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The European Union is made up of 28 
Member States who have decided to 
gradually link together their know-how, 
resources and destinies. Together, 
during a period of enlargement of 50 
years, they have built a zone of stability, 
democracy and sustainable development 
whilst maintaining cultural diversity, 
tolerance and individual freedoms. The 
European Union is committed to sharing 
its achievements and its values with 
countries and peoples beyond its borders.

The project “Further improvement of 
internal control system “ is implemented 
by the Ministry of Finance of the Republic 
of Croatia and the Ministry of Finance of 
the Republic of North Macedonia. This 
publication is fi nanced by the European 
Union.

The contents of this publication are 
the sole responsibility of the Ministry of 
Finance of the Republic of Croatia and 
the Ministry of Finance of the Republic 
of North Macedonia and can in no way 
be taken to refl ect the views of the 
European Union.

For more information on the Project visit: 
www.mfin.hr and www.finance.gov.mk

REPUBLIC OF CROATIA
MINISTRY OF FINANCE
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What is Public Internal Financial Control?

PIFC is a concept developed by the European Commission in order to 
help countries in their internal financial control system reforms. The 
concept is based on international standards of internal control and 
internal audit standards and EU best practice. 

PIFC system should be implemented by and under the responsibility 
of public sector institution, which by managing risks, provide 
reasonable assurance that budget and other resources will be used 
in a regular, ethical, economical, effective and efficient manner 
towards the achievement of objectives.

What is the purpose of PIFC?

PIFC is to ensure reasonable assurance for:

 h Running the operations in a regular, ethical, economical, efficient 
and effective manner

 h Compliance of the operations with the laws, regulations, policies, 
plans and procedures

 h Safeguarding of assets and other resources against loss caused 
by mismanagement undue spending and use, as well as against 
irregularities and fraud

 h Strengthening the operational performance accountability

 h Timely and accurate financial reporting and performance monitoring
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PIFC requires to change the style of management 
from traditional to proactive management 

in the public sector 

TRADITIONAL WAY 
OF MANAGEMENT

PROACTIVE WAY 
OF MANAGEMENT

Centralized accountability of the 
Head of institution

Managerial accountability
on all levels

Control and input supervision
Setting objectives and 

performance indicators and 
monitoring the business results

Solving already occurred problems Risk Management

 PROACTIVE

Have we kept our 
operation within the 

confi nes of the 
planned funds?

How?
How much?Who?

What? Why?

Results?

Traditional public sector administration should shift towards proactive
management. 

It dœ s not suffi  ce to only ask “how much are we spending” and “have 
we confi ned our spending within plans”. It rather deals with the 
questions of “what for and how we are spending money and what 
are the results that we are achieving”. It also seeks to achieve public 
sector managerial accountability for the ways in which the resources 
are being managed and the results attained.
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PIFC elements 

Financial management and control (FMC)
 h control environment
 h risk management
 h control activities
 h information and communication
 h monitoring and assessment 

Functionally independent internal audit (IA)
 h financial management and control system assessment
 h testing and system evaluation
 h providing advices and recommendations for business improvement 

Central Harmonization Unit (CHU) is an organizational unit within 
the Ministry of Finance in charge for coordination of activities for 
development of PIFC in the public sector. 

PIFC introduces the systematic approach to management through:
 h strategic planning
 h authorities and responsibilities for objective implementation and 

public funds management
 h risk management
 h control activities
 h information and communication – recording and reporting
 h monitoring and self-assessment 
 h internal audit 
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The link between strategic planning  
and planning of resources

 h There should be established and maintained a strong link between 
setting objectives and available resources for their achievement and 
for that is needed to upgrade the program-based budget approach

Properly planned 
objectives

Complied with:
needs of the citizens

 
Strategies

(sectoral, long-term, 
medium-term,  

short-term)
Annual Plans

Available Resources

Financial assets
Materials

Human resources

Budget 

PROGRAMME 
BUDGETING 

Managers in the public sector institutions need to set clear 
objectives taking into consideration the available resources for their 
achievement and make sure this will be done on the basis of the 
principles of economy, efficiency and effectiveness. 

Programme based budget enable managers / budget holders to manage 
their budgets in line with polices and priorities in their institutions.

Managers, who are in charge of organising the operations and 
taking decisions, are accountable for:

 h the way in which the operations are being managed and results 
achieved

 h financial effects arising from such operations
 h risks associated with such operations
 h control activities to be put in place and applied
 h ongoing monitoring of the management system and its timely 

updating 
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Decentralized managerial accountability

Head Strategic issues
Policies

Objectives, programmes 
under their scope of 

competenceManagers
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 h Top managers / heads of public sector institutions should be 
responsible for making strategic decisions, while managers at 
lower levels should be in charge for making operational decisions

Head

Manager B

r
e
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• Authority

• Responsibility

• Autonomy

• Resources

a)

b)

c)

d)

The heads of public sector institutions should: 
 h delegate authorities and responsibilities
 h provide sufficient autonomy and resources for managers to achieve 

the expected results in accordance with the granted authorisations
 h remove overlapping of competences and enhance accountability and 

reporting lines within and outside the institutions

Delegation of authorities and responsibilities does not exclude the 
Heads accountability!



8

Efficient risk management

Risk management is an ongoing cycle process which covers risk 
identifi cation, assessment of risk likelihood and impact, taking 
measures to address the risks, documenting the data on the most 
signifi cant risks as well as risk monitoring and reporting.

Risk management enables better quality of decision-making, better 
forecasting and optimisation of the available resources, dealing with 
priorities and avoiding future problems that might appear. 

h identify the manner of 
proceeding with risks

h documenting data on 
risks in risk registers/
risk categorization

h monitoring and 
reporting

h In relation to 
objectives 
contained in:

h Strategic plans
h programs
h annual/work plans
h activities and 

processes

h reduce
h mitigate
h avoid
h tolerance 
h transfer

h probability of risk 
occurance and 
impacts

MONITORING

RISK 
TREATMENT

RISK 
ASSESSMENT

RISK 
IDENTIFICATION
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Control activities

Control activities include numerous procedures and measures that 
the public sector institutions take in order to reduce the level of risk 
with the view to achieving the set operating objectives. 

While some of those control activities are already contained in 
the legal regulations, internal procedures need to be elaborated in 
order to define control activities in detail. Public sector institutions 
are required to start from the application of laws (the Budget 
Law, PIFC Law, Public Procurement Law, etc) and to develop their 
internal procedures (instructions, guidelines) and implement them 
efficiently. 

LEGAL FRAMEWORK
(Budget Law, PIFC Law, Public Procurement Law, etc.)

INTERNAL PROCEDURES

elaboration 
of work 

procedures 

defined authorities
and responsibilities of 
individual participants

elaborated  
ex-ante and  

ex-post controls
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Information and communication 

Adequate, timely, complete and accurate data are required to be 
able to manage revenues, expenses, assets, liabilities, to monitor 
the achievement of set objectives, the results achieved, to analyse 
discrepancies, make decisions, conclusions etc. 

FMC system requires the existence of management information 
system that include good databases, records and clearly defined 
reporting lines. 

Accounting systems represent the foundation and the base of any 
management information system. 

Particularly important for the development of FMC system is how 
developed are the accounting systems. The accounting system 
need to provide detailed information for efficient management of 
assets, liabilities, arrears, revenues and expenditures. 

Reporting 
System 

in traditional way 
of management 

 
 h narrative 

description of 
activities

 h financial 
information 
at the general 
level

Reporting System for 
proactive management:

 h timely, accurate and 
complete data and 
information

 h monitoring the realization 
of objective and how the 
resources are spent

 h information for better 
revenue, asset and 
liability management 

 h improved transparency 
and accountability 
towards citizens

Improvement 
of internal 
reporting 

systems and 
accounting 

systems
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Internal audit

Internal audit:
h evaluates and assesses the system 

of internal controls
h provide advices for improvements
h add value
h dœ sn’t sanction
h is not control or inspection

Internal auditors are expected to 
apply and comply with the following 
principles and rules:
h Integrity
h Independence
h Competency
h Objectivity
h Confi dentiality
h Impartiality
h Behaviour and relationships with 

others

IA is functionally and organizationally 
independent. However, its indepen-
dence dœ s not mean its isolation. 
An atmosphere of mutual trust and 
cooperation between management 
and IA is nourished by taking common 
action, transparency in plans, work, 
the objectives and a professional 
relation via the application of work 
methodology. 

INTEGRITY
INDEPENDENCE

COMPETENCY
OBJECTIVITY

CONFIDENTIALITY
IMPARTIALITY

BEHAVIOUR AND 
RELATIONSHIPS 

WITH OTHERS

INDEPENDENCE
COMPETENCY
OBJECTIVITY

CONFIDENTIALITY
IMPARTIALITY

BEHAVIOUR AND 

INDEPENDENCE
COMPETENCY
OBJECTIVITY

CONFIDENTIALITY
IMPARTIALITY

BEHAVIOUR AND 

INTEGRITY
INDEPENDENCEINDEPENDENCEINDEPENDENCE

COMPETENCYCOMPETENCY
OBJECTIVITY

CONFIDENTIALITYCONFIDENTIALITYCONFIDENTIALITY
IMPARTIALITYIMPARTIALITYIMPARTIALITY

BEHAVIOUR AND BEHAVIOUR AND BEHAVIOUR AND 
RELATIONSHIPS RELATIONSHIPS RELATIONSHIPS 

WITH OTHERS

THE ROLE OD INTERNAL AUDIT

EVALUATE

ADVICE

PROMOTE GOOD 

PRACTICE

Independence of 
INTERNAL AUDIT

does not mean
ITS isolation...
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Differences between internal audit  
and inspection

INTERNAL AUDIT vs INSPECTION

A service provider... An investigative activity...

Forward-looking to be supportive 
of management...

Inquires the past to establish 
specific breaches of regulations...

Assesses the systems and 
provides advice... Checks compliance...

Focuses on systems... Focuses on transactions, 
individuals...

The objective: to evaluate systems 
and make recommendations for 

improvement...

 The objective: to discover 
breaches of regulations and 
determine penal measures...

Internal audit uses risk assessment as the basis for defining the 
areas in which it assesses the adequacy, application and the 
efficiency of a system of internal controls. Internal audit makes 
recommendations and gives advice to management with a view of 
adding value and improving the operations of public institutions. 

Inspection is carried out on the basis of reports, requests or 
complaints with a view to establish concrete breaches of regulations. 
Inspection results in taking adequate penal measures, i.e. filing 
misdemeanour and criminal charges.
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PIFC Policy Paper  
with action plan 2019-2021

Define the framework for development of modern, adequate and 
effective PIFC system through strengthening its main pillars:

 h Financial management and control

 h Internal audit

 h Central Harmonization Unit 

 8 PRIORITIES

PRIORITY 1: IMPROVING THE RELATIONSHIP BETWEEN STRATEGIC 
PLANNING AND PLANNING OF RESOURCES

PRIORITY 2: STRENGTHENING THE DECENTRALIZED MANAGERIAL 
ACCOUNTABILITY

PRIORITY 3: EFFICIENT RISK MANAGEMENT

PRIORITY 4: CONTROL ACTIVITIES IN FINANCIAL MANAGEMENT

PRIORITY 5: INFORMATION, COMMUNICATION AND MONITORING

PRIORITY 6: INTERNAL AUDIT

PRIORITY 7: FINANCIAL INSPECTION

PRIORITY 8: ENSURING THE PERMANENT QUALITY OF PUBLIC 
INTERNAL FINANCIAL CONTROL
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Twinning light project “Further improvement 
of internal control system”

TWL project is implemented in parthnership between the Ministry of 
Finance of the Republic of Croatia and the Ministry of Finance of the 
Republic of North Macedonia.

The project has a total budget of 250.000,00 EUR with implementation 
period of 8 months from 15 October 2018 till 15 June 2019. 

The project aims at further development of PIFC system through 
improvement of legislation, elaboration of methodological tools in 
FMC and IA; building up capacities of budget users on central and 
local level to manage efficiently public funds and enhancing the co-
ordination and supervision role of the CHU, Ministry of Finance of the 
Republic of North Macedonia.

Project activities and results

Component 1 Results

Improvement of 
legislation and 

methodological tools 
for FMC&IA

 h drafted new PIFC Law 
 h drafted new FMC Manual
 h drafted new IA Manual
 h drafted new Guidelines for Risk Management
 h new Manual for Managerial Accountability

Component 2 Results

Building up capacities 
of budget users on 

central and local level 
to manage efficiently 

public funds

 h training need assessment done 
 h training program prepared for FMC and IA staff 
 h Train-the-trainer workshop organized 

workshops/seminars (5) and pilot audits (3)

Component 3 Results
Strengthened 
co-ordination, 

supervision and 
reporting capacities 

of the CHU

 h quality assessment manual based on PEM 
PAL model 

 h improved model of annual reporting on PIFC 
 h study visit 
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