sAo in the fields of economic, financial 
and organisational independence were im-
paired due to these licences, however, they 
were still personally held accountable by the 
National Assembly for the functioning, fi-
nancial management and task performance 
of the organisation. With the impairment of 
the powers of the President of the sAo, the 
institutional guarantees for the independence 
of the sAo also diminished, because in the 
case of the selection or dismissal of the secre-
tary General, the rules on conflict of interest 
were not enforced that would have ensured 
their independence and impartiality in politi-
cal and economic matters. We can state that in 
that position the secretary General had weak 
legitimacy, but powerful licences.

Personal independence

Based on the Lima Declaration, the President’s 
independence must be guaranteed by the 
constitution. The fundamental Law ensures 

the President’s independence by introducing 
the rule of election by an absolute two 
thirds majority and a 12-year term of office 
overarching several parliamentary cycles.

A pivotal rule regarding the President’s elec-
tion is included in the fundamental Law, the 
cases of terminating the office being regulated 
by the cardinal sAo Act. Pursuant to the Act 
on the National Assembly, the termination of 
the office of President requires a two thirds 
majority of MPs’ votes, whereby the objective 
of the Lima Declaration is attained, namely 
that the rules of termination should not have 
an adverse impact on the President’s inde-
pendence. The level of source of law and the 
provisions set out in the cardinal Act provide 
sufficient guarantee for that. It can be con-
cluded in respect of the cases and conditions 
of termination that they do not have an ad-
verse impact on the President’s independence.

The new regulatory environment also re-
tained the safeguards of independence built 
around the President’s immunity and non-re-
moval from office. In respect of non-removal 
from office, one of the expectations is the in-
dependence of the appointment and dismissal 
procedure of the executive. In Hungary, nei-
ther the former nor the new sAo Act granted 
any powers to the Government related to the 
sAo’s President, such powers being exercised 
by the National Assembly. The President’s suf-
ficiently long term of office guarantees that he/
she discharges his/her duties independently of 
the election cycle(s). Hungarian law grants the 
right of immunity to the sAo’s President at the 
highest level, the same as that granted to MPs.

The new sAo Act introduced a rule where-
by following the termination of the President’s 
term of office, the President shall remain in of-
fice until the National Assembly elects a new 
President. The above is justified by historical 
experience, i.e. it is a challenge in a multi-party 
parliamentary democracy to reach a consensus 
required for the election of an official. That is 
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because the degree of necessary consensus is 
the same as the degree of consensus needed 
to adopt the fundamental Law and, therefore, 
two thirds of the (affirmative) votes of MPs 
are required. Domokos (2014) gives a detailed 
analysis of operational risks facing the sAo 
without an elected leader – due to obligations 
that can only be fulfilled by the President per-
sonally -, which can give rise to functional 
deficiencies and the organisation’s failure to 
comply with constitutional and other statu-
tory obligations. under the former sAo Act, 
there were two occasions – in 1996–1997 and 
2009–2010 – where the sAo operated with-
out an elected leader.

The audited entities shall not have the right 
to influence the auditors, and the auditors shall 
not be dependent on the audited entities. That 
is guaranteed by the inclusion of a conflict of 
interest provision in the sAo Act applicable 
to auditors as well. The entire auditing staff 
must comply with the highest-level and strict-
est conflict of interest regulations and so the 
sAo’s President, Vice-President, officers and 
auditors enjoy wide-ranging protection from 
engaging in activities violating the public in-
terest and serving other interests.

Financial independence

The question of financial independence is also 
treated as a priority by both the Lima and 
Mexico Declarations. According to the Lima 
Declaration, the minimum requirements 
ensuring financial independence include the 
following: adequacy of financial sources, right 
of direct access to the National Assembly 
and freedom of utilising financial assets. The 
Declaration of Mexico clarifies the guarantees 
by emphasising that the executive branch 
should not exercise any control over the 
material, human and financial resources of the 
supreme audit institution, and these resources 

should be provided by the National Assembly 
or by one of its committees.

concerning the sAo’s independence, one 
of the farthest-reaching interventions in the 
new sAo Act has been the consolidation of 
financial independence. Ever since its incep-
tion, the sAo has had a dedicated chapter in 
the structure of the central budget and as such 
has been an independently operating and self-
managed budgetary organisation performing 
its activities with financial independence. The 
first augmented statutory guarantees thereof 
were included in the sAo Act as of 27 June 
2004. It stated that the sAo was responsible 
for drafting a proposal concerning the rel-
evant budget chapter and the execution of the 
budget. The new sAo Act has supplemented 
this provision by elevating a pre-existing and 
functioning – albeit unenacted – practice to 
the level of legislation, whereby the Govern-
ment now submits the sAo’s proposed budg-
et to the National Assembly unmodified and 
proceeds in the same manner with regard to 
the report on the execution of the budget.

The new sAo Act puts an even more sig-
nificant and – even by international stand-
ards – unique check on the National Assem-
bly’s interventions by stating that the sAo’s 
budget must be determined so that it does 
not amount to less than it was in the previ-
ous year’s central budget. The new Act also de-
clares that in addition to the tasks stipulated 
in the sAo Act “any other tasks can be as-
signed to the state Audit office of Hungary 
by law only if the funds necessary for the per-
formance of such tasks are also provided at the 
same time.” Thanks to these safeguards, the 
organisation’s functioning cannot be paralysed 
and burdened with additional duties without 
resources or by means of curbing its budget in 
nominal terms.

The remuneration and benefits due to the 
sAo’s President, Vice-President, officers and 
auditors are regulated by the sAo Act and, 
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therefore, the current system of remunera-
tion also adds to the organisation independ-
ence. The Government is not in a position to 
influence auditors’ remuneration, which was 
theoretically possible under the previous leg-
islation.

Functional independence

Room for manoeuvre related to the perfor-
mance of audit work is provided to supreme au-
dit institutions by authorisations guaranteeing 
independent audit activities, which at the 
same time carries the responsibility of creating 
added value. It is for this reason that we attach 
heightened importance to the stipulation 
in the new sAo Act that the sAo remains 
independent of any other organisation in 
performing its audit activity. The state Audit 
office performs its audits under the provisions 
of law in topics and locations selected at its 
own discretion and based on the requests of 
organisations duly authorised by law.

With regard to functional independence, 
Hungary had traditionally recognised the 
freedom to choose audit topics and audit 
types; the range of ex-ante and ex-post audits; 
and topics auditable subject to limited audit 
powers. These subject areas were always regu-
lated by the current sAo Act in consistency 
with international requirements. The choice 
of audit topics was and has remained free in 
addition to the mandatory range of areas or-
dered to be audited by the sAo Act, with the 
sAo having conducted and continuing to 
conduct a significant number of audits with 
topics selected at its own discretion. However, 
it was only the new sAo Act that included a 
safeguard provision stipulating that the insti-
tution’s audit plan must be approved by the 
sAo’s President.

The fundamental Law gives a mandate to 
the sAo to conduct audits on regularity (com-

pliance), effectiveness and expediency alike. 
In order to verify criteria of efficiency and 
economy, the sAo also has powers which can 
be derived from other regulations. According 
to the Act on Public finances, the goal of the 
controls on public finances – and as such the 
goal of the state Audit office representing the 
external level of public finance controls – is 
to ensure the effective, efficient and economic 
management of the national wealth. This can 
be interpreted as a direct mandate and also a 
duty for the sAo, based on which it can carry 
out compliance or performance audits.

This does not impair the sAo’s audit role, 
on the contrary, international standards also 
recognise statutory audits with limited audit-
ing powers. for example, audits on the use 
of funds disbursed to parliamentary party 
factions; the National Bank of Hungary’s fi-
nancial management and its other non-core 
functions; use of block and categorical grants 
disbursed to churches and institutions main-
tained and operated by them; or the use by 
national security services of special operating 
budgets can only be performed against com-
pliance criteria.

from the aspect of independence, one of 
the most important powers is related to the 
requirement of publicly disclosing reports. 
In respect of report findings, consideration 
must be given to the audited institution’s 
opinion on audit findings; furthermore, data 
security provisions must be complied with, 
while at the same time the sAo’s free deci-
sion on the contents of reports and its abil-
ity to fulfil statutory obligations related to the 
public availability of these reports must also 
be ensured. The new Act also stipulates that 
the sAo’s reports cannot be contested before 
a court or other authorities. The sAI reports 
must meet both the criteria of utilisation and 
the expectations related to the strengthening 
of public confidence in the professionalism of 
the sAo. from the aspect of the wide-ranging 
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utilisation of reports, it is therefore critical to 
ensure that the sAo’s findings convey a clear 
and unambiguous message to all target groups 
(Domokos et al., 2016b)

In summary: The criteria of audit independ-
ence is supported by the entire regulatory sys-
tem providing the necessary mandate for the 
sAo to be in possession of the ability – con-
sidered a yardstick by Alventosa (2010) – to in-
vestigate topics selected at its own discretion, 
which is a real hallmark of independence.

ThE STATE AudIT OFFICE’S AugMEnTEd 
AudIT pOwErS

The new sAo Act contains detailed powers as 
important from the aspect of the utilisation 
of the sAo’s work as are the safeguards of 
independence. The obligation to cooperate 
and prepare an action plan, along with 
the system of administrative warnings and 
property protection provisions represent 
rights and competences and – from the aspect 
of audited entities – obligations that result in 
increased sAo responsibility.

Obligation of  cooperation

Pursuant to the provisions set out in the Lima 
Declaration, access to audit information shall 
be ensured in a timely manner. The former 
sAo Act defined sufficient time as a “fast track” 
obligation while it did not impose sanctions 
for failure by the audited entities to fulfil this 
obligation. concerning the provision of audit 
information, the sAo relies on cooperation 
from the audited entity and, other than the 
obligation to tolerate audits and be available, 
the latter’s active behaviour makes effective 
audits possible. Due to the former sAo Act’s 
deficiencies, there were cases where sAo was 
unable to conduct scheduled audits and so the 

legislator deemed it reasonable to strengthen 
the respective provisions with sanctions.

The adoption of the new sAo Act and the 
amendments to the criminal code placed the 
obligation to cooperate on new foundations. 
The new sAo Act orders to fast-track the pro-
vision of data or documents but allows maxi-
mum 5 business days for it to be completed. 
subject to the criminal code, as from 1 Janu-
ary 2012 failure by the audited organisation to 
cooperate gives rise to the criminal liability of 
the head or employee of the audited organisa-
tion. These two pillars of the obligation to co-
operate (namely, the stipulation of a deadline 
and the sanctioning of non-compliance) pro-
vide strong audit powers to the sAo, based 
on which the audited organisation can be pre-
vented from obstructing or thwarting audits 
by withholding documents. In addition to the 
new sAo Act allowing the sAo’s President to 
initiate disciplinary procedures or take other 
actions, the effectiveness of auditing activity 
and the utilisation of audit findings are greatly 
facilitated by tighter regulations pertaining to 
the obligation to cooperate.

In 2014, the sAo contacted the Public 
Prosecutor’s office on grounds of violation of 
the obligation to cooperate on one occasion 
and in 2015 it took the same measure on 10 
occasions. such measures provided by Article 
33 (3) (a) of the sAo Act became necessary 
since the representatives of audited entities 
made written declarations on their inability 
to make available relevant documents or data 
requested for auditing purposes.

The obligation to prepare action plans  
and the role of  ex-post audits

The organisation’s contribution to good 
governance culminates in the measures taken 
by the audited entities. As result of such 
measures, the audited entity can be urged to 
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fulfil its duties more regularly, effectively and 
expediently. By the adoption of the new sAo 
Act, regulatory uncertainties have radically 
diminished in respect of action plan preparing 
obligations. The obligations and the related 
responsibility were made absolutely clear. The 
recipient of findings, usually the head of the 
audited entity, is required to work out an action 
plan item in response to each actionable finding 
and submit the action plan thus assembled 
to the sAo within 30 days of receipt of the 
report. Domokos (2014) pointed out that this 
was an important step forward as prior to the 
sAo Act’s entry into effect, the consequences 
of barely more than half the recommendations 
were captured in some specific measure, i.e. a 
great number of findings went unutilised in 
everyday practice. According to the reports 
filed by the state Audit office between 2006 
and 2009, statistical data on the proportion 
of unfulfilled recommendations reflected a 
deteriorating situation year to year. from 2006 
onward, the non-fulfilment rate increased from 
11% by 5 percentage points every year. This 
clearly demonstrated that audit work seemed 
to be increasingly unsuccessful under the legal 
framework in force at the time.

since the new sAo Act took effect, the 
state Audit office has had an explicit obliga-
tion to scrutinise action plans substantively 
and, if they are found deficient or unaccep-
table for other reasons, to return the same 
with a new deadline for filling gaps. In case of 
default, the Act provides for sanctions against 
the head of the entity responsible for drawing 
up an action plan. In the event that an action 
plan is found unacceptable, the sAo’s Presi-
dent is entitled to initiate criminal or discipli-
nary proceedings as well as sanctions entail-
ing the withdrawal of financial resources (by 
way of initiating with the relevant authority 
suspension of disbursement from the relevant 
subsystem of the central budget of benefits or 
grants due to the audited entity or of access 

to a share of 1% of the personal income tax). 
The competent authority (addressed organisa-
tion) is required to take measures in the mat-
ter, without exercising discretionary powers.

Legislative amendments have also pointed 
out the importance of a paradigm shift at the 
level of audited entities: action plan prepara-
tion is now a required minimum which is not 
measured as such but, if necessary, enforced by 
criminal sanctions with the involvement of the 
authorised public bodies. The preparation and 
approval of action plans, the publicity of our rec-
ommendations and regular audits all contribute 
to the effective implementation of our recom-
mendations. If the sanctions are not effective, 
not possible to be imposed or if the severity of 
the case justifies so, the president of the state 
Audit office may refer the report to one of the 
parliamentary committees, and may initiate an 
interview with the head of the audited entity.

In reports issued in the period 2012–2015, 
a significant number of recommendations 
entailing action plan preparation obligations 
were addressed to hundreds of recipients (see 
Figure 1).

one of the specific features of a sAI operat-
ing as an agency is that the supreme economic 
and financial audit institution formulates au-
dit findings and recommendations and/or can 
initiate other proceedings as necessary but is 
not entitled to issue a resolution with bind-
ing effect on the audited entity. Therefore, the 
sAo does not request specific measures but 
makes recommendations as to the manner of 
rectifying deficiencies. It is in consideration of 
such recommendations that the audited entity 
is required to prepare and submit its action 
plan to the sAo. The sAo evaluates the re-
ceived action plans and, if necessary, requests 
corrections or additions. However, the actual 
implementation of the required measures will 
not be enforced by the sAo but by voters, 
supervisory bodies, employers, internal audit 
units, the Government, the National Assem-
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bly and, not least, social expectations arising 
from the sAo’s widely publicised audits. The 
key to ultimate sanctions imposed on non-
complying entities obliged by relevant action 
plans is in their hands (initiating procedures 
for the establishment of labour law and disci-
plinary liability, removal from post).

In accordance with the sAo’s strategy, in or-
der for sAo’s work to be utilised to the maxi-
mum degree the sAo has made the system of 
ex-post audits more targeted. As part of ex-post 
audits, the sAo evaluates the completion of 
tasks included in action plans, whose result 
is indicative of the risks affecting the regular 
operation of the audited entity. since the in-
troduction of the new sAo Act, 2014 saw for 
the first time the sAo’s conclusion of ex-post 
audits based on a dedicated programme, un-
der which the action plan preparing obligation 
imposed by the new sAo Act was already in 

effect in respect of audits. Figure 2 shows the 
outcomes of measures in the wake of ex-post 
audits conducted at 62 local governments.

over half the measures in action plans 
drawn up in response to 608 relevant recom-
mendations were fully implemented by the 
stipulated deadline and the sAo found 77% 
of such measures acceptable at least to some 
extent. It is noteworthy that by now, based on 
up-to-date records kept at the sAo, traceabil-
ity has become fully ensured. failure to imple-
ment the measures poses a risk to accountable 
manager conduct and the regularity of opera-
tion; therefore, in order to address and miti-
gate these risks, further measures need to be 
taken. If the sAo’s follow-up audit finds that 
the audited entity failed to fully execute the 
tasks undertaken in the action plan prepared 
to address the findings calling for measures, 
the sAo may take further steps.

Figure 1

Number of reports, recommeNdatioNs aNd related addressees  
iN the period 2012–2015

Source: State Audit Office of hungary
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Ex-post audits were also conducted from 
2015. In 2015, within the scope of ex-post au-
dits, the sAo evaluated the implementation 
of action plans in the case of 23 local govern-
ments audited against the same criteria and 
also conducted ex-post audits related to audits 
on two other topics. In the first half of 2016, 
28 ex-post audits were concluded and in addi-
tion to audits at 15 local governments and 5 
state-owned water companies, public transport 
companies and other organisations came under 
scrutiny for their implemented action plans.

Warning letters

The new sAo Act provides further opportunities 
for the President in the event that the 
sAo uncovers regulatory breaches or non-
designated use of assets in its audits. unless 

the law provides the application of more 
severe consequences, the President is entitled 
to address a warning letter to the head of the 
audited entity who must consider its contents 
within 15 days, take appropriate measures and 
then inform the sAo’s President of the same. 
This authorisation makes it possible for the 
sAo to supervise the management of public 
funds throughout the whole audit procedure, 
not simply imposing measures on the audited 
entity at the end of a highly formal audit 
procedure.

The state Audit office calls the attention 
of the senior officers of the audited entity to 
the risks detected during the audit that may 
jeopardise the transparent and accountable 
management of public funds. Taking into ac-
count the obligation of the head of the audit-
ed entity to take measures within 15 days in 
such cases, the sAo considers warning letters 

Figure 2
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a highly effective tool to support good govern-
ance. In 2015, the sAo’s President sent out 
altogether 77 warning letters on the issued 
sAo reports to the heads of audited entities 
and in 2014 it used the same tool on a similar 
number of occasions.

Indications made to authorities  
in the service of  public good

Article 1 (5) of the sAo Act grants a general 
power to the sAo to initiate proceedings 
with the relevant authorities or professional 
advocacy organisations against the audited 
entities and their responsible persons. In 
the event that irregularities are uncovered, 
proceedings to establish personal responsibility 
and against the organisation can also be 

initiated if justified. The system of initiating 
administrative procedures is illustrated in 
Figure 3.

The state Audit office is not an authority, 
and as such it does not have direct sanction-
ing powers with respect to the irregularities 
detected. The limited powers of agency-type 
sAIs not having administrative authorisations 
are offset and, in general, the effectiveness of 
audits is enhanced if the audited entity pro-
vides information obtained during audits to 
those authorities (investigative authority, Bu-
dapest and county Government offices, Pub-
lic Procurement Authority, National Tax and 
customs Administration) which can take ac-
tion to restore regular operations or enforce 
liability by taking direct measures or impos-
ing sanctions. This kind of bridging role helps 
eliminate behaviours that rely on the absence 

Figure 3

the system of iNitiatiNg admiNistrative procedures

Source: State Audit Office of hungary
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of consequences; increases integrity; fosters 
transparency, accountability and respect for 
the rule of law.

The previous sAo Act, concerning the le-
gal status of the state Audit office, granted 
general authorisation for the initiation of ad-
ministrative proceedings. It was in the event 
of suspected criminal activities and by virtue 
of the provisions of the Public Procurement 
Act that the sAo was entitled to contact the 
relevant authority (Domokos at al., 2016c).

Suspected criminal offences
Auditors, as officials, are bound by a reporting 
obligation. In the event that suspected 
criminal offences are detected during an audit 
procedure, the sAo will be required to inform 
the competent investigative authority in order – 
in addition to ensuring the regular operation of 
the audited entity – to serve the overall public 
interest in combating crime and preventing 
the person in charge or others committing 
criminal activities (general prevention). All 
this contributes to creating integrity in public 
life, eliminating corruption and establishing 
integrity-based public administrative functio-
ning (Domokos at al., 2016c).

In 2013, 2014 and 2015, the sAo in-
formed the competent investigative authority 
on 23, 50 and 55 occasions, respectively. fol-
lowing such notification, it is the responsibil-
ity of the competent investigative authorities 
to establish the full facts of the case. Investi-
gations were typically ordered on grounds of 
suspected mismanagement of funds; violation 
of accounting principles; and committing 
budgetary fraud. Based on notifications sent 
out by the sAo, investigations were underway 
in 74 cases in early 2016.

Initiation of proceedings for regularity 
audits at Government Offices
In the course of auditing local governments, 
the sAo often detects operational deficiencies 

and unlawful decisions, procedures and 
policies which the Budapest and county 
Government offices are best equipped 
to rectify. In a regulatory compliance au-
dit, the court is contacted to enforce lawful 
operations, if necessary. To this end – and 
using authorisation granted by the sAo Act 
– the sAo notifies the relevant Government 
office exercising legal supervision over the 
audited local government.

In 2014 and 2015, the sAo notified the 
county or Budapest Government offices in 
29 and 50 cases, respectively, in relation to 
irregular local government operation, deci-
sion-making or legislation. our experience 
and feedback from Government offices sug-
gest that the sAo’s notifications represent 
valuable information for Government offices 
which they heed in planning and conducting 
their own audits. Results achieved through 
notifying Government offices, the general au-
thorisation enshrined in the sAo Act to alert 
authorities lend special weight to the sAo’s 
“word”.

Opening of public procurement remedy 
proceedings
Availing itself of its power laid down in the 
Public Procurement Act, in the past 3 years the 
sAo took a growing number of legal remedy 
initiatives related to public procurement. In 
2013, 2014 and 2015 it contacted the Pub-
lic Procurement Authority on 8, 21 and 36 
occasions, respectively. The increase was also 
observed in the percentage of audits: in 2013 
4.1% of audits, in 2014 8.9% of audits and in 
2015 16.7% of audits entailed legal remedy 
proceedings initiated by the sAo. In these 
legal remedy proceedings, the majority of cases 
involved regulatory breaches and, in many 
instances, the imposition of fines. Initiating 
legal remedy proceedings is not the primary 
goal of audits; rather, it is a possible outcome, 
an easy-to-measure utilisation indicator of the 
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auditing activity instrumental in ensuring the 
lawful implementation of public procurement 
procedures and transparency in spending 
public funds (Gál at al., 2016).

Other notifications
By virtue of the general empowerment 
related to administrative notifications under 
the sAo Act, the number of organisations 
to be alerted by the sAo in the event of 
uncovering irregularities has grown. We notify 
the Hungarian chamber of Auditors and the 
National Tax and customs Administration in 
relation to several audits during the year but 
from time to time, there are cases where the 
National Media and Infocommunications 
Authority, the Hungarian financial supervisory 
Authority and its legal successor, the National 
Bank of Hungary, the Klebersberg Institution 
Maintenance centre, the Hungarian Energy 
office or the court of Registration had to be 
alerted.

Property protection measures

The Act provides for measures substantially 
impacting the financial management and 
resources of the audited entity in cases where 
the audit reveals non-designated or wasteful 
use, or damage caused by actual or threatened 
serious breach by the audited entity of rules 
pertaining to the management of funds. 
In such cases, prevention or mitigation of 
damage is served by the request by sAo’s 
President of property protection measures 
addressed to the competent authority, such 
measures including:

•	freezing of budget appropriation, with the 
exception of salaries,

•	suspension of disbursement of grants from 
a particular subsystem of public finances,

•	suspension of having a share from 1% of 
personal income tax offerings,

•	in the event of suspected criminal offences, 
forfeiture of assets owned or managed by 
the audited organisation and belonging 
to public finance assets (Domokos at al., 
2016c).

The former sAo Act only contained a freeze 
on material and financial resources among the 
measures laid down in the current sAo Act 
and allowed suspending the use of funds in 
respect of investments financed from the cen-
tral budget. The range of property protection 
measures in accordance with the new sAo 
Act is, on the one hand, much broader and, 
on the other, contains the contacted author-
ity’s obligation to take the necessary measures 
and report in writing the same to the sAo’s 
President within 15 days. According to the 
previous regulations, the freezing of funds was 
executed by the Minister of Public finances 
or the head of the audited entity based on 
the request submitted by the president of the 
state Audit office. consequently, the current 
sAo Act has brought along forward-looking 
changes in respect of property protection 
measures, serving the effectiveness and feasi-
bility of measures (Domokos at al., 2016c).

ThE SAO’S nEw rOLES  
And rESpOnSIBILITIES

The new sAo Act authorises the state Au-
dit office to perform new tasks. The right to 
provide advice, conduct analyses and studies 
and issue opinions in addition to performing 
audits has widened the scope of social 
responsibility and added to the sAo’s weight 
among public agencies. In addition to tasks 
designated in the Act, its further roles involving 
targeted project-like temporary assignments 
are defined by parliamentary resolutions. 
In the new roles fulfilled by the sAo based 
on its new assignments, the sAo facilitates 
the attainment of strategic objectives; the 
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transparency and effectiveness of spending 
public funds; and the support of the more 
effective operation of institutions and systems 
delivering public services. To rephrase a classic 
simile used in auditing: the sAo is not only a 
“watchdog” but it has also assumed the tasks 
of a “shepherd dog” in its new role (Domokos 
at al., 2016b). Ensuring maximum utilisation 
of the sAo’s work has called for redefining its 
contact with the public at large.

Making analyses and studies

Regardless of audits, the sAo is entitled 
to make/publish studies on any subject. 
Preparing analyses is an obligation in respect 
of tasks to be performed for the fiscal council, 
but is an option in relation to other subjects. 
The sAo avails itself of this opportunity in 
areas where the extensive utilisation of its 
acquired experience and knowledge is best 
served by analyses and studies, given the 
brevity and strict formal requirements of 
audits, the nature of the addressee and the 
consequences affecting the addressee. Analyses 
offer an opportunity to raise new questions, 
have a new approach to subjects and dispel 
misconceptions and thus help shape thinking 
about public finances.

In the period 2013–2015, altogether 39 
analyses (studies) were published on the 
sAo’s website; based on their declared goals, 
they can be grouped as follows:

•	fiscal council analyses,
•	evaluations and analyses based on multi-

site audits completed under programmes 
with identical criteria,

•	analyses linked to particular audits,
•	individual analyses,
•	analyses to support planning.
Given their weight, I will discuss analyses 

for the fiscal council as a statutory obligation 
in the next chapter. Between 2013 and 2015, 

7 fiscal council analyses were published on 
the sAo’s website while before 2013, 3 fiscal 
council analyses were prepared.

Multi-site audit programmes based on the 
same criteria and audits performed within 
these programmes (known as thematic audits) 
also produced experience which was published 
by the sAo in summary studies and in which 
it revealed systemic problems. In the studies, 
lessons and conclusions are drawn on the ba-
sis of the audit of several institutions and thus 
a broader context can be provided to examine 
a particular phenomenon or problem. Thus, 
e.g. an sAo study on the financial manage-
ment of higher education institutions revealed 
sector-level management problems, while a 
study prepared on the audit of local minority 
self-governments drew as a main lesson that the 
regularity of ethnic minority self-governments’ 
financial management is primarily conditional 
on local governments entering into coopera-
tion agreements with them and ensuring their 
operating conditions. since 2013, the sAo has 
published 4 summary studies.

Analyses related to other individual audits 
are similar to thematic group analyses, but re-
sponding to the raised subject does not require 
a series of audits of several organisations of the 
same type. They are designed to facilitate the 
broadest possible utilisation of a given audit 
and evaluate the subject in a broader context. 
since 2013, 4 such analyses have been pre-
pared.

Individual analyses process themes that are 
relevant from a socio-economic aspect; 22 
such studies were released before the end of 
2015. such analyses have dealt with e.g. fac-
tors influencing the development of public 
debt and the budgetary risks of the monetary 
policy. Individual analyses and studies have 
been completed on topics in relation to which 
the sAo’s activities have been authorised by 
parliamentary resolutions as a kind of social 
responsibility.
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The National Assembly supported the 
sAo’s anti-corruption role by recognising 
an integrity-based culture project introduced 
by the sAo. The Integrity survey fits in with 
a range of studies through which the sAo 
makes a preventive contribution to improving 
the system of public finances. The “Hungarian 
model” facilitates the establishment of an an-
ti-corruption toolkit, whereby heads of public 
institutions make a commitment to these val-
ues by putting prevention first and set up an 
internal operating environment in which their 
organisation and employees can be protected 
from the threats of corruption. In 2015, 2557 
organisations participated in a survey based on 
voluntary data disclosure, which shows that in 
addition to auditing institutions and authori-
ties, a segment of leaders using public funds 
with a commitment to fighting corruption has 
also emerged. In the period 2013–2015, 18 
analyses addressed the subject of integrity and 
on their basis, it was concluded that the risk of 
corruption diminished while anti-corruption 
controls were strengthened among institu-
tions participating in the survey.
The National Assembly supported the 

sAo’s activity in developing financial litera-
cy. In its role in developing financial literacy, 
it issued – for the first time in 2013 and for 
the second time in 2016 – a research report. 
This latter report was designed to map out 
and evaluate initiatives aimed at developing 
domestic financial literacy and financial con-
sciousness as well as the typical features and 
deficiencies of domestic training systems and 
programmes.

Analyses to inform planning are for inter-
nal use and support audit planning and prepa-
ration but can be made public on occasion. 
In the period 2013–2015, two such analyses 
were released – one on government meas-
ures serving the acquisition and utilisation 
of competitive knowledge, and the other on 
determining the sAo audit criteria and focus 

areas of measures stimulating investments. As 
the title of these studies also suggest, they are 
designed to analyse issues and risks related to 
some future sAo task.

A separate level of utilisation is represented 
by studies and articles released as academ-
ic publications on the sAo itself. Thus, for 
example, 2016 saw the launch of a series of 
studies entitled “Building Blocks of Good 
Governance – The supreme Audit Institution, 
the state Audit office of Hungary in focus”, 
within which 11 studies were/are released on 
the sAo website in both Hungarian and Eng-
lish.

Analyses supporting the work  
of  the Fiscal Council

The fiscal council, established under the 
stability Act in 2011, issues opinions on the 
budget appropriation bill and the execution 
of the debt reduction intended therein. 
currently, the National Assembly can only 
pass budget appropriation bills believed by the 
fiscal council to reduce the public debt ratio 
relative to the GDP. furthermore, the fiscal 
council is tasked to issue opinions every six 
months on the status of the execution of the 
Budget Act and the anticipated trend of public 
debt. The sAo’s President supports the fiscal 
council’s work specified in the stability Act 
by way of analyses and making such analyses 
available to the fiscal council.

separately from the sAo’s comments on 
budget appropriation bill but in parallel to 
such audit, the sAo prepares analyses for the 
fiscal council. In its analyses, the sAo ex-
presses its opinion on the budget appropria-
tion bill; the procedures related to working 
out a public debt indicator; the calculations 
underpinning the proposed amount of pub-
lic debt and their justification; and the en-
forcement of the public debt rule laid down 
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in the fundamental Law before the National 
Assembly’s closing vote on the budget ap-
propriation bill, i.e. whether the conditions 
necessary for the passage of the bill have been 
met (Domokos et al., 2016d). Given the high-
priority role of the fiscal council’s opinion in 
passing the budget appropriation bill, the role 
of the sAo’s analyses informing the fiscal 
council’s opinion has appreciated.

To support the work of the fiscal council, 
the sAo prepares analyses on budgetary pro-
cesses in the year preceding the current year 
and also in the current year. (fiscal council 
analysis). The analyses are designed to present, 
on the basis of the first six months’ budgetary 
and macroeconomic data in the current year, 
which major appropriations in the budget are 
expected to be overperformed or underper-
formed by the end of the year and, based on 
that, to point out risks involved in attaining 
the current year’s budget deficit objectives and 
fulfilling the public debt rule.

The stability Act segregates the opinion of 
the sAo’s President represented in his capaci-
ty as such from his decision made and opinion 
expressed as a member of the fiscal council.

Consultancy

consultancy is a function that can closely 
be linked to audits and for which the sAo 
has authorisation at an organisational level; 
therefore, it is not performed at the level of 
auditors participating in particular audits. 
The promotion of the improved management 
of public finances is a significant focus area 
in the consulting activities performed by the 
sAo. To this end, on particular important 
public finance subjects, the sAo seeks to 
disseminate “good practices” and provide 
guidance to ensure that its work supports the 
renewal and operation of the public finances 
system even more effectively. The sAo’s 

experts and leaders share their experience at 
conferences, professional presentations and 
forums. In the past 5 years, the sAo held 
“good practices” seminars on 12 occasions, 
ensuring an opportunity for potential audited 
organisations to have an understanding of the 
requirements of regulated operation.

The international seminars organised by the 
sAo in 2014 and 2015 were designed, in ad-
dition to sharing domestic and international 
best practices, to disseminate an integrity-
based public administration culture and sup-
port the development of transparent public 
functioning.

consultancy also involves a system of self-
tests developed in a unique way by the sAo 
that have been available to local governments, 
ethnic minority self-governments and church 
organisations since 2014 and to the institutions 
of the central subsystem since May 2015. self-
tests can be found on the sAo’s website, their 
completion being on a voluntary basis without 
sAo involvement. Their purpose is to enable 
respondents to formulate a view of the regular-
ity of their own operation and the state of their 
own control mechanisms. Ever since they were 
published, self-tests have been downloaded in 
a growing number by those concerned, which 
evidences effective utilisation.

Consultation tasks

Referred to as a consultative task, seeking 
the sAo’s preliminary opinion on legislative 
drafts affecting the sAo’s legal status and 
competence is actually a regulatory safeguard 
of sAo independence. It is the obligation and 
responsibility of the public administrative 
body submitting the particular regulatory 
draft to solicit such opinion. In addition, 
pursuant to the sAo Act, in the course of 
administrative consultation, bills on internal 
controls and public finance accounting must 
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be sent to the sAo, allowing a deadline for 
comments.

The government also needs the sAo’s ex-
perience in areas other than those specified 
in the Act whenever it requests the sAo to 
give its opinion. Thanks to sAo opinions, the 
sAo’s audit experience shared in the admin-
istrative consultation phase concerning sys-
temic problems, if any, can already be utilised 
in the legislative drafting phase. The sAo’s 
participation in legislative drafting work-
ing groups is utilised similarly. for instance, 
in 2015 the institution delegated a member 
to the working group on drafting the overall 
amendment to the Act on Public finances. 
The sAo is a member of the Internal controls 
Working Group operating under the Ministry 
for National Economy and of the National 
Accounting committee. The Government’s 
reliance on the sAo’s opinion in its work is 
an indication of the sAo’s norm-setting role 
and the importance of the knowledge it accu-
mulates through its wide-ranging audit expe-
rience (Mészáros et al., 2016).

The highest level of the consultative role is 
the representation of the sAo, or rather, its ex-
perience in the state Reform committee. It is 
compatible with the sAo’s mission and tasks 
specified in the sAo Act that the sAo should 
share its audit-based experience and opinion 
with Government agencies (Domokos, 2014). 
At the same time, from its constitutional sta-
tus and duties it also follows that its role can 
extend to working out opinions and recom-
mendations and sharing the collected infor-
mation while it cannot assume responsibility 
for governance (Mészáros et al., 2016).

Through its opinions, the sAo contribut-
ed to finalising regulatory drafts sent to it in 
28 cases in 2013, 9 cases in 2014 and 25 cases 
in 2015. coherent and consistent legislative 
work performed at the right standard not 
only lays the foundation for regularity and 
order but is also a prerequisite of auditability 

and accountability. Based on experience from 
recent years, it can be safely said that only 
strict legal provisions enabling accountability 
and the regular and consistent verification of 
compliance therewith can result in the regu-
lar, more effective, more efficient and more 
economical use of public funds and public 
assets.

Roles augmented by parliamentary 
resolutions

By adopting resolutions on accepting reports 
on the sAo’s annual professional activities, the 
National Assembly has specified further tasks 
related to the sAo’s social responsibilities. 
The National Assembly has resolved to 
confirm the sAo’s medium-term strategy and 
subsequently extend the timespan thereof for 
an indefinite period. It agreed that the sAo 
should audit areas posing a corruption risk 
and implement its project – known as the 
Integrity Project – designed to map corruption 
risks. The activity exerted within the project 
and in the field of integrity assessments and 
the results thereof were recognised by the Na-
tional Assembly in a resolution last year.

In addition, the National Assembly sup-
ported the sAo’s participation and role as 
donor in the activities of the INTosAI De-
velopment Initiative. This was followed by 
endorsing the sAo’s social responsibility in 
developing financial literacy and thereafter its 
consultancy activity related to management 
systems and its management training on ethi-
cal public finances. In conjunction with the 
foregoing, the sAo renewed its agreement 
with the university of Miskolc, which places 
an emphasis on developing public manage-
ment. This cooperative effort is a contribution 
to dual training and implementing the condi-
tions of further education, whereby a training 
system at university level has been created with 
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the purpose of research into and teaching the 
measurement of public sector performance.

The power of  publicity

Modern instruments of publicity and the 
increased use of communication channels 
magnify the organisation’s ability to make 
an impact, thereby supporting the regular 
and efficient use of public funds. All reports 
and approved analyses and studies are placed 
on the sAo’s website but communication is 
implemented far more widely. In 2015, in order 
to deliver its published 221 reports to the public 
at large, the sAo held 14 conventional and 45 
“electronic press conferences” to inform local 
media. Information brochures compiled for the 
National Assembly and presentations delivered 
by the organisation’s leaders and auditors at 
professional events are also shared on the sAo’s 
website. The sAo’s principal communication 
goal is to become the source of news itself. In 
2015, about 75% of news items originated 
directly from the sAo as the primary source.

The sAo operates a News Portal, a separate 
communication channel where auditors up-
load the most relevant news and results linked 
to the organisation’s work. In 2015, 1293 
news articles in total were posted on the News 
Portal. The sAo News Portal (www.aszhirpor-
tal.hu) allows an insight into the institution’s 
everyday work and in doing so makes the pub-
licly funded office’s operation outstandingly 
transparent even by international standards. 
Through the transparency and traceability of 
its organisational processes, the sAo wishes 
to operate as an exemplary model organisation 
for public institutions.

SuMMAry

since the new sAo Act’s entry into force 
in 2011, the sAo has received the required 
authorisation to end an age of audits without 
consequences and has been assigned the 
competence to audit any organisation using 
public funds or public assets for the spending 
of such resources. Based on its mission, the 
sAo is instrumental in the regular, expedient 
and efficient spending of public funds (“order 
creates value”). In addition to its auditing 
task, it has been successful in complementing 
this mission through its studies, analyses, 
comments and consultancy activities, as well 
as the extensive use of publicity, serving the 
accomplishment of audit objectives and 
thereby making an important contribution 
to supporting an ethical system of public 
finances. Measuring integrity; using self-tests; 
sharing best practises in seminars; and making 
analyses all serve as a practical “bellwether” 
for leaders about how to manage compliance 
with a changing regulatory environment and 
widely disseminate and strengthen the culture 
of regular and ethical leadership. Therefore, 
these powers – just as individual audits – are 
conducive to the norm-setting role of the 
sAo as the auditing institution of public 
spending and contribute to establishing the 
well managed state. In possession of safeguards 
of independence and strong powers and 
proactively undertaking roles pointing beyond 
its auditing activity, the sAo is enabled to 
interpret social responsibility in the modern 
sense of the word and thereby concentrate its 
efforts efficiently on shifting the behaviour 
of audited entities towards the regular and 
effective spending of public funds.
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