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EXECUTIVE SUMMARY

Through the adoption of the Strategy for Development of Public Internal Financial Control in the
Republic of Serbia for the Period 2017-2020 (PIFC Strategy), the Government has provided
strong support to the introduction and strengthening of the public internal financial control
system. It is vital to highlight that the PIFC Strategy relates to Public Finance Management
Reform Program for 2016-2020, which articulates the Government’s unequivocal commitment to
implementing a comprehensive set of coordinated and sequenced reforms in the broad field of
the PFM which are aimed at increasing accountability and ensuring sound financial management
and good governance by improving the efficiency and effectiveness in managing public
resources in the Republic of Serbia. PIFC Strategy prescribes that reporting to the Government
on implemented activities, achieved results and possible challenges in realisation of objectives
and measures is done by means of Consolidated annual report.

Regarding the financial management and control system, as the first of three pillars of PIFC, the
analysis has shown that significant progress was achieved in 2017 compared to the previous
period. The number of submitted reports on the FMC system has increased by 23%, and the
number of duly submitted reports by 18%, all of which suggests that the public fund
beneficiaries are now better informed and demonstrate better understanding of internal control
systems. Furthermore, the average result of key elements in the process of establishment and
development of this system for the entire public sector rose by 1%, as a result of progress
achieved at the central level, by 2%. Comparison of elements of COSO framework with the
requirements of International Internal Control Standards reveals significant qualitative
development in the internal control area by 10%, which is the result of progress achieved at both
the central and local levels.

The area of internal audit also records positive results. At the level of public sector as a whole,
the constant rise is visible in the number of established internal audit units and the number of
internal auditors, which is essential for the development of decentralised internal audit function.
In the reporting period, the exam for certified internal auditor in public sector was passed by 48
candidates, so by the end of 2017, a total of 377 internal auditors were certified. Regarding the
area of continuous professional development, the focus was on organising the training courses
which addressed the latest changes in international internal audit standards. The gradual increase
in the percentage (nearly 22%) of recommendations issued in specific areas characteristic for
individual public fund beneficiaries proves that the focus of internal audit work has shifted from
the support processes to the core business processes in the organisation, that is, the assessment
of overall internal control system in place within the organisation is reaching its real purpose.
This kind of approach further supports the managerial accountability principle which applies to
all the managers across the organisation.

The progress achieved in the area of PIFC primarily proves that the awareness was raised across
the public sector of the role and importance of internal control systems, which is the achievement
significantly contributed to by the activities and changes that the CHU introduced during the
previous period, such as: enhancing professional capacities; higher level of engagement of CHU
staff on the tasks of methodological guidance, analysis and monitoring of PIFC implementation
and reviewing its quality; improved web site (updating of existing documents, uploading four
FMC training modules, publication of a new model of IA Charter, more up-to-date and
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comprehensive information on latest activities, better user-friendly experience and availability of
content, etc.), introduction of e-learning platform which should enable more efficient obtaining
of information and education of users; updating of the self-assessment questionnaire and
improved format and content of the Consolidated annual report, with the assistance of SIGMA
consultants and Twinning project, in order to ensure a more comprehensive and insightful
overview of the PIFC system; development of software for reporting on PIFC system, with a
successful testing phase conducted for around 200 PFBs; organising a number of workshops,
basic and specialised training sessions for managers; redesigning of training material; organising
conferences and dissemination of promotional material, etc.

The implementation of recommendations contained in this report should help the Republic of
Serbia to successfully overcome all the impediments which may stand on its way towards a
comprehensive reform of internal control systems and management of public funds, through the
implementation of international standards and best EU practices, all with a view to efficient
realisation of requirements for provisional closing of Chapter 32, with the continuous
cooperation of all relevant institutions and alignment of policy documents which is necessary
throughout the process.



| INTRODUCTION
1. Purpose and objective

Consolidated Annual Report on the Status of Public Internal Financial Control in the Republic
of Serbia in 2017 (hereinafter referred to as: the Consolidated Annual Report) was prepared
based on individual annual reports of public fund beneficiaries on the appropriateness and
functioning of financial management and control and internal audit work in the course of 2017.

The purpose of the report is to disclose the information gathered about the activities implemented
and achieved results by public fund beneficiaries in the process of introduction, development and
strengthening of the financial management and control system and internal audit function, and
the objective of the report is to highlight both the strengths and weaknesses of the system, but
also to provide recommendations for its further development and improvement.

2. Legal basis

Article 83 of the Budget System Law (,,Official Gazette of the Republic of Serbia”, no.: 54/09,
73/10, 101/10, 101/11, 93/12, 62/13, 63/13-corrig., 108/13, 142/14, 68/15-other law, 103/15,
99/16 and 113/2017), prescribes that the Central Harmonisation Unit in the framework of the
Ministry of Finance (hereinafter referred to as: the CHU) consolidates individual annual reports
of public fund beneficiaries on the status of financial management and control and internal audit
and that the minister of finance submits the consolidated annual report to the Government.

The Government has provided strong support to the introduction and strengthening of the system
of public internal financial control by the adoption of the Strategy for Development of Public
Internal Financial Control in the Republic of Serbia for the Period 2017-2020" (,,Official Gazette
of the Republic of Serbia”, no. 51/17 — hereinafter referred to as: the PIFC Strategy).

PIFC Strategy relates to Public Finance Management Reform Program for 2016-2020 and
constitutes a pivotal topic within pillar IV — effective financial control.

PFM Reform Program for 2016-2020 articulates the Government’s unequivocal commitment to
implementing a comprehensive set of coordinated and sequenced reforms in the broad field of
the PFM which are aimed at increasing accountability and ensuring sound financial management
and good governance by improving the efficiency and effectiveness in managing public
resources in the Republic of Serbia.

Yhttp://ifkj.mfin.gov.rs/user data/posts/Stategija%20razvoja%20interne%20finansijske%20kontrole%20u%20javno
m%20sektoru%20Republike%20Srbije%20za%20period%202017-2020%20srb.pdf
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3. Mode and methodology for the preparation of the Consolidated Annual Report

The mode of preparation of the Consolidated Annual Report is prescribed by the Budget System
Law and accompanying by-laws.

Article 81 of the Budget System Law envisages that the head of a public fund beneficiary is to
inform the minister of finance no later than 31 March of the current year for the preceding year
about the appropriateness and functioning of the financial management and control system
(hereinafter referred to as: FMC), while Article 13 of the Rulebook on common criteria and
standards for establishment, functioning and reporting on the financial management and control
system in the public sector (,,Official Gazette of the Republic of Serbia”, no.: 99/11 and 106/13 —
hereinafter referred to as: the FMC Rulebook), specifies that reporting is carried out by providing
answers to the questionnaire prepared by the CHU.

With respect to internal audit, Article 82 of the Budget System Law lays down that the head of a
public fund beneficiary is obliged to inform the minister of finance no later than 31 March of the
current year for the preceding year about the functioning of the internal audit system (hereinafter
referred to as: I1A). Also, Article 32 of the Rulebook on common criteria for organisation and
standards and methodological instructions for internal audit acting and reporting in the public
sector (,,Official Gazette of the Republic of Serbia”, no.: 99/11 and 106/13 — hereinafter referred
to as: the 1A Rulebook), specifies in more detail that the head of internal audit is to prepare the
annual report on the internal audit work by using the questionnaire prepared and published by the
CHU on the Ministry of Finance web site. Therefore, the head of internal audit submits the
annual report to the head of the public fund beneficiary no later than 15 March of the current
year for the preceding year, while the head of the public fund beneficiary submits this report to
the CHU no later than 31 March of the current year for the preceding year.

In line with the provisions referred to above, the CHU developed the questionnaire forms for the
preparation of annual reports of public fund beneficiaries on the FMC system and conducted
audits and internal audit activities in the course of 2017, all of which were published on the
Ministry of Finance, CHU web site (www.ifkj.mfin.gov.rs). The questionnaire forms were
developed based on the model questionnaire used in the EU member states for these purposes.
Compared to the previous year, the questionnaires for 2017 have undergone significant changes
aiming to provide a more comprehensive and insightful overview of the status and the
development of internal controls in the RS. The questionnaire was amended to include additional
25 questions and some of the existing questions were reformulated. While working on the
improvement of the questionnaire as the basis for the overall system of reporting on internal
control system, the CHU had intensive cooperation with SIGMA experts whose comments and
suggestions were largely accepted. Further cooperation is envisaged so that the level of
achievement of overall EC requirements in the area of PIFC could be better presented through
the Consolidated Annual Report.

Similarly to the previous years, all duly prepared and timely submitted reports of public fund
beneficiaries have been included in the Consolidated Annual Report, whereas incomplete,
unfilled and untimely submitted reports have not been subject to further analysis.



The categories of public fund beneficiaries were designated in line with the Budget System Law,
the List of public fund beneficiaries in RS published by the Treasury Administration, and in line
with the requirements referred to in Chapter 32 — Financial control, stating that in the area of
public internal financial control, Serbia needs to implement the legislation, underlying policies
and ensure sufficient administrative capacities at the central and local level, in social insurance
funds and state-owned enterprises. The categories of public fund beneficiaries have been
classified in the manner referred to in Table 1.

Table 1
Classification of public fund beneficiaries per categories
Ministries Ministries of RS
Mandatory Social Republic pension and disability insurance
Insurance fund, Republic health insurance fund and
. Organisations (MSIO) | National employment service
Centrallévl'\;lepubllc Other direct budget Administrations, agencies, funds, judicial
beneficiaries bodies...
Public fund Public enterprises, companies, limited
beneficiaries founded liability companies, joint-stock companies,
by RS institutions founded by RS
Dlrec'_[ t_)ud_get Local self-government bodies and services
beneficiaries
Public fund Public enterprises, p_ubllc_ u'_ullty_ B
Local level L companies, companies, limited liability
beneficiaries founded o .
companies, joint-stock companies,
by local self- . S
agencies, funds and institutions founded by
government
local self-government
. . Indirect budget beneficiaries at the central
Indirect budget beneficiaries and local level

All indicators for 2017 have been presented following the specified categories. The comparative
overview includes the years 2015, 2016 and 2017 predominantly for the central level,
considering that the uniform work methodology was applied for these three years. The
Consolidated 2017 Annual Report was prepared by the Department for internal control and
internal audit within the Ministry of Finance, which performs the CHU activities, on the basis of
individual annual reports submitted by public fund beneficiaries.



II. PUBLIC INTERNAL FINANCIAL CONTROL SYSTEM

The Budget System Law defines the public internal financial control (hereinafter referred to as:
PIFC) as a comprehensive system of measures for management and control of public revenues,
expenditures, assets and liabilities established by the Government through public sector
organisations in order to ensure that the management and control of public funds, including
foreign funds, comply with the regulations, budget and principles of sound financial
management, that is, the principles of economy, efficiency, effectiveness and openness.

PIFC system is primarily based upon the managerial accountability, defined by the Budget
System Law as the obligation of managers at all levels in public fund beneficiaries to perform all
operating activities in a lawful manner, by adhering to the principles of economy, effectiveness,
efficiency and openness to public, and to be accountable for their decisions, actions and results to
the person or authority who appointed them or delegated such responsibility upon them.

PIFC system consists of the following interrelated areas:
e financial management and control in public fund beneficiaries;
e internal audit in public fund beneficiaries;
e harmonisation and coordination of financial management and control and internal audit
performed by the Ministry of Finance — the CHU.

1. FINANCIAL MANAGEMENT AND CONTROL
1.1.  Concept and definition

The Budget System Law and FMC Rulebook define financial management and control as a
system of policies, procedures and activities established, maintained and regularly updated by the
head of the organisation, which on the grounds of risk management provides reasonable
assurance that the organisation’s objectives will be achieved in a lawful, economical, efficient
and effective manner by:

1) operating in line with the regulations, internal by-laws and contracts;
2) completeness, reality and integrity of financial and business reports;
3) economical, efficient and effective utilisation of assets;

4) safeguarding of assets and data (information).

FMC system includes, in accordance with the above regulations, the following interrelated
elements, defined in line with the international standards of internal control:

1) control environment;

2) risk management;

3) control activities;

4) information and communication;

5) monitoring, supervision and evaluation of the system.



The FMC system is based upon the managerial accountability of managers at all levels, whereby
the head of a public fund beneficiary is responsible for the implementation and proper
functioning of the FMC system within the organisation under his/her management. Therefore,
this system assists managers in performing their daily tasks and supports the organisation in
achieving its objectives by conducting the operating activities which are lawful, economical,
efficient, effective and transparent.

1.2. Legal framework and international standards

In addition to the Budget System Law and the FMC Rulebook, other regulations relevant for the
introduction of the FMC system are as follows:

The Law on Civil Servants (,,Official Gazette of the Republic of Serbia®, no. 79/05,
81/05 — corrig., 83/05 — corrig., 64/07, 67/07 — corrig., 116/08, 104/09, 99/14 and 94/17);
The Labour Law (,,Official Gazette of the Republic of Serbia”, no. 24/05, 61/05, 54/09,
32/13, 75/14, 13/17-decision of Constitutional Court and 113/17);

Public Procurement Law (,,Official Gazette of the Republic of Serbia ”, no. 124/12, 14/15
and 68/15);

The Law on Salaries of Civil Servants and Employees (,,Official Gazette of the Republic
of Serbia”, no. 62/06, 63/06-corrig., 115/06-corrig., 101/07, 99/10, 108/13 and 99/14);
The Law on Salaries in State Bodies and Public Services (,,Official Gazette of the
Republic of Serbia”, no. 34/01, 62/06-other law, 63/06-corrig. of other law, 116/08-other
law, 92/11, 99/11-other law, 10/13, 55/13, 99/14 and 21/16-other law);

The Law on Public Enterprises (,,Official Gazette of the Republic of Serbia ”, no. 15/16);
Regulation on the reimbursement of costs and termination benefits for civil servants and
employees (,,Official Gazette of the Republic of Serbia ”, no. 98/07-consolidated text,
84/14 and 84/15);

Regulation on budget accounting (,,Official Gazette of the Republic of Serbia”, no.
125/03 and 12/06);

Rulebook on common bases, criteria and tasks of financial department in direct budget
beneficiaries (,,Official Gazette of the Republic of Serbia”, no. 123/03);

Rulebook on the standard classification framework and the Chart of Accounts for the
budget system (,,Official Gazette of the Republic of Serbia®, no. 16/16, 49/16, 107/16,
46/17, 114/17, 20/18 and 36/18);

Rulebook on the mode of preparation, draw-up and submission of financial statements of
public fund beneficiaries, beneficiaries of funds of mandatory social insurance
organisations and budget funds (,,Official Gazette of the Republic of Serbia”, no. 18/15);
Rulebook on the mode of utilization of funds from sub-accounts and other accounts from
the consolidated republic treasury account, and on the mode of reporting on investment of
funds of budget beneficiaries and beneficiaries of mandatory social insurance
organisations (,,Official Gazette of the Republic of Serbia”, no. 3/04, 140/04, 1/06 and
111/09).

The existing legal framework in the Republic of Serbia provides for application of a majority of
international internal control standards. FMC Rulebook prescribes that the elements of the


http://www.propisi.net/DocumnetWebClient/ingpro.webclient.Main/FileContentServlet/propis/0097cc/9726.htm?encoding=Ð‹Ð¸Ñ�Ð¸Ð

financial management and control system are defined in accordance with the international
internal control standards, in relation to standards harmonised with the Guidelines for Internal
Control Standards for the Public Sector, developed by International Organisation of Supreme
Audit Institutions (INTOSALI).

1.3. FMC Progress report

The Annual Report on FMC system in public fund beneficiaries was prepared based on the 2017
questionnaire developed by the CHU, which was significantly improved compared to the
previous year. As referred to above, the questionnaire now includes additional 25 questions
distributed across five elements of COSO framework in order to provide a more detailed
overview of the quality of internal controls, and the general part of the questionnaire now has a
mandatory field for specific information about the manager in charge of FMC, and the narrative
parts are added which should include the planned activities and proposed topics for training in
the area of FMC.

Therefore, the format of the annual 2017 report on the FMC system, completed by public fund
beneficiaries and subsequently submitted to the CHU, consists of:

1) a general part (general information on the public fund beneficiary, the information on the
manager in charge of FMC, the information relating to implementation of FMC system in the
organisation);

2) a questionnaire for self-assessment of internal controls (a set of specific questions about the
functioning of internal controls);

3) a section for comments and suggestions by the beneficiaries;

4) a section for indicating the planned activities for further development of the FMC system;

5) a section for proposing the topics for training in the area of FMC.

The results of the questionnaire provide an assessment of the FMC system at a specific public
fund beneficiary for the year covered by the report and constitute a basis for undertaking
measures for its improvement.

1.3.1.  Submitted reports

For the year 2017, a total of 936 public fund beneficiaries (in tables below referred to as: PFBs)
submitted the annual report on the FMC system to the Ministry of Finance - the CHU, which is
an increase of 23% when compared to 2016, when the number of submitted reports was 724. Of
all the submitted reports, the consolidated report included a total of 763 duly completed reports,
which is 18% more than in the previous year (628), while the remaining reports were either
incomplete, unfilled or untimely and as such were not subject to analysis (Graph 1).
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Graph 1. Overview of reports on FMC system for 2015, 2016 and 2017

18%

Submitted reports Analysed reports

m2015 w2016 w2017

The significant increase both in terms of the number of submitted and processed reports
indicates that the awareness was raised across the public sector about the role and importance
of internal controls, which is the achievement largely contributed to by the numerous activities
of CHU in the previous year, such as: organising basic training courses, organising
specialised training courses and workshops for managers, redesigning of training material,
improving the CHU web site, organising conferences and distributing the promotional
publications, etc.

By analysing the data on the PFBs that attended the CHU training courses in the past two years,
including the data on the PFBs that submitted the 2017 report, the conclusion is that majority of
PFBs that attended the training courses (over 90% of PFBs) submitted the duly prepared
report, with a significant number of PFBs that actually conducted the self-assessment and
submitted the report for the first time, implying that they have reviewed the actual situation in
their respective bodies/organisations and initiated the process of establishing the FMC system in
a systematic and comprehensive manner.

However, the share of irregular reports remains quite high (18%) in 2017, which is not
surprising having in mind the significant increase in the number of beneficiaries that submitted
the completed questionnaires for the first time (212). The irregular reports were mostly produced
by the so-called “small” beneficiaries (limited budget, small number of employees) at the local
self-government level and the categories of indirect budget beneficiaries.

Most common irregularities done by the PFBs when completing the report are as follows: failure
to complete the part relating to monitoring, supervision and evaluation due to a lack of core
understanding of this segment; filling in the data on the activities conducted in 2017, instead of
presenting the status of the FMC system which includes the year covered by the report, all of
which had a negative impact on the overall score; lack of understanding and inability to properly
identify some of the questions; failure to present the evidence which would support the response
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to the question; unintentional failure to respond to some of the questions, as this is the paper-
based format of reporting which makes these kinds of mistakes possible.

The overview of analysed reports as per individual categories of public fund beneficiaries, and
the explanation behind the defined categories is presented in Table 2.

Table 2
Overview of analysed reports on FMC system per categories of PFBs for 2017
Categories of PFBs? Number of reports
Ministries 17
Mandatory soc. insurance 3
organisations
. Other direct budget
Central/Republic level beneficiaries g 78
Public fund beneficiaries 38
founded by RS
Total 136
Direct budget beneficiaries 142
Public fund beneficiaries
Local level founded by local self- 152
government
Total 294
Indirect budget beneficiaries 333
Total in RS 763

At the central level, the report was submitted by the most relevant beneficiaries: 17 ministries, all
three organisations of mandatory social insurance and the major public enterprises and
companies founded by RS. At the local self-government level, the complete report was submitted
by the autonomous province and 21 cities in RS.

Total expenditures and outflows of all direct budget beneficiaries (ministries, administrations,
judicial bodies, budget funds, directorates, offices, agencies, institutes, services...) included in
the Consolidated 2017 Annual Report, account for 87% of total expenditures and outflows of
the budget of the Republic of Serbia for 2017°.

2 See the explanation on categories of PFBs on page 7, Table 1
% Republic of Serbia Budget Law for 2017 (,,Official Gazette of the Republic of Serbia”, no., 99/16 and 113/17)
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1.3.2.  Establishment of FMC system
Elements of establishment and development of the FMC system

FMC system includes the organisational establishment, implementation and development, while
the plan for establishment, implementation and development of the system is prepared by the
public fund beneficiary.

The organisational establishment of the FMC system is an initial step in the process and
includes the following activities:

- appointment of a manager responsible for FMC;

- setting up a work group to address the introduction and development of the FMC system.

The organisational establishment of the FMC system depends on the size, number of employees
and other specificities of a public fund beneficiary. When establishing such system, the first task
IS to appoint a manager responsible for FMC or set up a work group to address all key issues
relating to its introduction and development. Setting up a work group is indispensable for the
coordination of all individual activities in all organisational units, for the agreement on different
opinions and views concerning the description of business processes, risk identification and
management, as well as the establishment of controls. Members of the work group need to be
senior managers and persons with expertise and experience in the key areas of operation of the
public fund beneficiary, and the persons who are well-acquainted with the operating activities
and individual business processes within the organisation. The work group is accountable to the
manager for the support to introduction and development of the FMC system.

Further implementation and development of the FMC system requires undertaking the
following steps:

- drafting of an action plan;

- adopting the risk management strategy;

- formulating the mission, vision and key objectives of a public fund beneficiary;

- listing the main processes (sub-processes) and describing the activities contained
therein;

- developing a map of business processes;

- documenting the business processes and drawing-up a flow chart;

- identifying the risks at the level of business processes, risk assessment and ranking, deciding
on the response to the risks or establishing the controls (risk management);

- evaluation of internal control elements;

- reviewing the controls in place, taking into consideration the most significant risks;

- making a list of most relevant processes not provided for in a written form;

- analysing the existing and required controls and deciding on necessary prior and
subsequent controls;

- adopting the plan for establishing the necessary and elimination of the unnecessary
controls;

- monitoring the plan execution;

- drafting the annual report on the establishment of the FMC system.

13



Assessment of elements relating to establishment of the system

Within the general part of the questionnaire, in the section about establishing the FMC system,
the beneficiaries are expected to insert the data relating to: appointment of the manager in charge
of FMC, setting-up a work group to address the issues of introducing and development of the
system, adoption of the action plan, drafting a map of business processes, adoption of the Risk
management strategy, defining the key risks, etc. For each positive response, the beneficiaries
are obliged to state the source of verification, that is, the document supporting their statement. In
case of a negative response, the explanation is required.

Based on the analytical processing of data relating to the establishment of the FMC system, the
following results have been identified, as referred to in Table 3 for different categories of PFBs.
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Table 3

5 - 5 " 5 2 £§,8%
Parameters g g = 3 ] - 5 & g<
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s S 2% =9 ELQ o 3 E 23 SEE L
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Category of PFBs* No. of No. of No. of No. of No. of No. of No. of

PFBs K PFBs K PFBs K PFBs K prBs | PEBs w0 PFBs w0
Ministries 16 94 12 71 10 59 16 94 13 76 1 6 15 88
MSIO* 3 100 3 100 3 100 3 100 3 100 0 0 3 100
Centraly | Other direct budget 51 | 65 | 35 | 45 | 26 | 33 | 53 | 68 | 44 |56 | 1 | 1 | 58 | 74

. beneficiaries

Republic
e Public fund beneficiaries
31 82 21 55 19 50 29 76 20 53 1 3 30 79
founded by RS

TOTAL 101 | 74 | 71 | 52 58 43 | 100 | 74 | 80 | 59 3 2 | 106 | 78
Direct budget 114 | 80 | 98 | 69 | 8 | 58 | 94 | 66 | 88 | 62 | 4 3 | 100 | 71

beneficiaries

Local level | Public fund beneficiaries

founded by local self- 122 80 116 76 91 60 101 66 84 55 12 8 93 61

government
TOTAL 236 80 214 73 174 59 195 66 172 59 16 5 194 66
Indirect budget beneficiaries 133 40 103 31 92 28 106 32 104 31 7 2 185 56
el 25 470 | 62 | 388 | 51 | 324 | 42 | 402 | 53 | 356 | 47 | 26 3 | 485 | 64

4 See the explanation on categories of PFBs on page 7, Table 1
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If we analyse the results of individual elements of establishing the FMC system at the level of
RS, we can conclude that the lowest result has been recorded in relation to adoption of an
action plan (42%). The map of business processes was developed by 47% of beneficiaries, while
in more than a half of the beneficiaries that have failed to develop the map, the process of listing
and describing the business processes is underway (53%). Also, in only 3% of cases the most
relevant business processes are not provided for in written form, all of which implies that for the
majority of key business processes, the manner of their conduct is regulated through by-laws,
internal acts, guidelines, instructions, directives and procedures. With respect to establishing the
internal controls in business processes, taking into consideration the most significant risks, the
indicator records a significantly better result (64%).

Adoption of an action plan is the element with the lowest result recorded in each category: the
central level (43%), local level (59%) and indirect budget beneficiaries (28%). On the other
hand, similarly to the RS level, better results were recorded in the area of establishing internal
controls based on most significant risks at the central level (78%) and with indirect budget
beneficiaries (56%). At the local level, the best result was recorded in the area of organisational
establishment of the system, that is, the appointment of a manager or setting up a work group
(80%).

If we observe the categories of beneficiaries in more detail, the best results with the maximum
number of points in all assessed elements were recorded with the beneficiaries from the category
of mandatory social insurance organisations - MSIO, which include: Republic Pension and
Disability Insurance Fund, Republic Health Insurance Fund and National Employment Service.
According to the data submitted, these beneficiaries have entirely realised the key activities in
the area of establishing the FMC system, which is a step forward compared to the previous year,
when one beneficiary was engaged in the process of developing the map of business processes.

In terms of results achieved, the category of MSIO is immediately followed by the category of
ministries, while other beneficiaries at the central/Republic level have recorded generally lower
results in the assessed elements compared to the two categories of beneficiaries above.

At the local level, in overall terms, slightly better results in establishing the FMC system (by
2%) were recorded at the level of direct budget beneficiaries (local self-government bodies and
services), compared to other public fund beneficiaries founded by local self-government (public
enterprises, public utility companies, companies, limited liability companies, joint-stock
companies, agencies, funds and institutions founded by local self-government...), unlike the
previous year when the difference in this area was much higher (by 11%). Moving towards a
uniform quality of the system within a single category of public fund beneficiaries is certainly a
positive development.

Compared to other categories of PFBs, the category of indirect budget beneficiaries still display
the lowest indicators for all the assessed elements, so the last-year recommendations still
remain, requiring a more intensive transfer of good practices from higher to lower budget
structures.

16



By comparing the elements of FMC system establishment at the level of RS for the last three
assessed years (Table 4), we can conclude the following: the area of organisational establishment
of the system, which implies the appointment of the manager in charge of FMC and setting up a
work group, is on the constant rise, including the adoption of the action plan and using the FMC
Manual provided by the CHU. However, despite the considerable increase in the area of
adoption of the action plan (by 8% in overall terms), this segment remains the weakest link in
the process of establishing the system, identical as during the two previous years. On the other
hand, the sharpest drop was recorded in the area of establishing the internal controls in
business processes, taking into consideration the most significant risks (by 6% in overall
terms), notwithstanding the fact that this parameter recorded the highest score in 2017, just like
in the two previous years.

Table 4
Overview of FMC system establishment in RS in 2015, 2016 and 2017
Total in RS in year

= = o

& & &
Elements of
system establishment No. of No. of No. of

PFBs i PFBs % PFBs i

Manager appointed or work group set up 338 | 57 379 60 470 62
Manager appointed and work group set up 246 | 42 298 48 388 51
Manager not appointed nor work group set up 253 | 43 249 40 293 38
Action plan adopted for establishing FMC system 199 | 34 238 38 324 42
CHU manual in use for FMC 277 47 313 50 402 53
Map of business processes developed 297 | 50 293 47 356 47
Th_e most relevant business processes not provided for in 9 03 3 05 26 3
written form
Inter_nal co_ntrols in placg m_b_usmes_s processes, taking into 415 70 433 69 485 64
consideration the most significant risks
AVERAGE IN RS ® 50% 52% 53%

If we compare 2016 and 2017 in terms of individual categories of public fund beneficiaries, it
can be concluded that overall, the local level and the level of indirect budget beneficiaries show
no changes, while the central level has recorded a rise of 2%, owing to the improvement in
ministries, MSIO and PFBs founded by RS. The situation in other direct public fund
beneficiaries has not changed compared to the previous year. (Graph 2)

5 Updating of the self-assessment questionnaire in 2017 resulted in certain changes in the structure and explanations
underlying a number of questions. Consequently, the data for 2015 and 2016 were recalculated to reflect the new
methodology and to enable the comparison of the data for all three assessed years.
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Graph 2. Overview of FMC system establishment per categories of PFBs for 2016 and 2017
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61%  63%
36%  36%

Central level Local level Indirect budget
beneficianes

m2016 m2017

Considering all the assessed elements together, it can be said that in 2017 the level of RS saw a
mild improvement in establishing the FMC system, by 1% compared to the previous year,
mostly owing to the positive developments achieved at the central level, whereas the situation
at the local level and in indirect budget beneficiaries remains unchanged.

1.3.3.  Self-assessment — COSO framework®
Elements of COSO framework

An integral part of the annual reports submitted by public fund beneficiaries is the self-
assessment of the FMC system with a view to evaluating the current status and undertaking
measures for its improvement.

Some of the elements being assessed and on the basis of which the status of internal control
systems is scrutinised are:

1) control environment;

2) risk management;

3) control activities;

4) information and communication;

5) monitoring (supervision) and evaluation.

1) Control environment sets the ,,tone” in the organisation and influences the staff awareness of
the controls. It constitutes a basis for all other components of internal control, thus ensuring
discipline and structure. Control environment factors include integrity, ethical values and

6 The Committee of Sponsoring Organisations (COSO) of the National Commission on Fraudulent Financial Reporting founded
in the United States of America.
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expertise of employees in the organisation, philosophy and work style of the management, the
manner in which the management delegates authority, responsibility, establishes appropriate
reporting lines, and organises and promotes the staff.

A part of the questionnaire relating to control environment includes a total of 24 questions and
each public fund beneficiary could score a maximum of 120 points. The questions relate to: code
of conduct, staff policy, mission and vision of the organisation, strategic objectives, work
programmes, training of staff, organisational structure, systematisation of job posts, safeguarding
of assets, reporting on risk management, internal control and internal audit, accountability of
managers, delegation of authority, etc.

2) Risk management comprises identification, assessment and control over potential events and
situations that may have an adverse effect on realisation of a public fund beneficiary’s
objectives. A prerequisite for risk management is the establishment of general and specific goals
that an organisation has to accomplish. The role of risk management is to provide reasonable
assurance that the goals will be achieved. In order to manage the risks, the head of a public fund
beneficiary needs to adopt the Risk Management Strategy that needs to be updated every three
years, and also in the event of a major change in the control environment. Reducing the risk to an
acceptable level requires that a public fund beneficiary analyse and update the controls in place
at least once a year.

The maximum number of points to be achieved in this segment for 16 questions is 80, and the
key questions relate to: defining, measuring and monitoring the realisation of operational goals,
linking between strategic and operational goals, linking the risks to key business processes,
identification, monitoring and responding to risks, risk management strategy, risk register,
reporting on risks, etc.

3) Control activities include written policies and procedures, set forth to provide reasonable
assurance that the risks to achieving the objectives have been brought down to an acceptable
level, as defined in the risk management procedures, including their application. They are carried
out across the organisation, at all levels and functions by all employees, in accordance with the
established business process and a job description.

The control activities segment consists of 10 questions, which include: descriptions of business
processes, work procedures, linking of work procedures to risks and internal controls, defining of
authority, responsibilities and deadlines for individual activities, segregation of duties, updating
of procedures and organisational charts, access to data and records, defining of self-assessment
procedures and their implementation, etc. The maximum number of points is 50.

4) Information and communication system within an organisation/body should provide key
support to the managers at all levels in decision making, both at the strategic and operational
levels. Reliable information and effective communication are indispensable for the management
and control of operations of a public fund beneficiary, so the review of practical functioning of
this segment is vital, including the activities aimed at its development.
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The self-assessment questionnaire in the area of information and communication consists of 12
questions, and some of the most relevant are: possibility for monitoring the realisation of goals
and implementation of efficient oversight, appropriate staff awareness in their area of
competence, informing the management about identified weaknesses in controls by the staff,
recording of errors and complaints, data copying for keeping, data recovery, informing the
management, IT system support, transparency of information, reporting irregularities, etc. The
maximum number of points is 60.

5) Monitoring (supervision) and evaluation implies introduction of a system for FMC
supervision through assessing the appropriateness and efficiency of its functioning. Monitoring is
a review of activities and transactions in an organisation for assessing the quality of operations
(performance) over a period of time and effectiveness of controls. Management should focus on
monitoring the internal control and achieving the mission of the organisation. In order to ensure
effective monitoring, all employees should understand the mission and objectives of the
organisation, risk tolerance levels and their own respective duties. Everyone in the organisation
is to a certain extent responsible for monitoring. The degree and extent of such responsibility
depends on the position of a person in an organisation.

Based on 10 questions in the questionnaire, the beneficiaries assess the following: reporting to
the management on the FMC system, reporting which enables impartiality and independence of
internal audit, accepting and implementation of recommendations provided by internal and
external audit by the head of the PFB, availability of internal and external audit reports to the
employees, monitoring the realisation of the action plan for establishing and development of the
FMC system, setting-up an audit board, etc. Maximum number of points to be achieved is 50.

Internal control self-assessment questionnaire for 2017 was extended to include additional 25
questions, therefore, the PFBs were obliged to respond to a total of 72 questions on internal
controls, potentially scoring a maximum of 360 points. For each positive response, the
beneficiaries are required to indicate the relevant evidence (title of the document, reference
number, date...) to support the statement, while the negative response requires the relevant
explanation.

The developments primarily relate to control environment, that is, the mission and vision of the
organisation, strategic objectives and work programmes. Particularly relevant are the newly-
introduced questions which describe the state of play in the area of managerial accountability,
where the beneficiaries are required to reflect on the degree and quality of accountability of
managers at all levels to the person/body that assigned such responsibility upon them, and to
state in what way the delegation of authority functions within their respective organisations.
Furthermore, for the first time, the beneficiaries were obliged to state whether and to what extent
the written procedures have defined the authority, responsibilities, deadlines and control
mechanisms for individual activities. Significant changes also apply to the area of monitoring
and information within the organisations, with a particular emphasis on reporting to the
management.
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1.3.4.

Assessment of elements of COSO framework

An in-depth overview of the assessment of individual elements of FMC system for 2017, per individual categories of PFBs, is shown
in Table 5 below.

Table 5
Assessment of elements of FMC system for 2017, per individual categories of PFBs
Control Risk Control Info;rr‘?gtlon suMeOrr\]/Iits(i)gLngﬁ d
Parameters environment management activities L. P .
: : . communication evaluation
(maximum (maximum (maximum (maximum (maximum
120 points) 80 points) 50 points) 60 points) 50 points)
Category of PFBs’
Points % Points % Points % Points % Points %
Ministries 104 87 66 83 44 87 50 84 39 78
MSIO 109 91 74 93 47 95 60 100 46 91
Central/ Other direct budget beneficiaries 102 85 62 78 41 82 55 91 33 65
Republic level PUblic fund beneficiaries founded
Ui fund beneticlaries tounde 108 90 68 85 43 85 55 92 38 76
by RS
AVERAGE 104 87 65 81 42 84 54 90 35 70
Direct budget beneficiaries 101 84 59 74 38 76 51 85 33 66
Public fund beneficiaries founded
Local level by local self-government 95 79 61 76 37 74 50 84 31 63
AVERAGE 98 82 60 75 37 75 51 84 32 64
Indirect budget beneficiaries 103 86 60 75 39 77 54 90 29 57
AVERAGE IN RS 101 85 61 76 39 77 53 88 31 62

7 See the explanation on categories of PFBs on page 7, Table 1
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At the level of RS, the ranking of assessed elements of FMC system is as follows:

information and communication (88%)
control environment (85%)

control activities (77%)

risk management (76%)

monitoring, supervision and evaluation (62%)

ko E

The identical order of assessed elements is visible as well at the level of each individual category
of public fund beneficiaries.

The best average results for each assessed parameter have been achieved at the central/Republic
level, which was also the case in the previous year. However, if we observe the remaining two
categories, the significant changes can be seen compared to the previous year, when the category
of indirect budget beneficiaries was ranked last in terms of all five elements of COSO
framework. The situation at the moment is rather balanced, and may even be concluded that
overall, indirect budget beneficiaries have somewhat better results compared to local self-
government (by 1.6% in average).

Compared to the previous year, the progress in 2017 was achieved at both the local self-
government level and at the level of indirect budget beneficiaries, however, the progress of
indirect budget beneficiaries is considerably higher.

In its 2016 Consolidated annual report, the CHU highlighted the need for more intensive
cooperation between direct and indirect budget beneficiaries aimed at transferring the good
practice from higher to lower levels. Additionally, the training courses organised by the CHU
were also attended by the representatives of indirect budget beneficiaries, therefore the positive
effects of these measures are already visible.

Information and communication (88%) is the leading area compared to other assessed areas,
followed by control environment (85%), while the weakest link in the system is
monitoring/supervision and evaluation (62%), which follows the trend from the previous two
years.

Similarly to the assessment of organisational establishment of FMC system, the best results were
recorded with the beneficiaries from the category MSIO, with the highest average scoring
compared to all other categories, for all assessed parameters, even for the area of control
environment where ministries had the leading position in 2016.

A comparative review of average scores of FMC system elements for 2016 and 2017 at the level
of RS, further supports the statement that all individual elements have recorded an increase in
percentage, even in the segment of monitoring and supervision which recorded a mild decline
in 2016, compared to 2015. The single highest increase of 14% has been recorded exactly in the
area of monitoring and supervision, which is a particularly significant information, considering
the fact that this very segment used to be the weakest link of the FMC system in the previous
three-year period (Table 6).
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Table 6

Average results of FMC system elements for all PFBs in RS for 2015, 2016 and 2017
Information LI L
Parameters Control Risk Control and supervision o
environment management activities L and <
- A - communication q o
(maximum ( maximum ( maximum ( maximum evaluation w
120 points) 80 points ) 50 points ) 60 points ) (- maximum 50 <>(

AVERAGE P points )

INRS Points % | Points % Points | % | Points % Points % %
YEAR 2015 43 72 38 69 33 66 26 74 17 49 67
YEAR 2016 44 73 41 75 33 67 27 76 17 48 69
YEAR 2017 101 85 61 76 39 77 53 88 31 62 79

Overall, we can conclude that regarding the elements of COSO framework, in 2017 the
considerable progress of 10% was recorded when compared to the previous year, and 12%
when compared to 2015.

The explanation behind such a positive result may be found in the following facts: 1) the PFBs
that submitted the reports in the previous years have made significant progress in the
implementation of the FMC system, as a result of more thorough knowledge and practical
experience, as well as the support provided to them by the CHU through regular and specialised
training courses, in particular the ones dedicated to the top management; 2) the PFBs that
submitted the report for the first time and were included in the analysis, have actually displayed
rather satisfactory results in the implementation of the system, high level of information and
high-level awareness of internal controls, which is not surprising as these are mostly the
beneficiaries that have attended the CHU training courses in the previous two years; 3) extending
the questionnaire with additional questions has contributed to a more comprehensive and
insightful overview of the FMC system, that is, to obtaining a more realistic and obviously, a
more positive image compared to the previous period.

For the purpose of an in-depth analysis, each of the five FMC elements above can be further
broken down into individual questions that the PFBs were obliged to respond to, in order to
obtain a more complete picture on the situation in assessed segments. Each response to the
question is scored from 1 to 5, whereby score 1 is assigned for the response NO, whereas score 5
is assigned for the requirements which are fulfilled in entirety.

Below are the average scores per individual questions for each of the elements of COSO
framework, at the level of RS and individual categories of PFBs for 2017.
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Control environment

Table 7 provides an overview of average scores per individual questions on the quality of
established control environment.

The highest score at the level of RS was achieved in the area of identifying the levels of skills
and competencies for each workplace (4.85), identical as for the last year. This is followed by
the very high score (4.73) on detailed description of tasks, responsibilities and authorities for
each job post, which is one of the newly-introduced questions.

On the other hand, the lowest average score at the level of RS relates, similarly to the previous
period, to the criteria for establishing HR policy efficiency (3.12), recording a slight increase
compared to 2016. In terms of the obligation of reporting on risk management, internal control
and internal audit within the organisation, the area assessed with a low score 2017, the mild
increase was recorded compared to previous year (from 3.0 to 3.27). These two aspects are
among the weakest both at the republic and local level and the level of indirect budget
beneficiaries, which also follows the trend from the previous year.

Particularly relevant is the analysis of responses to the newly-introduced questions, which
provides the overview of key aspects in control environment, such as: mission and vision,
strategic objectives, annual work programmes and their link to objectives, updating of
organisational structure. In addition to these changes, the analysis of the managerial
accountability aspect is highly relevant, by using the questions on the accountability of managers
at all levels for their decisions, actions and results to the one who appointed them or delegated
such authority upon them, and the question on the level of hierarchical system of transfer of
authority in accordance with the levels of management. In all these segments, the average scores
at the level of RS range above the value of 4 out of maximum 5, except for the rules in place
which define the potential conflicts of interest and the manner of responding (3.7).
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Table 7

1. CONTROL ENVIRONMENT

PFBs Central/Republic level Local level
=) ° E
3 £ g g 0
g | =5 S9| -5S& 5|
8 a< c® 4| 8| 88| s =
= o .S 2,9 < S8 £ ,8 < 5 =
@ %) o E o @ i — o ‘f__’ o 8 - [ [ =
c = == e} B =c = @) -
S| 2| T2| 38°| R | 2| 583| F "
g= | %% 82 *§E
QUESTlONS o é E ks)
2
Is there a code of conduct at the 453 | 500 | 437 453 461 | 480 3.66 423 | 437 | 440
level of institution?
Is there a procedure in place which
ensures that all employees are 394 | 500 | 423 437 439 | 444 334 | 389 | 414 | 414
made familiar with the code of
conduct?
Avre all employees required to act in
COMEl EMER T 12 G327 453 | 500 | 453 4.47 463 | 467 367 | 417 | 434 | 438
conduct, i.e., the organisation’s
code?
Avre the measures undertaken in
cases of non-compliance with the 447 | 5.00 3.99 408 4.38 4.00 3.22 361 | 411 4.03
code?
Are there rules in place which
define the potential conflicts of 418 | 500 | 387 3.92 424 | 361 328 | 344 | 339 | 369
interest and the manner of
reporting?
U 100 | 500 | 445 482 449 | 3.89 4.66 428 | 420 | 432
vision of the organisation?
Have you defined and adopted the | , oc | 455 | 428 461 439 | 421 457 439 | 397 | 425
strategic goals?
i AEOBCOIECUISIENNUANWENKSS] | oo | 500 | 450 484 477 | 396 496 446 | 461 | 461
programmes?
Does the annual work programme
U 165 | 267 | 453 479 466 | 393 495 | 444 | 451 | 454
organisation is to achieve during
the year?
s v st IR el 412 | 300 | 401 3.76 372 | 394 337 365 | 356 | 365
(strategy)?
Al s i T s e 359 | 300 | 345 3.13 329 | 329 253 | 201 | 315 | 312
establishing HR policy efficiency?
Is the HR policy being monitored? | 4.59 | 3.00 4.18 3.95 3.93 381 351 366 | 3.67 3.75
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Avre the levels of required skills and
competencies for each workplace
specified?

4.82

5.00

4.86

4.82

4.87

4.89

4.89

4.89

4.80

4.85

Is there a detailed description of
tasks, responsibilities and
authorities for each job post?

4.71

4.67

4.77

4.76

4.73

4.85

4.88

4.86

4.60

4.73

Do you conduct an annual training
needs analysis for each job post?

4.12

4.67

3.73

3.89

4.10

3.72

3.24

3.48

3.68

3.75

Is the record of training attendance
being maintained for each
employee?

4.53

5.00

4.12

4.08

4.43

3.83

3.49

3.66

4.08

4.06

Do you analyze the needs for
training in financial management
and control?

3.88

4.00

3.26

3.34

3.62

3.30

3.04

3.17

2.79

3.19

Have the managers and employees
attended training courses in
financial management and control?

3.88

4.33

3.24

3.71

3.79

3.69

3.66

3.67

2.58

3.35

Avre the managers assured that risk
management, internal control and
internal audit processes are useful,
i.e. contributing significantly to the
achievement of goals?

4.65

4.33

4.37

4.47

4.46

4.13

4.18

4.16

3.81

4.14

Is the organisational structure
regularly updated to reflect the
changes in regulations and
organisational goals?

435

433

4.33

4.47

4.37

411

4.09

4.10

4.02

4.16

Avre the assets, including
intellectual property, protected
against unauthorised access and
use?

4.65

5.00

4.67

4.50

4.70

4.17

422

4.20

413

4.34

Is regular reporting on risk
management, internal control and
internal audit mandatory within the
organisation?

4.29

5.00

3.10

3.92

4.08

3.12

3.13

3.13

2.61

3.27

Is there an effective mechanism in
place for accountability of
managers at all levels for their
decisions, actions and results to the
one who appointed them or
delegated such authority upon
them?

4.47

4.67

4.28

4.32

4.43

3.96

3.76

3.86

3.84

4.05

Is there an effective, hierarchical
system of transfer of authority, in
accordance with the levels of
management?

4.59

5.00

431

4.45

4.59

3.96

3.76

3.86

3.77

4.07
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Risk management
Table 8 provides an overview of average scores per individual questions on risk management.

If we observe risk management at the level of RS, the segment with the highest score is
projecting and planning of revenues and expenditures and expenses in compliance with the set
goals of the organisation (4.71), immediately followed by regular monitoring of achievement of
goals (4.59). The highest average scores at the central and local level as well as the level of
indirect budget beneficiaries mostly follow the ranking at the level of RS.

Development of a risk register at the entity level (3.01) and regular risk updating (2.61) have
the lowest average score at the level of RS. These are immediately followed by adoption of the
risk management strategy (3.01). Also, the risks of fraud and corruption are not sufficiently
present (3.05). These indicators have the lowest score even if we observe separately the
individual PFB categories.

Overall, the hierarchy of average scores of some of the risk management aspects mostly follows
the last year structure.
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Table 8

2. RISK MANAGEMENT

PFBs Central/Republic level Local level
B 3 g | =% "
(&)
'CUD 0 ug &) ‘5 ug 2 o = ad
8 3£ 2 S _ c 285 - T £
=l 9| & g5 I 3 o E I 3 =
= —_ 5] o) o © ©
Z2| 2 o2 3 =l s > E N s
E] 2| 5% 835 of & | 82¢ ol = e
= = 3 S S 3 5823 =
g o - o ) - T @
= L% = L5
QUESTIONS © =] ki 58
a () a
Have the operational goals been 435 | 500 | 451 463 462 | 396 441 418 | 400 | 427
defined and adopted?
s e e il beunean il e 406 | 400 | 436 455 424 | 382 410 396 | 371 | 397
and operational goals?
Do you set goals which are
specific, measurable, attainable, 465 | 4.67 4.47 4.63 4.60 4.00 4.36 418 | 4.04 4.27
realistic and time-bound?
Are the managers and employees
made familiar with . 429 | 467 | 459 442 449 | 390 428 400 | 412 | 424
the organisation’s strategic and
operational goals?
Avre revenues and expenditures
projected and planned in 488 | 500 | 476 4.87 483 | 456 473 465 | 461 | 471
compliance with the set goals of
the organisation?
L | o4 | 500 | 464 4.76 484 | 427 4.66 447 | 447 | 459
regularly monitored?
A0t e il ool 453 | 467 | 442 461 456 | 377 429 403 | 407 | 422
deviations analysed?
e e s | 467 | 242 4.05 418 | 3.68 3.63 366 | 325 | 3.69
business processes?
Have the risks been identified in
relation to the defined goals of the 424 | 4.67 3.72 3.79 4.10 3.45 3.50 348 | 3.12 357
organisation?
Have the risks been assessed? 4.00 | 4.67 3.58 3.79 4.01 3.28 3.30 3.29 | 2.98 3.43
Are decisions made aimed at 418 | 467 | 345 3.89 405 | 3.3 3.26 320 | 306 | 343
resolving the identified risks?
8 T (SR et S ey 347 | 500 | 301 3.29 369 | 3.80 3.28 354 | 265 | 3.29
been adopted?
hlave you created a register of risks || ;g0 | 457 | 202 3.32 370 | 289 303 | 296 | 238 | 301
for your organisation?
D3 4115 RS I LS e O S5 306 | 500 | 296 353 364 | 2.99 2.86 202 | 258 | 3.05
fraud and corruption?
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Is the risk register regularly

updated, in accordance with the 359 | 3.33 2.72 2.84 3.12 2.32 2.47 240 | 232 2.61
needs of the organisation?

Is there a system in place for

reporting to the head of public fund | ;o0 | 455 | 319 353 373 | 292 2.70 281 | 270 | 308

beneficiary on the most significant
risks?
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Control activities

Table 9 provides an in-depth overview of average scores per individual questions relating to
assessment of control activities, at the level of RS and at the level of individual categories of
public fund beneficiaries.

The right to access the material, financial and other resources allowed only to authorised
persons has recorded a very high score at the level of RS (4.72), as well as the segregation of
duties (4.33), which suggests that it has been largely ensured that the same person may not
perform two or more of the following duties: proposing, approving, executing and recording
business changes. If we observe separately the central, local and the level of indirect
beneficiaries, these questions have also been most positively responded to.

Regarding weak points within the control activity elements, the situation is identical, both at the
level of RS and at the level of individual categories of beneficiaries. Therefore, the same as in
the last year, the lowest score was recorded in the application of procedures for managers
monitoring implementation of internal control (self-assessment), with an average score of 3.12
at the level of RS, while the descriptions of internal controls contained in the procedures
recorded a somewhat more positive score (3.43).
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Table 9

3. CONTROL ACTIVITIES

PFBs Central/Republic level Local level
B 3 3 | 8= "
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[a [a) [a
Avre the business processes
accompanied by detailed
descriptions, including
documentation flow, steps in 441 | 5.00 4.26 4.39 452 4.10 3.78 3.94 | 4.18 4.21
decision-making, deadlines for job
completion and established control
mechanisms?
UK R L a1 | 467 | 413 437 439 | 392 3.82 387 | 407 | 411
in detail?
Do the written procedures consider
the risks relating to specific 441 | 467 3.72 3.87 4.17 352 350 351 | 3.65 3.78
activities?
D (i PRICEE MES SN (o 418 | 433 | 3.49 3.95 399 | 3.26 3.20 323 | 308 | 343
descriptions of internal controls?
Do the written procedures clearly
define the responsibilities,
authority, deadlines and control 424 | 4.33 4.04 4.16 4.19 3.82 3.65 3.73 | 3.73 3.89
mechanisms for individual
activities?
Are the managers and employees | , 5o | 500 | 450 461 467 | 415 3.98 407 | 429 | 434
aware of the work procedures?
Is it ensured that the same person
cannot perform two or more of the
following duties: proposing [ 05 | 500 | 441 4.47 478 | 4.23 4.06 414 | 408 | 433
approving, executing and recording
business changes (segregation of
duties)?
Are work procedures and
organisational charts regularly 441 | 467 4.06 437 4.38 361 3.70 365 | 3.85 3.96
updated?
Is it ensured that only authorised
e L 176 | 500 | 485 484 486 | 461 430 445 | 484 | 472
material, financial and other
resources (data, records)?
Are the procedures for managers
e e 535 | 467 | 303 3.53 364 | 2.94 2.79 287 | 285 | 3.12
internal controls (self-assessment)
in place and applied?
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Information and communication

Table 10 provides the average scores for responses to the questions within the area of
information and communication.

Public fund beneficiaries have recorded the highest score (4.76) at the level of RS for the
regular preparation of reports for management (revenues generated, execution of financial
and other plans, available funds, liabilities...), and immediately followed by obtaining
information on available funds for the realisation of activities within their scope of
competence (4.66). These two questions are the newly-introduced questions in the 2017
questionnaire. The situation is similar at the level of individual PFB categories, with the positive
results also recorded in transparency of information and enabling the employees to report
possible irregularities and problems.

The lowest average score at the level of RS (3.71) was recorded in the area of testing in practice
the procedures in place for copying the data in order to save them and procedures of data
recovery in case of loss, and also the interrelation of software programmes supporting certain
business processes (3.73). At the level of individual categories of PFBs, the situation varies,
however, one of the weak factors in the system, in addition to the ones referred to above, is
establishing the procedure for the staff to keep their managers informed of the control
weaknesses identified.
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Table 10

4. INFORMATION AND COMMUNICATION

PFBs

QUESTIONS

Central/Republic level

Local level

Ministries

MSIO
Other direct budget
beneficiaries
Public funds beneficiaries
founded by RS

TOTAL

Direct budget beneficiaries

government

Public funds beneficiaries
founded by local self-

TOTAL

Indirect

Total in RS

Does the information and
communication system enable
monitoring of realisation of set
goals and implementation of
efficient work supervision?

4.59

5.00 4.36 4.29

4.56

3.95

4.10

4.20

Is there an efficient and effective
system in place for internal written,
electronic and verbal
communication, enabling the staff
to receive the information
necessary for accomplishing their
tasks?

4.71

5.00 4.60 4.47

4.70

4.25

4.07

4.16

4.24

437

Is there a procedure in place for the
staff to keep their managers
informed of the control weaknesses
identified?

3.76

5.00 4.05 3.74

4.14

3.50

3.32

341

3.72

3.76

Is there a process for recording
errors and complaints in place so
that they can be analysed, their
reasons established and problems
eliminated?

3.53

5.00 4.00 3.92

411

3.28

3.66

3.47

3.71

3.77

Does the information and
communication system have
adequate procedures for

copying data in order to save them
and procedures of data recovery in
case of loss?

3.88

5.00 4.33 4.45

4.42

3.92

3.88

3.90

3.72

4.01

Have the above procedures in the
information and communication
system established in practice been
tested?

3.53

5.00 4.14 4.08

4.19

3.57

3.55

3.56

3.38

3.71

Are reports for management
regularly prepared (revenues
generated, execution of financial
and other plans, available funds,
liabilities, receivables...)?

4.82

5.00 4.83 4.84

4.87

4.69

4.66

4.67

4.72

476

Do the managers receive the
information on available funds for
the realisation of activities within
their scope of competence?

494

5.00 4.86 4.68

4.87

4.57

4.49

4.53

458

4.66
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Avre key business processes
(finances, procurement,
contracting, asset management,
monitoring of capital projects, 4.29 | 5.00 4.45 4.26 450 4.06 4.08 407 | 4.08 4.22
material records, staff, etc.)
sufficiently supported by IT
systems?

Are software programmes,
supporting certain business
processes within the organisations
also interrelated?

247 | 5.00 3.92 4.08 3.87 3.84 3.89 3.87 | 345 3.73

Is transparency of information
ensured (key documents published | 4.88 | 5.00 4.73 4.79 4.85 4.62 453 457 | 4.27 4.56
on web site, etc.)?

Avre the staff members enabled to
report possible irregularities and 488 | 5.00 4.78 447 4.78 456 451 454 | 4.65 4.66
problems?

Monitoring, supervision and evaluation

Table 11 provides an overview of average scores per individual questions in the area of
monitoring, supervision and evaluation.

Within the area of monitoring and supervision, at the level of RS, the highest result was recorded
in the segment implementation of recommendations provided by external audit (4.28). The
second best result relates to monitoring of implementation of recommendations provided by
external and internal auditors for improving the financial management and control system
(4.10) and the availability of external and internal audit reports to the staff working in the
areas covered by the reports (4.10). Accepting and implementation of internal audit
recommendations (3.30) lags behind the external audit. The same ranking is visible in individual
categories of PFBs.

Regarding the weakest points in the area of monitoring, supervision and evaluation at the level of
RS, the lowest score was recorded in the question on establishing the Audit Board as an
advisory body for issues of internal control (1.28), the same as the previous year, and measures
undertaken in case of failure to perform the activities referred to in the action plan (2.64).
Considering the fact that the weakest score in terms of individual elements in establishing the
FMC system is actually the adoption of an action plan, it comes natural to expect that the
situation is also dissatisfactory in terms of monitoring the realisation of such an action plan and
undertaking measures. Even when observed at the level of individual categories of PFBs, these
two weakest segments are the same as at the level of RS.
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Table 11

5. MONITORING (SUPERVISION) AND EVALUATION

PFBs

QUESTIONS

Central/Republic level

Local level

Ministries

founded by RS

MSIO
Other direct budget
beneficiaries
Public funds beneficiaries

TOTAL

Direct budget beneficiaries

government

Public funds beneficiaries
founded by local self-

TOTAL

Indirect

Total in RS

Is there a monitoring and
information system implemented
by the management which enables
them to be regularly informed on
the functioning of the financial
management and control system for
which they are accountable for?

3.88

5.00 3.40 3.58

3.96

3.08

3.07

3.07

3.13

3.39

Is there a reporting structure
enabling objectivity and
independence of internal audit?

4.94

5.00 3.54 4.42

4.48

294

2.61

2.78

2.49

3.25

Does the manager accept and
implement the recommendations of
internal audit?

4.71

5.00 3.79 3.89

4.35

3.13

251

2.82

2.74

3.30

Are the recommendations of
external audit implemented?

5.00

5.00 4.22 4.55

4.69

4.53

4.63

4.58

3.56

4.28

Is the implementation of
recommendations issued by
external and internal auditors
monitored?

4.71

5.00 4.27 4.55

4.63

4.27

4.21

4.24

3.43

4.10

Avre the internal and external audit
reports available to the staff
working in the areas covered by the
reports?

4.88

5.00 421 432

4.60

4.30

4.27

4.29

3.40

4.10

Are there instructions prescribing
the actions to be taken and persons
to be informed in case of the lack
of controls?

3.18

5.00 2.88 3.29

3.59

2.82

251

2.67

2.08

2.78

Is the realisation of activities from
the action plan for the
establishment and development of
financial management and control
monitored?

3.35

4.67 2.60 297

3.40

2.82

2.88

2.85

2.37

2.87

Are any measures undertaken in
case of failure to perform the
activities referred to in the action
plan?

3.06

4.67 247 2.76

3.24

2.61

241

251

2.17

2.64

Have you established an audit
board, as an advisory body for the
issues of internal control?

1.33 112 2.13

1.42

1.23

1.24

1.17

1.28
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1.3.5. Comments, suggestions and planned activities of PFBs for further development of
the FMC system

An integral part of the annual FMC system report is the narrative section, consisting of three
segments: 1) comments and suggestions; 2) planned activities for further development of the
FMC system; 3) proposed topics for training in the area of FMC.

Within the sections above, the PFBs are able to address these topics and contribute to a more
insightful overview of the FMC system by the CHU.

After analysing the narrative part of the questionnaire, the following conclusions were reached:

1. In most PFBs that submitted their comments, the main obstacle for the establishment and
continuous development of the FMC system is the staff problems, such as:

- Insufficient number of staff which, being overburdened with their daily activities,
lack sufficient time to commit themselves properly to the issue of the FMC system,
including the “employment restriction” which is still in force and impedes the proper
solution to this issue;

- Permanent decline in the number of operational staff, as particularly highlighted by
the beneficiaries at the level of municipal administration;

- Frequent changes of management, particularly at senior levels, which undermines the
genuine commitment of this key personnel to the issue of internal controls, due to
lack of proper information;

- Frequent changes in the composition of FMC Working groups, which affects the
work continuity and calls for repeated training sessions;

- Fluctuation of high quality and trained staff, most commonly into the private sector,
which cannot be offset within a short period of time;

- Persons with temporary work contracts cannot commit themselves on a sufficiently
professional and long-term basis to this issue;

- Termination of work contract of a person who used to be in charge of FMC or
attended the CHU training course.

2. Lack of understanding of key steps in organisational establishment of the FMC system, and
the role and importance of the action plan leads to a lack of organisation and discontinuity in
the process;

3. Some PFBs failed to establish the internal audit, which makes the establishment of the
internal control system more difficult;

4. A lot of managers and employees consider the FMC system as relating only to financial
processes, which precludes proper and comprehensive establishment of the system;
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5. Internal controls are not seen as embedded in overall business activities of an organisation
and an obligation for all employees; rather, the FMC system is perceived as a new and additional
activity to be undertaken by a designated person;

6. Risks are not defined, therefore, the management is not engaged in their treatment, and
consequently, the internal controls in business processes are not risk-based,;

7. There is a considerable lack of coordination between direct and indirect budget
beneficiaries, which could be mitigated by organising specialised training courses for indirect
budget beneficiaries, in cooperation between the CHU and direct budget beneficiaries;

8. Overall, the need for more frequent training sessions was highlighted, and with respect to
needs for specific FMC training courses, the beneficiaries have listed the following topics in
particular: fundamentals of the FMC system, risk management and drafting the risk management
strategy, self-assessment and reporting on internal controls, strategic and annual planning,
defining risks and performance indicators, managerial accountability;

9. A lot of beneficiaries insisted on being provided with as many practical examples as
possible, and particularly with the example of a proper internal control system in practice;

10. Regarding the planning of activities for further development of the FMC system, the
beneficiaries mostly listed the following: updating the Risk management strategy, updating the
risk register, updating the existing internal acts, adopting the internal act on FMC, appointment
of a person in charge of FMC, adopting the action plan, etc.

1.4. Training of persons engaged in FMC

Ministry of Finance — CHU has been continuously organising training courses for managers and
other employees responsible for the establishment and development of the FMC system. The
purpose of training courses is to make the participants familiar with the main concepts, role and
importance of the internal control system, and with all the specific activities that need to be
carried out in order for the system to be properly established, maintained and developed. The
main goal of these training sessions is improvement of the internal control systems and
managerial accountability in practice, for the purpose of efficient achievement of strategic and
operational objectives of public fund beneficiaries, by executing all the operations and
transactions in a lawful, ethical, economical, efficient, effective and transparent manner.

The programme of basic, five-day training for FMC consists of four areas, including:
- introduction to public internal financial control;

- integrated internal control framework - COSO model;

- risk management system;

- management control system.

In addition to the theoretical part, the training courses also include the practical part (exercises,
case studies, tests...), so that the participants could master the methodology of establishment and
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development of the FMC system and be entirely equipped to implement the lessons learned
within their respective entities/organisations.

In the course of 2017, the basic FMC training was organised in four rounds and included a total
of 255 participants from public fund beneficiaries.

In order to contribute to comprehensive development of public internal financial control, the
CHU continued to conduct the basic training courses at the local level, in the City of Nis and the
City of Subotica. A five-day basic training in financial management and control was organised in
Nis, for the representatives of the City of Ni§ and the municipalities Svrljig, Aleksinac, Gadzin
Han, Razanj and Doljevac. A five-day basic training in financial management and control was
also organised in Subotica, for the representatives of the City of Subotica and the City of Sombor
and the municipalities Kula, Apatin, Mali Idjo$ and Backa Topola. Both training courses were
aimed to gather as many participants as possible from NiSava administrative district and North
Backa administrative district.

Senior and mid-level managers, 140 of them in total, attended the one-day training courses,
particularly addressing the specific topics, tailor-made to respond to the beneficiaries’ requests,
such as: managerial accountability, preparing the risk register and the risk management strategy,
mapping of business processes, etc. The training courses were held at the following institutions:

- Republic Health Insurance Fund, on the topic of ”Fundamentals of financial management
and control and the role and accountability of managers for improving the business
activity”, for 50 participants;

- City municipality Cukarica and the First Basic Court, on the topic of ,,Fundamentals of
financial management and control, drafting the map of business processes, risk
management”, for 20 participants;

- Ministry of Health, on the topic of “Risk management, risk assessment and the Risk
management strategy”, for 25 participants;

- Republic Geodetic Authority, on the topic of “Establishing the effective financial
management and control system, particularly considering the role of top management”,
for 20 participants.
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2. INTERNAL AUDIT
2.1.  Concept and definition

The Budget System Law and IA Rulebook define internal audit as an activity which provides
independent objective assurance and consultancy whose purpose is to contribute to improving
the operations of an organisation, assist an organisation in achieving its objectives through
systematic and disciplined assessment and evaluation of risk management, control and
organisation management.

On the basis of objective review of evidence, internal audit provides assurance on the
appropriateness and functioning of the risk management processes in place, controls and
organisation management, and identifies whether these processes function in a manner set by the
management and whether they allow for the attainment of an organisation’s objectives.

Internal audit provides consultancy services, including offering advice, guidance, assistance or
any other services whose aim is to increase the value and improve the organisation management
process, risk management and controls, whereby internal auditors do not assume the managerial
responsibility.

Within the PIFC concept laid down by the European Commission, internal audit is perceived as a
function performed by an authorised, organisationally and functionally independent internal
audit unit, or an internal audit within an organisation. Organisational independence implies that
internal audit is independent from the activity being audited, is not part of any business process
or organisational unit, and is accountable for its work directly to the head of the organisation.
Functional independence implies that internal audit makes decisions independently, on the basis
of risk assessment, on the area, method of conducting and reporting on conducted internal audit.

Internal audit performs independent, professional and systematic assessment of management and
control systems, which implies the review of all functions and business processes in an
organisation.

2.2.  Legal basis and international standards

Legal framework that regulates the field of internal audit includes the following:

- The Budget System Law;

- Rulebook on common criteria for organising and standards and methodological instructions
for acting and reporting by the internal audit in the public sector (IA Rulebook);

- Rulebook on conditions, manner and procedure for taking an exam and obtaining a title of
certified internal auditor in the public sector (“Official Gazette of the Republic of Serbia”,
no. 9/2014, hereinafter referred to as: the Certification Rulebook);

- International Internal Audit Standards (International Standards for the Professional Practice
of Internal Auditing of the Institute of Internal Audits);

- PIFC Strategy.
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Avrticle 82 of the Budget System Law prescribes that a public fund beneficiary is obliged to
introduce the internal audit function, as an organisationally independent function which is
directly accountable to the head of such public fund beneficiary for its work.

The manner of introducing, maintaining and developing the IA system is regulated in more detail
in the following by-laws:

- 1A Rulebook prescribes the manner in which an 1A unit is organised and set up within the
public fund beneficiary, the field of work i.e. the tasks to be done, standards and
methodology of internal audit as a functionally independent organisational unit, rights,
duties and responsibilities of IA managers and internal auditors, conditions for performing
the work of the IA manager and internal auditors, as well as planning, implementation and
reporting on internal audit;

- The Certification Rulebook lays down the requirements for taking the exam, the manner
and procedure for taking the exam and the record of candidates who have passed the
internal auditor exam.

2.3.  Status and organisation

The PIFC Strategy, the Budget System Law and the IA Rulebook prescribe that the Republic of
Serbia shall have a decentralised internal audit system in place.

Decentralised internal audit system sets forth an obligation that all public fund beneficiaries have
the internal audit function in place. 1A Rulebook specifies the criteria for establishing the internal
audit function, in a manner that all ministries, autonomous provinces, towns and other public
fund beneficiaries with more than 250 employees are obliged to have a separate, functionally
independent organisational unit for internal audit in place. Other public fund beneficiaries may
establish internal audit as follows:
- by establishing an independent internal audit unit;
- by establishing a joint internal audit unit for internal audit of two or more public fund
beneficiaries;
- by concluding an agreement with other public fund beneficiaries on performing the internal
audit tasks;
- where there are no conditions for organising an internal audit unit, the tasks of internal
audit unit may be discharged by an internal auditor employed at the public fund
beneficiary.

2.4, Internal audit units and internal auditors

Public fund beneficiaries have prepared their annual reports on performed audits and internal
audit activities on the basis of the template of annual report on performed audits and internal
audit activities, prepared and published by the CHU, on the website of the Ministry of Finance.
The purpose of annual reports on performed audits and internal audit activities is to collect the
information that will enable the CHU to prepare a consolidated report on the status of internal
audit in the public sector.
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The template of the annual report on performed audits and internal audit activities for 2017 was
updated to include additional questions, in line with the amendments in internal audit standards.
The template of the annual report on performed audits and internal audit activities consists of a
general and a detailed part.

The general part provides general information on the beneficiaries, the IA unit and internal
auditors, the information on implemented standards and IA work methodology, as well as
proposals for the development of the 1A system.

The detailed part provides an overview of performed audits and the number of recommendations
categorised into different types, as well as the number of performed consultancy engagements.

For the year 2017, a total of 454 public fund beneficiaries submitted the annual report to the
CHU.

Based on the completed reports on performed audits and 1A activities in public fund
beneficiaries, a consolidated report was prepared which provides a summary of collected
information and the comments by the CHU.

Table 12 presents the number of established internal audit functions and the number of
systematised and filled internal auditor positions in public fund beneficiaries.
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Table 12

Number of PFBs in RS that established internal audit function with systematised and filled
positions in 2017
PFBs SLr‘;;‘girtttSed Established 1A Sy;;i?t“i%tri;ed Filled positions
Central/Republic level 111 81 248 243
Local level 151 100 204 154
Indirect PFBs 192 39 73 48
Total in RS 454 220 525 445

According to the reports received, 220 public fund beneficiaries have established internal
audit function, 216 of which have established an internal audit unit or employed one
internal auditor, with 525 positions systematised and 445 internal auditor positions filled.
Four public fund beneficiaries have established internal audit function on the basis of agreement
concluded with other public fund beneficiary with a functional internal audit unit in place. These
beneficiaries account for 90% of public funds.

Based on 111 reports received, 81 beneficiaries on the Republic level have established internal
audit with 248 systematised and 243 filled internal auditor positions.

Table 13
Total number of PFBs that established internal audit with systematised and filled positions in
2015, 2016 and 2017
Submitted . Systematized Filled
PFBs reports Sglslinzel s positions positions
Total in RS in 2015 358 180 478 373
Total in RS in 2016 373 195 526 417
Total in RS in 2017 454 220 525 445

Table 13 presents the total number of established internal audit functions and the number of
systematised and filled internal auditor positions in public fund beneficiaries for 2015, 2016 and
2017. Steady rise is visible in all key indicators for the development of decentralised internal
audit function in public sector.

Table 14 presents the number of established internal audit functions and the number of

systematised and filled internal auditor positions in public fund beneficiaries at the Republic
level.
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Table 14

Number of PFBs at the Republic level that established internal audit with systematised and filled
positions in 2017

PEBs Submitted Established Systematized Filled
reports 1A positions positions
Ministries 16 18 64 46
MSIO 3 3 34 32
Central/ Republic E))g:ee][ig;:reicetsbudget 56 28 53 42
level - —
Public fund beneficiaries
founded by RS 36 34 145 123
Total 111 83 296 243

In 2017, following the parliamentary elections, the number of ministries was changed from 16 to
18. In newly-established ministries, internal audit function was established in a regulatory manner
within the rulebook on systematisation and description of job positions. Internal audit was thus
established in all 18 ministries, 3 mandatory social insurance organisations and 62 public fund
beneficiaries at the Republic level. In 18 ministries, 64 job positions are systematised and internal
audit is performed by 46 internal auditors; in 3 MSIO, 34 job positions are systematised and
internal audit is performed by 32 internal auditors, while other 62 beneficiaries at the Republic
level have 192 systematised job positions and the audit is performed by 165 internal auditors.
Ministry of Youth and Sport and the Ministry of Environment Protection have not submitted the
annual reports on performed audits and internal audit activities for 2017 as they recorded no
internal audit activities in the reporting period, and the process of filling-in the internal audit
positions is underway.

Ministry of Foreign Affairs, Ministry of Youth and Sport and Ministry of Environment Protection
have established the internal audit units on the basis of the rulebooks on internal organisation and
systematisation of job posts, however, all the internal auditor posts remained unfilled. The
ministries responded that the reason for not filling-in the relevant posts was that the employees at
these posts either retired or were relocated to different positions outside internal audit, and the
newly-established ministry responded that they lacked the appropriate staff. Additionally, in the
Ministry of Economy, only one internal auditor position is filled, as foreseen by the rulebook on
organisation and systematisation of job posts, which is contrary to Article 5, paragraph 2 of the 1A
Rulebook.

In 10 ministries, internal audit units do not have a prescribed minimum of three internal auditors
employed. As an underlying explanation, the ministries stated the current austerity measures in
the Republic of Serbia, in terms of limiting the maximum number of employees and reducing the
basic wages, which resulted in the internal auditors’ departure from the public sector and
impossibility of recruiting new ones.

Table 15 presents the number of established internal audit functions, systematised and filled

internal auditor positions in direct budget beneficiaries of LSG units and public fund
beneficiaries founded by local self-government.
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Table 15

Number of PFBs at the level of local self-government that established internal audit with
systematised and filled positions in 2017
Submitted . Systematised Filled
PFBs reports SgElEEizsl s positions positions
Direct budget
beneficiaries of LSG 85 59 123 92
P units
ocal leve Public fund beneficiaries
founded by LSG 66 41 81 62
Total 151 100 204 154

Based on 85 reports received from the autonomous province, the city of Belgrade, cities and
municipalities, 59 local self-government units established internal audit with 123 systematised
and 92 filled internal auditor positions.

Table 16

Number of indirect PFBs at the Republic and local level that established internal audit with systematised
and filled positions in 2017

Submitted . . - Filled
PFBs rape Established IA | Systematised positions s
Indirect PFBs 192 39 73 48

Established IA units and independent internal auditors are directly accountable, in terms of
organisation and function, to the head of public funds beneficiary.

At the level of ministries, internal audit units have been formally established, however, in ten out
of eighteen ministries, these units do not even have the prescribed minimum of internal auditors
employed. At the level of overall public sector, the percentage of public fund beneficiaries that
established the IA function with one internal auditor position filled is 60%, with two internal
auditors the percentage is 21%, and with three and more internal auditors the percentage is 19%.
Significant percentage of established internal audit functions with two or fewer internal auditors
raises doubt on whether the internal audit standards can be fully complied with.

The most frequently stated reasons for employing only one internal auditor to perform the
internal audit work or for not filling the internal auditor positions are legal limitations on the
maximum number of employees, insufficient number of highly educated staff, low salaries,
inadequately systematised positions compared to the workload and its complexity, insufficient
funds, lack of formal requirements, competition from the private sector, etc. Regardless of the
reasons stated, an obligation to establish internal audit remains in force and the CHU will, within
its competence, provide all the necessary assistance.

In newly-established internal audit units, where the internal auditors have not yet been included

in the training process organised by the CHU, the reports state that significant amount of time is
spent on dealing with other tasks which are not in the scope of internal audit. This is not in
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compliance with the internal audit standards and directly affects the functional
independence of internal auditors.

2.5.  Planning and evaluation of work

According to the 1A Rulebook, internal audit is conducted based on the strategic plan for a three-
year period, the annual plan and the plan of individual audit engagement. The strategic plan is
adopted by the end of the current year for the following three-year period, while the annual
internal audit plan is adopted by the end of the current year for the following year.

The strategic plan lays down strategic goals of internal audit and is based on long-term
objectives of a public fund beneficiary. The strategic plan of internal audit is prepared by the
head of internal audit after the consultations with the management and is approved by the head of
a public fund beneficiary.

The annual plan is prepared each year on the basis of the strategic plan. The head of internal
audit prepares the annual plan, approved by the head of a public fund beneficiary.

Each individual audit engagement is conducted on the basis of a prepared plan, describing in
detail the subject, goals, duration, allocation of resources, audit approach, techniques and the
scope of audit. The individual audit engagement plan and related programs describe in detail the
audit procedures and are prepared by the internal auditor and approved by the head of internal
audit. An audit report is prepared for each performed audit engagement and contains the
summary, objectives and scope of the engagement, conclusions, a detailed report, and may
include the findings and recommendations, as well as the comments from the manager of the
audited entity.

In order to ensure the quality of the internal audit procedure, continuous monitoring of each
individual audit engagement is performed, done by the internal audit team leader.

The head of internal audit approves the individual audit engagement plans and monitors the
implementation of internal audit methodology for each individual audit engagement. External
evaluation of work of internal audit units has not been performed.

Department for internal control and internal audit conducted the quality review of internal audit
work in eight ministries and three mandatory social insurance organisations, covering the period
from 1 January 2016 to 30 September 2017. The review included the assessment of fulfillment of
prescribed requirements for establishing internal audit units, audit scope, competencies and skills
of internal auditors, functional and organisational independence of internal audit, internal audit
charter and code of ethics, familiarity with the internal audit standards, strategic and annual
internal audit plans, implementation of internal audit work methodology, internal audit risk
management, internal quality controls, needs for future training courses and membership in
professional associations. This report was prepared based on individual reviews performed by
the staff of the Department for internal control and internal audit within the Ministry of Finance.
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2.5.1.  Overview of performed audits

Internal audit work in 153 public fund beneficiaries is conducted based on the strategic plan and
the annual plan of activities approved by the head of the public fund beneficiary, and the
individual audit plan approved by the head of internal audit. At the end of reporting period, in the
public fund beneficiaries with established internal audit function, the process of adopting the
strategic and annual plan was underway.

Table 17 presents a total number of planned, conducted and ongoing audits.

Table 17
Number of audits in 2017
PFBs Planned Conducted Ongoing Not conducted
audits audits audits audits
Ministries 106 72 6 28
- g MSIO 50 49 0 1
‘_E = Other direct budget
= %’ beneficiaries 9 o8 8 18
S Public fund beneficiaries
© d% founded by RS 252 245 5 2
Total 487 424 14 49
— Direct budget beneficiaries of
% LSG units 170 125 2 43
— Public fund beneficiaries
§ founded by LSG 116 83 1 32
- Total 286 208 3 75
Indirect PFBs 124 99 0 25
Total in RS 897 731 17 149

In 2017, according to the submitted IA activity reports, the number of planned audits was 897,
out of which 731 audits were conducted, with 17 ongoing audits and 149 audits not conducted.
Most frequently stated reasons for such a difference are reduced number of auditors due to their
departure to more competitive jobs, changes in the organisational structure of public fund
beneficiaries, changes in the annual plan of activities and the lack of exchange of practical
experiences in the preparation of planning documents.
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Table 18

Total number of audits in 2015, 2016 and 2017
Year Planned Conducted Ongoing | Not conducted
audits audits audits audits
Total in 2015 794 620 25 149
Total in 2016 869 709 105 55
Total in 2017 897 731 17 149

The increase in the number of established internal audit units and internal auditors resulted in the
increase in total number of planned and conducted audits, however, around 16% of audits were
not conducted, which indicates certain deficiencies in audit planning and performance, therefore
the auditors should be further educated in this area by means of continuous education.

2.5.2.  Issued and implemented recommendations

Internal auditors issued a total of 6,102 recommendations for improvement of operations and
reduction of identified risks to an acceptable level (4,806 recommendations from the categorised
areas and 1,296 from specific non-categorised areas), 4,379 of which were implemented by the
end of 2017, while for the remaining recommendations the implementation deadline has not
expired yet.

Table 19 presents the number of issued recommendations in 2017, classified into categorised
areas and formulated in the annual report model, as follows:

Table 19
Central/ Local
Areas the recommendations refer to Republic level Indirect PFBs | Total
level
1 | Internal rules and procedures 1288 766 160 2214
2 | Planning 139 132 39 310
3 | Revenues and proceeds 48 99 33 180
4 | Public procurement and contracting 312 365 64 741
5 Employees, salaries and allowances 239 134 38 411
6 | Payments and transfers 111 51 18 180
7 Accouptlng records and financial 264 197 94 555
reporting

8 | Information systems 140 58 17 215
TOTAL: 2541 1802 463 4806

47



Table 20

Areas the recommendations refer to

Number of issued
recommendations

Number of issued
recommendations

Number of issued
recommendations

in 2015 in 2016 in 2017
1 | Internal rules and procedures 2297 2492 2214
2 | Planning 190 328 310
3 | Revenues and proceeds 148 184 180
4 | Public procurement and contracting 667 598 741
5 | Employees, salaries and allowances 508 470 411
6 | Payments and transfers 174 202 180
7 Accountlng records and financial 646 622 555
reporting

8 | Information systems 148 159 215

TOTAL: 4778 5055 4806
Table 21

Types of recommendations

Number of issued
recommendations

Number of issued
recommendations

Number of issued
recommendations

in 2015 in 2016 in 2017
Recommendations from categorised areas 4778 5055 4806
Recomr_nendatlons from specific non- 1123 1112 1296
categorised areas
TOTAL: 5901 6167 6102

The difference of 1,296 recommendations in 2017 referred to in Table 21 is due to the fact that
such recommendations were issued for specific areas characteristic for individual public fund
beneficiaries, and could not be classified into the pre-defined areas in the annual report model.

The gradual increase in the percentage (nearly 22%) of recommendations issued in specific
areas characteristic for individual public fund beneficiaries proves that the focus of internal
audit work has shifted from the support processes to the core business processes in the
organisation, that is, the assessment of overall internal control system in place within the
organisation is reaching its real purpose. This kind of approach further supports the managerial
accountability principle which applies to all the managers across the organisation.

The increase in the number of recommendations is visible in the area of information systems,
that is, the share of these recommendations compared to previous years, as a result of growing
use of information technology in business operations, and consequently, the increase of risks.
This proves that internal auditors keep track of changes in business operations and adapt their
plans to reflect the changes in public fund beneficiaries. The higher share of recommendations in
the area of information systems calls for further development of internal control systems and
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additional development of both internal auditors and all employees in the organisations, in order
to facilitate better responses to the challenges arising from new technologies.

2.5.3. Internal audit consultancy services

The changes in Internal audit standards, in effect since 2017, have particularly highlighted the
audit engagements in providing consultancy services. Following the changes in IA Standards, the
template of annual report on performed audits and internal audit activities was amended to
include the questions about consultancy services. Based on the reports submitted, the internal
audit units in 40 PFBs planned a total of 224 consultancy audit engagements, with 279
engagements performed. The difference suggests that it is necessary, through continuous
professional development of internal auditors, to improve the skills in the areas of planning and
conducting the consultancy audit engagements.

2.6.  Conducting internal audit in IPA bodies

The relevant provisions of the regulations which govern the functioning of the established
structure for decentralised/indirect management of the EU pre-accession funds - IPA (Decree on
the management of EU pre-accession assistance programmes under component | of the
instrument for pre-accession (IPA 1) — Transition assistance and institution building for the
period 2007-2013 — Article 27, and Decree on the management of EU pre-accession assistance
programmes under the instrument for pre-accession (IPA I1) for the period 2014-2020 — Articles
26 and 31) have prescribed the relevant obligations relating to the frequency of conducting the
internal audit of work processes in the bodies included in the structure and to the reporting on
conducted internal audits.

According to the records maintained by the Management Structure for IPA programmes
(Department for EU funds management within the Ministry of Finance) and the Contracting
Authority (Department for contracting and financing of EU-funded programmes within the
Ministry of Finance) in 2017, internal audit was planned to be conducted in all the bodies within
IPA structure (IPA bodies), except for the three bodies where the internal audit function was not
established.

In 2017, based on conducted internal audits, 65 recommendations were provided, which is a
considerable increase compared to 2015 and 2016 (with 4 and 19 recommendations,
respectively). The increase in the number of recommendations is the result of a more intensive
internal audit performance in IPA bodies and a more focused approach of internal auditors. Most
findings relate to the following areas: HR management, contract management, risk management,
with a less number of finding relating to: financial management, internal control/control
environment, public procurement, monitoring.

The audit reports of Directorate-General for Neighbourhood and Enlargement Negotiations (DG
NEAR) from the previous years identified the audit finding that internal audit in IPA bodies is
not performed properly due to limited capacities in internal audit (the number, competencies,
internal auditor workload). Department for EU funds management and Department for internal
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control and internal audit identified the corrective activities for the implementation of
recommendations, followed-up and periodically reported to DG NEAR on the progress achieved.
For the purpose of assessing the progress made in 2018, the DG NEAR audit mission was
announced, focusing on the assessment of the progress made with respect to conducting internal
audit in IPA bodies.

2.7. Internal auditor training

Continuous professional development of internal auditors is done by means of keeping up with
the local and foreign literature and through direct sharing of experiences among the employees
during the meetings, with professional organisations and the CHU.

The theoretical part of the internal audit training included 56 participants employed in public
fund beneficiaries. In the period January — December 2017, a practical training on conducting the
internal audit was held in 24 beneficiaries, for 58 candidates for acquiring the professional title
of a certified internal auditor in the public sector.

The Certification Rulebook lays down the conditions for acquiring the title of a certified internal
auditor in the public sector. After completing the training course envisaged by the Training
program, which is an integral part of the Rulebook, the candidates sit for an exam before an
examination board formed by the minister of finance.

The Training program for acquiring a professional title of a certified internal auditor in the public
sector includes the following:
1) basic training for conducting internal audit, with the duration of 7 work days, i.e. 49
working hours;
2) basic training for financial management and control, with the duration of 5 work days, i.e.
35 working hours;
3) training for practical work on internal audit, by conducting two audits in the beneficiary
where the candidate is employed at to perform internal audit tasks, with expert support of
the Ministry of Finance, in the manner specified in the 1A Rulebook.

During two examination periods in 2017, 48 candidates successfully passed the exam and
acquired the title of a certified internal auditor in the public sector. By the end of 2017, a total of
377 internal auditors were certified in the public sector.

Throughout the year, within the framework of continuous professional development of internal
auditors, the focus was on organising the training sessions to address the changes in international
internal audit standards, in effect since 2017.

In September 2017, within the regional cooperation project ReSPA, the CHU selected 10 internal
auditors to participate in a three-day international seminar in Skopje (Macedonia), on the topic
of:
- - Requirements of revised internal audit standards (the new IPPF), in effect since 1
January 2017;

50



- Impact of revised internal audit standards on internal audit methodology — what needs
improvement;
Quality review of internal audit activities conducted by the CHUs — practical experience.

In cooperation with the experts from the Twinning project “Support to further development of
public internal financial control (PIFC)”, the CHU organised two one-day workshops on the
topic of “New Internal Audit Standards”, attended by 41 participants in November 2017.

3. CENTRAL HARMONISATION UNIT
3.1. Organisation

The CHU tasks are performed by the Department for internal control and internal audit, within
the Ministry of Finance. By the end of 2017, the Department for internal control and internal
audit had systematisation in place for 13 posts and 9 civil servants employed, as follows: the
assistant minister, three employees in the FMC Harmonisation Group, four employees in the IA
Harmonisation Group and an administrative officer.

Compared to 2016 when the number of systematised posts was ten, in the new Rulebook on
internal organisation and systematisation of job posts in the Ministry of Finance®, adopted in
August 2017, three new posts were systematised in the Department for internal control and
internal audit, as follows: a junior FMC coordinator, a junior IA coordinator and a lead
coordinator for FMC and IA. As some of the posts remained unfilled in the Department for
internal control and internal audit, the CHU will continue to improve the staff capacities in the
Department in the coming period, particularly by recruiting the appropriate and qualified staff.

Likewise, according to the PIFC Strategy, the CHU has to work continuously towards enhancing
its existing professional capacities, through active participation of its staff at the relevant
regional and international fora (conferences, workshops, training sessions...) in order to keep
track of the latest trends and best practices in the area of internal controls.

In terms of functional allocation of activities in the previous period, some activities were shared
by both Groups, as due to a limited number of staff, the strict specialisation and division of
functions per groups could not be adhered to without affecting significantly the efficiency and
effectiveness of performance of work activities. Furthermore, the situation in practice revealed
that nine employees were not sufficient for addressing the extensive and complex tasks within
the competence of the Department for internal control and internal audit in a timely and
comprehensive manner, particularly considering the growing need for monitoring the progress
made in the area of implementation of public internal financial control and providing practical
consultancy to the public fund beneficiaries. The CHU, therefore, undertook the initiative by
providing the recommendations for additional employees, which proved fruitful.

8 Government Conclusion 05, no. 110-7846/2017 of 17 August 2017 on approving the Rulebook on internal
organisation and systematisation of job posts in the Ministry of Finance, 08 no. 112-01-1/408 of August 2017
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3.2.  Mandate

Pursuant to Article 83, paragraph 1 of the Budget System Law, the harmonisation of financial
management and control and internal audit is done by the CHU within the Ministry of Finance,
by performing the following tasks:

1) central harmonisation, coordination, monitoring the implementation and quality review of
financial management and control and internal audit in the public sector;

2) defining common criteria and standards for establishing and functioning of the financial
management and control system;

3) defining common criteria for internal audit organisation and operation in the public
sector;

4) keeping the register of certified internal auditors in the public sector and keeping the
record of internal audit charters;

5) professional development, certification and supervision of the work of internal auditors;

6) professional development of managers and employees in the public sector in the area of
financial management and control, in line with the internationally acknowledged
standards;

7) consolidation of annual reports on the status of financial management and control and
internal audit.

In accordance with the defined scope of work and as a part of its regular and everyday activities,
in the course of 2017, the CHU organised the basic training courses in the areas of FMC and 1A,
one-day workshops for managers of PFBs, conducted the certification program for certified
internal auditors and provided continuous practical assistance to the heads of public fund
beneficiaries and internal auditors in implementing the PIFC system within their organisations.

The CHU prepared the Consolidated annual report on the status of PIFC in the Republic of
Serbia in 2016, approved by the minister of finance and adopted by the Government®, and
published it on its web site'°.

The CHU worked intensively on the preparation of the Draft PIFC Development Strategy for
2017-2020, which was adopted in May 2017, with particular attention dedicated to the
implementation of requirements and comments by the European Commission’s Directorate-
General for Budget, in order to facilitate the efficient realisation of requirements referred to in
Chapter 32 — Financial control. Also, the effort was invested to harmonise the PIFC Strategy
with the Public Finance Management Reform Programme for 2016-2020 and the Republic of
Serbia Public Administration Reform Strategy.

In the course of 2017, particular attention was given to the development of information and
transparency in the area of PIFC, by improving the CHU web site, in terms of its functionality
and visual aspects. More specifically, the existing content was updated with uploading of new
documents, such as the FMC training modules, and also, up-to-date and more comprehensive

9 Government Conclusion 05, no.: 400-9974/2017 of 20 October 2017
Ohttp://ifkj.mfin.gov.rs/WP/wp-content/uploads/2018/01/KGI-1.pdf
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information on the current developments were published. The web site is made more user-
friendly, with better availability of material. A new, highly important function was introduced,
the e-learning platform, which allows all the users to easily access the basic training material,
and this segment of the web site is planned to be more exhaustive in the future by including the
new, relevant material (practical exercises, tests, 1A training material, etc.).

In order to enable a more insightful and comprehensive overview of the status of PIFC, the CHU
has committed to improving the system of reporting on internal controls, in the two following
ways: 1) by improving the content and the format of the consolidated annual report, with the
assistance of SIGMA experts, which would facilitate the best possible identification of
weaknesses and propose the most efficient corrective measures, all of which was recognised and
commended in the 2017 EC Serbia Progress Report; 2) by working intensively on the
development of PIFC reporting software, which resulted in a successful completion of a test
phase for around 200 PFBs, which submitted their annual FMC and 1A reports for 2017 in an
electronic format. The intent is to entirely transform the system of reporting on internal controls
in the forthcoming period to an electronic format, via the CHU software, which will additionally
improve the quality of reviewing the PIFC system, as a basis for its further development.

In addition to raising awareness of financial management as an integral part of the management
process and improving the internal audit function, the first strategic goal set forth in the PIFC
Strategy was defined as further development of the role of the Ministry of Finance — the CHU, in
the area of coordination, monitoring, education and informing of managers and employees
engaged in the PIFC process.
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3.3.  Chapter 32 - Financial control

At the Second Intergovernmental Conference between the Republic of Serbia and the European
Union, in Brussels, on 14 December 2015, the Negotiation Chapter 32 — Financial control, was
opened.

The Common Position of the European Union — Chapter 32 — Financial control, as of 3
December 2015 (AD 13/15 CONF-RS 2/15), confirms the progress made and notes that the
activities and measures undertaken to date in the area of PIFC are in compliance with the
requirements of the European Union. Additionally, the benchmarks are specified for provisional
closing of the Chapter 32:

“Serbia amends its legal framework to ensure coherent PIFC legislation. Serbia implements
PIFC legislation and the underlying policies and ensures sufficient administrative capacity at
central and local level, in social security funds and in the state-owned companies. Serbia ensures
that the centralized budget inspection function is compatible with the PIFC requirements.”

Negotiation chapter 32 includes four main areas: public internal financial control (PIFC),
external audit, protection of the EU’s financial interests and protection of the euro against
counterfeiting.

The concept of public internal financial control (PIFC) was developed by the European
Commission aiming to assist the candidate countries in reforming their internal control systems
and management of public funds (national and EU funds), by applying the international
standards and best EU practices. In accordance with the internationally accepted standards and
EU recommendations, the term “Public internal financial control” implies a comprehensive
system established for the purpose of management, control, audit and reporting on the use of
national and EU funds. The system covers sound financial management, financial and other
controls which allow for lawful, economical, efficient and effective discharge of business
processes. Public internal financial control system consists of: financial management and control,
internal audit and the Central Harmonisation Unit for the harmonisation of financial management
and control and internal audit in the public sector.

The Report of the European Commission on the progress of Serbia in the EU accession process,
covering the results achieved in the course of 2017, in the part relating to the Negotiation
Chapter 32, notes a moderate preparedness in this chapter and some progress in all the areas
covered by this chapter. The report particularly highlights the importance of high level political
support for implementation of public internal financial support at all levels of administration and
in state-owned companies. Also, the report notes that Serbia should start preparing a policy
document that defines and explains the national approach to the implementation of managerial
accountability, and also provide a mandate for the Central Harmonisation Unit to implement
quality reviews of internal control systems in individual institutions and ensure that the Central
Harmonisation Unit starts to implement such reviews.
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In the part relating to public internal financial control, the report highlights the remaining
challenges and additional expectations for future.

The part of the report relating to strategic framework notes the adoption of the PIFC
Development Strategy for the period 2017-2020 (adopted by the Government in May 2017).
Additionally, the report underlines the need for maintaining focus on further implementation of
activities foreseen by the Strategy and the corresponding action plan, relating to further
development of managerial accountability and the mechanisms for coordination, monitoring and
reporting.

In terms of managerial accountability, the report highlights the need for its full embedding in the
administrative culture of the public sector, and the need for strengthening the accountability lines
between the ministries and their subordinate bodies from the relevant area, as well as the need
for additional linking between government and strategic planning.

The part of the report relating to internal controls and financial management and control notes
that internal control is broadly in line with the internal control framework of the Committee of
Sponsoring Organisations (COSO) and the guidelines of the International Organisation of
Supreme Audit Institutions (INTOSALI).

In the internal audit area, the report notes that the internal audit practice is still developing and
the situation across the public sector is diverse. Internal audit is continuously developing, and
there is a need that all the institutions establish the internal audit unit.

In terms of the CHU, the report notes the gradual shift of focus from training activities to
methodological guidance, and the annual reports now attempts to better identify the weaknesses
and propose corrective measures.

Owing to extensive activities of the Ministry of Finance — the CHU in the previous period, and
particularly with the adoption of the PIFC Strategy by the Government, significant progress was
made in the area of adjusting and harmonising the existing internal control systems in the public
sector in the Republic of Serbia with the requirements of the Public internal financial control
concept, developed by the European Commission (PIFC).

3.4.  Quality review of internal audit work

The CHU conducted the quality review of internal audit work in eight ministries and three
mandatory social insurance organisations, covering the period from 1 January 2016 — 30
September 2017. The report on the quality review of internal audit work, no.: 401-00-
04700/2016709 of 28 December 2017 was submitted to the minister of finance and published on
the web site of the CHU — Ministry of Finance.

The quality review was conducted in the following ministries:
- Ministry of Interior,
- Ministry of Defence,
- Ministry of Foreign Affairs,
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- Ministry of Environment Protection,

- Ministry of Trade, Tourism and Telecommunication,

- Ministry of Public Administration and Local Self-Government,
- Ministry of European Integration,

- Ministry of Youth and Sport,

- Republic Health Insurance Fund,

- Republic Pension and Disability Insurance Fund,

- National Employment Service.

The review included the assessment of fulfillment of prescribed requirements for establishing
internal audit units, audit scope, competencies and skills of internal auditors, functional and
organisational independence of internal audit, internal audit charter and code of ethics,
familiarity with the internal audit standards, strategic and annual internal audit plans,
implementation of internal audit work methodology, internal audit risk management, internal
quality controls, needs for future training courses and membership in professional associations.

This report was prepared based on individual reviews at the ministries and mandatory social
insurance organisations referred to above and was performed by the certified internal auditors for
public sector from the Department for internal control and internal audit in the Ministry of
Finance.

The review identified the gaps in relation to the prescribed requirements on the minimum
number of internal auditors in internal audit units; in the Ministry of Foreign Affairs, Ministry of
Youth and Sport and Ministry of Environment Protection, the internal audit units were
established on the basis of rulebooks on internal organisation and systematisation of job posts,
however, all the internal auditor posts remained unfilled. The ministries responded that the reason
for not filling-in the relevant posts was that the employees at these posts either retired or were
relocated to different positions outside internal audit, and the newly-established ministry
responded that they lacked the appropriate staff. In three ministries, despite the systematised three
internal auditor positions in internal audit unit, only one position is filled, while in two ministries,
more than three internal auditor positions are systematised and filled.

In mandatory social insurance organisations, the internal audit units have more than eight internal
auditor positions filled.

It is necessary that the ministries, in line with their staff capacities, ensure a minimum of three
internal audit employees, so that this function could be substantially utilised by the managers as a
tool for organisation management.

The review also confirmed that internal auditors in the organisations subject to review were
implementing the internal audit work methodology, they were familiar with the International
Standards for the Professional Practice of Internal Auditing by the Institute of Internal Auditors
(IIA) and all internal audit units had adopted the main documents required for their work, such
as: the charter, code of ethics, strategic and annual work plan, however, these documents were
not internally published and disseminated to all managers and employees within the organisation.
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The internal audit plans also include the audit of the system of decentralised/indirect
management of pre-accession IPA funds, within the Operational IPA structure.

The resources for the execution of plans match the reality, with clearly stated limitations in the
internal audit units with only one employee. The plans have not fully reflected the consultancy
engagements, which are largely present in internal audit work. Some internal audit units planned
to perform the follow-up audits, to a limited extent. The most commonly stated reason why these
audits failed to be conducted was insufficient number of staff in internal audit units, that is, an
insufficient number of available man-days compared to the audit scope.

3.5. International cooperation

In June 2017, the Department for internal control and internal audit started with the
implementation of Twinning project “Support to further development of public internal financial
control (PIFC)” in cooperation with the Ministry of Economy and Finance of the Republic of
France. The contract is concluded for the period of 24 months with the total value of the project
of 2 million euros. The project is funded by the EU pre-accession funds (IPA 2013) and co-
funded by the Republic of Serbia. The overall objective of this project is establishing modern and
efficient public finance management system at all government levels, expressed in a more
transparent use of public resources and saving of public budget funds.

The specific objective of the project is to support improvement and modernisation of
management of public finance system, with the focus on PIFC and rollout of consolidated PIFC
methodologies and procedures in public sector, in line with applicable international standards
and best EU practices.

During the first six months, the activities were dedicated to screening the state of play in the area
of public internal financial control, in order to closely define the priorities covered by the
Twinning project in line with the objectives of PIFC Strategy, relating to both internal control
and internal audit and strengthening the capacities of the CHU.

In November 2017 within the Twinning project, the Workshop on new standards in internal audit
was organised for a total of 39 participants. At the workshop, the lecturers presented the trends in
internal audit professional framework, changes in internal audit standards, new concepts and
reasons for their adoption, the most important global trends, the role of internal auditors in the
future, and other relevant topics.

Also, in November 2017, within the Project, a study visit was organised to France, led by the
minister of finance, with the representatives of the minister’ cabinet and the CHU
representatives. The study visit was aimed to raise the capacities of the Ministry of Finance and
the CHU in particular, by gaining the first-hand insight into the functioning of the financial
management and control and internal audit in an EU member state, particularly focusing on the
scope of work and the role of the Central Harmonisation Unit.

In addition to the CHU, the Twinning project also involves other line ministries, local self-
government units and other budget beneficiaries.
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One of the aspects relating to improvement of public internal financial control is further
cooperation with the project “Enhancement of Municipal Audit for Accountability and
Efficiency in Public Finance Management” conducted by the United Nations Development
Programme (UNDP), and funded by the Swiss Development Cooperation (SDC).

The objective of the project ,,Enhancement of Municipal Audit for Accountability and Efficiency
in Public Finance Management” is improving the mechanisms of the Ministry of Finance — the
CHU, in strengthening and structuring the public internal financial control and accountable
public funds management.

The project is being conducted with the aim of improving the FMC system within the units of
local self-government and ensuring that the 1A function in local self-governments is in place,
fully-functional and supports the managerial accountability concept. The broader objective of the
project is also achieving better cooperation between internal and external audit, aimed at
increasing the efficiency of internal audit and making a shift in focus of external audit to
performance audits.

During the period covered by the report, a number of activities were implemented relating to
further improvement of the system of electronic reporting by the public fund beneficiaries on the
implementation of financial management and control and internal audit activities. In the previous
period the system was provided with the support of the ongoing project conducted by UNDP.

The expected positive effects of the information system should, in the first place, reduce the time
necessary for entering and processing of data, the time for completing the questionnaire, as well
as the possibility of errors in reports and data processing, and the paper work will be reduced to
minimum. In the upcoming period, the CHU will, together with the project experts, continue its
activities on improving the information system in order to ensure, as soon as possible, its full
functionality and demonstrate to the greatest extent all of its advantages. More specifically, the
plan is to prepare a detailed written user manual which should contain the guidance on how to
access the account, a detailed description of sections in the software and use of other tools in the
software, including the technical instruction for filling-in the electronic questionnaire.

At the level of external networking, the cooperation is maintained with the State Audit
Institution, the Serbian Association of Internal Auditors — the associate member of the Global
Institute of Internal Auditors, the Serbian Chamber of Certified Auditors and the Association
“Internal Auditor”. The contacts with the Central Harmonisation Units from other countries are
also maintained for sharing experiences related to establishment and development of PIFC.

With respect to international cooperation, several meetings were held with the representatives of
the European Commission’s Directorate-General for Budget and Support for Improvement in
Governance and Management (SIGMA) — an initiative of the Organisation for Economic Co-
operation and Development (OECD), during which the PIFC-related topics were discussed.
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CONCLUSIONS AND RECOMMENDATIONS

Conclusions and recommendations for further development and improvement of public internal
financial control system were drawn based on the submitted and analysed reports from the public
fund beneficiaries, the key objectives and guidelines defined in the PIFC Strategy and the
recommendations provided by the European Commission in its 2017 Progress Report.

1.

Financial management and control

With respect to submission of annual reports on the FMC system, the following has been
identified:

In 2017 significant progress was made both in terms of the number of submitted reports
and the number of analysed reports; 212 PFBs performed the self-assessment for the
first time by filling-in the questionnaire, which is an increase of 23% compared to the
previous year 2016. The number of duly submitted reports included in the Consolidated
annual report rose by 135, that is, by 18%;

There still remains a significant share of unduly submitted reports (18%), which were
either untimely submitted, incomplete or incorrect, and as such were not included in the
Consolidated annual report; These were mostly submitted by “small” beneficiaries
(limited budget, small number of staff);

The conclusion is that the CHU training sessions significantly contributed to the
positive results in reporting, as more than 90% of PFBs whose representatives attended
the training, actually submitted a proper report;

Total expenditures and outflows of 76 direct budget beneficiaries that submitted the
annual report on the FMC system for 2017 account for 87% of total expenditures and
outflows of the RS budget for 2017.

In the area of establishing the FMC system, the following has been identified:

Considering the overall analysis of elements of establishing the FMC system at the level
of RS, the slight progress of 1% was achieved when compared to the previous reporting
year, mostly owing to the positive developments at the central level (by 2%), whereas the
situation at the local level and the level of indirect budget beneficiaries remained the
same as the last year;

Despite the significant progress in the area of adoption of the action plan (by 4%), this
segment remains the weakest point in the process of establishing the system, the same as
during the previous two years. On the other hand, the segment with the highest score is
still establishing the internal controls in business processes, taking into consideration
the most significant risks, although this segment recorded the sharpest drop compared to
the previous year (by 5%);
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- Public fund beneficiaries from the category of MSIO and ministries at the central level,
achieved significantly better results compared to other beneficiaries;

- At the local level, some sub-categories of PFBs are moving towards more uniform level
of quality, with the level of direct budget beneficiaries recording somewhat better results,
by 2% (local government bodies and services), unlike the previous year when this level
had substantially higher results (by 11%);

- The lowest indicators are seen at the level of indirect budget beneficiaries, for all the
assessed parameters, just like the previous year.

In assessing the individual elements of the FMC system, that is, the five elements of COSO
framework, the following has been identified:

- Considering all the observed elements, the significant progress of 10% was achieved at
the level of RS when compared to previous year 2016, as a result of positive
developments in all three categories of PFBs;

- The best results, for each of the assessed parameters, were achieved at the
central/Republic level, the same as during two previous years, with the sub-category of
MSIO as the best;

- Unlike 2016, when the category of indirect budget beneficiaries was last in terms of all
five parameters of COSO framework, the situation is relatively balanced compared to the
local level; indirect budget beneficiaries are even better positioned compared to local
self-government (by 1.6% in average);

- All the individual elements have recorded an increase in percentage, with the area of
information and communication (88%) as the leader compared to other assessed areas,
and is followed by control environment (85%);

- The weakest point in the system is monitoring, supervision and evaluation (62%) even
though the highest progress was achieved specifically in this area, by 14%; this is a very
important information, considering the fact that this very segment recorded the lowest
score in the previous three-year period, while setting up an audit board is the last in rank;

- Particularly relevant is reviewing the aspect of managerial accountability on the basis of
newly-introduced questions on establishing the accountability of managers at all levels
for the decisions, actions and results to the one who appointed them or delegated such
responsibility upon them, and on the basis of the question on the level of hierarchical
system of transfer of authority in accordance with the levels of management, with the
average score slightly above the value of 4, out of maximum 5.

Such overall progress, both in terms of submitted and analysed reports, and the organisational
establishment and development of the FMC system, indicates primarily that the awareness was
raised across the public sector about the role and importance of internal control, which is the
achievement largely contributed to by the numerous activities of CHU in the previous period,
such as: organising basic training courses, organising specialised training courses and workshops

60



for managers, redesigning of training material, improving the CHU web site, introducing the e-
learning platform, organising conferences and distributing the promotional publications, etc.
Likewise, upgrading the questionnaire with additional questions has contributed to a more
comprehensive and insightful overview of the FMC system, that is, to obtaining a more realistic
and obviously, a more positive image compared to the previous reporting period.

By analysing the narrative part of the questionnaire, that is, the key comments, suggestions and
proposals for future training courses in the area of FMC, the following conclusions were
reached:

- Most PFBs that provided their comments have stated that the main obstacle for
establishment and continuous development of the FMC system is staff problems, such as:
insufficient number of employees, ,,employment restriction®, frequent changes of management
and members of FMC Work groups, departure of high-quality and trained staff, part-time staff,
etc.

- In addition to these, beneficiaries highlighted the following internal control issues: no

internal audit established, which makes the establishment of internal control system more
difficult: a lot of managers and employees consider the FMC system as relating only to financial
processes; risks are not assessed, so the management is not engaged in their treatment; no
adequate coordination in place between direct and indirect budget beneficiaries, etc.;

- Overall in terms of training courses, the beneficiaries highlighted the need for more
frequent training courses, and considering the needs for specific training courses in the FMC
area, the following areas are often mentioned: fundamentals of the FMC system, risk
management and drafting the risk management strategy, self-assessment and reporting on
internal controls, strategic and annual planning, defining goals and performance indicators,
managerial accountability, specialised training sessions for indirect budget beneficiaries,
organised in cooperation between the CHU and direct budget beneficiaries;

- A lot of beneficiaries insisted on being provided with as many practical examples as
possible, and particularly with the example of a proper internal control system in practice.

The following recommendations are provided for eliminating the identified weaknesses:

- Further activities should be pursued towards improving the regulatory and
methodological internal control framework in the public sector, through: defining the
selection of PFBs which should be covered by the Consolidated annual report, so that the
development and monitoring of internal control systems could be based upon the largest
PFBs, and also, by upgrading the COSO framework, providing better elaboration of the
managerial accountability concept, developing the area of irregularity management, etc.;

- the CHU should work towards improvement and development of specific guidelines,
practical tools and models in the internal control area which would provide the
additional support to the beneficiaries, in particular the ones relating to risk management
and implementation of managerial accountability concept;
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- the CHU should continue its work aimed at improving the reporting system through
further upgrading of the questionnaire and the consolidated report, and in particular,
through full implementation of electronic reporting via the PIFC software, so that the
status of internal control system in RS could be reviewed in line with the highest quality
standards;

- the CHU should continue raising awareness of the role and importance of internal
controls in the public sector and provide practical assistance to the beneficiaries through
organising basic and specialised workshops for top management, particularly addressing
the following aspects: action plan, monitoring, evaluation and supervision, risk
management, self-assessment and reporting, managerial accountability;

- In cooperation with SIGMA experts and with the support of Twinning project, the CHU
should continue its work on developing the e-learning platform, by uploading new
documents and practical tools which will be available to all interested beneficiaries, with
a view to raising awareness, skills and experiences about internal controls;

- Direct and indirect budget beneficiaries should establish more intensive cooperation in
the area of FMC and at the level of specific fields (healthcare, education...), for sharing
experiences and transferring the good practices from higher to lower levels;

- Public fund beneficiaries, and in particular the large and complex organisations are
recommended to set up an audit board, as an advisory body for internal control and
internal audit issues, which would contribute to achieving the higher quality of PIFC.

The conclusions reached based on the analysis of PFBs’ annual FMC system reports, as well as
the resulting recommendations for further improvement of this system, are to a significant extent
aligned with the 2017 EC Progress Report, stating, inter alia, the following: managerial
accountability needs to be reinforced through the strategic and regulatory framework, the FMC
Manual needs to be upgraded, the area of irregularities and risk management needs to be further
developed, the annual report attempts to better identify weaknesses and propose corrective
measures, etc.

If we refer to the recommendations from the last year Consolidated report, as suggested by the
European Commission in its last Progress report, we may conclude that the majority of
recommendations were implemented, that is, delivered certain results, such as:

- the CHU updated its self-assessment questionnaire, improved its content and format and
enabled electronic submission of the annual FMC report, in order to enhance the quality of
submitted and processed information which are the basis for the preparation of the Consolidated
annual report;

- in its training courses and workshops, the CHU focused particularly on the lowest assessed
segments of the system in 2016 (drafting the action plan and map of business processes,
monitoring, evaluation and supervision) and by doing so provided practical support to the
beneficiaries, all of which resulted in progress in all these segments in 2017 (86 newly-prepared
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action plans, 63 new maps of business processes, increase of 14% in monitoring and
supervision);

- the results of the self-assessment of elements of COSO framework show that the position of
indirect budget beneficiaries significantly improved compared to other categories of PFBs in
terms of quality of internal controls, which can relate to the last year recommendation on the
need for more intensive cooperation between direct and indirect budget beneficiaries in the area
of FMC and at the level of specific fields (healthcare, education...), for sharing experiences and
transferring the good practices, and also to the more frequent presence of indirect budget
beneficiaries at the CHU training courses in the course of 2017,

- Public fund beneficiaries, and in particular the large and complex organisations were
recommended to set up an audit board, as an advisory body for internal control and internal
audit issues, which would contribute to achieving the higher quality of PIFC, all of which
resulted in the increased number of audit boards (by 8) and a moderate increase in the average
quality score of this segment in the self-assessment questionnaire (from 1.2 to 1.3).

The recommendation that has not been implemented yet, but is being actively discussed at the
CHU for the purpose of finding a suitable solution, refers to the amendment to the Budget
System Law, and includes the identification of a representative sample of PFBs which will be
subject to the Consolidated annual report, that is, the sample which will be specifically focused
on in terms of monitoring and analysis of the internal control system in the RS.

2. Internal audit
The most relevant weaknesses identified in the internal audit area are as follows:

- Inthree out of eighteen ministries, not a single internal auditor position was filled;

- Significant percentage of established internal audit functions with two or fewer internal
auditors raises doubt on whether the internal audit standards can be fully complied with,
and the existing systematised internal auditor positions have not been entirely filled,;

- Large number of non-performed audits compared to the planned number of audits.

The following recommendations are provided for eliminating the identified weaknesses:

- It is necessary to make additional efforts within the current human resources in the
ministries to ensure that appropriate staff is selected and recruited as internal auditors;

- Public fund beneficiaries are required to adjust the systematisation, number of employees
and fill the internal auditor positions, in accordance with the 1A Rulebook, taking into
consideration the risks, complexity of operations and the funds under their management,
and to harmonise the remuneration and the reward system of internal auditors to match
the workload and requirements in terms of competencies necessary for performing the
internal audit tasks;
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- Provide continuous training for internal auditors which will ensure more appropriate
planning and rational utilisation of internal audit resources in public fund beneficiaries.

3. Central Harmonisation Unit

With regards to the status, activities and future development of the CHU, the key findings are as
follows:

- The new Rulebook on internal organisation and systematisation of job posts in the
Ministry of Finance of August 2017 recognised the CHU request for reinforcing the
professional capacities by systematising three additional job posts in the Department for
internal control and internal audit;

- In the previous reporting period, the focus of staff engagement gradually shifted from
providing basic training courses and certification tasks for certified internal auditors in
the public sector, to the analysis and monitoring the implementation of PIFC system and
review of its quality;

- In the course of 2017, the CHU dedicated a significant portion of its activities to the
development of information of and transparency in the area of PIFC, particularly by
improving its web site (updating of existing documents, uploading four FMC training
modules, publication of a new model of IA Charter, more up-to-date and comprehensive
information on latest activities, better user-friendly experience and availability of content,
etc.), which resulted in improvement of internal controls in PFBs, as shown by the results
of the Consolidated annual report;

- In cooperation with SIGMA consultants and Twinning project, in the course of 2017, the
CHU worked intensively on the development of the system for reporting on internal
controls, by improving the content and format of the consolidated annual report and the
development of software for reporting on PIFC system, with a successful testing phase
conducted for around 200 PFBs, which submitted electronically their annual reports on
the FMC and IA systems for 2017.

The following recommendations are provided for eliminating the identified weaknesses:

- As the newly-systematised job post of the lead coordinator for FMC and 1A was
successfully filled in the previous period, it is necessary to continue with the recruitment
process and fill-in the remaining job posts which would enable the CHU to focus more on
aspects of methodology, as well as the areas of monitoring, analysis and reviewing the
quality of PIFC system;

- As important activities were undertaken during the previous year on improving the CHU
web site, particularly by introducing the e-learning platform, which enabled all the users
to easily access the training material, in the coming period it is necessary to continue with
uploading the new material (practical exercises, tests, IA training material, etc.);
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In the coming period, the CHU should continue the cooperation with SIGMA consultants
and Twinning partner on improving the system of monitoring and reporting on internal
controls which should be entirely transformed into an electronic format, via the CHU
software, which will additionally improve the quality of reviewing the PIFC system, as a
basis for its further development;

It is necessary to enhance the professional knowledge of the CHU staff by monitoring the
international practices in the areas of financial management and control and internal audit
(through participation at international conferences organised by SIGMA, PEMPAL,
European Commission and by other international and regional institutions), in order to
facilitate the implementation of international standards and recommendations of the
European Commission, all with a view to successful realisation of requirements relating
to Chapter 32;

The CHU should continue with promoting the importance of public internal financial
control, by organising seminars and specialised workshops for senior managers, and by
cooperating with relevant media channels.
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REPORT ON THE ACTIVITIES FROM THE ACTION PLAN FOR 2017-2018 WITHIN
THE STRATEGY FOR DEVELOPMENT OF PUBLIC INTERNAL FINANCIAL
CONTROL IN THE REPUBLIC OF SERBIA FOR THE PERIOD 2017-2020

The most relevant aspect of further development of strategic and legislative framework for the
improvement of public internal financial control is certainly the preparation of the Strategy for
Development of Public Internal Financial Control in the Republic of Serbia for 2017-2020
(accompanied by the Action plan for its implementation in 2017 and 2018), adopted by the
Government of the Republic of Serbia in May 2017. The adoption of the PIFC Strategy is aimed
at ensuring the implementation of financial management and control and internal audit in the
overall management system in the public sector, for the purpose of providing value for money to
the citizens of the Republic of Serbia in an effective, efficient and economic manner, by
transposing the national policy goals into the goals of the public sector institutions, which will
enable an efficient assessment of risks with respect to the defined goals and establishing of
adequate controls. One of the main objectives of the PIFC Strategy is certainly the commitment
to the concept of managerial accountability of both the managers and employees across the
public sector in the Republic of Serbia.

The implementation of activities foreseen in the Action plan is reported to the Government
through the Consolidated annual report on the status of public internal financial control.

Strategic objectives:

1. Strengthening the coordination of financial management and control and internal audit
activities by the CHU

Working group for financial management and control and internal audit in charge of
coordination of cross-sector approach to FMC and IA within the Ministry of Finance was formed
by a decision of the minister of finance in June 2017. The Working group is chaired by the
assistant minister in charge of the Department for internal control and internal audit. The
Working group is tasked with the coordination of the cross-sector approach to FMC and IA
within the Ministry of Finance. The appointed members of the Working group are the
representatives of the Department for internal control and internal audit, Treasury
Administration, Budget Department, Department for contracting and financing of EU funded
programmes, Department for EU funds management, Department for financial system, and the
Department for control of public funds.

The last meeting of the Working group was held in January 2018 and the members of the Group
discussed the activities of the CHU in the course of 2017 and the future activities to be
undertaken for improving the PIFC system.

In addition to the meetings with established working groups, the coordination and cooperation
with relevant stakeholders was also achieved in the form of bilateral consultations with the
Departments referred to above and the Treasury Administration, relating to strengthening
capacities of internal audit at the local self-government level and by conducting internal audit in
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the bodies and within the structure for indirect management of the EU pre-accession assistance,
etc. (Measure/activity 1.1; 1.2)

Specialised seminars for internal auditors from the state authorities included in the structure for
decentralised/indirect management of the EU pre-accession assistance (IPA structure), jointly
organised by the Department for internal control and internal audit and the Department for EU
funds management within the Ministry of Finance, which had become a regular event, had a
positive impact on further improvement of internal auditors’ capacities for successful planning
and conduct of internal audit in the bodies within IPA structure.

With the assistance of Twinning project, in February 2018 a workshop was organised on the
topic of “Effective audit reports — Reporting and formulation of recommendations”. The
Programme of general continuous professional development of civil servants for 2017, that is,
the part relating to management of EU financial assistance, originally included the plan for
organising the advanced seminar (which would make a logical continuation of the previously
organised basic seminars) for internal auditors, on the key work processes in the bodies within
IPA structure (with a focus on their specificities compared to other work processes in state
bodies), and with the participation of competent lecturers working in horizontal bodies within
IPA structure (Management structure and Contracting authority). The adoption of the Law on
National Academy for Public Administration in late 2017 and the resulting organisational
changes, caused a number of planned workshops/seminars to be postponed to the third and fourth
quarter of 2018. (Measure/activity 1.3)

Cooperation with State Audit Institution is maintained on a continuous basis, through meetings
on cooperation, organising workshops and lectures for exchange of experiences. One of the
activities organised by the Department for internal control and internal audit in cooperation with
State Audit Institution, Public Procurement Office and Governmental Audit Office of EU Funds
(Audit Authority) was the conference on the topic of “Importance of internal control for efficient
and effective public procurement”, held in Arandjelovac in July 2017. The conference was
organised with the support of the project “Enhancement of Municipal Audit for Accountability
and Efficiency in Public Finance Management”, conducted by UNDP. The goal of the
conference was improving the accountability and transparency in public fund management.
(Measure/activity 1.4)

2. Continuous development of methodological manuals and guidelines for internal audit and
financial management and control

Concerning the updating and improvement of the existing methodological manuals and
guidelines for FMC and IA, in the course of 2017, a number of preparatory activities was carried
out for improving the legislative framework, such as: Risk Management Guidelines, which were
published on the web site of the CHU within the Ministry of Finance, and which will constitute
the basis for upgrading the Manual for financial management and control; also, the consultations
with the experts from PLAC project were organised in order to introduce the concept of
irregularity management, which should enhance the legislative framework; the CHU conducted
the quality review of 1A work, and also, the FMC training material was updated and improved.
Model of 1A Charter was also uploaded on the CHU web site. (Measure/activity 2.1)
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3. Coordination of continuous professional development

Considering the planned external cooperation in organising the training and professional
development for the managers and civil servants on the topics of FMC and IA, the CHU is still
considering the possible options. In the fourth quarter of 2017, with the support of UNDP, the
CHU established the cooperation with an international expert, a former president of the European
Confederation of Institutes of Internal Auditing (ECIIA), and discussed the possibilities for
improving the training courses in the areas of FMC and IA. The expert drafted the gap analysis
report and the road map for the transition from the current model of certification of internal
auditors in the Republic of Serbia to the proposed model.

The plan is to hire local experts for additional technical and legal harmonisation of proposed
arrangements in the report. The key suggestions include the elimination of the mandatory five-
day FMC training for internal auditors, changes in the training programme, publication of the
training material on the e-learning platform within the CHU web site which would allow for
better availability and self-learning, hiring academic and professional organisations which would
conduct the theoretical training and involvement of certified internal auditors in the mentoring
process who would need to possess appropriate qualifications (a minimum of three years of
experience as a head of internal audit unit and a professional exam on conducting the mentoring
process for the candidate for acquiring the title of certified internal auditor). In this way, the
availability of training courses and the possibility of acquiring the certified internal auditor title
would be much greater, and at the same time the need for direct involvement of the CHU staff
would be reduced. (Measure/activity 3.1)

During the reporting period, particular attention was dedicated to the activities on further
development of professional skills of CHU staff.

In April 2017, the Center of Excellence in Finance (CEF) organised a workshop on strengthening
the capacities for efficient management of internal audit functions in public sector organisations
in southeast Europe. The workshop was attended by the CHU staff as well. The goal of the
workshop was to inform the participants about the requirements of the international internal audit
standards, in the part relating to the management of internal audit functions, the importance of
risk-based planning for harmonising the internal audit activities with the objectives of the
organisation and appropriate allocation of audit resources.

Each year, the World Bank and the Centre for Financial Reporting Reform organise on a
continuous basis the seminar on Internal Audit Training of Trainers (IA ToT) within the Vienna
Institute, attended by a representative of the Department for internal control and internal audit,
the CHU. The aim of such a seminar is certainly the qualitative strengthening and improvement
of public internal auditors’ capacities and achievement of high level methodological approaches
and training of internal auditors within their respective institutions, in line with the International
Standards for the Professional Practice of Internal Auditing (ISPPIA).

In June 2017, the CEF organised the workshop, titled “Internal Auditing for Non-Auditors”,

attended by the CHU staff. This active workshop had a goal to inform about and consider the
good practices and new internal audit methods.
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In June 2017, within the joint initiative of the European Commission and the EU member states,
the Conference on public internal control was organised in Budapest, Hungary, with the
attendance of the representatives of the Department for internal control and internal audit. The
conference focused on discussing the good practices and the new methods by the member states,
on the topic of: Public internal control systems in the EU, three lines of defence in public sector,
optimisation and simplification of management.

In September 2017, the representatives of the Ministry of Finance, Department for internal
control and internal audit attended the three-day seminar held in Skopje, organised by ReSPA, on
the topic of “Revised internal audit standards”, particularly focusing on:
- Requirements of revised internal audit standards (the new IPPF), in effect since 1 January
2017,
- Impact of revised internal audit standards on internal audit methodology — what needs
improvement;
- Quality review of internal audit activities conducted by the CHUs — practical experience.

In March 2017, through its Public Expenditure Management Peer Assisted Learning network
(PEMPAL), the World Bank organised a meeting of the Audit in Practice Working Group (AiP
WG) and a meeting of Internal Control Working Group (IC WG) in Budapest, Hungary, attended
by the representatives of the Department for internal control and internal audit. The topics for the
meeting were the review of the audit cycle, discussion on the experiences in implementation of
International Standards for the Professional Practice of Internal Auditing (ISPPIA) 2210 —
engagement objectives, understanding the theory and practice in establishing audit objectives
within AiG WG and establishing proper accountability through three lines of defence, comparing
the concept of accountability applied in the centralised public administration system compared to
the decentralised system by exchanging good practices of the member states within IC WG. The
following meeting of the AiG WG within the PEMPAL network was organised in Tashkent,
Uzbekistan in October 2017, with the participation of the CHU representatives. The topics for
the meeting were the review of the audit planning process, including the definition of audit
objectives, scope, techniques, timing and allocation of necessary resources, and continuation of
drafting the practical case study for AiP WG use, as well for further use by member countries for
training process. (Measure/activity 3.2)

4. Development and implementation of IT support to PIFC

Particular attention in the previous period was dedicated to development and implementation of
IT support to PIFC. The following activities were implemented accordingly, such as,
improvement of the CHU web site, implementation of the platform for e-learning and further
development of the information system for electronic reporting on FMC and IA.

The web site and the implementation of the e-learning platform were upgraded by uploading the
FMC training material which includes four modules, the 1A material with also four modules, the
video material which should facilitate the access to the information system for the users, the
banner which allows the downloading of the application forms for FMC and IA training courses,
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and the regular updating the web site with the up-to-date news, training sessions and
seminars/workshops.

During the period this Report refers to, including the first quarter of 2018, a number of activities
were implemented towards further development of the information system for electronic
reporting by the public fund beneficiaries on the implementation of financial management and
control and internal audit activities, with the support of the ongoing project conducted by UNDP.
In the first quarter of 2018, an in-depth testing of software application/information system was
carried out. In order to ensure the appropriate sample of beneficiaries to facilitate the testing
procedure, the CHU used the formal correspondence and addressed most public fund
beneficiaries which submitted their annual reports the year before. The sample of beneficiaries
for conducting the testing procedure was selected within the planned deadline and included
around 200 public fund beneficiaries.

To ensure the beneficiaries are informed on how to use the information system, a video tutorial
was produced — Guide for accessing the portal, and published on the CHU web site. The tutorial
provides detailed instructions to the beneficiaries on how to create and access their account. For
all the beneficiaries that are unable to access the video material due to technical issues, a separate
written instruction was provided on how to access the information system. The testing results
almost entirely met the initial expectations. In the upcoming period, the CHU will, together with
the project experts, continue its activities on improving the information system in order to
ensure, as soon as possible, its full functionality and demonstrate to the greatest extent all of its
advantages. (Measure/activity 4.1; 4.2; 4.3)

5. Monitoring and quality control

The Report of the European Commission on the progress of Serbia in the EU accession process,
covering the results achieved in the course of 2017, notes the progress achieved in terms of
quality of the Consolidated annual report on the status of public internal financial control in the
Republic of Serbia for 2016, which is significantly contributed to by the improvement and
redesign of the web site and conducting the testing phase of the electronic reporting system, as
referred to in measure 4.3 above. The level of reporting is therefore improved, and the trend
should be followed in the years to come. (Measure/activity 5.1)

6. Coordination with other ministries and other key players

The procedure of setting-up a sub-group within the Public administration reform council, which
would include the CHU and the representatives of the Ministry of Public Administration and
Local Self-Government, Ministry of Economy, Ministry of Justice and Public Procurement
Office and which would address the coordination of tasks in the area of financial management
and control and internal audit as foreseen by this strategy and report the Public administration
reform council thereof, through the mechanism already defined in the action plan for the
implementation of the Public Administration Reform Strategy, in the part relating to financial
management and control and internal audit, is underway, due to additional coordination in the
process of appointing the members of the working group. (Measure/activity 6.1)
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7. Promote the importance of PIFC reform

On the occasion of adopting the Strategy, on 4 October 2017 at the Palace of Serbia, a special
conference was organised for raising awareness of the importance of public internal financial
control. The conference was opened by the minister of finance and moderated by the assistant
minister in charge of the Department for internal control and internal audit. In addition to the
representatives of state authorities in the Republic of Serbia, the conference was also attended by
the Ambassador and the Head of EU Delegation, and the representative of the European
Commission’s Directorate-General for Budget, who offered their unanimous support to this
reform area, as a part of overall public administration reform. (Measure/activity 7.1)

The importance of PIFC is certainly being highlighted at all times. In addition to workshops,
training courses, seminars and providing specific guidance relating to PIFC area, the promotion
of PIFC is also important through the relevant media channels, such as the CHU web site, and
the distribution of various promotional material which contribute to raising awareness and
benefits of internal control system. (Measure 7.2)

8. Provide support to all managers of public fund beneficiaries for substantial understanding of
the significance of financial management and control activities as an integral part of strategic
and operational processes with emphasis on managerial accountability

In order to ensure a better overview of importance of PIFC and substantial understanding of
managerial accountability concept, the CHU, in cooperation with SIGMA experts, upgraded and
extended the self-assessment questionnaire for financial management and control and the
questionnaire for the self-assessment of internal audit in terms of improving their content and
format, for the purpose of improving the quality and broadening the scope of data submitted by
public fund beneficiaries. (Measure/activity 8.1)

Intensive activities were undertaken for developing the guidelines for the implementation of the
managerial accountability concept, as only the managers who are aware of their accountability
may be actively involved in the development of internal control systems. In cooperation with the
Twinning project experts, the CHU developed the Guidelines on the Managerial Accountability
Concept, which are in line with the joint document on managerial accountability of managers,
clarifying the roles of individual participants in financial management and control, prepared by
SIGMA experts and the European Commission’s Directorate-General for Budget for the Western
Balkans. Guidelines on the Managerial Accountability Concept are available at the CHU web
site. (Measure/activity 8.2)

In December 2017, the CHU organised four one-day workshops, primarily intending to raise
awareness of financial management and control at the highest level, that is, to educate the
managers in terms of the role and importance of managerial accountability and the
implementation of internal controls in the public sector.

In January 2018, a two-day workshop was held, on the topic of “FMC Concept and New COSO
Framework”, organised by the CHU in cooperation with the Twinning project.
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In February 2018, a workshop was held, on the topic of “Effective audit reports — Reporting and
formulation of recommendations”, organised by the CHU in cooperation with the Twinning
project. (Measure/activity 8.4)

9. Strategic planning that links organisational objectives to the Government’s overall vision

The adoption of the Law on the Planning system of the Republic of Serbia (“Official Gazette of
RS”, no. 30/18) has regulated the methodology of public finance management, analysis of effects
of public policies and regulations and the contents of individual public policy documents.
(Measure/Activity 9.1)

The regulations on drafting the methodology for the development of medium-term (strategic)
plans will be adopted in accordance with the deadlines laid down by the Law. The deadlines for
the full implementation of the measure will be adapted in the Action plan for 2019-2020.
(Measure/activity 9.2)

10. Operational planning that links operational objectives to resource requirements (budgetary,
personnel and other assets)

As the key institution for amending the existing legislation which regulates the principles for the
internal organisation of the public administration which will provide creation and/or designation
of a special internal organisational unit which will be in charge of exercise of the functions of
professional support and coordination in the preparation and implementation of strategic and
operational plans in accordance with the defined objectives of the organisation and justified
demands for resources, the Ministry of Public Administration and Local Self-Government has
initiated the procedure for drafting of a new Action plan for the implementation of the Public
Administration Reform Strategy for 2018-2020, which is a basis for the implementation of this
measure. The delay in drafting of regulations was conditioned by the need for a more
comprehensive solution which would also include the document produced by SIGMA and the
European Commission’s Directorate-General for Budget “Managerial Accountability in the
Western Balkans”, which is being prepared. The deadline for the implementation of this measure
will be defined subsequently within the Action plan for 2019-2020, in line with the Action plan
for the implementation of the Public Administration Reform Strategy for 2018-2020.
(Measure/activity 10.1)

11. Monitoring and reporting on the progress towards objectives linked to resource utilisation

As the key institution for amending the existing legislation which regulates the principles for the
internal organisation of the public administration which will provide creation and/or designation
of a special internal organisational unit which will be in charge of exercise of the functions of
professional support and coordination in the preparation and implementation of strategic and
operational plans in accordance with the defined objectives of the organisation and justified
demands for resources, the Ministry of Public Administration and Local Self-Government has
initiated the procedure for drafting of a new Action plan for the implementation of the Public
Administration Reform Strategy for 2018-2020, which is a basis for the implementation of this
measure. The delay in drafting of regulations was conditioned by the need for a more
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comprehensive solution which would also include the document produced by SIGMA and the
European Commission’s Directorate-General for Budget “Managerial Accountability in the
Western Balkans”, which is being prepared. The deadline for the implementation of this measure
will be defined subsequently within the Action plan for 2019-2020, in line with the Action plan
for the implementation of the Public Administration Reform Strategy for 2018-2020.
(Measure/activity 11.1)

14. Communicating accurate, relevant and timely information concerning financial and
operational performance across and outside the organisation

As the key institution for amending the existing legislation which regulates the principles for the
internal organisation of the public administration, which will provide creation/designation of a
special internal organisational unit which will be in charge of the function of internal and
external communications through the preparation of accurate, relevant and timely information
regarding the financial and operational effects for the publication within and outside the
organisation, the Ministry of Public Administration and Local Self-Government has initiated the
procedure for drafting of a new Action plan for the implementation of the Public Administration
Reform Strategy for 2018-2020, which is a basis for the implementation of this measure. The
delay in drafting of regulations was conditioned by the need for a more comprehensive solution
which would also include the document produced by SIGMA and the European Commission’s
Directorate-General for Budget “Managerial Accountability in the Western Balkans”, which is
being prepared. The deadline for the implementation of this measure will be defined
subsequently within the Action plan for 2019-2020, in line with the Action plan for the
implementation of the Public Administration Reform Strategy for 2018-2020. Also, on the basis
of EU Sector budget support to the Republic of Serbia in the area of public administration and
public finance reform, the complementary technical assistance was agreed on in the area of
communication and visibility, whose implementation is delayed. On the basis of this support, the
capacities for external and internal communication will be strengthened, and one of the special
results foreseen by the Complementary support is drafting of a separate Communication Strategy
of the Public Administration and Public Finance Reform. The deadline for the implementation of
this measure will be defined subsequently within the Action plan for 2019-2020, in line with the
Action plan for the implementation of the Public Administration Reform Strategy for 2018-2020.
(Measure/activity 14.1)

15. Develop professional skills of internal auditors

Meetings dedicated to the exchange of experiences of internal auditors from IPA beneficiaries,
the Governmental Audit Office of EU Funds (Audit Authority) and the CHU are organised on a
continuous basis. In November 2017, the training was held for internal auditors of IPA funds, on
the topic of “New Internal Audit Standards”, organised by the CHU, in cooperation with the
Audit Authority and the Twinning project.

(Measure/activity 15.1)

The basic concept of the rulebook on continuous professional development of internal auditors

was drafted in late 2017. The concept was presented to public sector internal auditors for the
purpose of obtaining the professional views and advice. In order to overcome the identified
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obstacles, the cooperation needs to be established with the European Commission and SIGMA
experts for achieving the widely-accepted solution. Once all the relevant views and suggestions
are obtained, the Draft rulebook on continuous professional development of internal auditors will
be prepared. (Measure 15.2)

18. Monitoring and reporting

Following the adoption of the Strategy, in July 2017, the minister of finance issued a decision on
setting-up the Working group for public internal financial control, responsible for the monitoring
and reporting on the implementation of the Action plan. The Working group is chaired by the
assistant minister in charge of the Department for internal control and internal audit, and consists
of the representatives of the State Audit Institution, Governmental Audit Office of EU Funds,
Republic Public Policy Secretariat, European Integration Office, Ministry of Justice, Ministry of
Interior, Ministry of Public Administration and Local Self-Government, Ministry of Culture and
Information; Ministry of Defence, Ministry of Education, Science and Technological
Development, Ministry of Trade, Tourism and Telecommunication, Ministry of Mining and
Energy, Ministry of Economy, Ministry of Health, Ministry of Youth and Sport, Ministry of
Agriculture and Environment Protection, Ministry of Foreign Affairs, Ministry of Labour,
Employment, Veteran and Social Affairs, and Ministry of Construction, Transport and
Infrastructure. The expert and technical-administrative support to the functioning of the Working
group is provided by the Ministry of Finance the CHU. The last meeting of the Working group
was held in February 2018 and the members reviewed the activities from the Action plan that
were implemented during 2017, including the activities planned for the incoming period.
(Measure/activity 18.1; 18.2)

Annual reporting to the Government on the activities implemented, results achieved and possible
obstacles in the achievement of goals and measures will be carried out on the basis of the
Consolidated annual report on the status of public internal financial control in the Republic of
Serbia in 2017, adopted by the Government of the Republic of Serbia.

(Measure/activity 18.3)
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ACTION PLAN FOR THE PERIOD 2017-2018

STRENGTHENING THE ROLE OF THE MINISTRY OF FINANCE — THE CHU IN THE AREA OF COORDINATING, MONITORING, EDUCATING AND INFORMING THE MANAGERS AND
EMPLOYEES INVOLVED IN THE PIFC PROCESS

N L . . Key Partner . Activities
Objectives No. Measures / Activities Deadline Indicator I S implemented by
institution institutions
1 June 2018
Activity
implemented.
Established
Working Group for
internal financial
Establishment of a working group within the Ministry of control and internal
Finance to deal with the challenges of financial Other specified audit responsible
management and control and internal audit, led by CHU organifational for the coordination
STRENGTHENING THE 11 with the participation of the Treasury Administration, the II quarter 2017 Established a Ministry of units within the of cross-sector
COORDINATION OF ' Budget Department, the Department for contracting and working group Finance/ CHU Ministry of approach to FMC
FINANCIAL financing of EU funded projects, the Department for EU Finan%:/e and IA, within the
1 MANAGEMENT AND funds management, the Department for Financial System, Ministry of
' CONTROL AND and the Department for Control of Public Funds Finance. Decision
INTERNAL AUDIT on establishing the
ACTIVITIES BY THE Working Group,
CHU no. 119-01-
213/2017-09 of 30
May 2017
ggor_dl_natlo_n of activities with the Treasury Other specified ) Activity
ministration, the Budget Department, the Department . o implemented.
for contracting and financing of EU funded projects, the Continuously, Reports / meeting Ministry of organisational Working group
1.2 ' starting from 111 units within the

Department for the National Fund and the Budget
inspection, concerning the development of methodologies
of financial management and control

quarter 2017

notes

Finance/ CHU

Ministry of
Finance

meeting held in
mid-January 2018
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1.3

The organisation of joint seminars with the Department
for contracting and financing of EU funded projects and
the Department for EU funds management, in order to
exchange experiences in the field of development of
financial management and control and internal audit in the
use of EU pre-accession funds

At least once a
year

Joint seminars

CHU,
Department for
contracting and

financing of
EU funded
projects and
the Department
for EU funds
management

Activity
implemented in
cooperation with
Twinning project.
Several workshops
held with active
participation of
colleagues from the
Department for
contracting and
financing of EU
funded projects and
the Department for
EU funds
management. In
February 2018, the
workshop was held
on the topic of
“Effective audit
reports — Reporting
and formulation of
recommendations.”

1.4

Cooperation with the State Audit Institution through a
working group and coordination of the exchange of
experiences

Continuously

Reports/ meeting
notes

Ministry of
Finance/ CHU

State Audit
Institution

Cooperation with
SAI on continuous
basis through joint

meetings and
workshops. In July
2017, ajoint
conference was
held on the topic of
“Importance of
internal control for
efficient and
effective public
procurement”.
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Activity
implemented. Risk

practices in the field of FMC and 1A

seminars per year

CONTINUOUS Upgrading and updating the current methodological Continuously, H?Id internal . 'ma_nagement
Y S ) - meetings, thematic . guidelines, updated
DEVELOPMENT OF manuals and guidelines in line with international best starting from Il - ; Ministry of _n
2.1 - - - . articles published . FMC training
METHODOLOGICAL practices and ensuring the appropriate visibility via the quarter 2017 . Finance/ CHU :
. on the website of material, adopted
MANUALS AND CHU website
CHU model of 1A
GUIDELINES FOR Charter, available
INTERNAL AUDIT AND on CHO web site
FINANCIAL e
MANAGEMENT AND Improved coordination between 1As managers, FMC Administra{ion
CONTROL coordinators, Treasury administration and SAI in At least once a . Ministry of S .
2.2 . . S Meeting report - State Audit Linkto 1.4
upgrading methodological manuals and guidelines based year Finance/ CHU Institution and
on national operational practice
PFBs
Activity
implemented.
Within the UNDP
project,
international
Conducting a gap assessment with aim of improving the Professional and ext%e\:\t;;ll\('eéﬁ mreed
system of certification and professional development of 11 quarter 2017 Gap Analysis and Ministry of academic imorovement of the
3.1 |internal auditors, through an outreach approach to include a implementation . y community, P e
. L . . Finance/ CHU A . current certification
professional organisations and the academic community plan international system. Plan is to
COORDINATION OF in training preparation and delivery organisations hire local experts
CONTINUOUS for additional legal
PROFESSIONAL and technical
DEVELOPMENT alignment of
proposed
arrangements.
Activity
implemented.
Improving the professional knowledge of CHU Participation at
- . . At least two PEMPAL, PIC,
3.2 employees through exposure to international best Continuously CHU
ReSPA conferences

and many other
seminars and
workshops.
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DEVELOPMENT AND
IMPLEMENTATION OF
IT SUPPORT TO PIFC

4.1

Improvement and redesign of CHU existing website, for
more efficient promotion and greater penetration of PFBs

I quarter
2017

Redesigned CHU
webpage

CHU

SDC/UNDP

Activity
implemented. CHU
web site was
redesigned and
improved.

http://ifkj.mfin.
gov.rs/WP/

4.2

Implementation of e-learning platform that will serve for
a better exchange of knowledge related to FMC and |A

IV quarter
2017

Uploaded
materials for FMC
and 1A

CHU

SDC/UNDP

Activity
implemented. FMC
and IA materials
were updated on e-
learning platform,
including the tests,
made available to
PFBs.
http://ifkj.mfin.

gov.rs/\WP/inde
x.php/materijal i1/

4.3

Improvement of existing PIFC software, which will
allow PFBs online access and electronic submission of
annual reports to CHU, which will contribute to
improving the quality of data used to prepare the
consolidated annual reports of PIFC

| quarter
2018

Test phase report
on reports
submitted by
central level PBS

CHU

SDC/UNDP

Activity
implemented. The
software underwent
the testing phase.
Video tutorial was
produced to inform
on how to use the
software.
Electronic
reporting
underwent test
phase with
participation of
around 200 PFBs.

MONITORING
AND QUALITY
CONTROL

5.1

Improve the content and quality of CHU consolidated
annual reports on internal control submitted to the
Government (linked with activity 4.3)

I quarter 2018

Consolidated
annual report for
2017

CHU

Twinning partner

EC in its report on
Serbia’s progress in
EU accession for
2017 notes the
significant progress
in the quality of
reports in 2016.
Link to activity 4.3

5.2

Improving methodology for monitoring areas where the
consolidated annual report identified weaknesses

Il quarter
2019

Consolidated
annual report for
2018

CHU

Deadline not
expired yet.

78



http://ifkj.mfin.gov.rs/WP/
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COORDINATION WITH

Establish a working group led by the CHU with the
Ministry of Public Administration and Local Self-
Government, the Ministry of Economy, Ministry of
Justice and the Public Procurement Office, to deal with
the coordination of financial management and control and

Ministry of
Public
Administration
and Local Self-
Government, the

The process of
establishing the
sub-group in the
PAR reform
Council underway,

internal audit regarding reforms in the public sector in A working group Ministry of due to additional
2\-II:I|_IZ|)EKREI\¢ IF”\ILIi-l\—(RI,EII'\I’ESS 6.1 Serbia through cross-sector strategies Il quarter 2017 established CHU Economy, coordination in
Ministry of selecting the group
Justice and the members.
Public
Procurement
Office
60 days after A . Activity
. . . . . ttendance list, - :
71 Organize a high level kick-off event, launching the new Strategy is media coverage Ministry of EU, Managers of implemented. )
PIFC Strategy adopted by report Finance/ CHU PFBs Conference held in
Government early October 2017.
PROMOTE THE Continuous
IMPORTANCE OF PIFC promotion of PIFC
REFORM . Media reports and importance thrqugh
79 Promote the importance PIFC reforms through relevant Continuously promotion CHU relevant media
' media channels on regular basis materials channels, primarily

on the web sites of
Ministry of Finance
and the CHU.
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RAISING AWARENESS OF FINANCIAL MANAGEMENT AND CONTROL AS AN INTEGRAL PART OF THE MANAGEMENT PROCESS WITH AN EMPHASIS ON MANAGERIAL

ACCOUNTABILITY, RISK MANAGEMENT AND QUALITY REVIEW

N L . . Key Partner Activities implemented by
Objectives No. Measures / Activities Deadline Indicator institution ST 1 June 2018
In cooperation with SIGMA
Improving the content and form of CHU questionnaires | quarter Unaraded CHU experts, the CHU improved its
8.1 in order to enhance the quality of analytical data 3018 Egstionnaires CHU self-assessment questionnaire
submitted by PFBs g for FMC and IA, and an in-
depth analysis is expected in
the 2017 report
Develop guidelines on the managerial accountability of Guidelines for Activity implemented.
PROVIDE SUPPORT TO g [Mmanagers explaining the role of individual participants IV quarter improving CHU Produced Guidelines on
ALL MANAGERS OF ' in the financial management and control (PFB 2017 accountability in Managerial Accountability,
PUBLIC EUND managers, heads of groups, sections, departments, etc.) public sector available on the CHU web site.
BENEFICIARIES FOR
SUBSTANTIAL Model for FMC
UNDERSTANDING OF Develop a model for FMC practical application, which IV quarter . Twinning . .
8.3 - - - . practical CHU Deadline not expired yet.
THE SIGNIEICANCE OF will be available to PFBs for download via e-learning 2018 S partner
. application
FINANCIAL platform on CHU website
8. MANAGEMENT AND Contmu_ous Several workshops organised
CONTROL ACTIVITIES - - ly, starting At least two . ; - ! B
Organize workshops for senior managers on the role of PFBs, Twinning | in cooperation with Twinning
AS AN INTEGRAL 8.4 | ; from 111 workshops per CHU ;
financial management and control partner project. Reports and documents
PARTOF STRATEGIC quarter year available upon request
AND OPERATIONAL 2017 '
PROCESSES WITH Conduct an analysis of the application of IC standards o
EMPHASIS ON g5 | inanumber of PFBs in relation to the adopted FMC IV quarter Analysis CHU Twinning Deadline not expired yet.
MANAGERIAL policy documents 2018 partner
A NTABILITY -
ccou Amend FMC Rules and the Manual, to align the
managerial accountabi_lity term \(vith the pr_inciples of Amended FMC
g6 | good governance and introduce irregularities IV quarter | "o 1oc and the CHU Deadline not expired yet.
management function in the FMC framework 2017 EMC Manual
. L L Updated and
Update and redesign all FMC training materials in I quarter redesigned all ) )
8.7 | line with amended FMC and IA regulations 2018 FMC training CHU Deadline not expired yet.
materials
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The Law on the Planning
System of the Republic of

Ministry of Serbia was adopted (“Official
Adoption of the regu!ation_governing_the management Publi)clz Renublic PUIi Gazette of Rg, no.(30/18)
01 Lnuel:n?:d:olﬁgi);ggﬁgbrlelguplgtlilgzjs aa’;::j')t/ﬁ'e”got:éﬁf‘;e]f:z:f IV quarter Adopted Administration epupolltizcyu ¢ which governs methodology of
STRATEGIC PLANNING individual policy documents 2017 regulation angel_h?_cal Secretariat Eﬁg:;csr;noingfiéz;ng?;ﬁﬂg
THAT LINKS . . .
ORGANISATIONAL Government policies and r_egqla}tlons and _the
9. OBJECTIVES TO THE contents of individual public
GOVERNMENT’S policy documents.
. The regulations on drafting the
OVERALL VISION Mlnlstr_y of methodology for the
Adoption of the regulation governing the Public Republic Public | development of medium-term
methodology for developing the medium-term IV quarter Adopted Administration ; . :
9.2 : 2017 requlation and Local Policy (strategic) plans will be
(strategic) plans g Self- Secretariat adopted in accordance with the
deadlines laid down by the
Government Law. Link to activity 9.1
OPERATIONAL The amendment of the existing Regulation which ~ MPALSG, as the key
PLANNING THAT LINKS regulates the principles for the internal organisation of o institution for this activity has
OPERATIONAL the public administration will provide creation of a Ministry of initiated the procedure for
OBJECTIVES TO special internal organisational unit which will be in Public drafting of a new Action plan
10. RESOURCE 10.1 | charge of exercise of the functions of professional IV quarter Amended Administration for the implementation of the
REQUIREMENTS support and coordination in the preparation and 2017 regulatlon and Local Public Administration Refo_rm
(BUDGETARY implementation of strategic and operational plans in Self- Strategy for 2018-2020, which
PERSONNEL AND accordance with the defined objectives of the Government ~ isabasis for the
OTHER ASSETS) organisation and justified demands for resources 'mp|emnig;iﬂ?: of this
The amendment of the existing Regulation which . .MI?ALSG’ as the_kgy
regulates the principles for the internal organisation of L |n§t|_tl_1t|on for this activity has
MONITORING AND the public administration will provide creation of a Mlnlstr_y of |n|t_|ated the procedgre for
REPORTING PROGRESS special internal organisational unit which will be in P.“.bl'c . drafung_ of a new A(_:tlon plan
11 TOWARDS OBJECTIVES 11.1 | charge of monitoring and reporting on the degree of IV quarter Amend_ed Administration for t_he |mpl_er_nente}t|on of the
LINKED TO RESOURCE achievement of defined objectives in relation to the 2017 regulation ang;?cal gﬁg{;‘;?ﬁg%ﬁaggﬁ\?\fﬁ{g]
UTILIZATION resources used. Government is a basis for the
implementation of this
measure.
Updated the
existing
DEVELOP RISK - - guidelines for the -
12. MANAGEMENT 121 ﬁ%llti]e?\ligigﬁdo??itsrlleniz:f;g;?n%l:lltdaetlIIQETB];W the ! ggfli;ter implementation CHU T;\grrlgg;g Deadline not expired yet.
PROCESS AT PFBs of risk
management at
PFBs
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Through e-learning platform CHU should provide for Risk -
g gp P I quarter Twinnin
12.2 [the downloading of the risk management model, to 2(]018 management CHU artnerg Deadline not expired yet.
facilitate practical implementation by the PFBs model P
DEVELOP QUALITY Annual
ASSESSMENT MODEL .
FOR FINANCIAL 131 Introduce annual statement on internal control by the 1V quarter  statement of CHU Deadline not expired yet.
13. MANAGEMENT AND head of PFB 2018 internal control
CONTROL introduced
COMMUNICATING The amendment of the existing Regulation which MPALSG, as the key
ACCURATE. RELEVANT regulates the principles for the internal organisation of institution for this activity has
AND T‘IMELY the public administration will provide creation of a Ministry of initiated the procedure for
INFORMATION special internal organisational unit which will be in Public drafting of a new Action plan
y CONCERNING 1 charge of the function of internal and external IV quarter Amended Administration for the implementation of the
. FINANCIAL AND : communications thrpugh the.preparatlo_n of accurate, 2017 regulation and Local Public Administration Refo_rm
OPERATIONAL rglevar)t and timely information regarding thg ) Self- Strategy for 2018-2020, which
PERFORMANCE ACROSS financial and operational effects for the publication Government is a basis for the

AND OUTSIDE THE
ORGANISATION

within and outside the organisation.

implementation of this
measure.

82




STRENGTHENING INTERNAL AUDIT IN TERMS OF PROFESSIONALISM AND SCOPE OF ACTIVITIES, EFFICIENT UTILISATION OF AVAILABLE RESOURCES

Objectives

No.

AND THE QUALITY REVIEW SYSTEM

Measures / Activities

Deadline

Indicator

Key
institution

Partner
institutions

Activities
implemented by
1 June 2018

15.

DEVELOP PROFESSIONAL
SKILLS OF INTERNAL
AUDITORS

151

Organise meetings to exchange experiences of internal
auditors from the IPA beneficiary institutions, the
Audit Authority Office of EU Funds and CHU

Once a year

Meeting notes

Ministry of
Finance/ CHU

IPA beneficiary

institutions, the

Audit Authority
Office of EU Funds

Activity
implemented. In
November 2017, a
training for internal
auditors of IPA
funds was held, on
the topic of “New
Internal Audit
Standards”, in
cooperation with
Audit Authority and
Twinning project.

15.2

Define continuous professional development of
internal auditors by a regulation

IV quarter
2017

Rules on continuous
professional
development of
internal auditors

Ministry of
Finance/ CHU

The CHU drafted
the basic concept of
the rulebook on
continuous
professional
development of
internal auditors in
late 2017. Once all
the relevant views
and suggestions of
all relevant parties
are obtained, the
Draft rulebook on
continuous
professional
development of
internal auditors
will be prepared.

153

Update and redesign training materials necessary for
the implementation of the updated manual for internal
audit

30 days after
updating
manuals for
internal audit

Updated and
redesigned IA
training materials

Ministry of
Finance/ CHU

Deadline not
expired yet.

83




16.1 Reg_ulate external_quality assessment of PFB internal 11 quarter Rlélfasl ﬁ; g:;ter):)tle ;?al _Ministry of Twinning partner Izi;?rlégeyggt
audit by a regulation 2018 - - Finance/ CHU
internal audit
DEVELOP QUALITY Developed a model
ASSESSMENT MODEL for internal quality
16. FOR INTERNAL Develop a model for internal quality assessment of assessment of
AUDITORS internal audit to be used by internal audit units, which internal audit and Ministry of - Deadline not
PERFORMANCE 16.2 will be prepared by CHU, and guidelines for 1A quality I quarter 2018 guidelines for IA Finance/ CHU Twinning partner expired yet.
assurance for heads of internal audit units quality assurance for
heads of internal
audit units
ESTABLISH MINIMUM
CRITERIA FOR THE Developed guidelines
ORGANISATION OF for the establishment
JOINT INTER_NAL AUDIT Develop guidelines for the establishment of 1A function IV quarter of IA function in Ministry of PFBs, Twinning Deadline not
1r. FOR PFBs; FROM A 171 in small PFBs, regarding establishment of joint 1A units 2018 small PFBs, Finance/ CHU partner expired yet
CERTAIN TERRITORY, ’ regarding :
FOR THE SAME OR establishment of joint
SIMILAR ACTIVITIES, 1A units

AND FOR SMALL PFBs
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MONITORING OF STRATEGY IMPLEMENTATION

possible difficulties in the implementation of the
objectives and measures

annual reports on
internal control

internal control

. L . . P Partner Activities implemented by
Objectives No. Measures / Activities Deadline Indicator Key institution Institutions 1 June 2018
Activity implemented.
Established a PIFC Working group
. . 30 days after the PIFC working established. Decision on
18.1 rEeSt?:;éSnr':aiisgC working group composed of PFB adoption of the group composed PFBs and CHU establishing the Working
P Strategy of PFC group, no. 119-01-
representatives 2010/2017-09 of 26 May
2017
MONITORING AND - - -
18, REPORTING Monitor the |mp_lem_entat|on of the strategy gr_\d Meetings, at least ; PIFC working The meeting was held in
18.2 | fulfilment of objectives, measures and activities - Meeting reports
. - twice a year group and CHU February 2018
envisaged by the Action Plan
Annual reporting to the Government on the Once a year within . AII_the planned activities
implemented activities, achieved results and the Consolidated Consolidated will t_)e covered by the
18.3 ' annual reports on CHU Consolidated annual report

for 2017, adopted by the
Government of RS.
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