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INTERACTION ANALYSIS OF GOVERNMENT REVENUE AND AUDIT

Abstract. The article examines the relationship between unforeseen government revenue and the actual audit
conduct. It has been found that overprofits can worsen the public organizations’ work, while government audits
increase their effectiveness. The findings were obtained through macroeconomic management modeling that
was structurally evaluated using econometric formulas and quasi government data. Based on the estimated
model, the correlation between over income and the number of audits on the public administration’s
effectiveness has been determined.

Keywords: government auditing, government efficiency, management model, super profits, Bernoulli
formula, optimal strategy, game theory, determinism, correlation, exogenity, endogenity

Introduction
The existing annual reports on the performance of regional audit commission budgets were highly useful for
examining the role of government auditing in the work of local governments in Kazakhstan. At the same time, "the
subject of the content of the analysis was the posting of the conclusion to the Annual Report on the performance
of regional budgets for 2017 or 2018 on the online resource of the audit commission." The study found that "only
four audit commissions have placed conclusions to the annual performance reports of regional budgets for 2018,
despite the fact that the annual reports of all local budgets have been approved" [1].

Some regional mayors have been subjected to repeated checks. Consequently, it is an excellent research
opportunity to compare the levels of audits of local government bodies, which vary in the nature of the work
carried out, depending on the regional specifics. And in the future, it is an opportunity to assess the impact of
past audits on the subsequent work of local administrations, which face the same expected probability of
conducting a government auditing.

Purpose of the research

To build a model of the influence of the government auditing, its unscheduled inspection of the work of the
local administration. Then, to examine how the audit and the likelihood of a new one will force the state
administration to change its beliefs and own actions in relation to the subsequent financial transactions and the
work in general.

Materials and research method

In the model, the factor of the unpredictability of government auditing is important, which subsequently has
a significant impact on the number of financial violations. Pre-alert audit in a short period of time: in a
few days — has a positive effect on the effectiveness of the audit. Otherwise, given a longer waiting time, the
public administrations are more carefully prepared for audit in an attempt to cover up violations. This
conclusion is not new to the model in question, as well as to others.

Background and data

Kazakhstan is a centralized unitary country, in which regional bodies are headed by officials appointed
from the Center, with the provision of certain transfers from the national budget. The mayors of the regions
make decisions together with local legislatures, oil districts, on the expenditure of budget funds. Taking into
account the probabilistic central oversight by the Standing Committee on Public Accounts, in the established
practice, there are certain conflicts on the development of funds annually. In fact, "local government in

Kazakhstan is inefficient and under-demanded by the state" [2].
General violations can occur in unfinished community service, paid but unfinished, and the use of forged

documents and fictitious organizations that exist only nominally. Financial irregularities, however, are due to
scams in the procurement of goods and services, diversion of funds and excessive billing for goods and services.
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As a rule, such distribution is obtained with large transfers from the national budget with the existing judicial
procedures of insolvency, as well as minimal media activity on the ground [3].

Studies by Eric Avis and Frederico Finana of the University of California, Berkeley, and Claudio Feraz of the
Pontifical Catholic University in Rio de Janeiro found that the level of corruption is about 8% lower among local
government agencies audited compared to those not exposed. It is also shown that auditing can lead to significant
legal costs. It has been consistently proven that the disciplinary effects of trials can account for the 72% reduction
in corruption on the ground. In accordance with this, model estimates in this case document an increase in the
probability of legal action by 20% after the audit [4].

In the conditions of Kazakhstan, "the basis for the implementation of control are exclusively the annual and
quarterly plans of the Standing Committee for Public Accounts to monitor the implementation of the national
budget" [5]. Control on behalf of the President of the Republic of Kazakhstan, the Administration of the President
of the Republic of Kazakhstan, and the requests of the deputies of the Parliament of the Republic of Kazakhstan
is carried out based on the relevant amendments and additions to the quarterly plan of the Accounts Committee.
Based on preliminary examination of the monitoring facility, a monitoring plan is drawn up and an external
government auditing program is being developed. The Standing Committee may re-examine the activities of the
monitoring facility if the previous audit of the standards of state financial control does not comply [5].

In accordance with most models of public administration, the audit plays a positive role in its suddenness and
the timing of the notification of the holding. Thus, local governments will only be able to calculate the probability
of the next public audit, and their alert within two days will affect the effectiveness of work. Faced with this
uncertainty, it seems likely that local governments will seek to take into account the risks of such a sudden audit in
their work, extracting information from both their own experience and the neighboring regional administrations.

Interpreting the main conclusions of the E. Avis, F. Finan and K. Feraz model, it is intuitive that reducing
the level of corruption due to the conduct of government auditing will lead to increased responsibility of the
administration, decisions and their efficiency. In turn, such a check, especially at the time of appointment or
reassignment, at the same time, has a positive effect on the quality of personnel, the so-called selection effect, and
on improving the efficiency of the administration as a whole [6].

Finally, the existing research on the relationship between appointed responsibility and political action reveals
that incumbent officials are responding to incentives for reassignment. Brazil's Bolsa Escola program, a local-
oriented conditional remittance program, has performed far better in those administrations where leadership has
been encouraged to reelect.

In Kazakhstan, "the fact that the modern development" of the country "has a clear regional context," it is still
necessary to conduct a "state regional policy that will aim to smooth the differences between regions" [7].

Based on the data obtained by the quasi-public sector (further quasi-sector) we will build our own model,
starting with the calculation of the parameters of the linear equation of multiple regression:

y=a+bx +bx +e (1)

where y — is a profitable part, x — is a consumable part consisting of x|, capital turnover and x,, used capital,
V&> 0, a small amount with a normal distribution of mathematical expectation of x = 0 and an average deviation

o

g In this case, the parameters of the equation (1) will be found from the solution of the system of equations:
y =a+ bix1 + byx;
yX; = ax; + byx? + b,X1x; @)
VX, = aX; + by X %5 + byx3
Model
In order to understand how the government auditing affects the work, we will use the existing model of E. Avis,
F. Finan and K. Feraz and the model of political responsibility on the basis of the career ladder of B. Holmstrom,
T. Persson and G. Tabellini [8]. To simplify, we will develop a continuous model at the initial stage, taking into
account the impact of the uncertainty factor of unscheduled audits. Local government administrations will be
characterized by personality traits throughout their tenure:
X (gender, education, position), 3)
where i = I, n — the number of local administration workers dependent on three variables.
Then F's functional ability will be expressed through the personality qualities of X and cognitive &;:
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FX)=X+¢, (4)

where a € R and a>0; V&i>0, small value with normal distribution of mathematical expectation # = 0 and
mid-square deviation 2.

Ri(p,X) = FI(X) + Ef(p, X), (5)

where £, — efforts to work, depending on personality and probabilities, p, conducting time checks, ¢, by
Bernoulli: pit = 1, if the government auditing has taken place in time ¢ and pit = (, if not.

The expression (5) can also be rewritten as a

Ri(p,X) = aX; + & + Ef (p, X) ©)

If financial irregularities are detected in the course of audit conduct with the probability, pl.f, for the time, 7, the
local administration will be punished, expressed function of costs:

Cf(p,X) = ¢/ (p{, Ef (0. X) (7)

At the same time, the result of the audit will affect the overall efforts of the administration and efficiency in
general, as well as the expected administrative management decisions.

In general, the local administration solves the task of optimizing the utility function, U, maximizing their
performance by improving efficiency and minimizing costs, being more responsible for decisions:

max,U(p,X) = RE(p, X) — Cl(p,X) @)

Itis important to note that local state bodies are politically “juggling” between the central authorities, represented
by the controlling structures, and the appointees, who, in turn, are guided by the rating of the effectiveness of
management.

Results and discussion

Preliminary results and calculations of the model show that the local administration, in which the government
auditing was conducted, commits 7.9% less financial violations than those in which it was not.

However, the lack of information of government agencies and the high probability of repeated unplanned
inspections significantly increases their effectiveness and the functioning of the administration in general. Of
course, this estimated effect only covers short-term equilibrium effects. If there are side effects, estimates and
their true impact in the long term are likely to be underestimated. All of this will create a need for further external
resources, such as the media and certain judicial procedures, to consolidate the short-term results of the government
auditing.

Despite the importance of legal liability for financial irregularities, understanding how to conduct government
audits more effectively remains limited for the time being, especially when such violations are endemic. In this
sense, more research is urgent here to better understand the nature of public auditing in today’s environment, as
well as the emerging conflicts caused by audits when financial irregularities are detected.

Conclusion

This article shows that government audits, unscheduled inspections can be the main policy in the fight against
financial violations in the country. In the case of the local government authorities, where such audits were carried
out, there subsequently occurred about 8% less violations.
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Ayken B.M.
MemuiekeTTik KipicTep KoHe ayIUuTTiH 63apa dcepJiepi

Angarna. Makanaga KYTIEreH MEMJIEKETTIK KipicTep MeH HakKThl ayauT >KYPTi3ydiH apakaThIHACHI
KapacThIpbUIael. APTHIK Taiaa KOFaMIbIK YHBIMIApABIH JKYMBICBIH Hallapiarajbl, all MEMIIEKETTIK ayauT
OJIApIbIH THIMIUTITIH apTTeIpaabl. HoTmxkenep KBa3uMEeMIICKETTIK IEPEKTEP MakaaJaHbUTFaH Y9KOHOMETPHUKAITBIK
(hopmymanap apKpLIBl KYPBUTBIMIBIK OaFajlaHFaH MaKpOIKOHOMHUKABIK 0aCKapyIbl MOJIENb/IEY apKbLTBI aJIbIHIBI.
Bomkaner yaTiHiH HETi31HIe MEMIIEKETTIK OacKapy THIMALUTITIHE TEKcepyliep CaHbl MEH apTHIK Kipic apachIHIAFbI
KOPPEJISIUS aHBIKTAJJIbI.

Tyiiin ce3mep: MeMIekeTTiK ayIuT, MEMJIEKETTIK THIMALUIIK, O0ackapy Mojeni, cymep maiina, bepHymmu
(hopMyIacel, OHTANIIBI CTPATETHS, OMBIH TEOPHUSACHI, TETEPMIUHI3M, KOPPEIIAIHS, YK30TE€H/IIK, SHAOTSH/IIK.

Ayken B.M.
AHaJIN3 B3aUMO/IeHCTBHSA IrOCYIapPCTBEHHBIX H0X0/10B U ayUTA

AnHoTtanmus. B crartee wuccnmemyercs B3aMMOCBA3b HEMPENBUICHHBIX TOCYIapCTBEHHBIX JOXOIOB U
(hakTHYEeCKOTO TPOBEEHHS ayInTa. BBISICHIIOCH, YTO CBEPXIPHUOBLIHL MOXKET YXYAIIUTH paboTy OOIIeCTBEHHBIX
OpraHM3alni, a TOCYIapCTBEHHBIN ayTUT MOBBICUT UX 3(PPEKTHBHOCTE. Pe3yapTaTsl OBLTH MOTyYeHBI C TTOMOIIHIO
MOJIEITUPOBAaHUST MAKPOIKOHOMHUYECKOTO YIPABICHHUS, KOTOPOE OBIJIO CTPYKTYPHO OIIEHEHO C HCIIOJb30BaHUEM
9KOHOMETPHYECKHX (DOPMYJI C NCTIOTB30BAHUEM KBa3UTOCYIAPCTBEHHBIX JJaHHBIX. Ha 0CHOBE O1IeHOYHON MOsIeH
ObLTa OmpeneneHa KOPPesIus MeXIy W30BITOYHBIM JIOXOIOM M KOJIHYECTBOM TPOBEPOK APPEKTUBHOCTH
TOCYIapCTBEHHOTO yIPABICHUS.

KuaroueBbie cioBa: rocyqapCTBEHHBIH aynuT, 3(PPEeKTHBHOCTH TOCYIapCTBEHHOTO YIPABICHHS, MOIENb
yHOpaBlIeHHs, CBEepXIpHObLTH, (opMyna bepHyuH, onTHMaimbHas CTPATeTHs, TEOpPUS WIP, JIETCPMHUHH3M,
KOPPEISIHs, SK30T€HHOCTbh, YHIOTEHHOCTb.
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