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INTRODUCTION BY THE AUDITOR 

GENERAL, MR. SVEINN ARASON 

 

Over the past few months, the so‐called Icesave 
dispute has overshadowed all other issues in the 
political arena of this country. The long delay 
waiting for a resolution of the dispute has had very 
negative effect on the economy. It has caused 
delays in the International Monetary Fund’s (IMF) 
and the Icelandic Government’s economic 
programme review. Moreover, Icelandic 
companies and financial institutions have had little 
or no opportunity to maintain normal credit 
relations with overseas entities while the dispute 

has remained unresolved. As a result, the restoration of Iceland’s economy has been 
delayed. At the time of writing this introduction, we have yet to see any movement 
towards the resolution of this drawn‐out dispute. 
 
The collapse of the banks in 2008 had an extensive and negative impact on public 
finances. In light of the authorities’ plans for cut‐backs and restraint measures, the 
National Audit Office decided, at the beginning of 2009, to focus increasingly on 
monitoring the implementation of the Budget and the financial management of public 
bodies. Several working groups were formed within the Office and each was given the 
task of monitoring specific public bodies and budget items. Attention was brought to 
bear on the submission of operating plans by public bodies, their quality and 
ministerial supervision of their implementation. The results of these efforts were 
published in two reports in mid‐year 2009. The reports refer to the responsibility of 
the directors in keeping the operations of public bodies within budgetary 
appropriations, while also pointing out the obligation of the ministries to monitor and 
provide solutions to problems as they arise. In my opinion, the financial management 
of ministries and public bodies has generally improved in past years. However, there 
are still failures in registering operating plans in the State’s accounting system on time. 
As a result, these plans are not as useful as they could be in managing and monitoring 
operations. 
 
Every year for the past two decades, the National Audit Office has criticised ministries 
and public bodies for not respecting budget authorisations. Moreover, the Office has 
issued several recommendations for changes to the rules in order to increase 
discipline and restraint in the formulation and implementation of the Budget. These 
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recommendations may be found in the Office’s 2001 report on the budgeting process 
and in its annual reports on the implementation of the Budget and audit of the 
Central Government Accounts. In 2009, two international bodies, the International 
Monetary Fund (IMF) and the Organisation for Economic Co‐operation and 
Development (OECD), issued reports which in fact agreed with a number of the 
opinions expressed by the National Audit Office as regards these matters over past 
years. In light of current circumstances in society and in government operations, I 
believe that the Althingi is under obligation to take the criticism and 
recommendations of these international institutions into full account.  
 
According to law, the National Audit Office was appointed to manage the audit of the 
three new state banks established in 2008 after the collapse of the financial system. 
Since the National Audit Office does not have specialist knowledge of auditing 
financial institutions, these tasks were put out to tender. The Office subsequently 
negotiated with three audit firms. The project involved reviewing the assessment 
made by the banks’ managers and independent experts as regards the assets, debts 
and obligations that were transferred from the old banks to the new. The banks’ 
internal controls, working procedures and IT systems were also reviewed. This work 
took considerable time, and one could even say that the banks were not fully 
operational during the audit. Once the results of the initial balance sheets of the new 
banks had been prepared, an agreement was reached with the resolution committees 
and the creditors of the old banks as regards financing and payment for assets that 
were taken over. Finally the State’s initial equity contribution to each bank was 
negotiated. Later an agreement was reached with the resolution committees of 
Kaupthing and Glitnir to the effect that they would acquire a majority shareholding in 
Arion bank hf. and Íslandsbanki hf. respectively. This change meant that the 
government’s initial contribution to these two banks was much lower than 
anticipated. On the other hand, arrangements were made for the State to acquire an 
81% shareholding in NBI hf. while creditors received a 19% shareholding. 
 
Every year, the State and local authorities are responsible for a wide range of tasks 
and construction projects. In recent years, these parties have increasingly negotiated 
with private entities for construction projects and then leased such installations in 
accordance with agreements thereto. This arrangement is called a private finance 
initiative. Following the economic collapse, state and municipal revenues have fallen 
and debts have grown, which means that their flexibility to finance new construction 
has shrunk considerably. As a result, the opinions of those who believe that a private 
finance initiative is a positive option for financing public works have been gaining a 
greater following. At the same time, the ministry responsible for municipal issues has 
criticised municipalities for not disclosing the financial obligations that result from 
such lease agreements in their financial statements. The National Audit Office has 
been examining this issue and will, in the next few weeks, issue guidelines on how 
such obligations should be recorded in the financial statements of public entities. In 
this respect, legal provisions on state finances, the Act on Annual Accounts, 
International Financial Reporting Standards (IFRS) adopted by Iceland and 
International Public Sector Accounting Standards (IPSAS) must be taken into account. 
These rules and standards all provide for the compulsory recording of obligations that 
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are of considerable importance for the party concerned in its financial statements. 
Minor obligations, however, may be recorded in the notes. 
 
In its report on the implementation of the 2009 Budget, discussed in more detail in 
the present Annual Report, the National Audit Office recommended examining 
possible amendments to certain legislative provisions on state finances. Among others, 
provisions on the treatment of plant, property and equipment in Group A. In the 
opinion of the Office, capitalising such assets can be an option, as general accounting 
principles provide for. Furthermore, consideration should be given to the treatment 
of earmarked revenues and Government revenues, for example. It is hoped that the 
Althingi and the Minister of Finance will take these proposals into consideration. 
 
Last year, much effort went into adopting new auditing software (TeamMate) at the 
National Audit Offices. The system has now been implemented and it was used in the 
2009 audit of public bodies. It is hoped that its use will, in the long term, make 
auditing work easier, strengthen project management and facilitate co‐ordination.  
 
The National Audit Office has not been exempt from the recession in government 
operations following the economic collapse. A number of measures to reduce costs in 
the Office were implemented in 2009. We will continue our efforts to reduce costs 
during the present year. In 2009, the Office had 48 permanent employees and one 
temporary member of staff. One employee left the Office in mid‐year 2009 and, for 
purposes of economisation, a decision was made not to recruit a replacement. 
Surplus in 2009 amounted to approximately ISK 4.6m. The Office’s assets amounted 
to ISK 98.8m, liabilities were ISK 43.1m and unallocated budgetary appropriations 
amounted to ISK 55.7m once budgetary appropriations amounting to ISK 26.9m had 
been cancelled in the final 2008 Budget. 
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THE ALTHINGI’S INDEPENDENT 

MONITORING BODY 

The Icelandic National Audit Office (INAO) is an independent body operating under 
the auspices of the Althingi (Iceland’s parliament). The Office is part of the legislature 
and is involved in monitoring the executive branch. Its main role is to audit the Central 
Government accounts and the financial statements of central government bodies, and 
to monitor and promote improvements in the financial management of the State and 
in the use of public monies.  
 
The National Audit Office operates in accordance with legislation applicable to it (No. 
86/1997) and, as applicable, the Act on Auditors (No. 79/2008), as well as with various 
other acts of law applicable to its operation. Furthermore, the Office takes account of 
the standards and guidelines of the International Organization of Supreme Audit 
Institutions (INTOSAI) and the standards of the International Federation of 
Accountants (IFAC). Moreover, employees take account of the Office’s Code of 
Professional Conduct.  
 
Taking into account acts of law, rules, standards and guidelines, the National Audit 
Office has defined its principal tasks in the following manner:  

FINANCIAL AUDITING:  

The auditing of the Central Government Accounts and the accounts of public bodies 
and enterprises in which the State owns at least half of the shares. The auditing of the 
accounts of entities that operate under the auspices of the State, or provide statutory 
services or undertake other projects in exchange for payment or contributions from 
the State. Suggestions on what improvements may be made to accounting, the 
preparation of financial statements and financial management. 

PERFORMANCE AUDITING:  

Evaluations of the performance of public bodies, state‐owned enterprises and parties 
that accept contributions from the State. Assessments of economy, efficiency and 
effectiveness. Suggestions on how performance may be improved. 

INTERNAL AUDITING:  

Examinations of the internal controls of public bodies and state‐owned enterprises. 
Suggestions for improvements in this field. 
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IT AUDITING:  

Examinations of the security and effectiveness of state‐owned IT systems. Suggestions 
for improvements in this field. 

MONITORING THE IMPLEMENTATION OF THE GOVERNMENT BUDGET:  

Monitoring whether public bodies operate in accordance with the Budget, the 
Government Financial Reporting Act and the Regulation on the Implementation of the 
Government Budget.  

LEGAL OPINIONS:  

Discussion of legal issues that relate to the Office’s scope of activities. 

MONITORING THE FINANCES OF SELF‐OWNED ORGANISATIONS (FOUNDATIONS):  

Monitoring the accounts of funds and public bodies operating in accordance with 
approved charters. 

MONITORING THE FINANCES OF POLITICAL PARTIES AND POLITICAL CANDIDATES:  

Receipt, processing and publication of information on the income and expenses of 
political parties and candidates in pre‐elections. 
 
It must be noted that the above tasks often overlap and are connected in various 
ways. Moreover, the definition of a task may change in accordance with the Office’s 
change of focus from time to time.  
 
By law, the National Audit Office has a very broad mandate for auditing. It may call for 
financial statements from public bodies, associations, funds and any other bodies that 
receive Government funds or guarantees. Furthermore, it is permitted access to 
original documents and reports prepared in relation to invoices issued to the 
Government, in order to verify the content of the invoices and the Treasury’s 
payment obligations. Finally, the Office may request reports on the disbursement of 
grants and other contributions from public funds, and assess whether such payments 
have achieved the intended results. 
 
The National Audit Office selects and organises its own projects, even though it is 
constitutionally under the auspices of the Althingi. The Presidential Committee of the 
Althingi, however, may require the Office to submit reports on matters that fall within 
its mandate. In such cases, however, the Office determines the approach to the 
subject matter, the methods used, when the report is completed and the manner in 
which the conclusions are presented. 
 
The National Audit Office notifies the appropriate public bodies, the Althingi, the 
media and the public of the results of its investigations through printed reports, press 
releases and its website, www.rikisend.is. Results that touch on sensitive internal 
issues of public bodies, however, are not made public. The Althingi discusses the 
reports of the National Audit Office in accordance with the Althingi Procedures Act 
and separate rules on the parliamentary treatment of reports from the Office. 



 

 11 

OPERATIONS IN 2009 

EMPLOYEE WORK CONTRIBUTIONS 
In 2009, the recorded working hours of the National Audit Office’s employees came to 
a total of 102,000, which is equivalent to 49 man‐years (based on 2,080 hours in each 
man‐year). This is slightly more than one man‐year above the figure for 2008 and can 
be attributed to the fact that not all positions were fully manned during the first part 
of 2008. 
 
Active man‐hours totalled 85,000 in 2009. Active man‐hours refers to the hours 
employees were at work, excluding absences due to illness or vacation, for instance. 
In addition, the Office purchased services from auditing firms corresponding to 
approximately 3,427 working hours. In total, therefore, the staff of the National Audit 
Office and others working on its behalf worked for a total of over 88,400 active man‐
hours in 2009. 
 

Division of active man‐hours according to tasks in 2009 

Financial auditing (43%)

Performance auditing
(17%)

Examinations of
internal controls (7%)

IT auditing (5%)

Other monitoring tasks
(8%)

Special initiative (4%)

Central management,
operation and support
services (16%) 

 
As in recent years, the largest proportion of active man‐hours by far was spent on 
financial auditing (approximately 43%). Approximately 17% of active man‐hours were 
spent on performance auditing, 7% on examinations of internal controls and 5% on IT 
auditing. A total of 8% of active man‐hours were spent on other monitoring tasks, 
including the monitoring of the Budget implementation, confirmed funds and the 
finances of political parties. Approximately 4% of man‐hours were spent on a special 

MAN‐YEARS 

INCREASED BY ONE 

BETWEEN YEARS 

 

FINANCIAL AUDITING 

LARGEST TASK 
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initiative on monitoring financial management in ministries and public bodies and 
approximately 16% were spent on central management, operation and support 
services. The division of work contribution between tasks was similar to what it was 
last year and the year before, with the exception that there was no special initiative in 
2008. 
 
In total, active man‐hours in auditing and monitoring tasks were approximately 
72,000 in 2009, around 5% more than in 2008. The greatest amount of time was spent 
on auditing and monitoring the budgetary items of the Ministry of Finance (20%), the 
Ministry of Justice and Ecclesiastical Affairs (13%) and the Ministry of Health (12%). 
 

Division of active man‐hours in auditing and   
monitoring tasks according to Ministries (%) 
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As shown in the histogram, there was some transfer of hours between ministries from 
the previous year. The hours spent depend, among other things, on the choice of 
projects at any particular time and risk assessments. For instance, performance audits 
generally focus on different ministries between years, and this can have an effect on 
the proportional division of active man‐hours. 

OPERATING COSTS 
The National Audit Office’s total expenditure, net of revenues, was ISK 454.7m in 
2009, up by ISK 2.9m (1%) from 2008. The year’s budget appropriations amounted to 
ISK 459.3m and the surplus, therefore, amounts to ISK 4.6m. Payroll costs rose by ISK 
9.4m (3%) between years while other operating costs rose by ISK 335.6m (290%), 
attributable for the most part to the auditing of the banks. The decision was made 
that the Office would pay the fees of the three auditing firms that undertook the 
auditing of the banks and then recover the amounts from the banks. As a result, the 
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Office’s revenues also rose considerably—by 326.5m (812%). Purchased assets, 
however, fell by ISK 15.7m (84%). Further information on the Office’s operations and 
financial position may be found in the financial statements and accompanying notes 
on pages 35–41. 
 

Summary of profit and loss account (ISK millions) 
                          YEAR                 CHANGE 

ITEMS 2009 2008 AMOUNT %

SALARIES 366.9 357.5 9.4 3

OTHER OPERATING EXPENSES 451.5 115.9 335.6 290

PURCHASED ASSETS 2.9 18.6 ‐15.7 ‐84

TOTAL COST 821.4 492.0 329.4 67

REVENUES 366.7 40.2 326.5 812

COSTS NET OF REVENUES 454.7 451.8 2.9 1

STATE CONTRIBUTION 459.3 482.2 ‐22.9 ‐5

SURPLUS (DEFICIT) 4.6 30.4 ‐25.8 ‐85
 

FINANCIAL AUDITING 
The National Audit Office annually audits the Central Government Accounts and the 
accounts of ministries, agencies, funds and other parties whose costs and expenses or 
financial losses are funded by the Treasury. By law, the financial audits must 
determine the following in particular: 

 That the financial statements present a fair view of operations and the 
financial position in accordance with generally accepted accounting principles. 

 That internal controls are examined to ascertain whether or not they ensure 
adequate results. 

 That accounts are in accordance with budget authorisations, the 
supplementary budget or any other appropriate laws, lawful instructions, 
business practices or service contracts. 

 That the reliability of key indicators on the scope and results of the 
operations of public bodies are examined and certified, if such indicators are 
published with the annual accounts. 

 
Financial auditing is the most extensive task undertaken by the National Audit Office. 
In 2009, a total of 36,000 working hours were spent on financial auditing, which is the 
equivalent of 43% of the Office’s total number of active man‐hours. The National 
Audit Act, the Auditors’ Act, INTOSAI standards and IFAC standards are taken into 
account in the Office's auditing activities as applicable. 
 
Following the collapse of the financial sector in 2008, the authorities established three 
state banks to take over the domestic operations of the fallen banks, i.e. Glitnir, 
Kaupthing and Landsbanki. By law, auditing the new banks was the responsibility of 
the National Audit Office. A decision was made to issue an invitation to tender for the 

GOALS OF STATE 
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task, and agreements with three privately operated auditing firms were finalised in 
early 2009. 
Work continued in 2008 on adopting a new computerised project and document 
management system (TeamMate) for financial auditing. This work began in 2007. The 
intention was to start using the system in 2009, but this proved unrealistic. The 
system is expected to become fully operational in the first half of this year. Many of 
the National Audit Office’s counterparts in neighbouring countries use the same 
system. 
 
In July 2009, the National Audit Office, which by law is responsible for auditing the 
Central Bank of Iceland, asked the State Trading Centre to issue an invitation to 
tender for the bank’s external auditing. The tender invitation documents stated that 
the lowest bid would be accepted. However, bidders would have to prove their ability 
to undertake auditing tasks in accordance with international auditing standards and 
international standards on quality control, and to provide evidence that they had a 
business relationship with an entity with experience in the auditing of central banks. 
Bids were received from four auditing firms: Deloitte hf., KPMG hf., 
PricewaterhouseCoopers hf. and BT sf. All the bidders except BT sf. met the 
conditions set in the invitation to tender, and of these, Deloitte proved to have 
submitted the lowest bid. An agreement was signed between the National Audit 
Office and Deloitte on 24 July 2009 which will remain effective for three years, i.e. 
2009–11. Moreover, the National Audit Office and the Central Bank signed an 
agreement to the effect that the Office will undertake tasks involving the internal 
auditing of the Bank during the period from 2009 to 2011. These tasks were 
previously undertaken by an Internal Auditing Department within the Bank. It should 
be noted that the above changes to the arrangement of the external and internal 
auditing of the Central Bank of Iceland were in accordance with an agreement 
reached between the Icelandic authorities and the International Monetary Fund (IMF). 
 
The National Audit Office annually publishes an official report, Audit of the Central 
Government Accounts containing a summary of all the financial audits that it has 
performed during the year, the principal results of such audits, and comments. The 
2009 edition of the report was issued in December (see also page 32). 
 
The tangible results of financial auditing consist for the most part of certified annual 
accounts and auditing reports prepared for individual public bodies or budget items. 
As the audit is mainly based on standardised work practices and examination items 
which have remained for the most part unchanged in recent years, comparisons of 
these results from year to year are considered realistic. On making such comparisons, 
however, the resources used in the operation must be taken into account, e.g. the 
amount of funds or work, as they may differ between years. Thus the productivity of 
the operation may be assessed, i.e. the ratio between input and output.  
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VISIT OF THE AUDITOR GENERAL OF DENMARK 
 

 
In 2009, the Office certified 305 annual accounts and prepared 222 audit reports. This 
is similar to the figure for 2008. A similar number of working hours were spent on 
financial auditing during both years and, as a result, productivity remains unchanged. 
It is calculated by dividing the number of working hours by the total number of 
certified annual accounts and auditing reports. 
 

Output and efficiency in financial auditing 
YEAR CERT. ANNUAL 

ACC. 
AUDIT 

REPORTS 
TOTAL PRODUCTIVITY 

2008 305 222 527 0.0145 
2009 319 209 528 0.0145   

 
If purchased services are included, certified annual accounts and auditing reports 
number a total of 638 in 2009, as compared with 637 in 2008.  
 
It should be noted that at the beginning of 2010, a decision was made to change the 
approach in financial auditing so that there will be fewer annual accounts while the 
number of auditing reports will be increased. Moreover, the presentation in the audit 
reports will be somewhat changed. These changes will mean that it will be quite 
difficult to compare the financial auditing output between 2009 and 2010.  

PERFORMANCE AUDITING 
One of the statutory duties of the National Audit Office is to examine the handling 
and utilisation of public funds and to seek means of improvement. The Office does 
this through audits of the performance of state bodies, i.e. through performance 
audits. The goal of such audits is to evaluate whether the operation is economic, 
efficient and effective. Economy refers to how successfully costs are kept down, 
efficiency refers to how well resources are utilised and effectiveness refers to whether 
set goals are achieved. When performing this work, the Office takes account of the 

SIMILAR OUTPUT AS 

IN 2008. 

DIFFERENT FOCUS 
AS OF 2010 

GOAL OF 

PERFORMANCE AUDITS

 

is extensive. Over the years such co‐operation 
has been extremely beneficial to the Office.  
 

 

In September 2009, the National Audit Office was 
honored by a vistit from the Auditor General of 
Denmark, Henrik Otbo, and two experts from the 
Danish National Audit Office (Rigsrevisionen) who 
presented their report on the Danish Financial 
Supervisory Authority (Finanstilsynet) at a 
meeting with staff. They had previously 
presented the report to the parliamentary Special 
Investigative Commission on the causes of the 
collapse of the Icelandic banks. 
The National Audit Office actively participates in 
the co‐operation of Nordic auditing offices, which 



 

16 2009 ANNUAL REPORT OF THE NATIONAL AUDIT OFFICE 

National Audit Act, documents relevant to the interpretation of applicable acts, 
standards and guidelines issued by INTOSAI. 
 
In 2009, a total of 14,000 hours were spent on performance auditing, which is the 
equivalent of 17% of the Office’s total number of active man‐hours. Five reports, all of 
which were made public, were completed:  
 
East Iceland’s Healthcare Centre (January) 
Follow‐ups on Performance Audits from 2005 (July) 
Icelandic Museums. Allocation and Use of State Funding (September) 
The Icelandic Medicines Control Agency, Results of Preliminary Study (October) 
Export Aid and Country Promotion (November) 
 
In 2009, the three year strategic plan of the Performance Audit Department of the 
National Audit Office, the department responsible for performance audits, was 
renewed. The previous plan covered the period between 2007 and 2009. The new 
plan states that audits carried out during the period will specifically address the main 
problems facing the government and public bodies as a result of the 2008 economic 
collapse. Moreover, that attention will be paid to the reorganisation of public services 
and emphasis placed on ways to increase economy in the State’s operations and in its 
individual agencies. 
  
It is difficult to compare the productivity of performance auditing between years due 
to the fact that the audits differ in approach, method, scope, work and the time they 
require. As a result, comparing the number of reports, as can be done with 
assessments of productivity in financial auditing, is unrealistic in performance auditing. 
However, the National Audit Office seeks to evaluate the results or outcome of 
performance auditing by examining reactions from the authorities and public bodies 
to the recommendations stated in the reports. Such follow‐ups are generally 
performed three years after the recommendations were aired. Results are evaluated 
based on whether the recommendations have, beyond doubt, been implemented 
fully or partly. In 2009, the Office followed up on three performance audits from 2006 
in the above mentioned manner. A summary of these is given in the table below.  
 

Responses to performance audit recommendations 
YEAR REPORTS RECOMMEND‐

ATIONS 
IMPLEMENTED 

FULLY OR PARTLY 
RESULTS 

2008 4 42 38 90% 
2009 3 29 22 76%   

 
It goes without saying that the National Audit Office does not dictate the response of 
the authorities or agencies to recommendations that are given in its reports. However, 
the general rule applies that the better the reasoning that supports the 
recommendation, the more likely it is to be implemented. 
 

FIVE REPORTS 
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AUDIT DEPARTMENT 
 

FOLLOW‐UP  
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OPEN SEMINAR ON THE MERGER OF PUBLIC BODIES 
 

EXAMINATIONS OF INTERNAL CONTROLS 
Regular Government financial auditing includes looking at internal controls within 
public bodies. Additionally, every year the National Audit Office carries out several 
more extensive examinations of internal controls. In 2009, a total of 6,000 working 
hours was spent on such examinations, or approximately 7% of the total active man‐
hours expended by the Office.  
 
Internal control is an umbrella term covering any regular actions performed within 
public bodies and companies that are intended to encourage successful and efficient 
operations, safeguard assets, valuables and sensitive documents, provide trustworthy 
financial information and ensure that operations comply with laws and regulations. 
Internal controls are generally based on analyses and assessments made by public 
bodies and enterprises of possible operational risks, and can be seen in work 
procedures of various types, e.g. regarding the division of tasks, the approval of 
expenses and recording of business transactions, and also in codes of conduct and 
human resources policies. 
 
In 2009, a total of 6 reports on examinations of internal controls in State agencies 
were completed. Only one of these was made public—Monitoring the Collection of 

GOAL OF INTERNAL 

CONTROLS 

In October 2009, the National 
Audit Office held an open 
seminar on public body 
mergers and restructuring in 
co‐operation with the 
Association of Directors of 
Public Bodies (Félag 
forstödumanna ríkisstofnana) 
and the Institute of 
Administrative Sciences and 
Politics (Stofnun stjórnsýslu‐
fræda og stjórnmála).  
 

The photograph shows some of 
the speakers at the seminar, 
from the left: Ragnhildur 
Arnljótsdóttir, Permanent 
Secretary in the Prime 
Minister's Office, chair of the 
meeting; Leifur Eysteinsson, 
expert from the Ministry of ‐
Education, Science and 

Culture; Björg Kjartansdóttir, 
expert from the National Audit 
Office and Sigurdur Helgason, 
consultant from the company 
Stjórnhættir ehf. In addition, 

Sjöfn Sigurgísladóttir, Managing 
Director of Matís ohf. and 
Magnús Pétursson, State 
Mediator and former Managing 
Director of the Landspítali 
University Hospital, gave talks. 
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Fines and Legal Costs. The others were not made public as they discuss, among other 
things, issues that relate to the internal security of the public bodies in question.  
 
On Risk Management and Internal Controls in VAT (February) 
The Ministry of Health, Internal Controls (June) 
Monitoring the Collection of Fines and Legal Costs (June) 
Disbursements and Financial Administration of the State Treasury, Follow‐up (October) 
The Ministry for Foreign Affairs, Internal Controls (July) 
Internal Auditing at the Housing Financing Fund (December) 
 

Responses to the recommendations of the National Audit Office 
YEAR REPORTS RECOMMEND‐

ATIONS 
LEAD TO 

IMPROVEMENT 
RESULTS 

2008 2 44 34 65% 
2009 1 11 7 64%   

 
To assess the results, an examination is made of the manner in which public bodies 
respond to the recommendations put forward in the reports. In 2009, one report from 
the previous year was followed‐up in this manner. That report discussed internal 
controls in the State Treasury, which are applied by a department within the State 
Accounting Office. It was revealed that approximately 64% of the recommendations 
made in the report had led to improvements. 

IT AUDITING 
The goal of auditing IT systems is to examine whether the information systems of 
central government bodies and enterprises are secure and efficient, and to make 
recommendations for improvements. In such work, account is taken of the National 
Audit Act, the standards and guidelines of INTOSAI as well as the guidelines of the 
Financial Supervisory Authority on the operation of the IT systems of parties subject 
to supervision. 
 
Usually, reports on IT audits are only sent to the public bodies being audited and the 
relevant ministry, as these reports regularly include information on sensitive internal 
issues, such as the security of the systems. It would be irresponsible to publish such 
reports and allow information on the possible weaknesses of the systems to become 
common knowledge before any such weaknesses could be remedied. 
 
In 2009, a total of 4,500 working hours were spent on IT auditing, the equivalent of 
5% of the Office’s total number of active man‐hours. A total of 4 audits were 
completed and their results were not made public in accordance with earlier 
statements on the nature of the information. However, it should be mentioned that in 
these audits the Office criticised the fact that the bodies in question had not 
adequately analysed risks in the operation of their IT systems, or they did not employ 
sufficient precautions to protect against possible misuse or sabotage, to mention a 
few examples. 

SIX REPORTS 

FOLLOW‐UP  
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SPECIAL INITIATIVE 
In light of the changed circumstances of state finances following the bank collapse in 
2008, the National Audit Office decided to make a special effort in the monitoring of 
the financial management of ministries and public bodies. On one hand, an 
assessment was made of ministries’ monitoring of the planning and budget 
implementation of public bodies. On the other, various aspects of financial 
management were examined in selected bodies along with the possible effects cut‐
backs would have on them. A total of 3,700 work hours were spent on this project, 
which was 4% of the total Office’s active man‐hours in 2009. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

OTHER MONITORING TASKS 
In 2009, the National Audit Office spent a total of 7,000 working hours on monitoring 
tasks other than those specified in the preceding pages. This constitutes 
approximately 8% of the total number of active man‐hours during the year. These 
tasks included monitoring the implementation of the Budget, monitoring contracts 
and grants, legal opinions, monitoring the finances of political parties and political 
candidates and monitoring confirmed funds. 

MONITORING THE IMPLEMENTATION OF THE GOVERNMENT BUDGET 
In addition to regular financial auditing, the National Audit Office is responsible for 
monitoring the implementation of the Government Budget in accordance with 
legislation applicable to the Office. This means examining whether public bodies 
comply with the provisions of the Budget, the Government Financial Reporting Act 
and the Regulation on the Implementation of the Government Budget. In recent years 
the Office has annually published a report on the results of such monitoring, although 
in 2009 there were actually three reports. In addition to the two reports that discuss 
the results of the monitoring effort mentioned above, in October the Office published 
the report Implementation of the Government Budget. January to August 2009. At the 
end of 2009, it was decided to increase the provision of information to the Althingi on 
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the implementation of the Government Budget and the current plan is to issue 
several reports on these monitoring activities each year. 

MONITORING CONTRACTS AND GRANTS 
The National Audit Office is responsible for monitoring the execution of contracts that 
the State has negotiated with private entities, associations and self‐owned 
organisations, including those involving the purchase of services. Moreover, the Office 
monitors the manner in which Government grants to private entities are disbursed. In 
2009, the Office audited the financial implementation of the agreement between the 
Government of Iceland and the Farmers Association of Iceland on the production of 
sheep products in the period between 2001 and 2007. 

LEGAL OPINIONS  
Every year, the National Audit Office must discuss or express its opinions on various 
legal questions relating to central government administration. These are generally 
prepared in connection with the Office’s auditing and monitoring tasks, and published 
in one way or another in its reports. Examples of issues of this type which were 
brought to public attention in 2009 may be found in the report Monitoring the 
Collection of Fines and Legal Costs. 

MONITORING THE FINANCES OF POLITICAL PARTIES AND POLITICAL CANDIDATES 
According to Act No. 162/2006 on the Finances of Political Parties and Political 
Candidates and on their Disclosure Requirements, the responsibilities of the National 
Audit Office include monitoring the finances of these entities and publishing an 
annual summary of their financial statements. The Office has issued rules on the 
financial reporting of political parties and political candidates based on the Act.  
 
In 2009, the National Audit Office published for the first time a summary of the annual 
accounts of political parties consisting of their financial statements for 2007. Initially, 
the plan was to publish the summary in the autumn of 2008 and the parties were 
given a submission deadline of 31 October 2008. This plan was not realised as the 
financial statements of some of the parties were not submitted to the Office until the 
beginning of 2009 and the last one, in fact, was finally submitted in March of that year.  
 
The plan was to publish a summary of the 2008 financial statements of the parties in 
the autumn of 2009. This plan also failed as the Office did not receive the statements 
until the end of the year, and some in fact only arrived in early 2010. The National 
Audit Office has advised the political parties to submit their financial statements on 
time so that a summary of the statements can generally be published in September 
each year. 
 
In February 2009, the authorities decided to call general elections to the Iclendic 
parliament, Althingi, on 25 April 2009. When this decision was made, the National 
Audit Office sent all candidates in the pre‐elections/preselections of the parties a 
letter reminding them of their duty according to law to submit to the Office a financial 
statement if the cost of their campaign exceeded ISK 300,000 or a written declaration 
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if the cost was under this limit. Moreover, they were reminded of the rules that apply 
to the permitted total cost of candidacy. That amount is based on the population of 
their constituencies. Furthermore, they were reminded that according to law, 
candidates may not accept contributions exceeding ISK 300,000 per year from 
individuals or legal entities. In the letter, candidates were given until 28 October 2009 
to submit the data in question to the National Audit Office.  

 
After the deadline expired, a large number of candidates had yet to submit the 
information to the Office. At the beginning of November, the Office issued a summary 
from the statements of the 43 candidates who had submitted them along with the 
declarations of 238 candidates who had incurred costs of less than ISK 300,000 during 
their campaigns. At that time a total of 37 candidates had still to send information to 
the Office, although the majority did so soon after, and almost all of them had 
submitted the information before the end of the year. 
 
According to an interim provision in the Act on the Finances of Political Parties and 
Candidates, added to the act in August last year, political parties could submit 
requests for the National Audit Office to publish information on all direct financial 
contributions received by parties as well as indirect contributions that amounted to 
ISK 200,000 or more during the period between 2002 and 2006. Moreover candidates 
in pre‐selections or pre‐elections within political parties for parliamentary or 
municipal elections in 2006 and 2007 could submit requests for the National Audit 
Office to publish information on direct and indirect contributions received by 
candidates amounting to ISK 200,000 or more from January 2005 to 31 May 2007. 
Finally, candidates standing in elections for Chairmanship or Vice‐Chairmanship of a 
political party during the period between 2005 and 2009 may submit requests for the 
National Audit Office to publish information on such contributions. If the total amount 
of contributions to a candidate was under ISK 300,000, the candidate could send in a 
simple declaration to the Office to such effect without specifying or itemising 
amounts further. According to the above interim provision, the National Audit Office 
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was to publish the above information in a co‐ordinated manner before the end of 
2009. 
 
At the end of December, the Office published co‐ordinated information on financial 
contributions to the Progressive Party (Framsóknarflokkurinn), the Reykjavík List 
(Reykjavíkurlistinn) and the Social Democratic Alliance (Samfylkingin). Information on 
contributions to the headquarters of the Independence Party (Sjálfstædisflokkurinn) 
and the Left‐Green Movement (Vinstri hreyfinginn – grænt frambod) was also made 
public during the same period, in addition to contributions to several of the operating 
units of the latter party. The Office did not receive information on contributions to 
other parties. The Office also made public information on contributions to candidates 
in pre‐elections/preselections for the parliamentary elections in 2007 and the 
municipal elections in 2006. Furthermore, information on contributions to candidates 
in elections for the position of Chairman and Vice‐Chairman within the parties during 
the period between 2005 and 2009.  

MONITORING SELF‐OWNED ORGANISATIONS 
According to the Act on Funds and Institutions Operating According to Approved 
Charters, No. 19/1988, the National Audit Office is responsible for monitoring the 
entities covered by the act. These entities currently number just under 700. This 
monitoring involves maintaining a register of their gross income and expenses, assets 
and liabilities, together with the notes in their submitted accounts. In 2009, the Office 
published a report on the finances of these entities in 2007 (see also page 27). 

HUMAN RESOURCES 
On 31 December 2009, the National Audit Office had 49 employees, the same number 
as the year before. The ratio between men and women was almost equal: 24 women 
and 25 men. The average age of employees was just under 50 years. 

 
Work experience and staff turnover 

 2009 2008 2007 
WITH 3 YEARS’ WORK EXPERIENCE  71% 66% 66% 
AVERAGE AGE OF EMPLOYEES  11 11.5 10.4 
STAFF TURNOVER 2 6 17   

 
 
Employee turnover is defined as the proportion of employees who resign during the 
year out of the total number of employees at year‐end. During the period 2005–07, 
employee turnover at the National Audit Office grew continuously in line with the 
general upswing in the labour market. Over the past two years, the turnover has 
decreased considerably as conditions on the labour market have changed drastically 
from what was the norm during the previously mentioned period. The ratio of those 
with at least three years experience at the Office was 71% in 2009, something of an 
increase between years. Average length of service was approximately 11 years, similar 
to what it was in 2008. 
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At year‐end 2009, the National Audit Office had 43 university educated employees 
and 6 employees with other types of education. At year‐end 2008, 29 employees had 
degrees in business administration or economics, four had degrees in political or 
administrative sciences, two were lawyers, two were computer or systems analysts 
and one employee had a degree in Icelandic studies. Furthermore, there were five 
chartered accountants and three with certification in internal auditing (CIA). One of 
them is also a Certified Government Auditing Professional (CGAP), and another has 
certification in IT auditing (CISA).  

CONTINUING EDUCATION AND TRAINING 
The National Audit Office, in accordance with its educational policies, endeavours to 
ensure that staff maintain and strengthen their theoretical and practical knowledge 
through continuing education and retraining. Employees may, among other things, 
undertake university studies in conjunction with their work, with the assistance of the 
Office in accordance with a special agreement thereto. The employees who have 
entered into such an agreement with the Office may spend up to 4 hours of their 
working hours in study programmes for every course unit (ECTS) they complete.  
 
In 2009, each employee spent an average of over 55 hours on continuing education, 
considerably less than in the previous year. The reason may be attributed to the fact 
that due to economies in operations, fewer courses were held last year than in 
preceding years. Nevertheless, employees attended various courses during the year. 
In general, the courses chosen were those most likely to increase employees’ 
qualifications for carrying out their tasks. In the case of qualifications that many 
employees need to attain, the Office has generally purchased courses tailored to its 
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needs. In 2009, therefore, several courses were held on issues relating to financial 
auditing, on the organisation and management of public bodies and on the role of the 
project manager, to mention a few. 

 
Education 

 2009 2008 
AVERAGE NO. OF HOURS CONT. ED. PER 

PERSON 
55 71 

CONT. ED. AS % OF ACTIVE MAN‐HOURS 3 4   

EXTERNAL COMMUNICATION 
The National Audit Office makes every effort to disseminate information to society in 
general about itself and its role and operations. The Office does this by distributing 
official reports to members of parliament and the media, issuing press releases, 
maintaining a website (www.rikisend.is) and holding open meetings where the results 
of examinations are presented. The Office makes a particular effort to tailor its 
reports to the needs of the Althingi, as such reports are intended to be of use to the 
Althingi in its monitoring of the executive branch.  
 
A proportion of the reports generated by the Office every year are in fact never made 
public, the reason being that these contain sensitive information about the internal 
issues of public bodies. The publication of such information is believed to be harmful 
to the operation in question.  
 
In 2009, the Office established a communication policy for itself which covers both 
internal and external communications. The communications policies of the Nordic 
counterparts of the Icelandic National Audit Office were taken into account while 
formulating this policy, along with INTOSAI’s Principles of Transparency and 
Accountability. According to the Office’s communication policy, dynamic and high 
quality external communication is one of the prerequisites of the National Audit 
Office’s ability to fulfil its role and achieve results. It also states that the Office intends 
to take the initiative in the dissemination of information on its role and activities. 
Furthermore, that the goal of internal communication is to ensure that the staff of 
INAO have, at all times, a clear idea of the Office’s main tasks and anything else 
directly relating to the Office.  
 
The majority of the reports published by the National Audit Office are intended for 
members of parliament and the general public. The presentation of information in 
these reports must be such that these parties find it easy to familiarise themselves 
with their substance. Readers are not expected to have extensive prior knowledge of 
the material, although they are expected to know the principal tasks of the 
Government and the manner in which the administration is organised. A proportion 
of the public reports of the Office, however, are specialist reports that are not written 
for general readers. Nevertheless, an effort is made to make them as accessible and 
readable as possible. 
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The report most often accessed on the Office's website last year was Financial 
Management of 50 Public Bodies which was issued in June. Other reports were 
accessed more seldom as can be seen in the following table. New and recent reports 
are generally of the greatest interest although it should be noted that one report from 
2003 was on the list of the five most often accessed reports on the Office's website, 
i.e. Privatisation of Major State Enterprises in 1998–2003. This report has been on the 
list of the top five most accessed reports for a number of years. 
 

10 most accessed reports on www.rikisend.is in 2009 
 

FINANCIAL MANAGEMENT OF 50 PUBLIC BODIES (2009) 1,577

IMPLEMENTATION OF THE GOVERNMENT BUDGET. JAN TO AUG 2009 (2009) 660

EAST ICELAND’S HEALTHCARE CENTRE. PERFORMANCE AUDIT (2009) 627

AUDIT OF THE CENTRAL GOVERNMENT ACCOUNTS 2008 (2009) 614

PRIVATISATION OF MAJOR STATE ENTERPRISES IN 1998–2003 (2003) 601

WAS IT A SUCCESS? (2003) 398

COMMISSIONER OF POLICE FOR SUDURNES (2008) 367

FINANCIAL MANAGEMENT OF MINISTRIES AND OPERATING PLANS (2009) 365

ICELANDIC MUSEUMS. ALLOCATION AND USE OF STATE FUNDING(2009) 360

THE NATIONAL THEATRE OF ICELAND. PERFORMANCE AUDIT (2008) 333
 

 

 
 
Finally, it should be noted that in 2009, in order to economise, the decision was made 
to cease printing the Office's reports and to issue them in electronic format only. At 
the same time, the appearance of the reports was changed for the purpose of making 
them even more accessible than before. 

INTERNATIONAL RELATIONS 
In order to ensure that the operation of the National Audit Office develops in tune 
with international trends, the Office focuses on good relations and co‐operation with 
its overseas counterparts. The Office has a long history of co‐operation with the 
national audit offices of the Nordic countries, as well as of participation in the work of 
the European and international associations in this field, i.e. EUROSAI and INTOSAI. 
Moreover, the National Audit Office participates in the auditing of multinational 
bodies and associations of which Iceland is a member, such as EFTA. 
 
In 2005, the then Auditor General, Sigurdur Thórdarson, was elected to the Board of 
EUROSAI. The current Auditor General took over the position when his predecessor 
retired in 2008. The Board's term in office will expire next year. 
 
A total of 700 working hours was spent on international relations in 2009, which is 
less than 1% of the Office’s total active man‐hours. This is less than in 2008 as efforts 
were made last year to reduce the Office’s overseas travel costs. For this purpose, the 
decision was made that the Office would cease participation in two EUROSAI working 
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groups: the Working Group on Environmental Auditing (WGEA) and the Task Force on 
the Audit of Funds Allocated to Disasters and Catastrophes. 
 

EUROSAI BOARD MEETING IN KIEV 
 

 
The Auditor General attended a EUROSAI Board meeting in Kiev, capital of the 
Ukraine, in June. He also attended the joint conference of EUROSAI and the Arab 
Organisation of Supreme Audit Institutions, ARABOSAI, held in Paris in March. 
Furthermore, he attended the annual meeting of the Auditor Generals of the Nordic 
countries, which was held in the Faeroe Islands in June. Two employees from the 
Financial Auditing Department attended a Nordic seminar on financial auditing in 
Helsinki in October, and one employee from the same department attended a 
seminar organised by EUROSAI on International Standards of Supreme Audit 
Institutions (ISSAI) in Warsaw in November. Also, the Office’s Information Officer met 
with Nordic colleagues in Oslo in May. Finally, the Office’s representative in EFTA’s 
Board of Auditors (EBOA) attended several meetings overseas in relation to the 
Board’s work and for auditing projects that the EFTA Development Fund has 
supported and which are for the most part in East European states. 
 

The Auditor General attended the
35th Meeting of the EUROSAI
board in Kiev, the capital of
Ukraine, on 23–24 June. 
 
At the meeting, the points of
focus of the association for the
next few years were presented.
Among the tasks ahead is the
completion of the association‘s
strategy for the period 2011–17, 
completing the preparation of a
handbook on quality management 
in public auditing and preparing 
the next congress of the
association, which will be held in
the spring of 2011.  

The Auditor General will 
remain on the Board of 
EUROSAI until the congress, 

at which time his 
membership period will 
expire. 
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SUMMARIES OF PUBLIC REPORTS 

FROM 2009 

EAST ICELAND’S HEALTHCARE CENTRE (HSA) PERFORMANCE AUDIT 

The report pointed out that some benefits had been gained from the merger of 
healthcare centres in East Iceland approximately ten years ago, but that the East 
Iceland Healthcare Centre (HSA) had repeatedly exceeded budget authorisations in 
recent years. It is vital that the Ministry of Health define, in co‐operation with HSA, 
what services the Centre is to provide and ensure funding to cover such activities. 
Moreover, the management of HSA must exercise greater restraint and 
resourcefulness in the operation than has been the case and must comply with the 
statutory duties of management in this respect. Moreover, a performance 
management agreement must be reached between the Ministry of Health and HSA. 
Such an agreement has not been in effect since 2003. Furthermore, the Centre needs 
to improve its strategic planning, as regards both long‐term plans and yearly plans.  

REPORT ON THE ANNUAL ACCOUNTS OF FUNDS AND INSTITUTIONS OPERATING ACCORDING 

TO APPROVED CHARTERS, CF. ACT NO. 19/1988, FOR 2007. 

According to the Act on Funds and Institutions Operating According to Approved 
Charters, all entities covered by the Act are under obligation to send their annual 
accounts to the National Audit Office. These are self‐owned organisations 
(foundations) that do not engage in business operations, specifically various 
sponsorship and memorial funds and charitable organisations. The report stated that 
by the end of March 2009, 477 self‐owned organisations out of a total of 694 covered 
by the said Act in 2007 had submitted annual accounts for that year. Just under a 
third (217) had not submitted accounts. The District Commissioner in Saudárkrókur, 
who is responsible for the implementation of the Act, had several of these 
organisations under investigation. The operation of a number of self‐owned 
organisations has been inactive for a number of years. The report revealed that the 
National Audit Office plans, in co‐operation with the District Commissioner in 
Saudárkrókur, to recommend that these foundations be merged with others or 
discontinued. 

KEFLAVÍK AIRPORT OHF. SPECIALIST REPORT RELATING TO INITIAL BALANCE SHEET  

The report publishes the results of the National Audit Office’s evaluation of the assets 
and liabilities of Keflavík Airport ohf., which was established in 2008 with the merger 
of Flugstöd Leifs Eiríkssonar and the Keflavík Airport Civil Aviation Authority. 
According to the assessment, the total assets of the company on its establishment 
were approximately ISK 28.9bn while total liabilities were approximately ISK 22.5bn. 
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Equity according to the initial balance sheet, therefore, amounted to approximately 
6.4bn. The report also discusses the company’s operating plans for the next 10 years. 
In the opinion of the National Audit Office, income from operations should, all things 
being equal, be sufficient to pay for investments in new construction and the 
necessary maintenance during the period. 

FINANCIAL MANAGEMENT OF MINISTRIES AND SUBMISSION OF OPERATING PLANS 

The report was the earlier of two reports that revealed the results of a special effort 
in monitoring financial management in ministries and public bodies. The report 
revealed that public bodies had generally been late in submitting their operating plans 
for 2009 based on applicable rules, and that the ministries had also been late in 
processing them. The reason for this is partly that the Althingi’s approval of the state 
Budget was delayed. A point of 
concern that was raised was that 
many plans had not been registered 
in the state accounting system at the 
beginning of May. Moreover, the 
report states that the ministries’ 
monitoring of the implementation of 
budget items by public bodies varies, 
as do their rules concerning how 
accumulated deficits and spending 
below appropriations in preceding 
years is handled. The National Audit 
Office considered it urgent that these 
two issues be addressed and co‐
ordinated. The report also pointed 
out that approximately half of 
budgetary items did not submit 
operating plans. The Office was of the 
opinion that the majority should do 
so. The Office also considers that it is 
imperative that all plans are 
registered in the State accounting system and updated whenever circumstances 
change. A regulation should be set so that if an agency has not submitted an 
operating plan within a fixed period, the respective ministry must draw up such a plan 
and present it to the head of that body for implementation.  

MONITORING OF THE COLLECTION OF FINES AND LEGAL COSTS  

According to law, punishment in Iceland takes two forms: fines and imprisonment. If a 
person who is sentenced to pay a fine is unable to do so, that person is subject to an 
alternate punishment in the form of imprisonment. However, subject to the fulfilment 
of certain conditions, community service may replace the alternate punishment and 
may consist of some sort of charitable or care work. The report revealed that a large 
proportion of fines amounting to ISK 8m or more during 2000–06 were settled by 
carrying out community service. All these cases involved violations of tax legislation. 
In the opinion of the National Audit Office, this meant that the punishment according 
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to court judgements had in fact been reduced retroactively. In light of the fact that 
one of the main purposes of punishment is to deter people from committing crimes, 
the National Audit Office is of the opinion that an examination must be made of 
whether it is wise to allow fines for "white collar" crimes to be settled with 
community service. The report recommended that the public bodies that collect fines 
be allowed stronger measures to ensure that the fines are paid. The report also 
revealed that it had been a substantial improvement to appoint a single body, the 
Fines and Legal Costs Collection Centre (Innheimtumidstöd sekta og sakarkostnaðar, 
IMST) to collect all fines. The Centre has fulfilled its role well and the same could be 
said of the State Prison Administration (Fangelsismálastofnun), which is responsible 
for the implementation of community service. Furthermore, the report recommends 
that an examination be made of the advantages and disadvantages of the courts 
being responsible for handing down community service sentences as is done in 
neighbouring countries. Moreover, prison facilities must be enlarged considerably in 
order for it to be possible to allow those who are sentenced to pay fines to serve their 
alternate sentences by being imprisoned.  

FINANCIAL MANAGEMENT OF 50 PUBLIC BODIES REPORT TO THE ALTHINGI 

The report was the second of two reports revealing the results of a special effort to 
monitor financial management in ministries and public bodies. Among the issues 
examined was the quality of operating plans in 50 selected public bodies. The 
National Audit Office was of the opinion that 28 of them would adhere to their 
budgets while 12 would fail to do so in their present circumstances. Moreover, the 
Office could make an assessment of whether budget appropriations would be met by 
10 public bodies. It is utterly unacceptable that, at the beginning of May, ministries 
had not approved the plans of 5 bodies. Furthermore, the National Audit Office 
believed matters to be of such a serious nature in 8 public bodies that immediate 
action must be taken. It is vital that public bodies with accumulated deficits in excess 
of 4% of budgetary appropriations restructure their operations so as to repay such 
deficits within the current year. If the accumulated deficit amounts to more than 10% 
of budgetary appropriations, the ministry in question must evaluate the extent of the 
responsibility of the management in question before making any decisions on 
additional funding.  

FOLLOW‐UP TO THE 2005 PERFORMANCE AUDITS 

The report revealed that of a total of 33 recommendations made in performance 
audits in 2008, 29 (88%) had been implemented in full or partially and 4 (12%) had not 
been acted on. The Office is of the opinion that this is quite a good result. In 
comparison it should be noted that approximately 71% of recommendations issued in 
the audits in 2004 had been implemented fully or in part three years later.  

IMPLEMENTATION OF THE 2009 GOVERNMENT BUDGET. JANUARY TO AUGUST  

This report revealed that the State's total income had been somewhat lower during 
the period than estimated. Total expenditure, however, proved to be more or less 
according to projections. Moreover, the report revealed that the Ministry of Finance’s 
new projections, from October 2009, assume that the year’s income overall would be 
more than ISK 4bn higher than forecast at the beginning of the year. The National 
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Audit Office considers it likely that this will be the case. Conversely, when the report 
was published, projections assumed that the Treasury’s deficit would be much greater 
than anticipated in the budget: ISK 182bn as opposed to ISK 153bn. In the opinion of 
the National Audit Office, it is clear that efforts expended in mid‐year to lower costs 
did not prove successful. The report discussed in greater detail the status of 19 public 
bodies that have been struggling with operating problems and/or had needed to meet 
new challenges due to the present economic downturn. The report revealed that the 
recommendations issued by the National Audit Office in mid‐year 2009 for immediate 
action to remedy the operation of public bodies in difficulties were generally ignored. 
It also points out that Government ministries gave public bodies conflicting messages 
on the manner in which to treat budget surpluses from 2008. Some had established, 
at the very beginning of the year, certain limitations on the utilisation of such 
surpluses while others permitted their transfer between years. Although it is now 
October, the authorities have yet to co‐ordinate their decisions as regards this issue. 
The National Audit Office criticised this hold‐up and pointed out that it is not realistic 
to restrict the scope of public bodies to use budget surpluses so late in the year. The 
Office had previously recommended the establishment of clear rules on the treatment 
of budget surpluses, and these recommendations were reiterated in the report. In 
addition, the report discussed the Treasury’s borrowings and guarantees in 2009, the 
sale and purchase of assets, etc. Moreover, the report recommended amending the 
Government Financial Reporting Act, among other things to increase stability and 
discipline in the state’s financial management.  

ICELANDIC MUSEUMS. ALLOCATION AND USE OF STATE FUNDING. REPORT TO THE 

ALTHINGI  

This report reveals that no overall policy has been formulated concerning museums in 
Iceland. The National Audit Office considers that the Althingi must instruct the 
Ministry of Education to formulate such a policy. Among other things, a decision must 
be made regarding which museum and gallery activities the state itself will attend to, 
and which activities should be left to others. The Office also considers that the 
Ministry of Education should assume responsibility for a number of museums and 
galleries currently under the direction of other ministries. Museums that operate in 
the same region must be encouraged to merge or increase their levels of co‐operation 
in order to become more dynamic and efficient operating units. Moreover, the report 
revealed that state funding to museums that are not state entities is disorganised and 
lacks focus. Projects that receive funding are not always clearly prioritised from a 
professional viewpoint or by importance. Furthermore the Office considers it 
unnatural that so many bodies should actually receive state funding for museums of 
this type. To redress this situation, the Althingi and the education authorities must 
formulate a long‐term policy for funding museums and appoint a single professional 
entity to co‐ordinate allocations. The report also recommends that the proposed 
Office for Museums and Galleries, referred to in draft museum legislation, should 
have more weight in administering this sector than is proposed in the draft.  
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THE ICELANDIC MEDICINES CONTROL AGENCY, RESULTS OF PRELIMINARY EXAMINATION 

The National Audit Office completed its preliminary examination of the activities of 
the Iceland Medicines Control Agency in October 2009. The Office’s principal 
conclusion is that there was no reason for a further audit of the Agency at present, as 
the National Audit Office was of the opinion that it was not certain that a more 
extensive examination would lead to improvements. Nevertheless, the report 
contained a few suggestions to the Icelandic Medicines Control Agency and to the 
Ministry of Health.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

EXPORT AID AND COUNTRY PROMOTION 

Export aid and country promotion refers to activities that have the goal of 
strengthening the economy’s acquisition of foreign currency, i.e. stimulate the export 
of goods and services and attract foreign investors and travellers to the country. The 
report reveals that these activities were in the hands of many different entities, and 
they have not been regarded as a separate field. The National Audit Office, however, 
is of the opinion that it should be regarded as a distinct field. Moreover, the report 
reveals that the Office is of the opinion that the legislative bill currently before the 
Althingi, on the establishment of Íslandsstofa – Promote Iceland, is a great step 
forward as it is vital to combine all the state’s tasks in this field in one place. 
Furthermore, it is vital to better define the position Íslandsstofa holds in the 
administrative system than is done in the bill and to clearly state that the Minister for 
Foreign Affairs is responsible for the field. The report suggests that Íslandsstofa be 
appointed to formulate and develop the overall policy for the field in co‐operation 
with ministries, the business sector and stakeholders. It is important to ensure that 
funds are allocated in accordance with the policy and that the results of its 
implementation are assessed regularly. The report also revealed that in recent years, 
the organisation of export aid and country promotion has been changed in the U.K., 
Norway and Denmark. The Icelandic authorities are encouraged to examine the 
organisation and policy formulation of neighbouring countries in this field. 
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AUDIT OF THE 2008 CENTRAL GOVERNMENT ACCOUNTS 

No substantial comments were made on the 2008 financial reporting of the state and 
its public bodies. However, the report does mention specific weaknesses in the 
internal controls of a large number of public bodies. The report points out that by 
year‐end 2008, 58 budgetary items had an aggregate deficit exceeding 4% of budget 
appropriations, and 214 had an aggregate surplus exceeding that same percentage. 
According to the examination of the National Audit Office, a large proportion of public 
bodies had not fully integrated payments for unmeasured overtime into fixed salaries 
as collective wage agreements stipulated. However, the proportion of employees who 
receive separate payments for overtime and the number of such hours that are paid 
differs between public bodies. As a result, the National Audit Office is of the opinion 
that the state’s payroll system is far from transparent. The report discusses the 
Central Bank’s losses due to the mortgage loans provided by the Bank to financial 
undertakings in 2008. The report reveals that it is clear that the fallen banks obtained 
liquid funds by borrowing from smaller financial undertakings which in turn borrowed 
from the Central Bank against unsecured collateral. In August 2008, the Bank 
tightened its rules on collateral, thus hindering the banks from using this method to 
obtain liquid funds. In the opinion of the National Audit Office, questions may be 
raised as to why the Central Bank did not react earlier as this could have reduced the 
losses suffered by the Bank and the Treasury as a result of the collapse of the banks.  
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FINANCIAL STATEMENTS 2009 

REPORT OF THE MANAGEMENT AND ENDORSEMENT OF THE 

FINANCIAL STATEMENTS 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

The Icelandic National Audit Office, 15 March 2010

Auditor General

The Auditor General and the Financial Manager certify the Financial Statements of the National
Audit Office for the year 2009 with their signatures.

The Icelandic National Audit Office operates under the auspices of the Icelandic Parliament
according to Act No. 86/1997. Its principal role is to audit central government bodies, state
enterprises and other entities responsible for operations on behalf of the Icelandic Government.
The Office is also responsible for auditing companies which operations are guaranteed by the
Government and companies in which the Treasury holds a share of at least 50%. The National
Audit Office monitors the execution of the Government Budget and may conduct performance
audits of state entities as authorized by the Legislature.

In the year 2009, the Office's operations generated a surplus of ISK 4.6 million. According to the
Balance Sheet, the assets of the Office amounted to ISK 96.3 million, liabilities amounted to ISK
43.1 million, and equity amounted to ISK 53.1 million at year‐end 2008.

Sveinn Arason, CPA

Eythor Borgthorsson
Financial Manager
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AUDITOR’S REPORT 

 
 
 
 
 
 
 

To the Presidential Committee of the Icelandic Parliament

Reykjavik, 15 March 2010

Gunnar Sigurdsson
Chartered Accountant

I have audited the Financial Statements of the Icelandic National Audit Office for the year 2009. The
Financial Statements contain the management's statement, a Profit and Loss Account, a Balance
Sheet, a Statement of Cash Flows, Accounting Policy and Notes.

Audit Opinon
In my opinion, the Financial Statements give a true and fair view of the operation of the National
Audit Office in the year 2009, its Balance Sheet as of 31 December 2009 and change in cash during
the year 2009, in accordance with laws and regulations and generally accepted accounting principles
for Group A entities.

Management responsibility for the annual accounts
The management is responsible for the preparation and presentation of the annual accounts in
accordance with the legislation on annual accounts and government financial reporting. This
responsibility includes designing, implementing and maintaining internal controls relevant to the
preparation and presentation of financial statements that are free from all material misstatements.
Management responsibility also includes applying appropriate accounting principles and estimates
that are reasonable under the circumstances.

Auditor’s responsibility
My responsibility is to express an opinion on this annual financial statement based on my audit. The
audit was conducted according to accepted auditing practices and the provisions of the National
Audit Act. Those standards require that I comply with ethical requirements and plan and perform
the audit to obtain reasonable assurance that the financial statements are free from material
misstatement.

The audit involves performing procedures to obtain audit evidence about the amounts and other
information in the financial statements. The selection of audit procedures is based on the
professional opinion of the auditor, including whether there is a risk that there may be material
misstatements in the financial statement. The audit also includes evaluating the accounting
principles and valuation rules applicable to Group A entities and used by management to prepare
the financial statements, as well as evaluating the overall presentation of the financial statements.

I believe that the audit evidence I have obtained is sufficient and appropriate to provide a basis for
my audit opinion.
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PROFIT AND LOSS ACCOUNT 2009 
 
 
 
 
 
 

2009 2008
Operating revenues

 
Sale of services ........................................................................... 366.362.951 39.651.377  
Other income ............................................................................. 344.488 531.478  

366.707.439 40.182.855  

Operating expenses

Salaries and related expenses .................................................... 366.930.215 357.479.507  
Administrative expenses ............................................................ 11.250.420 11.895.583  
Meeting and travel cost ............................................................. 11.838.131 15.015.262  
Expert services ........................................................................... 385.140.342 51.879.689  
Operations of equipments ......................................................... 1.985.934 2.255.578  
Other operating expenses .......................................................... 4.886.217 4.376.172  
Housing ....................................................................................... 35.437.295 28.270.978  
Operation of vehicles ................................................................. 408.597 291.524  
Grants ......................................................................................... 625.000 1.923.600  

818.502.151 473.387.893  
Purchased assets ........................................................................ 2.874.232 18.594.536  

821.376.383 491.982.429  

Operating profit (‐loss) before Treasury contribution 454.668.944)( 451.799.574 )(

Treasury Contribution ................................................................ 459.300.000 482.200.000  

Profit for the year 4.631.056 30.400.426  
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BALANCE SHEET, 31 DECEMBER 2009 (ISK) 
 

2009 2008

Current assets
Treasury .................................................................................... 48.023.997 80.304.870
Accounts receivable .................................................................. 48.137.272 2.876.556
Cash and cash equivalents ........................................................ 90.764 79.923

96.252.033 83.261.349

Total assets 96.252.033 83.261.349

Equity and Liabilities

Equity:
Equity at the beginning of the year .......................................... 75.447.492 45.047.066
Cancelled appropriations .......................................................... 26.947.492)(     0
Profit for the year ..................................................................... 4.631.056 30.400.426

Equity 53.131.056 75.447.492

Current liabilities
Acounts payable ........................................................................ 43.120.977 7.813.857

Liabilities 43.120.977 7.813.857

Total equity and liabilities 96.252.033 83.261.349

Assets

Equity

Liabilities
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CASH FLOW STATEMENT 2009 (ISK) 
 

 
 
 
 
 
 
 
 
 

2009 2008
Cash flow from operations

Cash flow from operating activities:
Profit.......................................................................................... 4.631.056 30.400.426  

Cash flow from operating activities 4.631.056 30.400.426  

Changes in current assets and liabilities:
Accounts receivable, decrease / (increase)............................... 45.260.716)(      530.236 )(        
Accounts payable, (decrease) / increase................................... 35.307.120 6.314.001 )(     

9.953.596)(        6.844.237 )(     

Net cash provided by operating activities 5.322.540)(        23.556.189  

Cash flow from financial activities
 

Changes in balance with the Treasury:
Treasury contribution................................................................ 459.300.000)(    482.200.000 )(
Received from the Treasury...................................................... 464.633.381 458.501.488  

Net cash from financing activity 5.333.381 23.698.512 )(   

10.841 142.323 )(        

79.923 222.246  

Cash and cash eqivalents at the end of the year 90.764 79.923  

Cash and cash eqivalents at the beginning of the year........

Net increase in cash and cash equivalents...........................
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NOTES 
Accounting Policy

Basis for the Financial Statements

Tax

Recording of Revenue

Recording of Expenses

Operating Divisions

Accounts receivable

Cash and Cash Equivalents

Pension Liabilities

Accounts Payable

Accounting and Payment Functions

Budget and Operations

The Financial Statements of the National Audit Office have been prepared in accordance with the
Government Financial Reporting Act No. 88/1997, the Annual Accounts Act No. 3/2006, and the
Government Regulation on the Presentation and Contents of Annual Accounts and Consolidated
Financial Statements No. 696/1996.

According to the Government Financial Reporting Act, Group A entities shall not capitalise fixed
assets, but charge them as expenses at the year of purchase. They shall generally not engage in long‐
term borrowing and may not undertake long‐term obligations unless authorised by the Government
Budget.

Expenses are generally entered when invoices are received by the Office.

Central government bodies and enterprises generally do not pay income tax.

The Office's revenue is recorded in the month in which invoices are issued.

The Office's operations are divided into areas of responsibility appropriate to its organisation.

The Office's budget for 2009 anticipated similar activities as in the previous year. Initially, the Office's
budget was ISK 456.4 million. Budget appropriations amounting to ISK 300 million were transferred
due to the decision that the Office would pay for the auditing of the three state banks (see page 12‐
13). Isk 2.9 million were transferred due to a raise in social security contribution. Thus in 2009, the
Office's total budget amounted to ISK 459.3 million.

The Office has accrued pension liabilities for its present and past employees. In accordance with the
accounting principles of Group A of the Treasury, pension liabilities are not recorded in the annual
accounts of individual Group A entities, but are recorded as one whole at the Treasury.

Accounts receivable are entered at nominal value in addition to incurred interests where relevant.

The Office keeps no funds but has a bank account.

Accounts Payable are entered at nominal value in addition to incurred interests where relevant.

The State Accounting Office handles payroll matters, accounting and payment services for the Office.
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NOTES 
 
 
 

Total Financial 
In ISK thousand Initial budget Statements Differences

Sales of services ...................................... 31.700)(        331.700)(     366.707)(      35.007
Salary and salary-related expenses .......... 380.500 383.400 366.930 16.470
Other operating expenses ........................ 106.700 406.700 450.947 44.247)(         
Transfers .................................................. 0 0 625 625)(              

455.500 458.400 451.795 6.605
Purchased assets ...................................... 900 900 2.874 1.974)(           

456.400 459.300 454.669 4.631

 
Break-down in ISK thousand by type:

2009 2008

366.707)(      40.183)(         
818.502 473.388

2.874 18.595
454.669 451.800

101 Icelandic National Audit Office ........................................................
601 Equipment  ........................................................................................

Operating expenses less sale of services totalled ISK 452.1 million and were ISK 4.6 million less than
budget. Operating expenses are specified as follows:

Sales of services .......................................................................................


