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Dear reader!

For the NAO, the year 2004 was the time to contatefits
activities and to learn as well as a time for irettons. It was
also a year to remember everything we had beetingt&o
forget about. What are we learning, then? Who \ge\ahy
we are and why do we operate on the account o&geexs.

There is a board on the wall on the first flootted NAO
building displaying copies of old pre-war newspaapkticles
on the NAO. One of those articles is titled “Guardof the
state“. This sums up the essence of the NAO. Th® KNAs
to be like like a sailor on the lookout on top diigh mast,
based on whose reliable information the helmsmarstzer
the ship and the captain adopt decisions. Our itotishal
independence provides us with a panoramic viealldtvs us
to observe things in a wider perspective and froen t
distance, at the same time using the spyglasec#ssary, to
get a more detailed look of one thing or other fitbin big
picture and focus our attention.

The work of an auditor can be compared to thatafyrother professionals. One of those is defingely
doctor performing acupuncture.

In our work we have to be on top of things, andeveisough to know exactly where to insert the needle
in order to stop the headache. It can be a legXample. Or in order to improve the work of tharhe
one has to stimulate a spot behind the ear.

Our opinion carries weight only if our audits aerfprmed in a professional manner and our people
know how the state really operates. Every inexpegd proposal or opinion decreases our reliability
and narrows our opportunities to eliminate the [@mis in cooperation with the auditee. If we are
thoroughly familiar with the auditee, people andiqg if we possess historical memory that alloves u
to know why one thing or another has been handiedvay it has, we will have considerably better
opportunities to see that the audited tax moneyldvbe used as wisely as possible. We cannot afford
a situation where the ministry officials will smidvery time they hear of the visit of the NAO oiidils

— here they come again with their naive ideas.

Therefore, | adopted a decision in 2004 to chahge\AO’s current structure that was based on audit
types to that based on ministries. In order tolide # provide the auditees with expert advice, the
auditors themselves have to be familiar with trspeetive field — the new structure helps the auslito
to delve into their area of activity. Only then ¢ae NAO make expert proposals that can really be
useful, so that we together can change our codotrthe better.

Our resources are limited as is everything in aoglscountry. Thus we have to focus on what is
important instead of paying attention to many tkiagthe same time. Concentrating on small things
prevents us from focusing on big questions thapareary in the life of the state and that require
hundreds of millions or even billions kroons.

Generally we only look into the past when it hdlpgmprove the process of making decisions
regarding the future. Every audit must provide asguality to draw conclusions regarding future
behaviour. Then it has value and the money spetttisraudit has been well spent.

| hope that this year we will be more able to abeve things, in the light of the decisions made in
2004, and look at them as a whole, observe thersystee the wood for the trees.

Mihkel Oviir
Auditor General



1. Core activity of the National Audit Office

Who does the National Audit Office work for?

The National Audit Office is an independent audttwat operates in the interests and on the acajunt
taxpayers and has the task of looking into howsthé and local governments have spent taxpayers’
money and what they have offered in return. Theltef the work of the NAO are first of all
addressed to the Parliament, Government and trexgguublic.

The NAO's relationships are maintained with the &owvnent. While auditing a report, activity or key
issue, we always treat it as “belonging” to someaereas a person’s immediate obligation to take
care and assume responsibility. Of course, the gearaf the agency or entity being audited has the
principal liability, but we have also emphasisegl phinciple of the minister’s liability for the ar®f
government in question for several years. We deéemmatural and efficient way of solving problems
by forwarding the majority of our suggestions te tbpmost authority of an area of government who -
even if not having a “personal relation” to thelgeon — bears the ultimate responsibility for wisat i
going on in the area. At the disposal of a ministerthe tools that enable systematic settlement of
problems: a minister is able to not just finaliseragement-related nuances within an administrative
agency, but refer problems to the Government iriotal discuss them, to issue better orders and
regulations that regulate the work of several agsnand to initiate drafts of legislation.

While the National Audit Office and ministries & discussion and debate partners, whose task is to
see to it that the state manages the affairs pbigers as efficiently and economically as possible,
roles of the Parliament include both that of agiesi of discussions and of an intermediary. On one
hand, by issuing legislation the Parliament prosittee framework discussions, on the other hand it
evaluates, on the basis of the information subhitbet by the NAO, how in spending public money
the Government has abided by the will of the pesplpresentatives, i.e. laws. While doing thag, th
NAO is not only interested in the activity’s offiticompliance with the legislation but also in wiest
the legislation and the activity of the Governmisrgnough to ensure the expedient and purposeful
use of the funds as well as reporting that wowe gin adequate overview of the expenses. Thus, the
objective of communicating with the Parliamentdsiake proposals to improve the management of
the state (i.e. first and foremost the use of tg&psl money). It is not in the competence of theONA

to punish anyone, nor does it exercise authortynbking proposals the NAO helps those whose job
it is to adopt decisions.

Being based on audits carried out during a yearNRAO prepares a summary report that will be
presented to the Parliament — an overview on theand preservation of state assets during the
preceding fiscal year. This is the NAO’s constitagl duty.

In this chain of relations, the role of the taxpaigecertainly that of the owner — without the taypr

there would be no money to spend, the spendinglamt! be audited and neither the spending nor the
auditing could be evaluated. Since irrespectivihefissue under review the case always concerns the
money of the taxpayer, i.e. the owner, the resifltudits carried out by the NAO are brought to the
general public via the Internet and media.

Both the Constitution and the State Audit Officet Aeclare that the NAO is an independent
institution that is competent to decide on the neantime and nature of its audits. Nonethelessave d
not aim at independence to an extent where notetigally depends on us. We are ready to consider
the wishes of those for whom we work within thepeof the criteria that we have established for
ourselves (the aim of carrying out audits the tssafl which could be universalised in broader terms
as regards the entire government sector; the nuailpsrople whom the topic essentially affects; the
amount of money). Generally the audit objects aternined as a result of monitoring. This means
that information has to be collected systematicafyarding the areas of life that the NAO is
interested in, in order to get an overview of thelyiems and the steps the state has taken to solve



them. In addition to looking for new audit objewis also observe the course of things when already
audited objects are concerned, considering a feillpvaudit.

In the international usage, institutions like tha®lare referred to as “supreme audit institutions”,
which means that they have a say in other supewvadivities of the public sector besides the
principal activity, i.e. audits. Auditors of the KDAadvise officials in the development of management
accounting, control systems and audits. The siaigheis to ensure that as much taxpayer money as
possible is controlled with as few expenses asilpless

1.1. Financial Audit Department

Essence of financial audit

The State Budget Act establishes the obligatiotm@MNational Audit Office to give an assessment to
the report on the implementation of the state byalyawn up by the Government of the Republic.
Preparation of the opinion on said report has beemluty of the Financial Audit Department and in
order to fulfil that duty we planned and perfornfggincial audits in a way that they would cover
major cash flow, assets and liabilities that arpdrtant from the state’s point of view. That meant
performing financial audits in both the ministraasd their sub-offices as well as in foundations
founded by the state, companies with state padiicp, etc.

Upon performing its audits the NAO relies on thditing standards of INTOSAI (International
Organisation of Supreme Audit Institutions) accogdio which the financial audit consists of

 the audit of the annual accounts including an apirdn financial reports;

» the legality audit observing the legality of tragisans, i.e. assessing the compliance with
applicable law and regulations (compliance withursgments).

While auditing the annual accounts we wish to asgsgrreader that the annual accounts correctly
record the activities of the reporting entity dgrihe period as well as its financial conditionshat
end of the period. Upon auditing the legality @frisactions we assess whether the auditee in its
economic activities has complied with the relevagtslation applied in its area of activity.

Without giving an opinion we shall also point ol tobservations on financial management and
internal control systems made in the course oatiust

2004: a year full of changes

In the NAO strategy we have set ourselves an abgetti gradually expand the scope of the financial
audit. In 2004, a significant change was carriegd-egarding the scop of the NAQO’s financial audit.
Before, the financial audits focused on auditirggadhnual accounts; in 2004, the NAO also gave an
assessment on the legality of the auditees’ ecanaativities, which is in compliance with our long-
term objective — to assure the Parliament andubéqthat money from the state budget has beent spe
pursuant to laws and other legislation as welhasill of the Parliament.

In the autumn of 2003, four audit teams, whose warkld be based on the ministries’ areas of
government, and one audit team focusing on counxgmrmments were formed in the Financial Audit
Department. The year 2004 showed that the chanteiarganization of work had been justified.
Focusing on a certain area makes the auditor'sgsadp and suggested solutions more valuable for
the auditees as we will be more able to considesgecifics of ministries and other authorities and
that forms a base for the assessment of the legdlgconomic transactions and expediency. In
addition, the auditors’ specialization on certaieas provided our auditees with definite partners f
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cooperation (audit managers and auditors), who ¢eeycommunicate with in the course of the audit
and turn to for advice, if necessary.

We have continued to supplement the methodologlyeoNAQ’s financial audits in order to ensure
the provision of a high-quality audit that wouldibecompliance with modern requirements as well as
with international standards of auditing (ISA) ahd auditing standards of the INTOSAI. Since the
beginning of 2004, we have based the planning diteand assessment of risks and evidence on the
requirements of new international standards oftagd{which will also be integrated into the audgi
standards of the). Relying on our practice as a&that of other supreme auditing institutions, we
have developed the starting points and criteridtferassessment of the legality of transactions.

The NAO'’s financial auditors continued to work imoperation with the Financial Control Department
of the Ministry of Finance. As a result of this peoation, a handbook of financial auditing for
internal auditors was completed in December, 2004 hope that the NAO’s contribution, based on
practical experience, to that handbook, i.e. itglementational part, will help the internal audstan
performing financial audits in the current yeamesl as in the future. We have also organized
trainings for internal auditors, where we have dbsd both the financial audit given in the handboo
as well as our own experience in performing finahaudits in a more detailed manner.

As of 2005, we can rely on the work of the interaadiitors when auditing the annual report of the
state. Preparations for that began already in 208én we started preliminary work on the change of
the scope and organization of our financial awit] submitted our methodic proposals regarding the
performance of audits to internal auditors. Wortkextules were also discussed and coordinated with
the internal auditors and that creates prereqguifitea successful cooperation.

The NAO’s audits and proposals made on their ieasie contributed to the development of
accounting in the public sector. In 2004, the gahreres of state accountancy were implemented, and
the employees of the NAO also contributed to itgetigpment. The implementation of the general
rules was an important step towards the organizatidhe financial accounting of the public sector
and it is with pleasure that we see that the anac@unts for 2004 are in compliance with the good
practice of accounting.

2004 in numbers

In 2004, the Financial Audit Department carried awbtal of 28 audits. Audit reports were drawn up
regarding each audit, and submitted to the Parligang Committee for State Budget Audit.

In addition to general financial audits, the Firiah&udit Department also carried out three audiits
economic activities. The latter differs from thassgical financial audit by means of its scopejtse.
objective is not to assess the annual accounis ¢aricentrates on the identification of shortcogsiim
financial management and internal auditing systemvell as on making appropriate proposals, which
give additional value to our work.

In 2004 we also audited the organization of acdagrdand legality of transactions of county
governments (Ida-Viru, Viljandi and Parnu Countgylanstitutions under their authority.

In the summer of 2004, on the basis of performelitsuve prepared an overall assessment of thetrepo
on the implementation of the state budget, drawhyuihe Government of the Republic. In that
assessment we could state that the balance stadetftthe annual accounts audited by the NAO fatme
82.6% if the state’s consolidated balance sheatt astof 31.12.2003, the cash register expenses of
audited authorities formed 23.7% of the cash regestpenses of the 2003 state budget, and cash
revenue of the audited authorities formed 91% efrévenue received in the state budget in 2003.



Significant audit results

Compared to the previous period, the number of cemisithe NAO made regarding the annual
accounts has decreased. An adverse opinion on laacamints was also given only once, which is
less than in previous years. In the opinion ofNi, the decrease in comments is due to the fatt th
the ministries have implemented the NAQO'’s propoaals the quality of reports has improved. So far,
the good organization of accounting has not yedtedgtspread from the ministries’ central authesti

to their sub-offices where there are more problems.

Regarding the legality of the auditees’ econonaasactions the NAO mainly had to point out
harmful transactions regarding assets, and tharéaib carry out public procurements. We hope that
our comments and proposals will be put to use hativthen auditing the legality of the transactions
of 2004 we can see that the situation has improved.

Ines Metsalu
Auditing Manager of the Financial Audit Department,
current Chief Auditor of Audit Department |



1.2. Operational Risks Audit Department

Essence of the audit of operational risks

The audit of operational risks includes the appnaafdoth the financial and performance audit,
starting with setting up the objective for a sulpsiktivity licence or procurement, and ending with
the assessment of a specific activity or the usaaiey. The objective is to help the state autiesrit
to develop a wholesome control system that showgdegmt misspending, fraud and negligence.

Over the years the audited areas have stayeditie sabsidies allocated from the state budget,
public procurements and activity licences. Thesasare considered to be more susceptible to risk
also by our colleagues from the supreme audittintgins of many other countries. Additionally, we
have performed target audits in matters that requilick reaction.

Fundamental issues of the audit of subsidies

* Whether the regulation establishes inambiguoushothjective, recipient and requirements of the
subsidy?

» How will the applicant’s right for the subsidy besestigated?
»  What will be done if the recipient of the subsidytlee official has violated the conditions?

*  Whether information on the conditions for the paying the subsidy as well as on its recipients is
accessible to the public?

« Whether the internal audit system enables to agsedsgality and sufficiency of the activities of
the payer of the subsidy even after the paymenbbes made?

Fundamental issues of the audit of activity licence

* Whether the regulation establishes the purposesimedor the implementation of the licence?

» Whether the requirements for the applicants arkcgerit to meet the objectives of the licence’s
implementation?

* Whether the officials treat both the applicants Beehcees equally?

* Whether monitoring has been guaranteed regardagdtivities of the licencees and sanctions
imposed, if necessary?

* What is the probability of operating without a hce and how the risk has been managed?

Principles of auditing public procurements

Economy of the procurementhe procured item (work, service) must meet tngebis needs, the
price of that being acquired has to comply withrierket price or be less than the market price
during the organization of the procurement, thedoumust receive that which he has acquired in a
time suitable for him.

Obijective treatment of tenderersall tenderers must receive identical informatiegarding the
wishes and activities of the buyer, the buyer casabmit unnecessarily big demands to the tenderers

Transparency of the procurementhe buyer’s activities and decisions must berdleghe tenderers
and objectively reasoned.



Controllability of the procurementthe process of the procurement should be retrievafterwards
on the basis of the documents.

The objective ofarget auditsis to give a quick expert assessment on the matterdisclose that
what has happened in order to prevent similar tiitng in the future.

2004 in numbers

In 2004, the department worked on 27 audits, 2@ were completed, and one was carried out in
cooperation with the Financial Control Departmeiithe Ministry of Finance. Additionally, our
auditors participated in several audits carriedoyuthe Financial Audit Department.

Audits completed in 2004 by areas

Subsidies
s M Public procurement
10 Activity licences
Other audits

In most cases the auditees were state authoritesrare than in previous years, also foundations
founded by the state. We forwarded all audit repturtthe State Budget Audit Committee of the
Parliament; many audits have been already discugsdte Committee. In several cases we also
informed the standing committees of the Parlianoétite results of the completed audit.

Audits completed in 2004 by auditees

1 Foundations founded by the
5 state
\ M Legal persons governed by
public law

Public authorities

12 NPAs

Significant audit results
Some examples of audits completed during the yeagisgen below.

Subsidies
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Uponauditing subsidies paid out of gambling taxve stated that the Gambling Tax Council’s
priorities were general, requirements for applisamére not clearly defined, while reducing the
amount of subsidy the project’'s aims were not takémaccount, and reporting and supervision were
not properly arranged. The Gambling Tax Councippred and adopted new rules of procedure. The
Ministers concurred with the submitted proposatmrding the evaluation of applications,
organization of reporting and strengthening suséomi

Licences

Upon auditingveapons permitswe found that the risk that firearms are acquirggdrsons who

might be dangerous to themselves or the otherg-taltiheir mental health, insufficient weapon
handling skills or law disobedience — is not mamiagell enough. In his response, the Minister of
Internal Affairs stated that the draft act for atig the Weapons Act was being prepared; in coofse
this work the proposals submitted by the NAO on howupplement the Act would also be reviewed.

Public procurement

We assessed tipeocurement management in the field of IT systemssoftware products and
software servicesn the Ministry of the Environment, Ministry of Ecomic Affairs and
Communications and Ministry of the Agriculture. Moof the audited ministries had a long-term plan
for information system development. In addition,specific action plan had been drawn up for the
preparation and implementation of any of the exahiprocurement projects. Furthermore, the
Ministries had not adopted general rules for troagtion of software and IT services. The NAO
made a proposal to the Ministers to develop guidslifor the organization of procurements, the
Ministers concurred with the proposal.

We audited the activities of the Ministry of EconorAffairs and Communications and Road
Administration in theorganization of public procurement related to roadrepair. We found that the
state failed to comply with the Road Act when furgdroad maintenance activities, road projects
included numerous mistakes, accountability issakged to planning had not been settled explicitly,
competition situation in road construction sphead tvorsened. The Minister and the Director General
of the Administration concurred with the opiniorfdtee NAO, the Minister informed the NAO of the
measures to be taken to improve the situation.

Target audits

When auditing thenanagement of privatization of public land,the auditors paid attention to
whether county governors had oganised the privaizaf land pursuant to the legislation and the
objectives of the land reform. The audit identifratstakes arising both from the activities of
organisers and shortcomings in the legislation. dimdit pointed to the lack of effective supervision
In order to improve the supervision of land prisation and to avoid the omissions and deliberate
mistakes, the NAO recommended that the organiseéhe@rivatisation should adopt provisions for
the ex-ante verification and a posteriori supeovigprocedures, which would help to reveal and avoid
errors and any nonconformity of information in fhrévatisation decisions and purchase agreements.
In his response, the Minister of Environment ndteat if the organisers of privatisation (county
governors and local governments) had abided bgdtablished rules there would be no reason to
discuss the numerous abuses.

The audit of the transfer of state land into munigpal ownership showed that entities organising the
transfer of land interpreted differently the oppaity of applying for land under buildings and
constructions retained in municipal ownership dreland for servicing them, as established by law.
Some County Governors deemed it sufficient if thiédings and constructions were in municipal
ownership at the moment of application for the labdses where land transferred into municipal
ownership free of charge was later sold were fretjuiehe intended purpose of land that had been
transferred into municipal ownership was often geghinto commercial land or residential land,
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whereas, had the intended purpose of the land defered as commercial land or residential land in
the first place, it would have been difficult tophypfor the land from the state. Only one-tenttired

land that the state would presumably need had fieaty formalised as the state land reserve. Local
governments’ lack of information concerning théestand reserve has increased the number of
dismissed applications. The Minister of the Envinemt found that land belonging to a building in
municipal ownership should not be transferred mtmicipal ownership in all cases, the need of local
governments for land should first of all be deteradi in the detailed plans. The Minister considered
necessary to establish the requirement to appdnacexfrom the relevant plans and the justifiaatio
of the application to each application.

* Kk *

Operational Risks Audit Department was createéhénNAO at the beginning of 2000. Due to the
transition to a ministry-based structure the depant ceased to exist on 30 November, 2004. During
that period it carried out 110 audits.

A more throrough approach has improved both thedtration of subsidies and various activity
licences in the state — regulations on these stshjethe legislation are significantly clearer ahd
systems for checking the information used to adeptsions better prepared, the activities of denisi
makers are as public as possible. Regarding ppldicurement it has become clear that the
procurements have to be planned in advance, atththauthorities must have certain rules and
procedures for the organization of procurements.

Although its structure does not include a sepatafmrtment for operational risks audits any mdre, t
NAO will continue to carry out such audits.

Juri Kérge
Chief Auditor of Operational Risks Audit Department
current Chief Auditor of Audit Department Ill
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1.3. Performance Audit Department

Essence of performance audit

The objective of the performance audit is to prexidmprehensive information on the shortcomings
of the activities of the public sector for the Rarlent, Government and the public as well as tectir
the responsible officials to eliminate said shamoms. But the National Audit Office does not saip
identifying and characterizing the shortcomingglsp tries to analyze the reasons for the problems
and suggest ideas for their elimination. Anothgective of the performance audit is to identify the
best administrative practice and contribute tortistribution.

The object of the performance audit and the mainigoactivity the audit is based on include everyday
problems and public sector’s activity in solvingtih The NAO tries to focus on problems that will
influence a lot of people over a long period ofdjrand regarding which there is reason to suspect
systematic errors in the state’s activity. Avoidggjting caught in politics, the fact whether the
Government has taken or planned to take any stefste the respective problem is also taken into
account upon selecting objects for performancetaAtiio, the audited problem may be one regarding
which the Government does not have a specific plattion but which is important for the
achievement of a national objective specified omoae general level.

Performance audit focuses on three aspects — egomdiiciency and effectiveness.

Economy(minimizing the expenses made in order to achievebgective) is generally not separately
audited by the NAO but opinions on economy may ibergwhen auditing efficiency.

Upon assessingfficiencythe NAO analyzes the processes administered byubléc sector — if and
how it would be possible to increase the profithef activities by using the same resources, ohreac
the same goal by spending less.

Upon assessingffectivenesgshe NAO analyzes the following:
» achievement of objectives declared in legislatiod planning documents;

» actual effect achieved through the activity in canigon with desired effect (if there is no
information regarding the effect or it is insufiait, the NAO itself will try to collect necessary
information).

The NAO is also interested in the prerequisitesfiifiency and effectiveness. This means that we
analyze whether in planning and implementing atitisithe public sector takes guidance from the
principle of sound administration and actual nedfdsociety. Moreover, the NAO may also examine
whether the Government has a purposeful plan afratd achieve certain social objectives, how it
has developed, if and how it is connected to atletivities of the Government and whether it is
sufficiently managed. A lot of attention is paidtie existence and reliability of the reporting
information characterizing expenditure, total n@ingand effect.

Important developments

In 2004 the department focused on the questiomwftb increase the effetiveness of the performance
audit. In cooperation with the expert of the supgeandit institution of the United Kingdom the NAO
got acquainted with the experience of the Britesin tried to find suitable ways to implement their
best auditint practice in Estonia. More attentias been paid to the selection of audit objects,
planning of audits and the cooperation betweeratltitee and the auditor.
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The structure, language and style of the repatti@performance audit were harmonized in order to
make the report easily readable and understanfiatbilliee reader. A template for writing the repdit o
the performance audit was completed; an audit tepaiten on the basis of this template will givet
reader a quick overvire of the audit and topics thight interest him.

“Implementation guidelines for performance audjtijdelines written on the basis of the INTOSAI
auditing standards and practical experience, warslated into Estonian on the initiative of the
department. The guidelines address a wide numhepafs and it serves as a basis for the
performance auditor’s everyday work; the guideliaks® introduce the framework of performance
audits, addresse the general principles of audanydescribe various phases from planning to
reporting the results.

2004 in numbers

In 2004 the department carried out 18 performandgs 13 of them were completed, including a
special report. The rest of the six audits werepeted in 2005. The department spent 62% of its
working time on audit planning and auditing. Thetref the time was spent on other main activities
and support processes, incl. trainings, developmpejects, etc.

Significant audit results

An audit report left on the shelf is the worst ththat can happen to an audit. A good audit has to
create positive changes in the state and proveleegidents with a feeling of security regarding th
use of taxpayers’ money. In other words, the cotigrieof an audit report is half the victory. We can
only be completely satisfied when there have oetlichanges in the state as the result of the audit,
and the result of those changes can be seen imeagensible use of taxpayers’ money, improved
quality of the state service provided to the rasisieenvironmental protection and other relevagasir

In 2004 the audits of the Performance Audit Departhiocused on four topics. These were:
¢ business environment;
e environmental protection;
¢ health;

e coping.

One audit that does not fall into any of these gaties was also carried out — “Result of the
administration of state-owned buildings”. The aimi®bjects with performed audits and their positive
influence are listed below.

Business environment

The objective of business environment audits ottribute to the cost-effectiveness of the state’s
activity in business development. Three audits wareied out under this topic: “Effectiveness of
business support in creating jobs in the regiot®&sults of PHARE projects aimed at economic
development” and “Outcome of the product developrpenjects supported by the Enterprise Estonia
Foundation”.

In the audit “Outcome of the product developmewijguts supported by the Enterprise Estonia
Foundation” the NAO assessed the results of pomggbported by the Enterprise Estonia Foundation
(EEF) up to now and how the EEF activity conducethé attainment of the programme’s objectives.
The audit report pointed out many shortcomingsc8ssful sales of products developed under the
project or entrance into export markets have nehlvealized. Additionally, the report pointed out
shortcomings in the organization of the EEF agtivéigarding support for product development; for
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example, no information was gathered regardinduttber well-being of entrepreneurs who had
received support, the evaluation and decision nggincesses were not transparent. As a direct and
indirect result of the audit, three relevant chaniggve been made to the organization of the
distribution of support, which help to ensure ttiet support will fulfil its objectives. A systemati
gathering of information has been started in otdeeceive information on the supported projects,
reasons shall be given for both negative and pesitinding decisions. Focus will be on the proper
functioning of the value chain that will take irdocount the needs of entrepreneurs in the different
stages of the project.

Environmental protection

The objective of environmental protection audit®ifelp to reduce the risks to health and
environment caused by the hazardous waste creatdesult of human activity. The department
carried out four environmental audits: “Governmativities in eliminating residual pollution”,
“Government’s readiness to eliminate extensiveremental pollution on land resulting from an

accident”, “Organization of ship waste managememtdrts” and “Management of sea pollution
incidents and recovery of pollution”.

The audits “Organization of ship waste managenrepbits” and “Management of sea pollution
incidents and recovery of pollution” were carriad o cooperation with the supreme audit
institutions of other countries by the Baltic S@a. the basis of the mutually agreed criteria the
implementation of articles on the protection of marenvironment of the Helsinki Convention was
analysed. The audit identified that there are maroon rules for the organization of ship waste
reception, there is neither supervision or perglés it has not been clearly established whidk sta
authority’s responsibility it is. Regarding the ragement of cases of sea pollution and recovery of
pollution the audit found that the Ministry of tB@vironment has not been able to ensure compliance
with the Helsinki Convention in the protection b&tmarine environment. Different authorities do not
cooperat and the domestic legislation governinditie is deficient and unclear. As a result of the
audits, a plan of action for 2005—2007 for thedyatrganization of the protection of the marine
environment, which establishes among other thihngsateas of responsibility of different ministries
providing protection for the protection of the nmarienvironment.

Health

Health audits focused on the availability and uSeealth services. Two audits were carried out on
this topic: “Availability of ophthalmologic servieg and “Organization of primary emergency care”.

The audit on the availability of ophthalmologic\gees audited one of the longest waiting lists in
specialized medical care, waiting lists of ophthallvgists. The audit identified that the waitingdisf
ophthalmologists differ considerably by medicaltitusions, waiting list information, forwarded tbe
Estonian Health Insurance Fund by medical institgiare not always correct and there is no hope for
the waiting lists to become shorter as there atemough doctors and more than half of the doctors
have at least a part-time employment contract wjitics stores. The NAO paid attention to the fact
that at the moment the main opportunity to imprtheeavailiability of ophthalmologic services is to
inform the patients of the current situation inedtér way. As a result of the audit, the Estoniaalkh
Insurance Fund has made the monitoring and ingpeofiwaiting list information one of its
priorities. According to the statistics, the wagfilsts of ophthalmologists in hospitals that soHad
the longest waiting lists (e.g. Tallinn Childrefsspital and Tartu University Hospital) have
shortened compared to the audited period.

The audit on the organization of primary emergerang audited the efficiency in the utilization bét

existing resources for emergency medical servicgedlsas whether the ambulance service performs
the duties for which it has been called and howethhergency dispatch centres manage emergency
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medical staff. The audit identified that the cutrgystem does not grant optimal access to emergency
medical care and the operation of ambulance crewmsiexpensive; also, that one fourth of the calls
do not require an emergency response. The monearglenfluence of the audit is partially expressed
in the principal viewpoint of the Ministry of Sotiaffairs during the preparation of the 2005 state
budget, where one of the priorities of health igiprove the availability of emergency medical ¢are
as well as its quality. Among others, its most imi@ot activities are altering the standards for the
provision of emergency medical care service anddinating the division of tasks among emergency
medical care, family physician, nursing care ardadavelfare.

Coping

Coping audits observe the provision of childrerdsib necessities and pre-school and basic education
availability of educational activities in spare &nas well as the existence of conditions necegeary

a professional activity and for acquiring a professThree audits were carried out in this areaci

of teachers in schools of general education”, “Fions and performance of special schools”,
“Planning of public investments for general edumaschools and the use of such funds”, and a
special report “Overview of problems with genemlieation” was prepared.

The audit “Functions and performance of speciabstdi assessed the the referral of children to
special schools, education work conducted in sabbds and the later progress made by children
having emerged from such schools. The report poioig that referral to a special school is a time-
consuming and cumbersome procedure, which leawegmus children with behavioural problems
without any supervision for a long time. It wasntlied that education and studies at special sishoo
fail to consider the needs of a child and thatesysttic follow-up caretaking is lacking. As a resflt
the audit’'s proposals the state has started tormag attention to the situation of special schaold
has taken actual steps to improve it, incl. stgrtorreorganize the current special schools netaotk
develop a plan of action to decrease the crimearagng minors.

Result of the administration of state-owned buildigs

The audit “Result of the administration of statered buildings” was carried out separately from the
abovementioned topics. The audit formed a pati@fiverview of the use and preservation of state
assets. The audit investigated to which extentrervd does the state use its buildings and whatis th
condition of the buildings. The audit concludect 822 of the buildings owned by the state are
standing empty. Used buildings are generally conmgognd most most of the contracts of lease are
damaging the state. As a result of the audit, alistries promised to reduce the number of empty
buildings and alter the damaging contracts of lelsaddition, the deadline for the preparationhaf
new draft State Assets Act was moved forward bgar ythe new deadline being the end of 2005. As
these are all changes whose actual results wil hadre than one year to be seen, we will maybe see
the actual use of the changes in 1 to 3 years, thg iway with most performance audits.

* k%

Positive changes were created not only by the malpanade as the results of audits, which generally
all auditees concurred with, but also the discusstbat accompanied the disclosure of reportsdan th
Parliament, among the auditees, the public and atterest groups. In general, all audits were Wide
recorded in all relevant media. In the case obsidits, the Parliamentary Committee for State Budge
Audit considered it necessary to invite the repespntatives of the NAO and the auditee to partieipa
in the discussion of the shortcomings identifiedtoy audit, as a result of which decisions were
adopted on the future activities. It was not raag the results and proposals of audits were asigdes

to the Government of the Republic, who in someésened an opinion on the subject.

Janno Veskimets

Senior Auditor of the Performance Audit Department,
current Senior Auditor of Audit Department Il
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1.4. The NAO audit reports in 2004

(Audits are listed by ministries and their areagjoffernment. If one audit concerns the area of
government of several ministries, it will be listattler every ministry in question.)

Ministry of Education and Research
» Administration of payment of appropriations for gohmeals
» Planning of public investments for general edueasichools and the use of such funds

(The NAO warns that tens of millions of kroons méamninvenstments for schools can go to waste
because the Ministry of Education and Researchnibdgstablished the criteria according to which it
should be determined which schools will be ablgutwive in the future.)

» National Audit Office’s opinion on the legality tfe annual report and transactions of the Ministry
of Education and Research as an individual authorif003

* National Audit Office’s opinion on the legality die annual report and transactions of Narva
Vocational Training Centre in 2003

» Functions and performance of special schools

(The NAO finds that special schools do not helpdotm with behavioural problems to cope in life.
Almost two thirds of students who have attendeukaial school have later commited an offence of
some sort. Less than half the students in speciedds have acquired basic education and probably
only a few of the children can hope to find a pgyob.)

* Overview of problems with general education (spaeiport)

(Arising from the auditing principles of supremeddunstitutions, in addition to the usual audit

reports submitted to the Parliament, the NAO cao alubmit expert opinions and overviews based on
auditing experience. The special report on the wis regarding the general education focuses on
the NAO'’s educational audits of the past few yeine Parliamentary Cultural Affairs Committee

has expressed interest in the overview of the géeeucation.)

* Economic activities of the Valga County Vocatiofahining Centre

» Lack of teachers in schools of general education

(The NAO audited the lack of teachers in schootgeokral education, gathering information on the
current teachers and analysing the preparationtafesscommissioned education as well as the state’s
opportunities to alleviate the problem. As a residilthe audit it can be said that almost three thsir

of schools have had trouble finding teachers amdstiate has been idle when the organization of the
teachers’ labour market is concerned.)

Ministry of Finance

» National Audit Office's opinion on the legality tife annual report and transactions of the Tartu
County Court, Tartu Circuit Court and Tartu Admtrésive Court in the financial year 2003

» National Audit Office’s opinion on the legality die annual report and transactions of the Ministry
of Justice as an individual authority in 2003
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» Economic activities of the Estonian Law Centre Fation in 2003

Ministry of Defence

» National Audit Office's opinion on the legality thfe annual report and transactions of Single
Signal Battalion in 2003

» National Audit Office’s opinion on the legality tfe annual report and transactions of the Ministry
of Defence as an individual authority in 2003

» Follow-up audit on the 2003 annual accounts oBakic Defence College

Ministry of the Environment
» Management of sea pollution incidents and recowépollution

(The NAO found that although the probability ofalritanker accident with a massive impact in
Estonian waters is quite big, the state is not ¢cdpaf the timely detection of the pollution or to
eliminate the pollution on its own, so endangetimg entire Baltic Sea.)

» Organization of ship waste management in ports

(The NAO audited the organization of ship wasteageament in ports in the period of January, 2000
to June, 2004. The audit was carried out in cooperawith the supreme audit institutions of other
countries by the Baltic Sea. It observed the stadetivities in meeting the requirements of the
Helsinki Convention in avoiding pollution from ship

» Transfer of state land into municipal ownership

» National Audit Office’s opinion on the legality tfe annual report and transactions of the Ministry
of the Environment as an individual authority ir030

» National Audit Office’s opinion on the legality tfie annual report and transactions of the Estonian
Meteorological and Hydrological Institute in 2003

» Government's readiness to eliminate extensive enuiental pollution on land resulting from an
accident

(The NAO audited the organization of the statetdvéies if an environmental pollution should occur
as a result of an accident on railway or highwakeTudit shows three main shortcomings — the
responsibility among different authorities has torbade clearer than before, there should be asyste
of mutual notification, and an environmental expatst be included in the elimination of the
accident.)

» Government activities in eliminating residual ptithn
(In its audit the NAO found that even though thmielation of residual pollution has been the

Parliament’s priority ever since 1997, the hazafdesidual pollution on the environment and
population has not decreased in the audited pediegl to lack of attention.)

Ministry of Culture

» Economic activities of the Estonian Film Foundation
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» National Audit Office’s opinion on the legality tfe annual report and transactions of the Ministry
of Culture as an individual authority in 2003

Ministry of Economic Affairs and Communications
» Use of government support for bus services
* Outcome of the product development projects supddsy the Enterprise Estonia Foundation

(The NAO audited the results of product developmpesjécts supported by the Enterprise Estonia
Foundation in the period of 2001-2003 and found thato now the business have not gained the
economic influence — the products developed urdeptoject have not been successfully sold neither
in Estonia nor in export markets.)

» National Audit Office’s opinion on the legality die annual report and transactions of the Ministry
of Economic Affairs and Communications as an irdlindl authority in 2003

» Organization of public procurement related to roguhir
» Results of PHARE projects aimed at economic devety

(The NAO analysed the assessment of the resultmfinence of PHARE projects aimed at economic
development and the projects’ sustainability. Asresult of the audit it can be said that the aohs
projects have remained unclear especially in trs fiears and the results are quite uneven. The
assessment of the projects’s sustainability arldence has not given a picture of the actual
expendiency of the use of the funds.)

» Economic activities of AS Saarte Liinid
* The procurement management in the field of IT systesoftware products and software services
» Effectiveness of business support in creating jplike regions

(The aim of the NAO'’s audit was to analyse howestabsidies for businesses have contributed to the
creation of new jobs in less developed regions.allwit concluded that while according to the

national development plan the support of busingsme of the main means of increasing employment,
eight different development plans that addresslaimproblems, target groups, aims and activities
have still failed to clarify what is it that theasé wishes to achieve by supporting businesses.)

Ministry of Agriculture
» Formation, replenishment and preservation of themal stockpile of grains

» National Audit Office’s opinion on the legality die annual report and transactions of the Ministry
of Agriculture as an individual authority in 2003

* National Audit Office’s opinion on the legality die annual report and transactions of the
Veterinary and Food Board in 2003

» Audit of the financial year of the SAPARD

» Appropriation to the Estonian Chamber of Agricuttand Commerce

Ministry of Finance

» Assessment of supervision over the organizatigoubfic procurements
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» Result of the administration of state-owned buigdin

(The NAO found that approximately 37 per cent eflihildings owned by the state are standing
empty and 80 per cent of the contracts of leasbdiddings and rooms are damaging the interests of
the state.)

» National Audit Office’s opinion on the legality tfe annual report and transactions of the Ministry
of Finance as an individual authority in 2003

» National Audit Office’s opinion on the annual repof the Tax Board and the report on the accrual
of revenue in the state budget in 2003

» National Audit Office’s opinion on the annual repof the Customs Board and the report on the
accrual of revenue in the state budget in 2003

» Subsidies paid out of gambling tax

* Management of privatization of public land

State Chancellery

» National Audit Office’s opinion on the legality die annual report and transactions of the State
Chancellery in 2003

Ministry of Internal Affairs

» Economic activities of the Estonian Migration Fund

» National Audit Office’s opinion on the legality die annual report and transactions of the Ministry
of Internal Affairs as an individual authority i10@3

* Weapons permits to natural and legal persons

Ministry of Social Affairs
» Organization of primary emergency care

(Upon auditing the work of the Estonian emergeneginal staff that the current system does not
ensure the optimal availability of the emergencyliced care — on one hand, the emergency medical
staff is overburdened with lightly made calls, ba bther hand, during the time outside the working
hours of their family physicians people do not hatleer means to get medical care than to turn & th
emergency medical staff.)

» National Audit Office’s opinion on the legality die annual report and transactions of the Ministry
of Social Affairs as an individual authority in 200

» Allocation to the Red Cross
» Formation, replenishment and preservation of thekgtile of medicinal products
» Economic activities of the Estonian Unemploymesuhance Fund

» Availability of ophthalmologic services
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(The NAO audited the timely availability @fhthalmologic services, i.e. the waiting lists of
ophthalmologists, and the state’s activities inugimgy the quality of the provision of ophthalmologi
services. The aim of the audit was to assess tfierpgnce of the activities of the Ministry of Sdci
Affairs, Estonian Health Insurance Fund and He&tre Board in guaranteeing the availability of
health service.)

» Tuberculosis control program for 1998 to 2003

» Economic activities of the Labour Market Board dsdocal authorities in 2003

Miscellaneous

» Organization of accounting of Parnu County Goveminaad institutions under its authority in
2003

» Organization of accounting of Ida-Viru County Gawerent and institutions under its authority in
2003

» Organization of accounting of Viljandi County Gonerent and institutions under its authority in
2003

* Integration programme for 2000 to 2007
» Remuneration of management board members in puibtiertakings

» Allocation of funds from the state to a local gavaent unit and control system implemented on
the activities related to it (in an example of Kahiarve City Government)
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2. The National Audit Office as an organisation

2.1. Structural change

As of 1 December, 2004, the NAO renewed its stmedcitu order to be competent and reliablie even in
a situation where the ever more complicated op®gatiechanism of the state and development of the
society require the auditors to possess even rhoreugh knowledge in one area or another.

Up to that time the NAO’s auditors were dividedigiepartments by audit types, forming Financial
Audit Department, Operational Risks Audit Departtremd Performance Audit Department. Now the
abovementioned departments have been replacedibgépartments that specialise on certain areas
of government of the ministries and on their atiggiin carrying out the state policies.

In order to provide expert advice to the audit#es people providing the advice have to be familiar
with the respective field — the new structure héfygsauditors to delve into their area of activibnly
then can the NAO make expert proposals that cdly teauseful, so that we together can change our
country for the better.

There are now four departments in the NAO:

Audit Department | audits the area of government of the Ministry afdfice, Ministry of Foreign
Affairs, State Chancellery and constitutional ingions. Chief Auditor isSnes Metsalu.

Audit Department Il audits the area of government of the Ministry doftibe, Ministry of Defence
and the Ministry of Internal Affairs as well as ety governmentsTonis Saarcurrently acts as Chief
Auditor.

The duty ofAudit Department Il is to audit the area of government of the Minigtf¥education and
Research, Ministry of Culture and the Ministry afcil Affairs. Chief Auditor isliri Korge.

The auditors oAudit Department IV are responsible for auditing the area of governroéttie
Ministry of the Environment, Ministry of Economiciairs and Communications and the Ministry of
Agriculture. Chief Auditor i€lav Liius.

Every new audit department performs two types ditau- financial audits and performance audits.
Upon performing financial audits the departmentgyds to annually assess the validity of the ckim
the Government submits in financial reports, thusficming whether correct accounting has been
carried out regarding the funds and other assdtsegbiublic sector and whether they have been
collected and spent pursuant to laws and othesllgin regarding financial management. The
performance of financial audit also helps to imerikie efficiency of necessary control systems.

In the case of performance audits, the departnienis to assess whether the funds of the public
sector are being used in an economical, effectideedficient way in order to perform the state’s
duties, i.e. how to spend less while being expediad creating as many new values as possible.
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2.2. Personnel

At the end of 2004, the NAO employed 73 people. farad to the beginning of the year, there are 10
people less, compared to the planned composittomamy as 20 people less.

On one hand, the year 2004 was sort of complidatethe employees of the NAO — some employees
decided to leave their job, a structural reform sesied out, changes in management continued. On
the other hand, the creation of new departmentsghtoalong new, educational challenges for the
employees, reorganized management team was corhpatepossessed potential.

The highlights of human resources work during tharynclude the performance of surveys on
organisation culture and satisfaction with workt fh@vided useful information on management as well
as development of the organisation of salary. Caitigre of academic studies was successfully carried
out, new colleagues were found among the partitspan

15% of the NAO’s employees have worked here foreriban ten years, and the share of those who
have just assumed office (22%) and those who havkes 2-5 years (32%) is quite big.

Ametnike staaz Riigikontrollis 31.12.2004

15% 22%
alla 1 aasta

B 1-2 aastat

2-5 aastat
11% 5-10 aastat
mile 10 aasta

21%

32%

Length of service of NAO employees as of 31.12.2004
Less than 1 year

1-2 years

2-5 years

5-10 years

over 10 years

The vast majority of NAO employees have higher aetinoa — 84% of the employees. In the main
branches of activity the proportion of higher edigrais even larger — only 10% of the employees do
not have higher education and are not in the psookacquiring it. Quite a few employees are doing
academic studies to obtain Master's degree — ab amI21 % of the staff will soon complete such
studies.
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Haridustase 31.12.2004

10% 21% I6petamata magister
‘ 7% m [Gpetatud magister
I6petamata bakalaureus
7% I6petatud bakalaureus
56% mkutse- v keskharidus

Level of education as of 31.12.2004
unfinished Master’s studies
completed Master'’s studies
unfinished Bachelor’s studies
completed Bachelor’s studies

vocational or secondary education

The prevalence of women among employees, noticeddaden the previous years, increased
somewhat.

Teenistujate sooline jaotus 31.12.2004

Naised
H Mehed

Distribution by gender of NAO employees as of 312094
Women

Men
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The average age of staff is 37 years and the agyg@f those under 30 is the largest (42%), folldwe
by the age group of 30 to 40 (26%).

Ametnike jaotus vanuserihmiti 31.12.2004

1%
21-30
m31-40
41-50
51-60
m61-65

42%

7%

26%

Distribution of NAO officials by age groups as df.32.2004

Kairi Kiibarsepp
Head of Personnel Service
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2.3. International relations

Internationally, the year 2004 was a milestonetlierNAQO in several ways. Estonia’s accession to the
European Union on 1 May meant that the NAO had atbdeved the objective, set many years ago —
to shape itself so as to become an institutionwloatild comply with the requirements of the European
Union. And not only that — the NAO’s expedient aities have played a significant part in improving
auditing environment of the public sector, wher itiformation and experience acquired in the
course of foreign relations as well as the suppbour foreign partners cannot be underestimated.

The end of the long-term integration process do¢smean that we can now afford to be idle, as there
are new challenges waiting for us. In additionh® prudential use of the European Union funds, he
auditing of the sums transferred into the EU budgetuding the auditing of the accounting and tigh
of transfer of tax revenue, is also important. Qaersng this, the NAO participated in the value edd
tax working group of the European Court of Auditarsl the supreme audit institutions of Member
States.

The NAO was also represented in the working grdwap deals with the project “Financial
management reports of the European Union” and é¢taassts objective that the supreme audit
institution of each Member State would prepareanaew of the management, use, reporting and
auditing of the European funds, so as to get anviaxe of the use of the European taxpayers’ money
and notify the Parliament and the public of it.

The accession expanded the opportunities for aaldited cooperation in the participation in the
audits and working groups of Member States. As ioead above, the NAO along with other EU
states situated by the Baltic Sea audited the imgieation of the Helsinki Convention, on the basis

of common criteria agreed upon by the supreme anstitutions of this region. As the audit criteria
arising from the internation agreement are the samdethe states have many common problems, ot
was reasonable to carry out the audit in cooperatith other countries. The audit results of the
countries situated by the Baltic Sea were compilealan aggregated report which gives the reader an
opportunity to compare the organization of the g@cton of the marine environment in different

states.

The cooperation between the European Court of Atgland the supreme audit institutions of
Member States is carried out through their heatigsans Committees. The heads of audit institutions
gather to a meeting once a year, where they distesything that has been done, and set objectives
for liaison officials and working groups for nex@ar. When the number of members has increased by
ten, there are some things that have to be reaskess one of the main themes in the 2004 meeting
of the heads of the 25 supreme audit institutidric@European Union and the Liaison Committee of
the European Court of Auditors was the future oizgion of mutual communication and

cooperation; the development of the proposals msthbject as well as that of the project will be t
main task of the liaision officials and implemeidatteam before the next meeting. The NAO will

also make its proposals and form an opinion orsttgect.

Another important milestone was the XVIII Congre$she INTOSAI (International Organisation of
Supreme Audit Institutions), held in Hungary in 8econd week of October. The Congress approved
the INTOSAI strategy for 2005—2010. Although thentils of the INTOSAI will essentially remain the
same as before, the objectives and means forableievement have been specified in a way that the
INTOSAI could become the classic example of an wizgdion operating economically, effectively
and efficiently, which is also one of the strateglifectives. One of the main themes of the Congress
was cooperation between supreme audit institutioauslinks well to the strategic objective to
improve cooperation and common activities as weBwstainable development through the provision
of knowledge, learning about the best practice,pamison of own results and research activities. So
far the NAO has participated in the INTOSAI workiggpups of privatization and environmental
auditing. Due to the objectives of the strategg, ftrms of NAO participation in the work of the
INTOSAI will need to be rearranged as well, the sapplies to international relations in general.

26



In addition to abovementioned working groups, t&\continued to participate in the work of the
EUROSAI (European Organisation of Supreme Audititngsons) Environmental Audit Working
Group and IT Working Group as well as in the wofkhe working group of the auditing handbooks
of the supreme audit institutions of the Europeaiob. In addition to exchanging experiences and
planning and carrying out specific activities, dundj methodology matters play an important role in
the activity of working groups. The working groupauditing handbooks was especially formed to
help the members to develop guidelines for auditiffgrent areas and harmonise them with an
intention to compile them in the auditing handbookaudit institutions.

One of the four strategic objectives of the INTO$RIncreasing the professional performance and
capability of audit institutions through trainingdaother educational activities. NAO employees
acquired knowledge and experience that cannotdpgéirad in Estonia in the seminars of the European
Court of Auditors and the EUROSAI, in the two-wegkining course of financial and performance
audit in the United Kingdom and acquiring experiirtthe European Court of Auditors, whereas the
seminar organized by the EUROSAI Training Committed IT working group described self-
assessment in the area of IT, which is also somgthiat the NAO is devising.

The NAO has been the initiator of the better orgatidn of local government auditing, in order to
ensure that the use of funds on every level optl#ic sector would be transparent and the auditing
reliable. To this end, the NAO paid a visit to tational Audit Offices of Latvia and Lithuania in

order to get acquainted with their respective eepee. The connection between the supreme audit
institutions of the Baltic States has been tightt past year, the tenth anniversary of the coopmarati
agreement was celebrated in Riga. This agreemeastlgeth to the annual meetings of the delegations
of the supreme audit institutions of the Baltict&athe Nordic Countries joined the meeting in@00
and Poland last year. The themes for the 2004 ntpetere audits of tax and IT means. In addition to
the exchange of information, such meetings allowttie making of useful contacts, and find experts
and cooperation partners.

Mutual relations with other audit institutions playery important role in the activities of the NAO
These relations enabe the NAO to thoroughly exarmiaegartners’ organization of work and provides
the base for cooperation agreements in specifasaaad matters of mutual interest. The Auditor
General and a delegation of the NAO made officisity to Finland and Denmark and a first-time visit
to Bulgaria. Intense international cooperation weitiirent partners shall continue in the future, tred
NAO is ready to offer its knowledge and experietwthe supreme audit institutions who are still
surrounded by democratic reorganisations.

Rein S66rd
Head of International Relations Service
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3. Annual Accounts of the National Audit Office

Management's declaration

The Management declares its responsibility for dngwp the annual accounts of 2004 on pages 26
to 37 and confirms to the best of its knowledgé:tha

1. the accounting policies applied in the annuabants are in conformity with the accounting
principles generally accepted in Estonia;

2. the annual accounts reflect the financial situabf the accounting entity, the results of its
operations and its cash flows in a true and fainmea.

Mihkel Oviir Tonis Saar
Auditor General Director of the NAO
27.05.2005
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Balance sheet

(in kroony
Note 31.12.200  31.12.200
Assets
Current assets
Other claims and advance payments 3,4 109 108 101 60«
Total of current asset: 109 10¢ 101 60«
Fixed assets
Tangible fixed assets 5 2340157 2229172
Intangible fixed assets 6 110 64: 156 76:
Total of fixed assets 2351221 22448 49
Total of assets 2362132 2255009
Liabilities
Short-term liabilities
Arrears to suppliers 9 146 55! 80 730
Arrears to employees 9 721 88t 823 20!
Tax arrears and advance payments of tax8s10 195 81° 38 868
Loan commitments 7 0 95 333
Total of short-term liabilities 1064 258 103813
Revenue accrued to the state budget 2255706 2151195
Total of liabilities 2362132 2255009
Mihkel Oviir
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Income statement

(in kroons)
Note 01.01.2004-31.12.2004
Operational revenue
Other revenue 50 048
Total of operational revenue 50 048
Operational expenditure
Labour costs
Remuneration costs 14 -17 592 27
Fringe benefits 14 -650 68:
Taxes and social security contributi 14 -6 429 803
Total of labour costs -24 672 75
Management expenses 11 -5541 844
Tax, fee and fine expenses -1 331 442
Depreciation of fixed assets 56 -2 200 340
Grants awarded 13 -12 309
Total of operational expenditure -33 758 69
Operating result -33 708 64
Financial revenue and expenditure
Interest expenditu 7 -3042
Total of financial revenue and expendi -3042
Result of the period before the settlements with # state budget -33 71168
Net financing from the state budget 3371168

Due to changes in accounting policies it is notsfiae to present the reference data offih@ncia

year 2003.
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Report on the execution of the budget
(in kroons)

2004 2003
Classification Budget Execution Budget Execution
Total of the revenue budge 0 50 048 0 0
38  Other revenue 0 50 048 0 0
3888 Insurance indemnity 0 50 048 0 0
Total of expenditure budget 34007 67: 33998 74 32004 00 31 890 63
4 Appropriation 14 000 12 309 16 000 13 310
4500 Membership fees 14 000 12 309 16 000 13 310

23 833 60 23 833 60
17 477 00 17 652 07

50 Personnel expenditure
500 Remuneration
505 Fringe benefit 254 00!
506 Taxes and social security contributi 6 102 60
from the personnel expendit
55 Management expense 6 200 00!
5500 Administration expenses 1576 41
5502 Costs of commissioned research and developmer6 783
5503 Mission expens:t 903 00!
5504 Training expenses 526 00!
5511 Management costs of reg. immovables, buildings@mrs 1 765 90!
5513 Vehicle maintenance expen 332 30!
5514 Information and communication techn. expensest92 00(
5515 Inventory costs 510 60«
5522 Medical expenses 7 000
65 Interest expenditure 4 000
6502 Interest expenditure on financial lease 4 000
Financing transactions 96 000
2082 Financial lease payments 96 000
15  Acquisition and renovation of tangible 3860 07.
and intangible asset
1551 Renovation of civil engineering wot 318128
1555 Acquisition and renovation of ICT-equipment 653 38!
1557 Acquisition of non-depreciable values 10 000
156 Acquisition of intangible fixed assets 15 400
Revenue

222 73t
5958 783

6 199 964

1583 547

86 783
923 05°
539 41.

1722 339
333 50!
489 10«
516 72t
5485
3590
3590

95 333

95 333

3 853 946

3176 494
653 21°

8 835

15 400

21 47752 21 477 52
1567997 15703 76

297 60!
5499 941

7290478
2034 258
100 oot
766 00(
638 20!
2 253900
260 00(
722 77:
473 34t
42 000
21 000
21 000
177 00(
177 00l
3 022 000

2 000 000
911 00(

6 000
105 o0l

295 15:
5478 604

7 286 446
2012716
51 646
754 41t
704 72.
2239401
297 33t
723 11t
470 40°
32 684
20 845
20 845
177 00(
177 00l
2915 516

1962 311
857 61
5988
89 600

The NAO does not usually enter revenue in the bud@¢her revenue in 2004 is entered as insurance
indemnity in the valuefdb0 048 kroons received from the Claims Unit ofH€sti Kindlustus for tt

elimination of a water leakage in the office builgli

Expenditure

Accrued expenses in 2004 were 33.8 min kroons asld-based expenses were 3.4 min kroons.

The difference etween the report on the execution of the NAO buegd the income statement is
result of the fact that the report on the executibthe budget is based on accrued expenses, veherea
the income statement relies on cash-based expenses.

31

Mihkel Oviir
Auditor General



Cashflow statemen
(in kroons)

Note 01.01.200431.12.200

Cash-flows from operating activities
Operating result
Adjustments
Depreciation of fixed assets 56

Total of adjusted operating result
Net change in current ass
Net change in liabilitie
Total of cash-flows from operating activities

Cash-flows from investing activities
Paid at the time of acquisition of the fixed assets 5,6

Total of cash-flows from investing activities

Cash-flows from financing activities
Repayments of loans
Paid interests
Net financing from the budc 1
Total of cash-flows from financing activities

N NN

Net cashflow
Cash and its equivalents as at 31.12.2003

Changes in cash and its equivalents
Cash and its equivalents as at 31.12.204

32

-33 708 64

2 200 34
-31 58
-7 504
121 45!
31394 35

-3 264 065
-3 264 065

-95 333
-3042

34 756 79
34 658 42

0

0
0
0
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Notes to the annual accounts

Note 1
Methods of accounting and the bases of evaluatiopglied in the annual accounts

The annual accounts of the National Audit Officednbeen drawn up in conformity with the State
Budget Act and the accounting principles generatlyepted in Estonia. The generally accepted
accounting principles are based on internatioredknowledged accounting policies (EU directives
on accountancy, international standards of findra@ieounting and international standards of state
accountancy) and their main requirements are ésielol in the Accounting Act of the Republic of
Estonia, which are supplemented by the guidelissseid by the Accounting Standards Board as well
as the requirements set out in the general rulesate accountancy.

The annual accounts are drawn up by using thencodel. The cash-flows are drawn up by using
indirect method. The annual accounts are presémtedtonian kroons.

Due to the difference in the accounting policiés, teference data on the income and cash-flows of
2003 is not presented and the reference datatialpaabsent also in the notes to the annual attou

Assets and liabilities

The assets and liabilities are divided as the shod long-term ones on the balance sheet, depgendin
on whether their expected period of use is uprtopare than one year of the balance sheet date.
Holiday pay reserve is adjusted once a year —eagiid of the financial year.

Tax claims and other claims

Tax claims and other claims are entered by usie@djusted cost model. The claims in the balaneet sh
are entered at the time the right of claim arisekthey are evaluated on the basis of the amadlatg to
be received. Where possible, the outstanding clafraach client will be assessed separately, taking
account of the information known about the cliests/ency. The claims unlikely to be received are
assessed in the balance sheet at the amount ¢hiikelyr to be received. The claims received in the
accounting period but previously written off arésead as the reduced cost of the claims unlikebeto
received in the accounting period. Claims are dddmbe hopeless if the management finds that it is
impossible to collect them. Hopeless claims aréewrioff from the balance sheet.

Tangible and intangible fixed assets

Tangible assets are the assets whose estimated lifeeiE more than one year and whose acquisition
cost is at least 10,000 kroons. Assets with a L&&of more than one year and with an acquisitio
cost of less than 10,000 kroons, are entered as&bwe inventory and written off at the time theg a
put into service.

Expenditure on reconstructions of fixed assetsrekig the useful life of the assets and improving
their quality or increasing their performance wltempared to the initial condition are capitalized o
the balance sheet as fixed assets. Expenses ogpie and maintenance works to maintain the initia
condition of assets are entered under the expeadifithe accounting period at the time they incur.

Fixed assets are entered at their acquisitionfomst which the accumulated depreciation and the
possible discounts resulting from the decreasalnevare deducted. Two linear methods are used in
the calculation of depreciation. Depreciation iatdetermined separately for each object of thedfix
asset, depending on its useful life.

Depreciation rates for fixed assets groups in a geathe following:

Mihkel Oviir

buildings and civil engineering works 2% Auditor General

machinery and equipment 20 %
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ICT equipment 33%
other inventory, tools and fittings 20 %

Land and works of artistic value whose value dagslecrease in time are not depreciated.

The assets without physical substance whose ugefid more than one year and whose acquisition
cost is at least 10,000 kroons are entered asgitiarfixed assets. Intangible fixed assets areredt

at their acquisition cost, from which the accumediatiepreciation and the possible discounts regultin
from the decrease in value are deducted. Intan{jitdd assets are depreciated in five years (20 % i
a year) by using the linear method.

Financial and operational lease

A rental contract in the case of which all impottéasks and benefits related to the ownership ef th
asset are transferred to the lessee is regardeéireemncial lease. Other rental contracts are edtas
operational leases. The payments of operationsélaee entered as expenses evenly throughout the
lease term.

An asset held under a financial lease is depretiatthe same way as acquired fixed assets, eitept
the cases where there is not enough certainty whéether the lessee will acquire the ownershigef t
asset at the end of the lease term — in that basasset is depreciated either during the leasadpar
the useful life, whichever is shorter. The finahtéase payments are divided into capital repaymsent
diminishing the payables and interest charges.

Accounting for taxes

Not recoverable taxes and fees paid at the tintkeb&cquisition of fixed assets or stock (e.g.
value-added tax, if the buyer is not liable to eshaded tax) are entered as expenditure at theofime
the acquisition and they are excluded from the stiipn cost of the assets.

Accounting for revenue
Revenue is registered on an accrual basis.
Operations conducted in foreign currency

Operations conducted in foreign currency are edterethe basis of the official exchange rate of the
Bank of Estonia at date of the operation. Gainslasses from the foreign exchange operations are
entered in the income statement as the profit assl ¢f the period.

Net financing from to state budget

Acquisition of fixed assets and expenses is re@m/éom the state budget and entered as transfers
received. The transfer of stated revenue to the btadget is entered as transfers made.

Events after the balance sheet date

The annual accounts reflect some essential faaftgsting the assessment of assets and liabilities.
These factors emerged between the balance sheamththe date of the annual accounts, but are
related to the transactions concluded in the adougiperiod or previous periods.

The events after the balance sheet date whichrveeen taken into account when assessing the
assets and liabilities, but which may essentiafiuence the result of the next accounting year, ar
declared in the notes to the annual accounts.

Mihkel Oviir
Auditor General
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Note 2
Cash and its equivalents

The treasury makes transfers from the NAO budgédtaaministers all the receipts belonging tc
NAO. With the consent of and subject to the condii established by the Minister of Finance
NAO had the right to use its n-group account in the Krediidipank to make rimrdgetary transfe
in 2004.
The turnover of the account in Krediidipank in 20@ds 452 762 kroons.

Note 3
Transactions with public sector and associated bods
(in kroons

|. Liabilities and claims
Short-term liabilities Short-term claims
31.12.200 31.12.200 31.12.200. 31.12.200

Tax and Customs Boz 195 81" 38 868 0 3508
National Archives 0 15 0 0
Centre for Public Service Training and Develepi 0 0 3 600 0
Total of state accounting entities 195 81 38 883 3600 3508
Eesti Post AS 6 341 4 02¢ 0 0
Andmevara AS 0 192 0 0
EMT AS 13623 9 217 0 0
Elion Ettevdtted AS 6 519 7 16z 0 0
Total of other transaction partners 26 484 20 596 0 0

Liabilities to the Tax and Customs Board are sjetiin Note 10.

Liabilities to enterprises are entered under tHartz® sheet item "Arrears to suppliers".
Advance payments for training service in 2005 atered under the balance sheet item "Other claims
and advance payments"

Il. Expenditure
Management Tax & fee Total of
expenses expenses expenses

State accounting entities 43670 1331442 137511
Local governments 6 05¢ 0 6 054
Other legal person in public law 51141 0 51 141
Foundations and non-profit associations 5 40( 0 5400
Subsidiarie 36 280 0 36 280
Associated bodies 165 65! 0 165 65:

Total of other transaction partners 264 52t 0 264 52t

The majority of the tax expenses is calculated VAT 325 093 kroons.
Land tax expenditure forms 6 245 kroons and intengsenditure 104 kroons.

Mihkel Oviir
Auditor General
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Note 4
Other claims and advance payments
(in kroons)

31.12.200 31.12.200

Expenses of future periods

paid in advance 104 47: 87 845
Deductions from wages 4 63¢ 0

Prepaid insurance premiums 0 10 251
Taxes paid in advance 0 3508
Total of other claims and advance payments 109 10t 101 60

The majority of the expenses of future periods jra@dvance are the advance payments for
periodicals in 2005 — 97 945 kroons (as at 31.1332the advance payments for periodicals formed
79 875 kroons).

Note 5

Tangible fixed assets

(in kroons)

‘Buildings & Machinery &  Other Unfinished Total
civil englrll(eer— equipment fixed  works & pre-
INg WOrKs assets __payments

Acquisition cost as at 31.12.2003 24 166 81 5561575 337372r 1918798 35020091
Accum. depreciation as at 31.12.2003 -6 701 644 B3R -2 395 242 0 -12 729 18
Residual value as at 31.12.2003 17 465 17 1929 274 97848. 1918798 2229172

Changes in 2004

Acquisition and improvements 2 696 347 481 23t 73431 3251014
Reclassification 1918 798 31 699 -31699 -1918 79 0
Depreciatiol -483 336 -1 216 876 440 95¢ 0 -2 141 168

Acquisition cost as at 31.12.2004 28 78196 5458691 341775 0 37 658 40
Accum. depreciation as at 31.12.2004 -7 184 980 #4358 -2 838 497 0 -14 256 83
Residual value as at 31.12.2004 21596 98 1 22533t 579 25¢ 0 2340157

The ventilation and cooling system in the valuel &15 145 kroons was registered in the accou
period as fixed assets. The project began in 2603a at 31.12.2003, the cost of the works dont
1 918 798 kroons. Theosts in 2004 were 2 696 347 kroons. The worksimoatin 2005 and ti
budget of 2005 foresees 1 050 000 kroons for thaptetion of the development of the ventilation

27 computers were purchased during the year itothévalue of 339 445 kroons.

141 791 kroons was spent on the acquisition andangment of servers and 73 431 kroons on
replacing the inventory and furniture.

During the year, depreciated fixed assets in tigeiattion value of 613 521 kroons were written off.
The assets were transferred to Puiatu Special $tieecof charge following the latter’s request.
The composition of the assets transferred wasallenfing: 17 laptops, 16 monitor, 4 PCs, 1 printer.

Mihkel Oviir
Auditor General
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Note 6
Intangible fixed assets

(in kroons)
Software Total

Acquisition cost as at 31.12.2003 244 83( 244 83(
Accumulated depreciation as at 31.12.2003 -88 068 -88 068
Residual value as at 31.12.2003 156 76: 156 76:
Changes in 2004

Acquisition of asse 13 05! 13 0f1

Depreciatiol -59 172 -59 172
Acquisition cost as at31.12.200 257 88: 257 88:
Accumulated depreciation as3it.12.200 -147 24( -147 24(
Residual value as at 31.12.2004 110 64: 110 64:
Intangible assets consist of software
Note 7
Debt dbligations
(in kroons)

Obligation  Repay- Interest Interest Interest Obligation
31.12.200 ments expenditure expenditure rate 31.12.200.
200¢ 2004 2003
Financial leas 95 33: 95 33: 3 04z 20 84t 3,1¢% 0
Total 95 33! 95 33! 3047 20 84: ? 0

As at the beginning of 2004, the NAO had only dnarice lease obligation with the repayment termrendn 30.06.200.
The NAO leased office furniture from Hansa LiisiBgsti AS under financial lease ter

The contract was concluded on 30.06.2000 and thieafdhe transaction was 1 265 134 kro

Purchased office furniture is entered as fixedtasseder the balance sheet item "Other fixed ds

Note 8
Operational lease
(in kroons)
Payments
2002 2004 200¢
Paid operational lease payme 146 15! 137 22¢ 122 13!

The NAO leases the following machinery and equipnoeider operational lease ter|
automobile Volvo (starting from 30.10.2001)
copier Minolta (starting from07.11.20(

The lease contract of the automobile will expire36rm4.2005 and the contract of the copier on 32005.
The commercial lessor does not impose a fine olN#® at the termination of the contre

Mihkel Oviir
Auditor General
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Note 9
Arrears to suppliers and employees

(in kroons)

31.12.200 31.12.200
Arrears to suppliers 146 55! 80 73(
Arrears to employees 721 88! 823 20!

Arrears to suppliers are unpaid invoices for thgises provided in December.
Arrears to employees are entered as holiday phiitiedue as at 31.12.2004.

Note 10
Taxes
(in kroons)
Tax arrears Advance payments
31.12.200 31.12.200 31.12.200 31.12.200
Social tax 185 10: 38 341 0 0
Income tax of natural person 0 527 0 0
Income tax added to the fringe benefits 10 716 0 0 3484
Contributions to funded pension 0] 0 0 24
Total 195 81 38 868 0 3508
Note 11
Management expenses
(in kroons)
01.01.200431.12.200
Administrative expenses on reg. immovables, bujgiand rooms 1531 833
Administration expenses 1348 785
Mission expenses 870 68.
Expenses on training tools and training 538 10«
Information and communications technology expenses 488 58!
Inventory management expenses 364 05:
Vehicle maintenance expenses 314 03:
Research and development expenses 73 85(
Other expenses 11 92¢
Total of management expenses 5541 844

Due to changes in accounting policies it is nospe to present the reference data of the financia
year 2003.

Note 12

Net financing from the state budget

(in kroons)

Cash transfers from the state budget 34 756 79
Received from the state budget for making feass 34 808 77

Receipts transferred to the state budget -51 976

Transfers from the income statement 3371168

Revenue accrued to the state budget as at 31.12.200 2151195

Net transfer for transferring the difference in tash anc 1045 107

accrual accounting results to the state budget

Revenue accrued to the state budget as at 31.12.200 22 557 065
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Note 13
Grants awarded

(in kroons)

31.12.200 31.12.200
EUROSAI 7 328 7 345
INTOSAI 4 98¢ 5965
Total of membership fees 12 309 13 31(

The NAO is the member of INTOSAI since 1992 andrtfenber of the regional association
EURQOSAI since 1993.

Note 14
Labour costs
(in kroons
Renumeration costs 2 00« 2003
Graduated Additional Holiday Grants & Total of Total of
& basic & perform- pay benefits remunera- remunera-
salary _ance pay tion costs  tion costs
Officials
Auditor General 427 69¢ 85539 73047 37114 623 39¢ 441 69«
Higher officials 4054625 1012920622 35. 1024459 6714357 5971140
Senior official: 5738627 1229618866 30: 1476453 9311002 8905674
Junior officials 555 78 36604 30982 27524 65089 198 96!
Total of officials 10776 73 2364681 1592 686 25655507 299 65 15517 47
Employees
Workers and support st 58 512 3000 11370 12 000 84 882 75 00;
Total of employees 58 512 3000 11370 12 000 84 882 75 00
Temporary sta 207 73¢ 0 0 0 207 73t 111 36:¢

Total of remuneration costs 11 04298 2 367681 1604056 2577550759227 1570383

Average number of employees 2 004 2 003
Officials
Auditor General 1.0C 0.76
Higher officials 24.76 19.,90
Senior official: 49.06 58.92
Junior officials 5.07 2.85
Total of officials 79.89 82.43
Employees
Workers and support st 1.0C 1.00
Total of employees 1.0C 1.00
Fringe benefits 2 004 2 003
Write-off of study loans 422 00 171 19!
Other fringe benefi 228 68. 295 84
Total of fringe benefits 650 68: 467 04:
Taxes and social security contributions 2 004 2 003
Social tax on wages 5807 10¢ 5184 700
Unemployment insurance premiums 84 772 76 311
Income tax on fringe benefits 237 05( 170 42:
Social tax on fringe benefits 30087: 216 30:
Total of taxes and social security contributions 6429803 5647 735

Remuneration to the management forms 2 373 45Inkrisom the remuneration costs.
The management did not receive any additional éripgnefits.

The management includes the Auditor General, Dorsadf Audit and the Director of
Corporate Services. 39



4. Auditor General's speeches and replies to inquiries from
Members of Parliament

On problems with use and preservation of state asse  ts in 2003
Speech of Auditor General, Mihkel Oviir to the Pariament on 27 October 2004
Honourable speaker, dear members of the Parliament,

A few days ago, on my way to work, | happened tar o the radio an angry citizen railing against
the Estonian government — saying that this is nglsogbvernment but a gang of robbers and that
money is spent on god knows what, and so on afiaro Further, the citizen proudly announced that
he had never elected to Toompea any of those &dets and he never will. That citizen’s views
clearly reveal how falsely people see the relatibtine individual to the government and how they
perceive their role. It is still somewhere in theck of our minds that this is somebody else’s
government and somebody else’s money. And someblgdymust take the responsibility but not us,
the citizens. It is still not understood that thsrao mystical government’s money coming from god
knows where and going to god knows where. Thisiisnaoney, the taxpayers’ money that we have
entrusted to the Estonian government to be uspdugently as possible and for everyone’s benefit.
Thus the government is like a common cash box. iAtige government manages this money
prudently, we will all benefit. And when the mongges to waste, it goes from the pocket of each one
of us. By electing the parliament every four yaais in fact the stewards of our money that wesele
And that angry citizen might at last realize thatidnoring elections he voluntarily surrenders the
right to command his own money. And later thenedsone to accuse except himself.

Dear fellow taxpayers,

The function of the National Audit Office (NAO) as independent auditor is to tell the parliament
and the people whether the money that they hawktpaur common cash box has been used
lawfully, economically, efficiently and effectivelpr in other words — whether the government has
handled the money in a prudent manner. | belieseath Members of the Parliament have become
thoroughly acquainted with the NAO report on theyious budgetary year, presented to the
parliament two months ago. So today | will try feegcertain clues to the honourable Parliament that
might help dig into the causes of problems. Malsd @mphasize that one should be careful with
interpreting and generalizing the examples preskintéhe report. The given examples are just
selected isolated cases which have to be viewedritext and when torn out of context, they might
make a false impression as if the activity of tis¢oBian government is but infringement.

This is not so.

Within a year the Estonian State has become hattesugh it is a long way to perfection... At the
same time, infringement has not become systemadi¢tee NAO will take care that it never will.

Let us start with observations from last year.

My speech probably rings a bell for the senior Merstof the Parliament — either in joy or in sorrow,
because | am forced to revisit the issues thatehdly raised a year ago. Last year we failed t&rcp
the issue of government fees. We know the sumes &etually paid, but we do not know how much
should have been paid. It was nobody’s busineskeok whether any fees were paid at all for the
services provided. In this way the government meehost tens of millions of kroons. Do we really
have to await another incident with government fiesthe one discovered by the NAO a year ago in
the Estonian Motor Vehicle Registration Centreprider to exercise supervision in the manner
required by law? This year, however, many ministhiave verified the receipt of government fees
within their administration area as provided by |&lowever, last year it was not done by any
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ministry and not even the Tax Board. Problems withlic procurement are persisting — in the course
of 25 financial audits we detected infringementhef Public Procurement Act by 19 agencies. This is
far too much. It is no news that public propertiessed for extremely low rents and thus no revenue
is earned. In our estimation, about 80 % of lease® been made at a price which is at least 40 %
more favourable than the market price. True enotigise contracts date mostly from the early 1990s
and are valid according to the conditions of tivaet It may be very difficult, indeed, to alter sewf
them, because a contract is a contract and amenslnagyuire the consent of both sides. But it is
amazing how few contracts have been reviewed, @fnonany contracts stipulate an annual update.
What else concerns public property, as revealath&yWAO audit, an estimated 37 % of government-
owned buildings stand without any use. Given tleagnumber of football fans among the Members
of the Parliament, may | say that the total empgce equals the size of 135 playing fields of the
Lilleklla football stadium or 3,800 conference baif the Parliament.

Part of those empty-standing buildings may alrdaglgestroyed and part may be falling into ruin.
Probably there are many buildings among this ptypeherited after the withdrawal of Russian
troops. But all this means that we do not haveweamadew of what our government has and what this
is actually worth. It will become clear in one ysdime when the re-valuation of assets acquiréal pr
to 1995 must be completed. Today a building maseberded in the accounts at the value of several
hundred thousand kroons although in reality thegeoaly walls left. At the same time there are
occasions where an extremely valuable real propextybeen recorded at the value that is tens of
times below the fair market value. What do you khigithe value in the books of the famous House of
the Brotherhood of Blackheads in Pikk Street ifiia? 97 thousand kroons...

One of the issues that the NAO has been revisitorg year to year is apartments held by the
government. Since there is no comprehensive owgrefegovernment-owned apartments, the NAO
had to prepare it on the basis of enquiries.

It was revealed that the government has about 3p8Gments which have received over EEK 20
million in investments over the last five years .heTtenants of almost 400 apartments do not have
current employment relationship with the respectniristry or county government. It is my true
belief that the government must retain only thesetanents that it really needs — for instance
apartments meant, by law, for the officers of tlegebce Army or the Border Guard. The rest of the
apartments should be sold or transferred to théidPuimited Company “Government Real Estate”.
At this it is essential to clearly establish how #ale is to be performed. The NAO considers liteto
necessary that by 2010 the government would only the apartments, buildings and land that are
necessary for government affairs... The Governmesntlgaeed to this suggestion.

Honourable Members of Parliament,

The wrong or irresponsible use of money is a camsece. But problems, which the NAO has referred
to, take their rise from attitudes. There are @dficwho think that if they do not respect the law
nothing will happen. And indeed, nothing happensost cases, because the question as to whose
responsibility is somebody’s activity or inactivéyjmply remains without answer. But it is namelg th
guestion of responsibility that is central to tiiire civil service — the responsibility must bedea
specific in respect of every work assignment. Usitess is done, the ministers, chancellors,
ministerial officials and others regard a task@sabody else’s business. This leads to inactivity a
the work remains undone. Such a state of affaissa@aducive to the theft of grain and gas mask
filters from the national emergency stocks.

A few years ago there was incessant complainingtahe lack of political responsibility. It was tbl
that ministers are not aware of responsibility dndhot leave office if our money is wasted within
their administration area. Political responsibilitgs evaded by referring to the need to hear the
opinions of the prosecutor and the court. Politieaponsibility was not perceived as a distinctive
category of responsibility but just as a type gfdleresponsibility. To date we have achieved the
recognition of political responsibility — Tiit Tansaar resigned because of the grain theft, Signie Kiv
resigned because of the affair in the Cultural Evrdent. But the other side of responsibility is now

41



lost. Nothing is told about legal and administratresponsibility. In the grain theft affair, toogewan
sense the wish to reduce responsibility only toicral liability. It is but natural that the thief liable

to criminal prosecution. But from the administratpoint of view, those that must take responsihbilit
are the officials who were appointed by the goventor by all of us to take care of the good
management of this grain. The NAO found plentiadts about the malfunctioning of the chain of
responsibility. For example: The Council of thedeéan Granary did not verify whether the Board
had ensured the preservation of the nation’s sitechpgrain. The Council had failed to discuss a
number of important issues, like the developmerthefmethods for grain investment, reliability of
stock-taking, or the selection of and the verifimatof the reliability of grain managers. The Minys
lacked even an overview of the contracts under fwttie Estonian Granary had delegated the
management of grain. Neither had the reliabiliteoonomic status of grain depositors been checked.
There were also reasons why the chain of respdibgituld not function. Although the nation’s
emergency reserves are confidential, the Membettseo€ouncil of the Estonian Granary did not have
right of access to government secret. And suchtd hiad never been sought! Hence, those people had
to know that they accepted the remuneration oCixencil member solely for keeping a chair warm
and nodding along with the Board. The members®farliament committee set to guard over the
Estonian security agencies would be in the samerdisstuation unless they had access to the
government secret. They would then evaluate thé& wbthe Security Police apparently according to
what the papers print. By the way — setting adideGouncil, the Board of the Estonian Granary did
not have right of access to the government setttetrealthough they possessed complete information
about the stored grain. And the new managementrendew Council of the Estonian Granary
assumed office after the scandal still have notriglaccess to the government secret. | earnestly d
not know whether to laugh or cry.

Honourable Board, Members of the Parliament,

In global practice the responsibility of a compan@ouncil is proved to be growing. As a
representative of the owner, the Council is hefghomsible for strategic management, cost-
effectiveness and management of all kind of riglssthe Auditor General | am convinced that the
government must bring an action against the Memtiiettse Council of the Estonian Granary and
make a claim against them collectively for the imilk that vanished from our pockets due to their
negligence and non-professionalism.

To create a precedent, the matter must go all gyeup to the Supreme Court. Then it would be clear
whether the current law is deficient and needs amemt... or simply proper enforcement.

The case of the Council of the Estonian Granamgrsafore widely to the necessity of laying down
who and how can represent the government in the€liswof companies in which the government has
a share. This issue was dealt with by the LegahCéléor who appeared before you only lately. | wish
to address the issue from the point of view of nycared risks.

When | talk to the chancellors of the ministriesconfidence, they say: “Yes, | can see inhereshisri
here, but there is nothing | can do. | would notehsent any of those persons to the Council, kaut th
minister wanted so. This was a political decisioWhen | talk to the Board members about the
Council, they snigger and say: “Come on, the pesipliag on the Council are often those who are
unable to make head or tail of this business.”

| am inclined to believe that in order to tackle groblem of Councils and Council members, a body
of expert councillors as a separate entity shoalddt up at the Ministry of Finance. The task ekth
people would be the representation of the govertimarterests in the Council of a company. And
these should be people who really know the business

In case of certain strategically important compsitienay be necessary to have leading politician in
the councils, but in that case they should be deségl by the Parliament, their remuneration should
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be determined by the Parliament and they shoultbeuntable to the Parliament and not the
minister.

Next let us set to problems concerning the statigbéuand its implementation.

Money is the main resource with the help of whiwh parliament is realizing the policies approved by
the people. The debate on the next year’s statgdbisl currently under way in the Parliament. The
state budget is a law, | stress again, a law, dowgito which our money will be allocated next year
And it is your task to ensure, by approving théestaidget, that this money is allocated in suctag w
that each cent is spent purposefully. The goodesaas which the Government intends to spend the
requested money are not spelled out in the dratgBuAct but in the explanatory memorandum
attached to it ... in that 500-page book with yellmvers distributed to you. But if you think thiae
government must indeed spend money on the thirgsited in that yellow book, then you are wrong
... In fact the explanatory memorandum has no legamimg whatsoever. Once the monies are
approved, the government will prepare the so-cakedibudget that may but does not have to
coincide with the yellow book. And in this way iapnhappen that the government asks money for a
horse but will buy an ass instead.

One might ask — what happens it the Budget Acbtgespected? My answer is: nothing.

The Budget Act adopted as a law is being violatetha time, but there are no sanctions following,
nobody is penalized. Thus, incompliance with tla¢esbudget does not seem like a violation at all. O
paraphrasing Estonian film classics — the statg@éiuid not a law, it is just like a law. “Like thidand

is not quite an island, it's more like a peninsulalf.the state budget which is adopted as a legal a
and which is the most important instrument in thele country for any given financial and political
year, if it can be fearlessly violated, then whyemexpect respect for the regulations, orders and
other secondary legislation of the Government? Herevery time the Government appears here
before you with the draft state budget for the ryeedr, ask the Government first what they have done
with the money that was entrusted to them last gadrehalf of Estonian taxpayers.

Dear audience,

Everything starts with the preparation of the satage budget. Take a look at the new budget and try
to elicit from the government answers to the qoestithat anyone interested in the prudent usesof hi
money would ask.

These questions are: what is to be achieved, willdtendone to achieve the objectives and what will
it cost.

The government’s work on the budget can be evaluateording to whether these three questions are
answered. And if they are, then next year, aghimngbvernment should be asked: did you attain the
objectives; did you do what was intended; did &tas much as you reckoned.

Today, however, answers to these questions agelifalving in the wind, although this is the way the
government should report to you, honourable MembEParliament.

The NAO has also analysed the reports on the ingri¢ation of the programmes of government
agencies but these reports are extremely variga their quality. It cannot be judged whether the
outcome described by the agencies was really aethiehargets have been formulated as activities,
and not as a situation to be achieved — this imjilliegical reasoning.

For instance: one of the goals of the Ministry cb&omic Affairs and Communications was to
develop a housing policy. And the outcome for thgective was participation in the seminar on
housing policy in the European Union and Canada.
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Furthermore, a goal for the Ministry of Agriculturas to increase the rate of employment among
rural population. The outcome for this objectivesvaggiarterly reviews of statistical data. And so on
and so forth.

To conclude with,

It is the duty of the NAO to tell whether the anhieport of the government presents a true and fair
view of the financial position of the governmentdhe significant events in the previous budgetary
year. | can confirm — in recent years the goverrtragaport has become more substantial,
informative and true. Unfortunately, the repom@ consistent with the internationally accepted
principles. However, the situation is not hopelesgth the NAO encouragement essential requisites
for the emergence of high-quality financial repagthave been created and the enforcement of
corresponding legal acts will start next year.ds o be pointed out that it was almost the vesy fi
time after the restoration of independence thagthernment earnestly discussed the observations
made in the NAO annual report. In addition, theegoment has approved the programmes of the
ministries that outline specific actions for tackjione or another problem. Independence allows the
NAO to offer assistance to the Parliament in segkational solutions. The NAO has a definite
partner in the Parliament — the Committee for btidgatrol, in cooperation with whom we can
improve our government.

Honourable parliament,

As a spokesperson for the prudent use of moneNA&®@ supports in all respects the combination of
three R-s, or “R” cubed ... And Estonia will bengifithose three R-s stick and function together,
regardless of any external temptations. Those fRrsare

“RIIK” (government), “RAHA” (money) and “RATSIONAAISUS” (rationality).

Thank you for your attention.
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Auditor General’s reply to the inquiry by the Membe rs of Parliament Tonis
Lukas, Helir-Valdor Seeder, Andres Herkel, Tunne Ke lam and Peeter Tulviste
concerning the grain theft from the Rakvere Granary

In the Parliament, on 10 May 2004
Honourable Chairman, distinguished inquirers, déambers of Parliament,

The inquiry I'm about to reply concerns the pulstiocks. The inquiry was provoked by the theft of
the security stockpile of grain stored in the Ra&v@ranary. As we know today, this was followed by
the thefts of rescue equipment and outfit undectrarol of the Ministry of Internal Affairs andeh
absence of grain belonging to the security stoekgiso in Tamsalu Mills. It is truly regrettableath
such things could take place.

When reading comments about the thefts | have gesatly disturbed by the many remarks that the
rescue equipment was old and was to be writtesawfh anyway and that perhaps we don't need
stocks of such volume and kind at all. A theft abjic stocks is still a theft and it should be netgpal
very seriously and the discussions about the volontke function of stocks are unacceptable.

As an introduction, | would like to add that itifsthe interests of the national security to resptn
emergencies and major accidents promptly and wi¢lyaate means. In emergency situations, it is
essential to ensure the functioning of vitally impat sectors and the protection of infrastructire.
order to respond to the emergencies and to dellthvét consequences it is necessary to have also
supplies additional to the resources used in nositiztion. The establishment of such stockpiles
must be based on risk analysis; it must be cagetalhsidered what and how much do we need in
critical situations and how to use it most prudgiitthe need arises. And when these decisions have
been made, the acquisition as well as the presenvet the stockpiles must be ensured.

I will now answer the four questions in the ordesyt were asked by the inquirers on 31 March.
1. What is the volume of strategic reserves at thmoment in Estonia and where are they stored?

The issues related to national stockpiles are atgdlby the National Stockpiles Act. The Act
determines the classes of national stockpiles laagitocedure for their administration, regulates
relations which arise from the establishment, gferaeplenishment and use of national stockpilés an
provides for liability in the case of violation tife said Act. Pursuant to the this Act, national
stockpiles are the aggregate of tangible resowaedgechnical means which ensure the security and
independence of the Republic of Estonia and whiehuaed in an emergency or during a state of war.

The national stockpiles of the Republic of Estani@the security stockpiles, undertaking operation
stockpiles, mobilisation stockpiles and municigacg&piles.

The security stockpile is the aggregate of resauateéhe disposal of the state which is used tarens
the survival of the population in an emergency @nshtisfy the needs of the Defence Forces during a
state of war. The National Stockpiles Act determitiee ministries that organise the security
stockpiles:

Ministry of Agriculture, for foodstuffs;

Ministry of Social Affairs, for medicinal producésmd medical supplies;

Ministry of Internal Affairs, for fire extinguishopand rescue equipment and outfit.

The classification and volumes of security stockp#re state secret.
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The Ministry of Agriculture organises the admingsiion of the security stockpile of foodstuffs (food
grain, preserved food etc). The Ministry has codetlicommission and deposit contracts with AS
Eesti Viljasalv and AS Riigiressursside Keskustfa storage of the stockpile. According to the
accounting data, the value of foodstuffs at actjarsiprices as at 31 December 2003 was over EEK
80 million; due to the grain theft, the volume bétstockpile was actually smaller.

The Ministry of Social Affairs organises the stoitkf medicinal products and supplies and has
concluded a contract with Tartu University Hospftalthe storage of the products and supplies. The
value of the said stockpile as at the beginninthisfyear was over EEK 4 million.

Ministry of Internal Affairs organises the securspckpile of fire extinguishing and rescue equiptne
and outfit, including gas masks and various appkanThe supplies are stored by different militatis
rescue units. The value of the stock at acquisiigees is a little more than EEK 1 million. Thesk
has not been replenished in recent years and it lmeysrobably written off in the coming years.

| won't go into details of undertaking operationdtpiles, mobilisation stockpiles and municipal
stockpiles, the more so that they have practicallybeen established.

Additionally, several other legislations provide the establishment of different stocks.

Pursuant to the Minimum Stocks of Liquid Fuel Atk state must establish stocks in 5 day’s worth.
The Health Services Organisation Act sets outribgulation of the Government of the Republic shall
determine the terms and amounts of and procedutbdcestablishment of the operation stockpile of
medicinal products and medical supplies of headtle providers. From the state budget of 2003, EEK
1 million was allocated to the Health Care Boandtifie acquisition of the operation stockpile of
medical products. The Health Care Board used tbisayto conclude a contract with four hospitals
for the establishment of operation stockpile.

2. What does the Auditor General plan to do in ordeto ensure the strategic national stockpiles?
Has the presence of these stockpiles been verifittls year?

Before moving to the activities of this year, | vidlike to make a few comments about our previous
audits on this topic. | will elaborate on the reicandits on the security stockpile of grain, gitea
fact that in monetary terms, this class forms tlagompart of national stockpiles.

In the course of a separate audit conducted in,200ssessed the organisation of the accounting of
security stockpile of grain in the Ministry of Agtilture and the use of money related to the sgrcurit
stockpiles in AS Eesti Viljasalv. We drew the Mimyss attention to the absence of the approved
minimum and maximum quantities of security stookjoif grain required by the National Stockpiles
Act and to the fact that the accounting of stockhe Ministry’s accounting documents is not
properly performed. The accounting has been adjustenow, yet the approved quantities are still
absent. We pointed out that public money usedheréplenishment of stocks cannot be kept on the
account of a company and raise the latter’'s revadnuesponse to the proposal by the NAO, AS Eesti
Viljasalv transferred more than EEK 48 million teetaccount of the Ministry of Agriculture; as of

this year, the transfers in the replenishmentadkst are made through the State Treasury. The loans
to grain growers from the security stockpile fumgse also put an end to.

In the audit report on the economic activitiesha Ministry of Agriculture in 2001, we drew the
Ministry’s attention to the differences in the dafahe annual inventories of the security stockpil
grain and the accounting data. The quantities ahgshown by the data of annual inventories were
smaller than they should have been. RegrettabdyMimistry’s response was a mere formality. The
Ministry hasn’t approved the procedure for graiveintory to this today. The representative of the
Ministry of Agriculture has participated in the arah inventories organised by AS Eesti Viljasalv in
the storage facilities for grain. Despite the thett the inventories were made only once a yeatland
depositaries knew about them long beforehand asplitdethe fact that no procedures had been
established, this did not raise any questionseémtinds of the Ministry’s employees.
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In the audit report on the economic activitieshad Ministry of Agriculture in 2002, we drew the
Ministry’s attention to the fact that the sale pgof the grain sold in the course of the replengstt
of the security stockpiles of food grain are congyadower than the acquisition cost of the stocks.

The constitutional duty of the Auditor Generaldgpresent to the Parliament an overview on the use
and preservation of state assets. Last autumn whemere preparing the overview to be presented to
the Parliament in 2004, we found on the basissif aissessments that the issues concerning the
national stockpiles should be viewed under a sépaection. To that end we planned several audits
for 2004.

An audit on the “Formation, replenishment and pnesiéon of the national stockpile of grains” is
currently being conducted and it is scheduled todrapleted by July. In March and April, an NAO’s
auditor participated in the inventories of the fapdin belonging to the national security stockpile

all the elevators. On the basis of the inventoties exact amount of deficits was determined — the
deficit in Rakvere Granary was 14.2 thousand tartké value of EEK 26.8 million and in Tamsalu
elevator 327 tons. In the course of the auditNA© analyses the internal audit measures applied by
the Ministry of Agriculture and AS Eesti Viljasalanalyses the principles of choosing the stockpile
depositaries, audits all the transactions madé®mestablishment and replenishment of stocks and
evaluates the accuracy of the accounting of stocks.

An audit on the “Formation and replenishment ofdtuekpile of medicinal products” is being
conducted and will be completed also by July. Bn¢burse of the audit, the NAO assesses the
security stockpile of medical products, operatitotispile of medical products and the use of money
allocated for the acquisition of medicines againberculosis, organises inventories for verifying t
presence of stocks, assesses the internal autiitsgencerning the establishment and storage of
stocks.

The inventories of foodstuffs, fire extinguishingdarescue equipment and outfit stored in AS
Riigiressursside Keskus and the assessment obtitition of stocks are made in the course of the
audits on the economic activities of 2003 of theistry of Agriculture and Ministry of Internal
Affairs respectively.

Pursuant to law, the NAO cannot state its positamd opinions concerning the results of an audit
before the disclosure of the audit report. Theeefarannot comment on the current audits in more
detail at the moment.

The audit competence determined by the NationaltAbifice Act is wide and we don’'t have enough
resources to regularly audit all the bodies sulipeiuditing. However, given the different risks
concerning the stockpiles, the related activitidsremain in our focus also in the future.

3. Who will assume responsibility for the loss ofteckpiles?

Pursuant to § 7 (2) of the National Stockpiles Mg, activities concerning national stockpiles are
coordinated and supervised by the Government dRépublic. Thus the Government of the Republic
as a whole is responsible for creating the conuitizecessary for the establishment and supenasion
national stockpiles.

The same Act determines the ministries that orgahis security stockpiles. Pursuant to the
Government of the Republic Act, the minister wheedis the ministry is responsible for the discharge
of the functions of the ministry and its area ofggmment. Thus it is the minister who assumes tlirec
responsibility for the disorder in the area of goweent of the ministry.

Today we can say that the ministers did not haegaalte risk assessments concerning the security

stockpiles nor the risk management measures, #ese lack of rules of procedure, the control
measures for the preservation of stockpiles wesefficient and the internal audit departments dit n
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pay enough attention to these problems either.speeific failures to act shall be pointed out ia th
course of the audits currently conducted.

And one more question. The risk assessments bynaitauditors of the ministries must be supervised
by the government control, whose duties are perdriyy the Financial Control Department of the
Ministry of Finance. The Government has definedftimetion of internal audit. | quote: “Analyses
priority areas, relying on the results of annusk @ssessments.” Unfortunately, | can conclude only
one thing — this system has not been functionirgaBse what can be of greater priority than the
stockpiles ensuring the independence of the state.

This does not mean that the heads and officiaégyencies designated by the state to exercise
supervision and the workers and members of the gament bodies of state companies who have
failed to perform their contractual (supervisorg¥ponsibilities or failed to perform them as reedir
are not in any way responsible for the loss ofstioekpile.

The incident with the stockpile of grain shows ttheg management bodies of AS Eesti Viljasalv did
not exercise sufficient supervision over the perfance of the contract and are thus responsiblécdue
the negligence related to office. Management boafiése companies storing the stockpile of grain
assume responsibility for illegal appropriationgodin as is provided in the penal code.

By now, the Minister of Agriculture has resignedidoth the members and the president of the
supervisory board of AS Eesti Viljasalv have begplaced. Security Police are investigating the
thefts under three criminal proceedings, identtytihe persons at fault.

Thank you for your time!

* k% %

Reply to the question not answered in the Parliamerdue to the time constraint

4. Should the state establish additional requiremen for the legal status and economic capacity
of the enterprises applying for the right to storenational stockpiles?

The duty of the state is to ensure the preservati@iocks. The storage of stocks in state’s
warehouses does not automatically guarantee tresepvation. The rescue equipment was stored in
militarised rescue units but this did not prevérn from being stolen. The question is rather é th
administrative capacities of the state and in &ffecontrol measures.

If stockpiles are decided to be stored under araonin the warehouses of companies belonging to
private capital, the background of their owners timdmembers of management bodies should be
previously checked and their economic capacity khbe verified constantly. The existence of
security should be required from depositaries.dd#ht control measures (sealing of depositories,
unscheduled inventories in addition to the annuaakp should ensure the preservation of stockpiles.
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Auditor General's replies to the written question b y Eiki Nestor, Ivari Padar,
Andres Tarand and Kadi Parnits concerning the popul arity ratings of political
parties commissioned by government agencies

In the Parliament, on 28 May 2004
Honourable Mrs. Ergma,

| received written inquires by Members of Parliatiéadi Parnits, Ivari Padar, Eiki Nestor and
Andres Tarand made pursuant to the Parliament Rdilesocedure Act, concerning the popularity
ratings of political parties commissioned by goveemt agencies. The questions read as follows:

1. Is it the duty of the Ministry of Agriculture drState Chancellery to commission surveys on the
popularity ratings of political parties which ig&slished in the Government of the Republic Act and
the Statutes of the Ministry of Agriculture andt8t€hancellor, and is it necessary for the
performance of the functions established?

2. Does the commissioning of popularity ratinggolitical parties by the Ministry of Agriculture dn
State Chancellery for the funds from the state btidy in other words, for tax payers’ money comply
with the State Budget Act of 20047

3. Is the commissioning of popularity ratings ofifical parties by the Ministry of Agriculture artte
State Chancellery a) legal, b) effective use op&gers’ money which is subject to assessment by the
National Audit Office as provided for by § 3 of tNational Audit Office Act?

4. Did the Ministry of Agriculture and the Nation@lidit Office (probably a slip, the inquirers have
meant the State Chancellery?) disclose the matgriakuant to the Public Information Act?

5. If the answer to the four previous questionsoissimply “yes”, then who assumes responsibility f
such actions and what is this responsibility about?

The NAO has not audited the activities of the Miyi®f Agriculture and State Chancellery related to
the commissioning of surveys on the popularityngdiof political parties. At the moment | have at
my disposal the contracts on the basis of whiclstimeeys were and are commissioned, but not the
information about who has made the decision to c@sion the surveys and on what grounds.
Therefore the NAO cannot give an adequate assessihre responsibility of persons.

If the duties of employment have not been propeeformed or if the state has incurred unnecessary
expenses, it should entail responsibility. Yetfindts must be established and penalty imposetidy t
head of the agency. In case of doubt, thus, thebaesrof the Parliament should require an
assessment from the government and the heads gbtleenment agencies.

The general opinion on the use of budgetary fumdaxpayers’ money for one or another purpose
should also be given by the legislator, i.e. théid#aent. In the case in question, the NAO findst th
discussions and potential decisions in the Parlidmencerning the use of budgetary funds of
government agencies for the assessment of the gritgudf political parties would be in the intergst
of clarity and solutions.

Given these circumstances, | will now answer thestjons in the order they were asked:

1. Pursuant to the Government of the Republic thet,State Chancellery manages the operations of
and provides support services to the GovernmetiteoRepublic and the Prime Minister (8 77 (1) 1)
of the Government of the Republic Act).
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§ 8 (1) of the Statutes of the State Chancelleigbéishes: “For the performance of its functioms t
State Chancellery shall ensure the organisati@calhhomic and technical conditions for the operation
of the Government of Republic and the Prime Mimistg 22 of the Statutes specifies that the
activities of the State Chancellery include moriitgrof the public opinion. Pursuant to § 22 (3}tod
Statutes, one of the structural units of the Stdtancellery is the Government Communication Office,
which monitors and analyses public opinion, manggsddsic relations of the Government of the
Republic, the Prime Minister and the State Chaapglimanages national dissemination to citizens of
information relating to the European Union and damaites the work of press offices of government
agencies.

8 64 of the Government of the Republic Act lists tbllowing activities as the area of government of
the Ministry of Agriculture: drafting and realisati of national agricultural development plans and
effectuation of corresponding measures, regulaifactivities related to the processing of
agricultural products, agricultural market reguwatithe national stockpiles of basic grain seed and
food grain, food control and supervision, planttpation, veterinary medicine, animal and plant
breeding, land improvement, organisation of agtisal research, education and training, and the
preparation of relevant draft legislation. § 6lué Statutes of the Ministry provides that the pgat
function of the Ministry is to provide advice tcetlbovernment of the Republic in the matters
concerning agriculture and rural life, make profmsand implement agricultural policies and rural
policies within its sphere of competence.

Pursuant to the contract concluded between the Sta&ncellery and AS Emor on 6 February 2004,
the survey (which is conducted on a current basisveghose reports shall be presented to the
contracting entity, i.e. the State Chancellery exgcmonth) covers two aspects: support for the
Government of the Republic of Estonia (clause }1.8nt support for Estonian political parties (ckwus
1.3.2). The Ministry of Agriculture concluded a t@ct with a sole proprietor Marti Taru on 22
March 2004 to conduct a survey “The image of Miyistf Agriculture and rural life among Estonian
urban population” with the purpose of learning dtibe expectations of residents of cities towahds t
rural life and agriculture in general. Among otheestions, the survey included also questions not
related to the general purpose of the survey opénormance of the principal functions of the
Ministry of Agriculture. For example, “For which g's candidate did you vote for in the election of
the parliamentary assembly in 20037 If the elestimithe parliamentary assembly were to take place
next Sunday, for which party’s candidate would yote now?”; “Which parties should be
represented in the Government of the Republic tdrizg?”; “In your opinion, which party would be
the most suitable to direct the Ministry of Agrittuke?”.

In the opinion of the NAO, the functions of the t8t€hancellery and the Ministry of Agriculture as
state agencies do not require the commissionirsgiiefeys on the popularity of political parties. @oo
governance distinguishes between the administratidepolitical levels when exercising state
authority. Surveys on the popularity of politicalres and the information thus obtained do not
provide a substantial basis for better governingdatinistrative level.

The aim of the reform of the financing of partiesidg the last amendment of the Political Parties A
was not to add to the stability of the financingpafties. This is expressed also in the Governreent’
explanatory memorandum to the draft Act. Hand inchaith the growing allocations from the state
budget, the parties should be capable of monitdtiegopularity of their activities with their own
resources. According to good European practicéy suoveys are commissioned by parties, media or
institutions of the third sector (research insiiins), or they are conducted by survey companiés, w
then market them to the said customers. Politiaetigs, private or third sector are naturally firee
conduct or commission such surveys.

Public opinion surveys, monitoring and analysesmissioned by the Government or government
agencies should be limited to the opinions on thiwities of the Government or government agencies
and/or to the surveys on specific problems of tiea af government.
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2. The State Budget Act of 2004 does not deterithie@perating expenses of government agencies
with such precision. The State Budget Act of cursezar cannot determine the exact target of
expenses and it would be neither expedient norifges3he NAO holds that the state budget cannot
prescribe which specific surveys and at which pcae one or another Ministry or other government
agency commission.

The general trend in the development of fiscalgyal Estonia has brought the making of such
decisions from the Parliament level, i.e. the ahState Budget Act level to the Ministry level.

The functions of state agencies, including govemtragencies are determined by laws and statutes of
the agencies. The State Budget Act allocates tetHie agencies every year the amounts necessary fo
the performance of their functions.

Pursuant to § 25 (1) of the State Budget Act, asténdoes not have a right to change the purpbse o
the expenditure prescribed in the state budgesyaunt to subsection 2 of the same section this can
only be done by amending the state budget. Thel&gr has thus provided that allocated money
must be used for specific purposes.

Taking account of the main principles of good goagrce and the obligation of transparency in the
use of taxpayers’ money, the NAO finds that theemges which are not necessary for the
performance of agency'’s functions do not comphhwiite State Budget Act of current year. The State
Budget Act provides for operating expenses of govemt agencies and the ministers or other heads
of government agencies must monitor whether themsgs to be incurred correspond to the agency’s
functions and how to perform these functions mostnemically.

It must be borne in mind that the State Chancelhas/been commissioning surveys on the popularity
of political parties for quite some time. But thew@rnment should take a firm position and put ah en
to further surveys commissioned by government agsnc

3. The answer to the previous question includedfirion on the legal use of taxpayers’ money.

It follows from the foregoing that surveys on thapplarity of political parties organised by
government agencies cannot be deemed to be effactiy of taxpayers’ money, since the money has
been used for activities unnecessary for governmgancies. Moreover, in this specific case, the
NAO sees the commissioning of surveys of similarteot by different state agencies practically at
the same time as wasting or ineffective use of mogi@en the fact that the price of surveys depends
on the volume of the questionnaire and that timejrartiality is guaranteed by the entity conducting
the survey. The survey commissioned by the Minisfrjgriculture includes questions that repeat the
guestions asked in the surveys commissioned btte Chancellery on a regular basis.

4. The director of the Government Communicatioric@fhas publicly admitted that due to a human
error, the disclosure of materials did not fullyrqaly with the Public Information Act. This means
that the results of the surveys which are, accorthrthe contract, submitted to the State Changelle
twice a month, were not published on the websitsae. Yet the Public Information Act says that
information must be disclosed on the website awdntbe published elsewhere as well, e.g. in @hinte
press.

According to the contract, the Ministry of Agricute received the commissioned survey on 5 May
2004. The Ministry informed the public about thevay on its website on 11 May; the survey was
presented also in a press conference held at thistik§i on 12 May. The survey itself, however, was
published on the webpage only on 14 May.

The Public Information Act provides that publicanfation is required to be published on the

webpage “in a manner which ensures that it reaehesy person who needs the information as
quickly as possible”. The NAO finds that this ragment was not adhered to neither in the State

51



Chancellery nor in the Ministry of Agriculture, wigeit would be correct to publish the survey
together with its press release.

5. The NAO has not audited the problems raisedbyrtquirers or performed procedural acts as
defined in the National Audit Office Act. Therefaee NAO does not have at its disposal all
information concerning the activities of the oféits of the State Chancellery and Ministry of
Agriculture in the given case and thus the NAO carfiorm an opinion on the liability of the offical

The general principle deriving from the Public SeevAct is that persons who have failed to perform
their duties as required or caused unnecessarynsap¢o the state, assume responsibility as prdvide
for in the law.

National Audit Office — a wolf in sheep’s skin or a sheep in wolf’s skin?
Choices and challenges

Speech of Auditor General, Mihkel Oviir at a confeence dedicated to the 10th anniversary of
the Law Office Paul Varul on 28 October 2004

The other day at home as | was making a fire iffiteplace, | came across the weeklgsti Ekpress
from 1997. Instead of using it as a firelightelbggan to read it, for browsing through old newspspe
is captivating. They often reveal totally new asped an event that remained unnoticed at the éime
the event.

In thatEesti Ekspressn the section called “Kranaat”, there was a jakeut the National Audit

Office. It reads as follows: A robber enters theBaf Estonia, with a gun in his hand. With allttha
noise, the President of the Bank, Vahur Kraft reshelooks around, sees the robber and says with a
sigh of relief: “Oh God, it's you... | feared alreathat it is that damned Sven Potapov from the
National Audit Office.”

Back then, seven years ago, being the Secretargr@lesf the Ministry of Justice, | didn’t understan
the joke the way | do now, being the Auditor Gehera

Now | know from my own experience the image andatiiéude that this joke, although based on a
very specific incident, subconsciously conveys expresses. As a side remark, let me remind you
that at that time there was an intensive discussitima political flavour to it concerning the rigbf
the National Audit Office to audit the Bank of Esi.

We could see the same kind of discussion goindnmughout 2004 — to which extent, if any, has the
NAO authorized to audit local governments — andrgga addition to the rational side, there is aso
distinct political dimension to it. Both legal apdlitical arguments are sought against the auditing
And if rational arguments run short, emotional caesbrought into play.

The local governments were tried to be convincedl tiow that the National Audit Office is coming,
they’re done for. And when we tried to explain tivat only come to help, they did not believe us but
the intimidators. After all, it is a well-known sag that the audit begins with two lies: the audito
claims that we came to help you and the audited beylies that we have been waiting for you long
and we are glad you came.

Haunted by false images

For various reasons, our statements about oudfifass remind several audited bodies the tactic
known from the story about the big bad wolf aneéhlittle piggies. Remember, the wolf tried to get
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into the piggies’ house by putting on a sheep’s skid baaing gently, and when this didn‘t work, he
started to blow down the house. This is probably ka@ are perceived as well.

But is it really the aim of the National Audit Gfé to creep up on like a wicked and sly wolf clad i

the skin of a lamb and get its mouthful and conitaievil deeds? Or do we have a different aim? Or
perhaps the National Audit Office is a rather fedhimb who only appears to be a powerful and scary
wolf? Analysing these two extreme images can helget a better view of the essence and role of the
National Audit Office in the society.

We receive constantly very many letters, petitiod eequests where the citizens express their
concern. When looking at those letters, one getmpnression that people want to see us rather as a
wolf. And what to we do? We reply usually with grmobogy that your problem is not within the sphere
of our competence, we cannot help you to solweatcan forward your letter etc. etc. etc.

Hence, it is not surprising when these people daskwe need such an organisation as the National
Audit Office at all. Why do we need it, if it doast come and enforce the justice with its iron and
People expect that when they turn with their probte the National Audit Office, which they see as
their last resource, it will be solved. But assually won’t, they might become disappointed.

When | explain to people that the National Audifi€¥ is actually a classical audit institution, it
unfortunately does not say much to most of thent.Véeous surveys show that the NAO is seen as a
reliable institution. Why? | try to answer this gtien by giving you an example from the book called
"Yes, Minister," which is also known as the Bibfepoiblic servants.

Remember the chapter where the minister wanteeltbis art gallery at his electoral district irder

to get money to support a local football club? @atber demagogic counter-argument by Sir
Humphrey Appleby was that even though people dgmto this art gallery and nobody really needs
it, people are calm knowing that the art gallerihisre. Whether people go there is a very secondary
matter.

The effect of the NAO is somewhat similar to thisgallery. People feel calm just knowing that we
exist: somewhere is an institution whose funct®nadt perhaps perceived very clearly, but there is
this feeling that it creates. Although people ighout knowing the essence of the NAO, they are
still calm knowing that this institution exists.

One cause of the illusory hopes is definitely caime — National Audit Office (Riigikontroll). The
very word ‘audit’ implies a certain element of repsion and people conclude that the National Audit
Office should be in its essence a very big, stramg) powerful institution.

This word creates also illusions that we have &disl have repressive means which help to ensure
the implementation of our decisions and opiniorfsés iame was entered to the Constitution for
historical reasons. | believe that it is not thestrepppropriate one, since it retains the repressiage.

It is true that until 2002, the NAO had some represelements to it. Ignoring our decisions could
entail administrative sanctions.

It takes long before the actual and present funaiidche NAO will be acknowledged — this image of
the repressive body is still strongly rooted somesetin the back of our minds. In all of us, uphe t
legislator.

When | was making my annual speech in the Parlianneost of the questions the honourable
Members of Parliament asked me can be summarisiedl@ss: yes, what you say is absolutely true,
but please tell us which further functions, whiaktfier rights do you need so that you could enforce
your proposals. Do say which laws need to be antende

And as | tried to explain that in my opinion we taeally need any enforcement mechanisms, | saw
bewilderment and a kind of disbelief in the eyesainy Members of Parliament. It is our task to
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bring the problems before the Parliament andthéstask of the Parliament to find solutions, amend
laws and regulations, demand explanations etc.

We are still haunted by the shadow of the Sovigetinstitution People’s Auditing Office
(Rahvakontroll). I'm sure many of us remember wthatPeople’s Auditing Office meant. It was an
organisation very high in the political hierarchizaiterally removed people from office when
necessary and without prior notice.

Today, the NAO does not enforce itself through @spion but through its capability to make expert
recommendations to the audited bodies and to iis oustomer — the Parliament.

Yet this opens up a new can of worms. The propabkatshe National Audit Office makes for
improving the system are generally abstract. TH#igthowever, is more interested in focusing on
very specific problems. One case is being vieweddiscussed, but usually no-one wants to look
what is behind it, what is causing the problem.

We often fall for this attitude. Of course, it isry good and easy to say that this and that muaih gr
was stolen from the Granary. This is a definité.fabis is a specific act which has been widely
discussed.

The questions how it could happen at all and whased it have been discussed much less. People
who are dropping single facts are only trying tavdiattention to themselves; making a fuss about
single facts is in. They won't bother themselvethvglystematic thinking and systematic approach.

Under the influence of (lack of) political culture

In a situation where the National Audit Office doed possess any repressive means, the level of
political culture is very important. Very many pteims here are similar to those of the Chancellor of
Justice: there is a constant threat of being adcasmterfering in politics. When we look at whe i
accusing us, it is usually the coalition. The opjas has never accused us of interfering in paditilt

is not pleasant if such a universal sword of adbmsaf political interference is constantly heldoze
your head.

In that sense, the position of the National Audiic@ is even a bit more difficult than that of the
Chancellor of Justice, since we have a case whertotmer Auditor General has gone into top
politics. Together with him and also later, sevevatkers of the NAO went to be political advisats i
ministries. All their deeds done in the NAO are rewen through this prism; it is believed, that ¢hes
were the prerequisites for going into politics. Wave to pay for that even today: it is as if we nings
able to constantly prove that our proposals hatking to do with political struggle.

| am convinced that it is impossible to say wher#itial is governed by political consideratiornsda
when he is not. According to a classical schermshould be this way that politicians make decisions
and the officials are merely the tools for impleniggthe political will.

Yet in reality it is obvious that every official @pes politics, whether he wants it or not. Anyom®w
is making even the slightest decisions or shapingemgislative policies in any way does that; arg/on
who is preparing draft legislation, for exampleeddhat. Basically any official who is deciding ove
the use of money in one or another way is engagedlitics, for money is the central instrument for
implementing politics.

So the line here is actually very blurry and petaab It is extremely subjective, because it is
impossible to objectively ascertain whether onarather decision is made on political consideration
or not.

I, too, have come across the issue of politiciZeill ervants. | know | have many opponents in this
matter, but | am convinced that since officialshdwe political convictions, they might as well be
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allowed to join a political party. It is not a shano have certain convictions and let everybodykno
it. Precisely the fact that his political views &reown would restrain the official, since it would
increase public scrutiny over his decisions antbast

But lately | have also come across the downsideeobming politicized. There was a certain case in
our practice where an audit of the NAO, concerrmingfficial who has very clearly identified himself
politically, was sharply attacked.

A question arouse whether the NAO, when givingfimions, should start taking account of the
political party to which one or another officiahder whose responsibility the problem is, belongs.
The answer is a definite no. | hope that it wamegls fact, an incidental derogation from the norm.

If this becomes systematic, it is a dangerous atdic One cannot tolerate the political culture ghe
the leaders of political parties protect a feckl@stailed official in the interests of the partyly.

Thus, whether the political affiliation of a cingervant is beneficial or harmful depends agairhen t
political culture. Given the current level of palél culture, however, | cannot imagine the sitoati
where for example judges would belong to politgafties. And not really because | would suspect
that a judge belonging to a political party wouldmmehow influenced. If a judge belonging to one
party would have to administer justice to a pdkticbelonging to another one, then however fair and
just the verdict, it would still be placed in doddgfore the public. This in turn will undermine
people’s faith in the independence and impartiaftthe court system.

Unfortunately we have to bear in mind that in poditterms, Estonia is divided. If you look, for
example, how respected people form conversatioupgrat the reception of the President of the
Republic, you can see that they form into groupmipaccording to their political affiliation. I'nafraid
Estonia is not Great Britain where the MembersasfiBment attack each other sharply in the Parli@me
chamber, yet go and have a pint of beer togetlemedrds.

Out of the black hole

For many years it seemed as if the audits of theoha Audit Office disappeared into a black hole,
because the Parliament was not up to being a lelpstner. In 2004, however, the Parliament pet u
a Budget Control Committee to improve the co-openatith us.

Such committees have been set up in most countrisghis committee that is our input, our channe
through which we can with our rational analysis anoposals support the formation of most
reasonable political decisions.

Yet, one particularity must be borne in mind in tase of this committee — it should be led by the
opposition. Traditionally, such committees areldgdsomeone from the opposition and the majority of
the committee members are also from the opposkiiny? Because the opposition is interested in
raising problems. | dare not to claim that the ggifpan is always interested in finding a solution t
such problems as well, but they often have to sh®ivong desire to solve them. And this is already
something like the principle: better half an eggrtlan empty shell.

Estonia, too, has such a committee now, but irctineent political situation, the line between the
coalition and opposition is fairly fuzzy. This, hewer, is clearly and purely a political issue, vhic
has to be solved by the Parliament itself.

The National Audit Office cannot disregard the pcdil culture. We can be only as effective as the
existent political system and composition enabfeswants us to be.

If one or another issue is not paid enough attariban the Parliament, the NAO has also another

channel to make itself heard. It is the publictyur reports are public and public disclosure ismoft
feared more than any administrative sanction.
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We cannot take responsibility for what is happernimthe state, but we can take responsibility for
bringing the information before the Parliament &melpublic. We are the ones holding a mirror in
front of the Estonian state, so that the statecceat its real face.

Integration with the world

The National Audit Office is not alone in the wagrlde are a part of the global network of supreme
audit institutions, we are one of the organisatimost integrated with the world. In October 2004, a
congress of the supreme audit institutions was imelRlidapest with more than 180 participating
countries from all over the world. We are develgpimmmon policies, common working rules,
common methods etc. Where necessary, the worlgieme audit institutions provide each other
assistance, and this assistance has become oilwiaitance to the Estonian NAO.

In a world that is becoming more and more complexface the acute problem of competence. No
longer can we have total competence. It is noptbbélem of small countries only, but it concerns th
bigger ones too. If a British or German Auditor @&l complains that they have great difficulties in
finding auditors who would be competent for audjtinformation systems, for example, it very
clearly demonstrates the problem.

Therefore, the work of supreme audit institutiocmsiore and more project-based. The need for
external knowledge is growing every day. The EstoNAO has to start buying in certain knowledge
that we don’t have in Estonia from foreign states.

In 2004, we audited road repair works; the nexitanethted to roads should be on the quality of the
roads. Why does this cause problems? It is becaeismnnot find an expert on road quality in Estonia
who would meet the two requirements that are ofogtnmportance to us: competency and
independence. After all, all our road-experts hstuelied in the same school and everyone knows
everyone. This is not a problem peculiar to Estomig: our colleagues from Slovenia were facing the
same problem. Eventually, they got an expert withitelp of the Austrian NAO.

Thus, in the process of globalisation, we havelred¢he stage where the activities of the Estonian
NAO reflect in the activities of other supreme dudstitutions and vice versa.

In search of inner balance

In this changing world, the NAO asks itself the sfien who we are and how do we operate all the
time. Therefore, the question of the wolf and shelepiched upon in earlier is without a doubt ofie o
the central ones. We don’t want to be either ofithee need to find the balance. In this sense, we
should have the character of a sheepdog: in aitvasgtects us from ourselves and at the same time
does not let us turn into a big bad wolf or a &utihd feeble grass-eating lamb.

We are the representatives of such professionalreulvho do not see repression as the main
instrument for ensuring a civilised country. On thker hand, | find that the Parliament as our main
customer should be willing to listen to the ratibpeposals of the NAO and it should also be wijlin
to take rational actions necessary for the reatinaif these proposals.

We operate in an environment where political decisiand common sense clash very often.
Unfortunately, common sense cannot always prenglblic sector, because it is in the human nature
to think in fairly emotional terms. Given this cert, our role as a balancer is even more important,
because we do not depend on the votes of the ededlioe state becomes better if the emotional and
rational side are kept in balance.

56



5. Opinion on the NAO internal control system

As the Auditor General, | find that the NAO intefgantrol system is efficient, i.e. the system is
effectively operational, conforms to the rules odgedure, and ensures the agency’s legitimate and
economic performance and the protection of resgurce

The NAO internal control system includes structunenagement attitudes, applicable procedures and
other measures providing reasonable assurance that:

» the Office’s operations are legitimate;

» the Office’s assets are protected from damagetieguitom wasting, unintended use, fraud,
incompetent management, etc;

» the Office conducts its business economicallyceffitly and effectively, and ensures high quality
of services;

» the management and financial information reflecthmg Office’s business is reliable, accurate and
timely.

The NAO has established statutory and internakrafgorocedure which are respected and monitored

as to compliance. The separation of duties has &esmred in the performance of the Office's
functions and in the documentation and authorieatfctransactions, and supervision is exercised.

Mihkel Oviir

Auditor General
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6. Signatures to the annual report

The NAO annual report for the financial year thaded on 31.12.2004 consists of the management
report and annual accounts.

The management report and the annual accountshiesvedrafted by the executive management of
the NAO. The Auditor General and the Director haxamined the annual report.

Mihkel Oviir
Auditor General

TOnis Saar
Director of National Audit Office
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