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28- FINANCIAL CONTROL

The Draft Law on Public Financial Management and Control prepared by Ministry of Finance in order to establish a public internal control system which is compatible with the European Union (EU) and international standards, was submitted to the Turkish Grand National Assembly (TGNA) on August 3 2002 during the 57th cabinet period. However, it became obsolete during the election process. Works on the Draft, which is listed among the first six months’ measures of 58th Government’s Urgent Action Plan, continue.  It is envisaged that the Draft will be resubmitted to the Turkish Grand National Assembly (TGNA) in 2003. 

The aforementioned Draft Law aims to enhance transparency and accountability in public financial management, to ensure the compatibility of the systems of ex-ante control, ex-post internal audit and external audit with the EU standards, and to extend the initiatives of the spending institutions over ex-ante control and ex-post internal audit 

The Public Procurement System was rearranged by taking into consideration the norms of the international organisations of which Turkey is a member, and problems confronted in the implementation of the Law No.2886, in addition to the consideration of harmonization with the EU acquis. Public Procurement Law No.4734 and the Public Procurement Contracts Law, which were prepared for this purpose, were adopted on January 4 2002 and January 5 2002. Both of the laws entered into force on 1 January 2003.

I - PRIORITY LIST

PRIORITY 28.1. Adoption of the public internal financial control legislation in accordance with international control and audit standards and EU practice

PRIORITY 28.2. Strengthening administrative capacity in order to prevent the irregularities and corruption, which may negatively affect pre-accession aid 

PRIORITY 28.3. Improvement of the external audit field in accordance with international standards

Task 28. 3. 1. Legislation amendment in the external audit field compatible with EU and international external audit standards

Task 28. 3. 2. Strengthening external audit capacity of the Court of Accounts 

PRIORITY 28.4. Making preparations for the determination of a functionally independent coordination unit, which is responsible for legal and administrative coordination of the system protecting the EU’s financial interests and against corruption

II- MEASURES FOR HARMONISATION WITH THE EU LEGISLATION AND IMPLEMENTATION 

PRIORITY 28.1. Adoption of the public internal financial control legislation in accordance with international control and audit standards and EU practice

1-Priority Description

The provisions of the Draft Law on Public Financial Management and Control regarding public internal financial control systems, which is in line with EU practice and international standards will provide the following:   

- An public internal control system will be established. This system will ensure the operation of public administration in line with laws and other regulations, the economical, effective, and efficient management of public revenues, expenditures, assets and liabilities, the prevention of fraud and irregularities in all type of financial decisions and procedures, the ability to receive timely and accountable information for decision making and monitoring, the concentration of control and audit in the most risky areas determined in accordance with objective risk management analysis 

- It will be ensured that for the purposes of establishing effective control mechanisms, personnel who have management responsibility in spending institutions will take all necessary measures to determine the personnel who will carry out financial services by taking into account duties, authority and responsibilities, the prevention of irregularities, the application of determined standards, and the assurance of financial transparency. 

- Functional independence of internal auditors will be ensured and internal audit will be executed in such a way that management and control structures of public administrations and financial procedures will be effective, economic, efficient, in line with legislation and generally accepted standards. 

- Detailed measures providing transparency and accountability in financial management take place in the Draft.

- The accounting system will be established in such a way that decision-making, control and accountability processes will proceed effectively. 

- Executive personnel will bear responsibility for prevention of losses and mistreatment during the process of acquisition and utilisation of   public resources, preparation of institutional strategic plans and budgets in line with development plans, annual programs, determined principles and procedures and service necessities, and the effective, economic, efficient utilization of resources under their responsibility. In addition, executive personnel will inform the public about the purpose, strategies, values, commitments and annual performance plans of their administration at the beginning of each financial year.

- Spending authorities will be responsible for the compliance of spending with the budget principles, laws, bylaws, and regulations and other legislation and economic, effective and efficient utilization of the appropriations. 

- Internal audit will be performed in compliance with the generally accepted audit standards. 

- The Court of Accounts will abandon its ex-ante control function as an external audit body and concentrate on ex-post audit, while its scope of audit will be expanded. 

A project has been prepared and was proposed to the 2003 Pre-accession Financial Assistance Programme to support the implementation of the Draft Law on Public Financial Management and Control.

2-Schedule of Necessary Legislative Changes

Table 28.1.1

	No
	Title and Number of EU Legislation
	Title of Draft Turkish Legislation
	Responsible Institution
	Proposed date of the Approval of the Minister / Council of Minister
	Proposed Date of

1-Adoption by the Parliament

2-Entry into force

	1
	Council Regulation (EC, Euratom) No 1605/2002 of 25 June 2002 on the Financial Regulation applicable to the general budget of the European Communities
	Draft Law on Public Financial Management and Control
	Ministry of Finance
	2003, III. Quarter
	1- 2003, III Quarter

2- 2003, III. Quarter 

	2
	Commission Regulation (EC, Euratom) No 2343/2002 of 23 December 2002 on the framework Financial Regulation for the bodies referred to in Article 185 of Council Regulation (EC, Euratom) No 1605/2002 on the Financial Regulation applicable to the general budget of the European Communities
	Draft Law on Public Financial Management and Control
	Ministry of Finance
	2003, III. . Quarter
	1- 2003, III. Quarter

2- 2003, III. Quarter

	3
	Council Decision No 2000/265 of 27 March 2000 on the establishment of a financial regulation governing the budgetary aspects of the management by the Deputy Secretary-General of the Council
	Draft Law on Public Financial Management and Control
	Ministry of Finance
	2003, III. . Quarter
	1- 2003, III. Quarter

2- 2003, III. Quarter


3-Schedule for Necessary Institutional Changes

Table 28.1.2

	No
	Necessary Institutional Changes – (Ministry of Finance)
	Period of Implementation

	1
	Establishment of Internal Control Harmonisation Board in order to provide service as a central harmonization unit
	2004, I. Quarter

	2
	Establishment of Internal Audit Coordination Unit in order to determine internal audit standards and coordinate the internal auditors’ work, and establishment of a unit to provide support services to this Unit
	2004, I. Quarter

	3
	Implementation of systematic and comprehensive training programs in order to train internal auditors and personnel who are going to work in the ex-ante control processes
	2004, II. Quarter 

	4
	Establishment of computer network for the purposes of information exchange, transmission of reports and information stocking among Internal Audit Coordination Board, Ministry of Finance and spending institutions 
	2004, IV. Quarter

	5
	Delegation of sufficient internal auditors by the Prime Ministry and relevant Ministries
	2005, IV. Quarter


4- Financing Requirements and Sources of Financing

Table 28.1.3

















(Euro)

	The Requirements - (Ministry of Finance)
	Year 
	National Budget
	EU Resources
	Other Resources
	Total

	I- Investment
	2003-2004
	9,853,218
	900,000
	-
	10,753,218

	II- Harmonization for Legislation and Legislation Implementation
	2003-2004
	
	
	
	

	Recruitment 
	2003-2004
	2,335,155
	-
	-
	2,335,155

	Training
	2003-2005
	341,730
	-
	-
	341,730

	Expertise
	2004-2005
	22,782
	1,800,00
	-
	1,822,782

	Translation 
	2003-2004
	11,391
	-
	-
	11,391

	Other 
	2003-2004
	284,775
	-
	-
	284,775

	Total
	2003-2004
	12,849,051
	2,700,000
	
	15,549,051


PRIORITY 28.2 Strengthening administrative capacity in order to prevent the irregularities and corruption which may negatively effect pre-accession aid

1- Priority Description

Strengthening administrative capacity in order to prevent the irregularities and corruption, which may negatively affect the pre- accession aid is fulfilled with the mechanisms established under the Decentralized Implementation System relevant to the utilization of pre-accession aid. Within this framework, necessary regulations regarding the new Decentralized Implementation System that enables utilization of the pre-accession aid through projects in line with the Accession Partnership Document and the National Program’s priorities were established with Prime Minister’s Circular No.2001/41 dated July 18 2001. Afterwards, the Memorandum of Understanding for the establishment of the Central Finance and Contracts Unit (CFCU) and the Memorandum of Understanding for the establishment of National Fund were signed in February 14 2002 between Turkish Government and European Commission.  The approval of the said Memoranda of Understanding was endorsed with Law No.4802 in January 30 2003 and they were approved in February 24 2003 by the Council of Ministers. Based on these Memorandum of Understanding the Turkish Government established the Central Finance and Contracts Unit and the National Fund within the framework of Decentralized Implementation System. According to these Memoranda of Understanding (MoU’s) it is foreseen that procedures under these MoU’s will be audited by the Court of Accounts, Treasury Controllers or another auditor to be determined by the Commission. The Internal Audit Manual to be used in the audit of the National Fund and the Central Finance and Contracts Unit is prepared by European Commission experts and the Undersecretariat of Treasury and it was approved by National Authorising Officer (NAO). In addition, necessary measures to strengthen the administrative capacity of the Board of Treasury Controllers (training and consultancy) will be taken to ensure audit of pre-accession aid in line with EU standards. The Turkish Government applied officially for accreditation to the EU in April 9 2003. The result of the process of evaluation for accreditation is awaited.      

2- Schedule of Necessary Legislative Changes

Legislative changes are not foreseen at this stage for this priority.

3- Schedule for Necessary Institutional Changes

Institutional changes are not foreseen at this stage for this priority.

4- Financing Requirements and Sources of Financing

Table 28.2.1

















(Euro)

	The Requirements - (Undersecretariat of Treasury)
	Year 
	National Budget 
	EU Resources
	The Other 
	Total 

	I- Harmonization for Legislation and Legislation Implementation
	2004-2005
	-
	- 
	-
	

	Training
	2004-2005
	-
	300,000
	-
	300,000

	Expertise
	2004-2005
	-
	320,000
	-
	320,000

	Other
	2004-2005
	-
	180,000
	-
	180,000

	Total 
	2004-2005
	-
	800,000
	
	800,000


PRIORITY 28.3 Improvement of the external audit field in accordance with international standards

The process of legislative and institutional amendment aimed at ensuring the functioning of the Court of Accounts in line with international standards in the field of external audit has not yet been completed, but work towards this end has been accelerated since March 8 2001, on which date when Accession Partnership Document was published.

Within this framework, the amendment process of the current Court of Accounts Law to ensure its compatibility with EU norms and with Public Financial Management and Control Draft Law has reached its final stage.

In addition, a project prepared to strengthen the audit mechanism of the Court of Accounts was proposed to the 2003 Pre-accession Financial Assistance Programme. Following its approval, the said project, having an implementation stage of more than one year, will enhance the current capacity of the Court of Accounts in the area of external audit and eventually contribute to the works in the financial control field. 

Task 28.3.1 Legislation amendment in the external audit field compatible with EU and international external audit standards

1- Priority Description 

The priority is revision of the Court of Accounts Law No.832 by taking into consideration the main principles in the European Implementation Guide for audit standards of International Organization of Supreme Audit Institutions (INTOSAI) and INTOSAI and EU audit standards in the field of financial control and making legal amendments in case it is necessary. This legal amendment is required for the Court of Accounts to fulfil its function in the field of financial control properly.

The amendment process relevant to the Law No.832 has reached its final stage. The Draft Law is envisaged to be submitted to the TGNA as soon as possible so that it can be enacted in 2003. 

2- Schedule of Necessary Legislative Changes

Table 28.3.1.1

	No
	Title and Number of EU Legislation
	Title of the Draft Turkish Legislation
	Responsible Institution
	Proposed Date of the Approval of the Minister / Council of Ministers
	Proposed Date of

1-Adoption by the Parliament

2-Entry into force

	1
	Council Regulation (EC, Euratom) No 2988/95 of 18 December 1995 on the protection of the European Communities financial interests
	Draft Law regarding amendment in the Court of Accounts Law No 832
	Court of Accounts 
	2003, IV.  Quarter
	2003, IV. Quarter

2003, IV.  Quarter

	
	Council Regulation (EC) No 1267/1999 of 21 June 1999 establishing an instrument for Structural Policies for Pre-accession 
	
	
	
	


Table 28.3.1.1 (Continued)

	No
	Title and Number of EU Legislation
	Title of the Draft Turkish Legislation
	Responsible Institution
	Proposed Date of the Approval of the Minister / Council of Ministers
	Proposed Date of

1-Adoption by the Parliament

2-Entry into force

	
	Directive of the Commission No 2064/97 of 15 October 1997 for the implementation of the Directive of the Council No 4253/88 related to financial control of operations by member states regarding the Structural Funds
	
	
	
	


3- Schedule for Necessary Institutional Changes

Institutional changes are not foreseen at this stage for this priority

4-  Financing Requirements and Sources of Financing

Financing requirements are not foreseen at this stage for this priority

Task 28.3.2. Strengthening the external audit capacity of the Court of  Accounts

1-Priority Description

With the aim of harmonization of the Court of Accounts’ role in the field of external audit with the EU and international standards, a project was proposed to the 2003 Pre-accession Financial Assistance Programme. 

Following results are expected to be obtained out of the project due to be finalised in 2005. 

- Harmonization of the legal framework regarding the Court of Accounts’ audit function with International Audit Standards and EU practice

- Harmonization of Court of Accounts’ implementation capacity with International Audit Standards and EU practice (financial audit, audit of the EU funds, preparation of handbooks regarding system based audit, and performance audit and delivering training in accordance with these)

- Strengthening administrative and institutional capacity and improvement of the human resources of Court of Accounts, 

- Benefiting from the Information Technology (IT) System for the Court of Accounts’ audit in addition to the adoption of the computer supported audit techniques.

2- Schedule of Necessary Legislative Changes

Harmonization of the legislation, except for the harmonization of Law No.832, will be determined according to the findings that will come out during the implementation of the project.

3- Schedule for Necessary Institutional Changes

Table 28.3.2.1
	No
	Necessary Institutional Changes-(Court of the Accounts)
	Period of Implementation

	1
	Improvement of the administrative capacity of the Court of the Accounts in accordance with International Audit Standards and EU’s good practice examples in order to audit accounts under the audit field and EU funds better. (In order to achieve this aim, handbooks compatible with INTOSAI audit standards and EU regarding financial audit, system based audit and performance audit have to be prepared.)
	2004-2005

	2
	Strengthening administrative and institutional capacity and improvement of the human resources of the Court of Accounts
	2004-2005

	3
	Benefiting from the Information Technology (IT) System for the Court of Accounts’ audit in addition to the adoption of the computer supported audit techniques.
	2004-2005


4- Financing Requirements and Sources of Financing

Table 28.3.2.2

	The Requirements-(Court of Accounts)
	Year
	National Budget
	EU Resources
	The Other
	Total

	I- Investment
	2004-2005
	50,000
	150,000
	-
	200,000

	II- Harmonization for Legislation and Legislation Implementation
	2004-2005
	-
	1,200,000
	-
	1,200,000

	Other
	2004-2005
	25,000
	-
	-
	25,000

	Total
	2004-2005
	75,000
	1,350,000
	-
	1,425,000


PRIORITY 28.4 Making preparations for the determination of a functionally independent coordination unit which is responsible for legal and administrative coordination of the system protecting the EU’s financial interests and against corruption

1-Priority Description 

Fight against corruption is one of the issues to which the Turkish Government attaches high importance. Within this scope, the Action Plan for Enhancing the Transparency and Improving Effective Public Management in Turkey was adopted by the Council of Minister’s Decision No.2002/3 dated January 12 2002. Moreover, implementation of most of the measures for the fight against corruption in the 58th Government’s Action Plan was foreseen to be realised within the first 6-12 months.  In this context, works continue.

2- Schedule of Necessary Legislative Changes

Table 28.4.1

	No
	Title and Number of EU Legislation
	Title of Draft Turkish Legislation
	Responsible Institution
	Proposed date of the Approval of the Board/Minister/Council of Minister
	Proposed Date of

1-Adoption by the Parliament

2-Entry into force

	1
	Commission Decision No 94/104/EC of 23 February 1994 setting up an advisory commission for fraud prevention
	Draft Law on Public Financial Management and Control 

The legislation works carried out in the framework of Council of Minister’s Decision No 2002/3  
	Ministry of Finance 

Prime Ministry 
	2003, III. Quarter  
	1- 2003, III. Quarter 

2- 2003, III. Quarter 

	2
	Council Regulation (EC, Euratom) No 2988/95 of 18 December 1995 on the protection of the European Communities financial interests
	Draft Law on Public Financial Management and Control 

The legislation works carried out in the framework of Council of Minister’s Decision No 2002/3  
	Ministry of Finance 

Prime Ministry
	2003, III. Quarter  
	1- 2003, III. Quarter 

2- 2003, III. Quarter

	3
	Council Regulation (Euratom, EC) No 2185/96 of 11 November 1996 concerning on-the-spot checks and inspections carried out by the Commission in order to protect the European Communities' financial interests against fraud and other irregularities
	Draft Law on Public Financial Management and Control 

The legislation works carried out in the framework of Council of Minister’s Decision No  2002/3  
	Ministry of Finance 

Prime Ministry
	2003, III. Quarter  
	1- 2003, III. Quarter 

2- 2003, III. Quarter

	4
	Council Regulation (EC, Euratom) No 1605/2002 of 25 June 2002 on the financial regulations applicable to the general budget of the European Communities
	Draft Law on Public Financial Management and Control 

The legislation works carried out in the framework of Council of Minister’s Decision No 2002/3  
	Ministry of Finance 

Prime Ministry
	2003, III. Quarter  
	1- 2003, III. Quarter 

2- 2003, III. Quarter


3- Schedule for Necessary Institutional Changes

Schedule for necessary institutional changes for the implementation of legislation is presented in Table 28.1.2.

4- Financing Requirements and Sources of Financing

Financing requirements and sources of financing are presented in Table 28.1.3.
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