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PREFACE

What you see in front of you is the third in a row Public Internal Financial Control Development Strategy in the Republic of Croatia.
     
Previous Strategies which were aimed at creating the necessary assumptions to establish and develop this system with budget users, including the creation of regulatory framework and organisational capacities, the tasks successfully performed. 

The purpose of this Strategy is to further develop the system established to serve as a tool for the managerial structures that would help them manage budgetary resources in an accountable, transparent and successful manner. 

 The need for a new Public Internal Financial Control System Development Strategy for the specified period emerges also because of the budget reforms ignited on the basis of the State Treasury System Process Improvement and Modernisation Strategy for the period 2007-2011 and the new Budget Act (Official Gazette 87/08).

Budget reforms ignite changes concerning approach to managing budgetary resources, putting greater emphasis to the links between objectives and budgetary resources. 

The managerial structures are faced with the responsibility not only for the amount and type of cost versus the planned amounts but also for the results achieved, i.e. they have the responsibility to achieve objectives included in plans and programmes within the confines of a limited budget. In doing so, it is important to meet quality standards in rendering public services and deadlines expected for their execution.

The public internal financial control system represents a tool to help managerial structures respond to the aforesaid requirements, and should thus be supportive of budget reforms implementation. 

To ensure this, the managerial structures should necessarily be aware of the internal financial control system capabilities to use it for its intended purpose. 

It may be noted that the established systems of internal financial control still aren’t fully utilised for their intended purposes and that they frequently represent an “add-on” in the existing management systems.

        
Therefore, this Strategy is first of all intended for the public sector managerial structures, and is expected to improve the existing management processes specifically through the employment of the elements of the public internal financial control system. 

         
The Ministry of Finance, primarily the Central Harmonisation Unit, will keep providing its support to this effort. CHU is in charge of coordinating the activities revolving around the establishment and development of this system. 

        
To make sure that there is coordination between approaches to the public internal financial control system development and to the budget system developments, the Central Harmonisation Unit will closely cooperate with the State Treasury. 

1.
INTRODUCTION 

During the last several years, the Republic of Croatia has been implementing intense reforms aimed at developing public finance management. 

A great deal of such reforms was spurred by the need for adjusting and improving the existing public resources management and control system during the period of pre-accession preparations for membership of the European Union, following the requirements set by the European Union. 

Importantly, the aim of the reforms is not only to meet the membership conditions but also to truly improve public resources management and control systems, in order to stand ready as a member-state to cope with the challenges brought about with the membership and the possibility to utilise the EU funds.       

One such reform includes the establishment and development of Public Internal Financial Control in the Republic of Croatia. 

With becoming a candidate country, the Republic of Croatia started in 2004 with the activities aimed at establishing and developing of this system, in line with the internal financial control concept as developed by the European Commission for this area.  The concept is known under the acronym PIFC (Public Internal Financial Control). 

In keeping with the set concept, the Republic of Croatia undertook numerous activities during the past five years to create all the necessary assumptions for the establishment and development of the system, including: 

· the adoption of the initial strategic documents; 

· drafting of laws and bylaws; 

· the creation of organisational capacities and human resources; and 

· the implementation of the system with budget users at central government and local levels.      

The activities carried out to date resulted in a significant progress, a fact also confirmed by the 2008 EC Progress Report for Croatia in its section on Chapter 32 – Financial Control. The alignment in respect of internal financial control system is being conducted under this Chapter.

While the alignment benchmarks were successfully met, the public internal financial control system established with budget users evidently is not in its full use to make it a vehicle for an improved budget resource management.
The reasons for that greatly stem from the fact that the internal financial control system is frequently perceived as an “add-on” to the existing budget resource management systems. 
However, the internal financial control system needs to be fully integrated in management processes, especially budget management process. The aim is to ensure that further development envisaged in this Strategy goes towards: 
· raising awareness of financial management as an integral part of management process and a system running across an organisation; 
· strengthening the roles of the existing finance directorates/sectors as coordinators of the financial management and control development with budget users and providers of support to managerial structures in financial management; 
· development of financial management and control in budget cycle processes, from the budget resources planning stage to the budget resource execution and execution monitoring; 
· development of accounting systems (cost and management accounting) as the basis for better quality financial information systems to ensure information needed for decision-making and to monitor their implementation; 
· development of risk management as an integral part of management process in general, which implies the need to take account of risks influencing the achievement of objectives within the set timeline and the available budget resources, but also of the costs attached to the prevention of such risks; 
· strengthening internal audit in terms of its expertise and scope of work; 
· strengthening cooperation between internal audit and managerial structures; 
· more efficient use of the existing auditing resources through the creation of specialised teams and trough conducting horizontal and vertical audits. 
           The development of internal financial control system as envisaged in this Strategy was to a great extent already achieved within the framework of the EU pre-accession funds management system. Namely, an established and operational system of internal financial controls within the institutional framework in charge of implementing the EU pre-accession programmes is the basic condition for obtaining conferral of management from the European Commission and for managing the EU funds. Successful implementation of the internal financial control system enabled the Republic of Croatia to assume the responsibility for managing the EU pre-accession funds. 
                  Since 2005, the institutions involved in the EU pre-accession programmes implementation commenced specific implementation of all internal financial control system elements. 

      
In that respect, roles of all stakeholders were defined, job descriptions were made, assignment of authorities and the responsibilities was devised respecting the segregation of duties principle, financial management model in sequencing institutions was established, reporting and communications system for management purposes was put in place.

      In addition to legislation and bylaws, manuals were also produced to provide detailed procedures from the areas of planning, programming, tendering and contracting, accounting and financial reporting, filing, irregularities management and risk management. 

        
Internal audit is required to play a very active role, as there is a need to continuously monitor and evaluate the performance of the governance system, timely point to weaknesses and difficulties that may arise in the system and make recommendations to improve the operations. 

       The managerial structures responsible for the establishment and the effective operation of the system of internal financial controls submit annual statements of assurance to guarantee that the system of controls from their respective remits operates in keeping with the set rules. In case there should be any weaknesses, they produce a relevant report, coupled with a plan to eliminate the weaknesses. The lower management levels supply the senior management levels with statements of assurance, which ensures the highest managerial level’s insight into the functioning of the overall financial management system under its responsibility. 
During the previous periods, the experiences gained in the development of the internal financial control system within EU pre-accession funds were insufficiently used for the purposes of the development of the system for the national needs.  

In mid-2006, the Central Harmonisation Unit initiated more intensive cooperation with the institutions in charge of managing and implementing the EU pre-accession funds. 
This cooperation will continue during the forthcoming period to achieve general consistency in the development of the methodology and coordination of activities aimed at developing this system for both EU and national funds, while taking account of specificities associated with the two. 

The internal financial control system development envisaged in this Strategy reflects the experiences gained in EU funds management. 

The findings and recommendations from SIGMA report on the status of public internal financial control system in the Republic of Croatia (October 2008), which were confirmed by the European Commission, DG Budget, were incorporated into this Strategy to a great extent. 

The Public Internal Financial Control Development Strategy for the period 2009-2011 pertains to the users of the State Budget and the extra-budgetary institutes or funds (hereinafter referred to as budget users).

       
Still effective for the budget users of local and regional self-government units is the Strategy of Independent Public Internal Financial Control (PIFC) Development in the Republic of Croatia for Local and Regional Self-Government Units, referring to the period 2007-2010. However, the measures to improve the system envisaged in this Strategy should be incorporated at local levels as well.    

2.
THE OBJECTIVES OF THE STRATEGY
The purpose of the Public Internal Financial Control System Strategy for the period 2009-2011 is to determine further developmental directions with a goal of having the internal financial control system contributing to an accountable, transparent and successful management of public resources. 
       
To achieve this, the management processes should see the incorporation of a greater degree of control standards and the development of budgetary resources management following the value-for-money principle. 

        
The budgetary reforms brought about through the State Treasury System Process Improvement and Modernisation Strategy for the period 2007-2011 and the new Budget Act
 are also aimed at ensuring accountable, transparent and efficient management of budgetary resources. Their orientation is the following: 

· establishment of strategic planning and defining strategic goals and priorities; 

· linking the objectives and budgetary resources; 

· development of programme budgeting and performance indicators; 

· greater flexibility in managing budgetary funds. 

The implementation of budgetary reforms at the level of budget users, line ministries and state administration bodies should be backed and coordinated through activities aimed at strengthening the internal financial control system.

     
A greater degree of flexibility in managing the budgetary resources by the line ministries also requires a greater degree of accountability on their part not only for the level and type of costs but also for the achieved results.  

      
The readiness of the line ministries and other state administration bodies to accept greater accountability is directly dependent on how developed is the internal financial control system.  

      
Therefore, the further development of the internal financial control system should be supportive of the conducting of budgetary reforms, as specifically highlighted in this Strategy. 

The activities and measures envisaged in the Strategy are moving towards reaching a stronger integration of financial management and control into the existing management processes, especially budget management. Specifically accentuated is the importance of the role of finance directorates in terms of coordinating the activities aimed at developing financial management at budget user level, while highlighting the fact that managing budgetary resources does not only fall under their remit and responsibility and that finance directorates are not the only ones that are supposed to care about the way in which budgetary resources are being spent and collected. Financial management and accountability for budgetary resources should be an integral part of managerial accountability at all levels of management. 
Concerning internal auditing, the further development activities and measures lean on the background note that internal auditing still is a relatively new profession for budget users requiring further investment of effort in the development of work methodology, strengthening internal auditors’ capacities, including their number and competence. Furthermore, it is necessary to make sure that managerial structures gain understanding of the role of internal audit, accept and use internal audit as a tool in their hands. 
      
Furthermore, one of the objectives of this Strategy is to ensure a uniform approach to and general consistency of the internal financial control system development for both national and EU resources used through the EU pre-accession funds, while taking account of certain specific properties.  
3.
THE PUBLIC INTERNAL FINANCIAL CONTROL (PIFC) CONCEPT 
The Public Internal Financial Control is a concept developed by the European Commission to help candidate countries improve their management of public resources through the incorporation of higher standards of control into management processes. 
Good quality systems of internal financial control will help public sector managers respond to the demands they face in modern operations. Firstly, these include the traditionally well known demands whereby the budgetary resources should be used for their intended purpose and in line with laws and regulations. Secondly, there are demands to ensure economical and efficient management of budgetary resources. Finally, given the turbulent environment in which public sector organisations nowadays operate, the internal financial control systems will enable the organisations to respond to the changing circumstances quicker and with less difficulty, without necessarily requiring additional budgets to achieve this. 
· MANAGERIAL ACCOUNTABILITY
            The PIFC concept attaches a great deal of importance to managerial structure and its accountability. 
Managerial structures make decisions and they should make sure that those decisions were adequately made and are in the best interest of the public. 
There is always a financial dimension attached to decisions, be it directly or indirectly visible. This is to say that implementation of such decisions influence budgetary resources (assuming commitments, spending or collecting budgetary resources). 
Managers at all levels need to be aware of the fact that their management, i.e. decision-making entail financial effects, which will be seen sooner or later. They are responsible for such effects and thereby involved in financial management and control. 
In doing so, it is important that managers have clear objectives and performance indicators set before them to measure the achievement of objectives, including financial parameters. 
The lines of authorities and responsibilities must be firmly established, clearly defined, transparent and applied consistently. 
      
The budget user heads are responsible for establishment of an adequate, efficient and effective system of internal financial control. Efficient systems require that clear lines of authorities and responsibilities at all management levels were put in place throughout an organisation. This means that management at higher, middle and lower levels have objectives set before them and the responsibility to adhere to laws and regulations, quality standards, and deadlines in achieving them, while making sure that budgetary resources are being used economically and efficiently in the process. Management must have adequate powers assigned to fulfil their expected responsibilities. 
        The development of internal financial control system goes in parallel with the development of lines of authorities and responsibilities. The internal financial control systems provide reasonable assurance to management with assigned authorities and responsibilities that they would successfully achieve the set objectives, using the budgetary resources with economy and efficiency. Through the internal financial control systems put in place, management at higher levels gain insight into how successful is management at lower levels while performing what was expected from them. 
· ELEMENTS OF AN INTERNAL FINANCIAL CONTROL SYSTEM 
  Practical implementation of the PIFC concept runs on the basis of three core elements: 
a) financial management and control;
b) functionally independent internal audit; and
c) the Central Harmonisation Unit, an organisational unit within the Ministry of Finance, in charge of harmonising and coordinating the activities concerning the financial management and control and internal auditing system establishment and development. 
a)
FINANCIAL MANAGEMENT AND CONTROL 
· The Notion of Financial Management and Control 
           Financial Management and Control may be defined as a system which directs and controls financial operations of a budget user in such way that it provides support to the achievement of objectives. 

           Adequate systems of financial management and control may be said to have been established when the managerial structures plan and organise the operations in a way that provides reasonable assurance that risks are being successfully managed and that budgetary and other resources are being used regularly, ethically, economically, efficiently and effectively while working towards the objectives achievement. 

          Financial Management and Control refers to managerial accountability in planning, programming, designing financial plans and their execution, accounting and reporting in order to attain the set objectives and ensure the safeguarding of resources against losses, inadequate use and fraud.     

          Financial Management and Control covers all aspects relative to revenues/receipts, expenses/expenditure, tendering procedures and contracting, recovery of unduly or illegally spent budgetary resources, assets and liabilities.        
· Value-for-Money
    
The PIFC concept requires managerial structures to perceive the function of management as “active management of public activities” rather than just acting as “public administrator”. In practice, this means managing through the application of the “value-for-money” principle. 

             Value-for-Money is not synonymous to spending in line with the approved budget and the effective regulations and it does not solely imply the lowest cost for budgetary resources.  

             “Value-for-Money” management implies that the rendering of services to citizens and performing other institutional activities should meet the publicly expected quality standards and deadlines, while spending the least possible amount of budgetary funds. 
    
In order for managerial structure to be able to truly actively manage public activities, it needs to be adequately informed. 
Therefore, managerial structure requires good quality financial information system built on solid grounds of sound accounting systems. 
Based on information on costs and results, this would enable managerial structure to take decisions on adequate resource allocation. 
           In general, implementation of the value-for-money principle may not be attained without facing certain difficulties. Namely, the value-for-money principle presents a challenge for the managerial structures in their attempt of changing the practice of a lack of interest and/or inability to change the expensive, inadequate and inefficient “business as usual” activities and business processes.  

         To take on such a challenge, however, managerial structures require information on business processes and the activities expressed in financial terms (revenues, expenses, costs). 

     
One of the fundamental difficulties standing in the way of implementing the value-for-money concept may be found in a too narrow understanding of accounting, seeing it only as an information provision vehicle to control the budget. However, accounting should be observed in its broader scope: accounting is there to support financial management reforms and should provide support to the development of more dynamic financial management systems. 

            Insufficient understanding of accounting and its scope is one of the risks with potentially serious consequences for a successful implementation of internal financial controls.  

· Financial Management and Control Components
          An important feature of financial management and control as per the PIFC concept has to do with a systematic approach to and view of controls, whereby the “classic” control activities represent only one of the public internal financial control system components. 

    
 Indeed, financial management and control systems are founded upon five interrelated internal controls components
, including: 

a) control environment; 

b) risk management; 

c) control activities;  

d) information and communication; and 

e) system monitoring and review. 

      
Implementing financial management and control on the basis of the aforementioned components requires understanding of their meaning and the interrelatedness, as well as of synergic effect on quality of financial management once the establishment system of controls becomes functional. 

     
For instance, in order to put adequate controls in place, one must first and foremost take a view of the environment in which such controls are to be established and make an analysis of such an environment.

        Control environment consists of personal and professional integrity and of ethical values of staff, their competence, ways of management and management styles. 

        In taking a view of control environment, one must also see whether or not organisation’s mission was clearly defined, whether or not there is a vision for and a planned approach to operations. This includes the setting of objectives, the existence of strategic and other plans, etc. 

          While reviewing control environment, it is also important to review the respective organisational structure, including the way in which authorities and responsibilities were assigned, the reporting lines, the practices of written rules and procedures, human potentials management policies, etc. 

          A sound financial management takes account of all the previously indicated control environment related elements and takes view of their impact. 

     
A professionalized risk management process is another element brought by financial management and control systems of the PIFC concept.  

    
 We are all fully aware that risks exist and that they occur in our everyday work. Control mechanisms that we put in place are intended to prevent certain risks from happening, i.e. to minimise their impact. 

            The question, however, is to what extent risk management process was recognised as one of the business processes in our organisation, how is this process running and who is in charge of it. For instance, do we know what three greatest risks are for us at this point in time? And, do we have adequate control mechanisms in place to provide us with reasonable assurance that those three risks are under control? 

     
The purpose of the risk management component is to help answer the questions above. Risk management should be seen as an overall process of identifying, assessing and monitoring risks, taking account of budget user’s objectives, and the process of taking the necessary action, especially through the financial management and control system. 

     
A professionalized risk management process may first of all be seen in documenting information on risks, their types, likelihood of them happening and assessment of impact, creating a risk register, establishing a risk reporting system, appointing persons in charge of risk monitoring, developing risk management strategies, etc. 

 
A systematic approach to the establishment of control activities is ensured through taking a view of the control environment which requires the establishment of control activities and through taking account of risks which may potentially stand as a threat in the control environment. 

Control activities represent written rules, procedures and measures put in place to achieve objectives via the mitigation of risks to an acceptable level. 

Examples of control activities may include: approval procedures after carrying out preventative and detective controls; recording and approval of exceptions by the head of budget user as per the defined procedure; authorities and responsibilities delegation procedures; segregation of duties in terms of authorisation for preparation, processing, recording and executing payments; double signature system; rules ensuring the safeguarding of assets and information; procedures for a complete, accurate, regular and up-to-date recording of all business transactions; rules for documenting all controls, financial decisions exceptions, transactions, etc. 

      
Given the significance business information have for the management and control functions, information and communication stand as an important component of the system of internal controls. 

            As quality of decisions made by managerial structures directly relate to quality of information serving as the groundwork for making such decisions, information must be adequate, up-to-date, accurate and available. This requires efficient communication across the organisation, the development of an adequate management information system, as well as the establishment and development of an efficient, timely and reliable reporting system. 

     
Once established, a financial management and control system requires ongoing monitoring. Monitoring and reviewing the financial management and control system is conducted to evaluate how adequate it works and to make sure the system gets updated on time. System monitoring and review is achieved through ongoing monitoring, self-assessment and internal auditing.
b)
 INTERNAL AUDIT 
            Internal audit is one of the key elements of the internal financial control system. 

     
The fact that internal audit was positioned in the monitoring and review component clearly shows that internal auditing is a part of a comprehensive internal financial control system to function as an assessor of its adequacy.

        
Although a part of the public internal financial control system, internal audit is still functionally independent of the system.   

           Positioned at a highest organisational level, an internal audit unit organisationally and functionally reports directly to the head of a budget user. 

      
However, independence of internal audit does not imply its isolation. It is expected that consultations between internal audit and managerial structures and budget user heads take place when auditing plans are to be adopted in order for the auditing activities to cover the areas of priority interest for the managerial structure, i.e. the budget user head. 

         
Independence of internal audit is an indispensable feature for internal audit to be able to objectively perform its function, i.e. to make an assessment and give assurance as to the adequacy and the effectiveness of the financial management and control system in terms of:  

· identification, assessment and management of risk; 

· compliance with laws and other regulations; 

· reliability and comprehensiveness of financial and other information; 

· efficiency, effectiveness and economy of operations; 

· safeguarding of assets and information; and 

· performance of tasks and achievement of objectives.

The objective of internal audit as a tool in managers’ hands should be to add value and improve the operations of the budget user.

c) 
CENTRAL HARMONISATION UNIT 
    
In addition to Financial Management and Control and Internal Audit, there is the third element in the PIFC concept. This is the Central Harmonisation Unit, an organisational section within the Ministry of Finance in charge of coordinating the activities aimed at establishing and developing the public internal financial control system. 

In the early beginnings of the public internal financial control system establishment, the role of the Central Harmonisation Unit was to a great extent oriented towards the creation of legislative and regulatory groundwork, the work methodology and standards and training of staff. 
In a stage in which internal financial control systems were put in place with budget users, there is a stronger emphasis on the role of the Central Harmonisation Unit as an established systems development coordinator and an evaluator of their quality. 
The coordinating role requires networking with all stakeholders in the development of this system, including budget users, the State Treasury, the State Audit Office, the institutions involved in managing and implementing the EU pre-accession funds (including the National Fund, the Central Financing and Contracting Agency, and the Agency for Auditing the Implementation of EU Programmes System), as well as the Public Internal Financial Control Council. 
Furthermore, the Central Harmonisation Unit regularly reports the Government of the Republic of Croatia on the activities taken towards the development of this system, the results achieved because of such an implementation and on proposals concerning the ways in which the system could be improved with the view to ensuring better quality public sector management. 
4. 
PUBLIC INTERNAL FINANCIAL CONTROL SYSTEM IN THE REPUBLIC OF CROATIA – CURRENT STATE-OF-PLAY 
4.1.
REGULATORY AND INSTITUTIONAL FRAMEWORK
· Regulatory Framework 
The core regulation providing for internal financial controls in the Republic of Croatia is found in the Public Internal Financial Control Law (OG 141/06).

The Law provides for the components of the Public Internal Financial Control system, i.e. Financial Management and Control and Internal Audit. 

The Law also defines the methodological framework for implementing the internal financial control system. In the area of Financial Management and Control, this framework is founded upon international internal control standards, whereas international internal auditing standards apply in the area of internal auditing. 

The Law served as the groundwork for the production of bylaws, including the Budget Users’ Internal Audit Rulebook (OG 35/08) and the Public Financial Management and Control Implementation Rulebook (OG 35/08).

The Budget Users’ Internal Audit Rulebook also defined criteria on the basis of which entities obliged of having internal audit established were identified. 

The Public Financial Management and Control Implementation Rulebook prescribes the establishment and implementation of Financial Management and Control, reporting on the establishment and financial management and control quality assurance. 

The methodological framework contained in the Public Internal Financial Control Law and the relevant Rulebooks was further elaborated on in the Financial Management and Control Manual and the Internal Auditors’ Manual. 

The regulatory framework designed also includes the Instruction on the Annual Public Internal Financial Control System Report (Official Gazette, No. 8/07), the Programme for a professional training and taking the exam for the qualification of a certified public internal auditor and the Instruction on the check of knowledge and skills and the passage of the exam for the qualification of a certified public internal auditor passed by the Minister of Finance on 31 March 2007 and the Internal Auditors’ Professional Code of Ethics (Official Gazette, No. 18/08).   

The existing legislation and bylaws create the foundation for the establishment of this system, make it recognisable and defines the methodology used to keep the system developing. 

In keeping with the further internal financial control system development, the adopted regulations for the upcoming period will in some areas require certain amendments in line with the requirements identified in the practice. This chiefly pertains to updating the manuals to further develop the methodology, as well as amendments to the rulebooks. These elements are explained in greater detail in the respective financial management and control, i.e. internal auditing chapters. 
· Institutional Framework 
The main outlines of the institutional framework for the public internal financial control system establishment and development include budget users who are obliged to put the system in place and the Central Harmonisation Unit, an organisational unit within the Ministry of Finance, in charge of coordinating the system establishment and development activities. 

         
During the previous periods, the Central Harmonisation Unit has invested a greatest deal of effort into the production of legislation and bylaws and the development of professional capacities. This especially related to internal auditing, for the internal audit establishment and development actually entailed the creation of a completely new profession for the budget users in the public sector of the Republic of Croatia. 
        
Ongoing internal auditors’ training was put in place as organised by the Central Harmonisation Unit. Owing to this training, approximately 250 internal auditors were trained in the last five years. 

Internal audit was put in place in all of the line ministries, the extra-budgetary users and all counties and large cities, the small number which only recently started with the establishment process (internal audit units were put in place and candidates were sent for training). 

         
According to the Internal Audit Rulebook, even the budget users smaller in terms of the number of staff and budgetary resources made available to them are under obligation of putting internal audit in place. Generally, this was not done due to insufficient resources. 

         
Therefore, in the upcoming period it is necessary to re-examine the criteria for and manner of establishing internal audit, taking account of the cost-effectiveness in spending financial resources and the availability of human resource needed to put internal audit in place. 

Concerning the financial management and control establishment and development, the budget users have appointed their Financial Management and Control Heads. Most frequently these are State Secretaries in charge of financial affairs or directors of finance directorates. 
Some budget users also appointed their Financial Management and Control Coordinators, who assisted in the production of business processes listing and description. In the upcoming period, they will continue with activities concerning financial management and control development coordination within the existing finance directorates/sectors. 
            In its Conclusion as of 18 March 2009, the Government of the Republic of Croatia has tasked the central government level budget user heads to assign the financial management and control establishment and development coordination activities under the remit of the finance and budget units (directorates, sectors, services).   
          
This highlighted the coordinative role of the existing finance directorates/sectors in further financial management and control development, which will be especially important to achieve a coordinated development of this system for the purposes of conducting budgetary reform at the level of budget users.    
           
A very small number of budget users established independent financial management and control departments for the purpose of developing financial management and control. These are organisationally separate from the existing finance directorates/sectors/services. 
         
Pursuant to the Government Conclusion dated March 2009 and in relation to the upcoming period, the independent Financial Management and Control departments will be placed under the jurisdiction of the existing finance directorates/sectors.

            Speaking of the institutional framework, an important role also belongs to the Public Internal Financial Control Council (PIFC Council). The Council is an advisory body of the Ministry of Finance, and takes the role of making recommendations for the development of financial management and control and of internal audit. In addition to the Auditor General, representatives from amongst the ministers, representatives of persons in charge of financial management and control and internal auditors, the Council has new appointed members, including the Treasurer General, the National Authorising Officer and the Director of the Agency for Auditing the Implementation of EU Programmes System.   

            The Council is expected to review some outstanding issues relative to individual segments of the internal financial control system, give proposals for the improvement of this system and promote best practices. In case the Council deems that there are some outstanding issues falling under its scope of competence during the course of performing its activities, the Council informs the Government of the Republic of Croatia of such issues with the view of taking adequate actions. 
       
Further development of the internal financial control system will require additional investments in the administrative capacities, chiefly in strengthening the coordinative role of the existing finance directorates/sectors, further training and the development of competencies of people in charge of financial management and control and of internal auditors. 

        
Accordingly, there will be a need to analyse the existing training models, which were so far organised under the remit of the Central Harmonisation Unit. These models include basic and additional internal auditors’ training, as well as seminars and workshops intended for the people in charge of financial management and control. There should be a need to consider ways of cooperating with other training-related professional institutions. 
4.2.
FINANCIAL MANAGEMENT AND CONTROL 
            The activities concerning the financial management and control establishment and development as per the Public Internal Financial Control Law provisions commenced during the course of 2007.

      
Even before the introduction of this system, budget users were developing financial management through procedures and control mechanisms. These were primarily oriented towards achieving legality and regularity in spending budgetary resources. 
         
The introduction of financial management and control as a component of the Public Internal Financial Control system represents a kind of adjustment and the development of the existing financial management and control models to improve them and ensure the achievement of all sound financial management principles involving legality and regularity, but also economy, efficiency and effectiveness. 
       
Budget users passed their Financial Management and Control Establishment and Development Plans, including the following activities: self-assessment of the five financial management and control components; drafting vision, mission and objectives statements; listing and describing business processes; producing a book of business processes; risk identification and assessment; drafting a Risk Management Strategy; analysis of the existing and needed controls; and adopting a plan for the elimination of internal control weaknesses. 
      
In terms of meeting the requirements of their extensive activities plans, most budget users performed the tasks included until the stage of drafting the book of business processes.

     
The activities carried out to date for the financial management and control establishment and development mainly resulted in documenting business processes and the identification of their respective objectives. 

     
Since budget users invested a great deal of effort in these activities, the business processes documentation surfaced as the most significant feature of the financial management and control establishment and development to date, in accordance with the provisions contained in the Public Internal Financial Control Law. 

       
What misses among the activities conducted so far though is the linking of objectives and processes with the budgetary resources required to achieve them. 
       
Key processes supporting financial management, e.g. planning, programming, financial plan design, financial plan execution monitoring, accounting records and internal reporting system for the financial management purposes, were still not elaborated on in detail through written internal procedures with most of the budget users.
       
This also points to an insufficient linkage between the activities taken so far for the financial management and control establishment and development and the budget cycle to include all of its stages (planning, programming, financial plan design, financial plan execution, execution monitoring and accounting). 

The financial management and control establishment and development activities were more oriented towards the controls development rather than towards financial management development. 

In doing so, the controls development may be seen in the level of business processes state of documentation. This was done via the production of flowchart to present the activities, the participants and the deadlines as per the regulations providing for a specific business process. This also goes to show that the controls development was to a greater extent directed to controls of compliance of business processes with laws and bylaws providing for them, rather than to the development of such controls that are the function of ensuring economy, efficiency and effectiveness in the execution of budgetary resources through the business processes. 

In the activities carried out to date, a lesser emphasis was placed on the development of financial management in such way that the internal financial control components implementation leads towards having the financial management system spread across an organisation and all stages of the budget cycle. 

A large number of budget users still lack understanding of the fact that financial management should be implemented at all levels of budget users, and that this also requires the provision of such an organisational structure to support the effort, along with a clear role assigned to the Finance Directorates to coordinate activities concerning financial management and control, as well as with a clear assignment of authorities and responsibilities among all managers partaking in financial management. 
        
Financial management is frequently seen through the lens of the existing finance directorates’ roles, which are still more directed to “financial administration” (keeping accounting records of the occurred events), rather than towards acting as coordinators of activities aimed at financial management development. 
            Therefore, there is a narrowed perception of financial management through the prism of the exiting finance directorate’s functions, as financial management is seen as recording the business events in accounting terms. This simultaneously narrows the view of accounting, by seeing it as the function of information provision for the needs of control aimed at finding out whether execution was carried out within the planned amounts rather than using the accounting information for decision-making purposes. 
         
Here is important to point out that financial management does not only fall under the remit of finance directorates/sectors and finance directors are not the only ones who are responsible for budgets spread throughout the organisational units and programmes.  However, finance directorates should be the key driver and coordinator of financial management development at budget users’ level, which is insufficiently developed within budget users.
           
So, one of the key objectives of this Strategy to use the upcoming period for strengthening the roles of finance directorates as coordinators of further financial management and control development and ensuring the development of accounting systems as a basis for good quality financial information systems for financial management purposes. 
       
.    

Since financial management and control should be implemented at all levels of budget users, it is necessary to set clear lines of authority and the responsibility for the achievement of the set objectives and for managing budgetary resources required for their achievement. 

However, the authorities for managing budgetary resources are most frequently centralised at the highest levels, whereas the responsibilities for achieving the objectives were decentralised to lower organisational levels. 

Management of budgetary resources places a greater emphasis to controlling the amount and type of a cost (planned/executed) and lesser to seeing whether budgetary resources were used economically and efficiently to achieve the objectives. 

This becomes even more pronounced in the environment characterised by insufficiently developed internal reporting systems for the financial management needs. This first of all pertains to accounting, which follows the linkages between the objectives and budgetary resources throughout the budget cycle stages and furnishes information to the managerial structure for management purposes. 

The reasons for taking such an approach to financial management and control greatly stem from the approaches applied to date in the budget system. 

Until end-2008, the system of the budget and budgetary relations in the public sector of the Republic of Croatia were regulated by the 2003 Budget Act (OG 96/03) which was in force until 1 January 2009. 

The establishment of fiscal discipline was one of the fundamental fiscal policy objectives at the time of the adoption of the said Act. Such an approach was supported with a great number of input controls and the “bottom up” approach in the decision making process concerning budgetary allocations. 

Although this Budget Act was developed to follow modern programme budgeting principles, the accounting grounded on international accounting standards and measures for ensuring macroeconomic stability, it suffered from a lack of practical implementation of some of the provisions. Its orientation towards input controls and a limited flexibility in managing the budgetary resources remained a main feature in the budget system. 

One of the shortcomings in the budget system to date was found in the segregated strategic planning and the budget planning and preparation process. 

Budget users were developing their own strategic documents and adopting their plans of activities with the set objectives. However, the linkages between the objectives and budgetary resources were missing. 

Programme budgeting started in 2003. A quick shift from line-item planning to programme budgeting led to some budget users’ understanding of programme budgeting solely as grouping expenditure into various activities and projects, only to subsequently link those groups into various programmes. 

Given that budget preparation was input oriented, the expected programme implementation results were not taken seriously enough during the budget preparation stage. 

Under such conditions, financial management with budget users also placed a greater emphasis to the volume and type of cost against the planned amounts, rather than to controls needed to monitor programme implementation results and their impact to quality, efficiency and effectiveness of public services delivery. 

Furthermore, budget users have a large number of programmes, sub-programmes, activities and projects under their remit. Additionally, not all organisational assumptions for a successful programme management were provided in terms of programme leaders, i.e. people in charge of programme monitoring, coordination bodies, etc. 

Moreover, internal reporting systems to report on programmes and projects to ensure feedback on their performance were insufficiently developed. 

Due to an insufficiently developed information system to cover the execution of budgetary resources by programmes, projects and activities, there is no groundwork to make an overall assessment of the justification for investments into certain programmes, projects and activities. 

The budgetary reforms brought about in the State Treasury System Processes Improvement and Modernization Strategy for the period 2007-2011 and the new Budget Act (OG 87/08) are drivers of significant changes as compared to the budget system in place to date. The orientation is to: 

· introduce strategic planning and the definition of strategic objectives and priorities; 

· link objectives and budgetary resources; 

· develop programme budgeting and performance indicators; and 

· attain greater flexibility in budgetary resources management. 

The implementation of budgetary reforms at the level of budget users, line ministries and state administration bodies should be backed and coordinated through activities aimed at strengthening the Public Internal Financial Control system. 

A greater degree of flexibility in managing the budgetary resources by the line ministries also requires a greater degree of accountability on their part not only for the level and type of costs but also for the achieved results. 

The readiness of the line ministries and other state administration bodies to accept greater accountability is directly dependent on how developed is the internal financial control system. 

The budget users carry out self-assessments of the established system of controls for the needs of annual reporting on the public internal financial control system, and the resulting report is being supplied to the CHU. In the forthcoming period, the self-assessment questionnaire will require updating and including questions to more specifically reflect the quality of the established system of controls. This will be different from the current questions which are in part somewhat general, which makes it difficult to make an assessment of the quality of the established system. 

Therefore, the further financial management and control development will require improvements in the following: 

· awareness of financial management as an integral part of the management process and a system running across the board;

· organisational assumptions for the development of financial management and control, including coordination roles of the existing finance directorates/sectors, coupled with lines of authority and responsibility for achieving the set objectives and managing budgetary resources required for their achievement; 

· financial management and control in the budget cycle processes (planning, programming, financial plans development, implementation monitoring, accounting records, internal reporting system for financial management needs); 

· accounting systems as the basis for better quality financial information systems for the purpose of financial management; 

· risk management process; 

· financial management and control system quality assurance models. 

4.3.
INTERNAL AUDIT 
 Internal audit is under establishment and development since 2004. Internal audit was a new profession for the public sector budget users. In addition to requiring the creation of the necessary assumptions (regulations, methodology, capacities), internal audit also needed managerial structures to recognise and use internal audit as tools in their hands. 

The previous period was marked by the creation of the necessary assumptions (putting internal audit units in place, training staff, adopting the methodology) and the promotion of internal audit before the managerial structures. 

The managerial acceptance of internal audit and full appreciation of its role and purpose is a development process and involves a kind of mutual relationship between internal audit and the managerial structure. 

Internal auditors have adopted the work methodology and in parallel with the growing number of internal auditors also the number of strategic and annual plans and the number of audits conducted grew as well. 

In the previous periods, internal auditors were to the greatest extent performing compliance audits. Less represented were the more complex systems or performance audits. Because of this fact, managerial expectations might have not been met fully. 

There are several reasons to it. Looking at the structure of the audit reports, a large number of them pertained to the initial pilot-audits the auditors were carrying out under their training. As a rule, these were simpler audits. 

     
In the environment in which financial management and control is more oriented to controlling compliance of the operations with laws, regulations and the planned budgets rather than to achieving greater economy and efficiency in budget spending, internal auditing also is more focused on compliance. 

A smaller number of internal auditors conducted more complex systems audits from the areas of financial management, project management, etc. Through these audits, internal auditors made recommendations indicating the need for further financial management system development. Although these recommendations were accepted, their implementation entails certain changes and requires a longer period to take effect.  

Given that internal auditing is a new public sector profession, the capacities of internal auditors are understandably still limited. 

The problem of insufficient internal auditing capacities is evident in some budget users, including some line ministries which still have some vacant planned internal auditors’ positions. 

In some institutions involved in the implementation of the EU pre-accession programmes, the existing internal auditors’ capacities are evidently insufficient to simultaneously meet the need for conducting internal audits in the fields of EU pre-accession funds and the national system. In such circumstances, internal auditors are to a greater extent involved in internal auditing for the purposes of EU pre-accession funds, with lower representation of more complex audits from the national segment. 

From the total number of certified internal auditors, more than a half of them acquired their certifications in the last two or three years. A large number of internal auditors have no experience in the area of financial management, planning, programming and accounting. This indicates a need for further investment in internal auditors’ training to develop their competencies, especially for the purpose of conducing more complex audits. 

Furthermore, there will be a need for further elaboration of the methodology, production of guidelines, and updating the Internal Auditors’ Manual, as necessary. 

Especially important in the methodology development exercise is to follow all changes and updates in the area of international internal auditing standards (IIA) and work towards full alignment with such standards. 
Dispersed auditing capacities also appear as a problem, i.e. the situation in which institutions employ 1-2 internal auditors, which creates the problems with team work and insufficient capacities. 

The dispersed auditing capacities also appear as a problem, because a large number of small budget users are under obligation of putting internal audit in place. Because of their HR and financial capacities, these most frequently establish one or two job positions

As internal auditing is a new profession, managerial structures in some of the institutions still haven’t fully recognised the benefits internal audit may bring, which is why internal audit in some cases is underutilised. 

If there was a lack of cooperation between internal audit and the managerial structure in the strategic and annual plans development stage, there is a possibility that internal audit hasn’t covered fields of priority for the managerial structure. 

The budgetary reforms brought about in the State Treasury System Processes Improvement and Modernization Strategy for the period 2007-2011 and the new Budget Act will require certain changes in internal audit activities. 

In addition to the activities to date, which primarily involved compliance auditing, internal audit will need to orient towards more complex audits in the areas that are about to become priority in the light of the budget reforms underway. These areas include strategic planning, programming, performance information system and information on achieving value-for-money. This would require greater cooperation between internal audit and the managerial structures and more intense cooperation between internal audit and the finance directorates/sectors. 

The following has to be ensured during the upcoming period for the development of internal audit: 

· Strengthening internal auditors’ capacities, including: 

· sufficient number of internal auditors to carry out audits for both the national and EU pre-accession funds needs; 

· further investment in internal auditors training; 

· Steering the internal auditing activities towards more complex audits in order for internal audit to provide adequate support to managerial structures responsible to achieve the objectives of programmes and value-for-money with limited budget resources; 

· Development of cooperation between internal audit and managerial structures; 

· More efficient use of auditing resources through joint undertakings of internal auditors in auditing business processes common to several or all budget users (horizontal audits) and through joint engagement of internal auditors in auditing the processes running across connected institutions (vertical audits); 

· Development of specialist knowledge of internal auditors for auditing in the fields of procurement, IT and capital investment; 

· Development of an internal audit quality assessment programme. 

5.
FURTHER PUBLIC INTERNAL FINANCIAL CONTROL SYSTEM OBJECTIVES AND MEASURES
 Starting from the current state-of-play in the development of this system and taking account of budget system developments initiated by the budget reform, as well as the experiences gained from the development of internal financial control system in the pre-accession funds, the Public Internal Financial Control System Development Strategy for the period 2009-2011 has three core objectives: 

· determine further developmental directions for the public internal financial control system to achieve its contribution to more accountable, transparent and successful management of public resources, regardless of their sources;

· support the implementation of budget reforms through the development of internal financial control systems; 
· ensure general consistency of the internal financial control system development for both national and EU resources used through the EU pre-accession funds, while taking account of certain specific properties. 

The achievement of the core Strategy objectives will require a period longer than the one covered by this Strategy. The following section brings objectives and measures planned for achievement until end-2011 which will ultimately contribute to the achievement of the core Strategy objectives. 

     
The deadlines and jurisdiction for the achievement of objectives and measures below are contained in an Action Plan that makes an integral part of this Strategy. 

5.1.
Further Financial Management and Control Development Objectives and Measures

a) Raising awareness of financial management as an integral part of the public sector management process
        Financial management is an integral part of management process and a system cutting across the entire organisation. Financial management does not only fall under the remit of Financial Management and Control Champions, i.e. directors of finance directorates (in cases where finance directors are not financial management and control champions at the same time) but also under the remit of other organisational managers. Therefore, it is necessary to raise awareness of all stakeholders within the sphere of financial management (financial management and control champions, directors of finance directorates and other managers) concerning the role and responsibility they have in relation with financial management. The financial management and control champions, i.e. the directors of finance directorates need to be aware of their respective roles regarding the creation of an adequate financial management structure. An adequate structure implies the involvement of other managers in managing the budget respecting the notions of the assigned authorities and the responsibilities for managing the budgetary resources, efficient and timely budgetary reporting and making sure that costs and revenues are under adequate control across the board. 


The directors of finance directorates can neither hold the responsibility for budgets distributed to individual organisational units and programmes nor can they be responsible for the attainment of programme results. This is so because these fall under remits of the respective managers in charge. 


Those managers at various managerial levels and responsible for the activities from their scopes and the implementation of individual programmes need to develop their awareness of financial accountability and the responsibility for the achievement of the set results. They need to understand this as a part of their managerial accountability. 

Measures: 
· Make research to see how well financial management is understood with budget users, based on questionnaires to be developed by the Central Harmonisation Unit. 

•
Delivering workshops that the Central Harmonisation Unit would organise for the financial management and control heads/directors of finance directorates concerning their roles in financial management and that would serve as a forum to discuss the research results. 

•
Delivering seminars that the Central Harmonisation Unit would organise for the managerial structures at central and local government levels concerning financial management (state secretaries, directors, heads of administrative/city offices). 

•
Development of managerial accountability guidelines by the Central Harmonisation Unit to explain the roles and the responsibilities of all the financial management stakeholders more thoroughly (including FMC heads, directors and other managers)
b) Strengthening the coordinating role of the finance directorates/sectors in the development of financial management and control 

During the previous periods, the role of the existing finance directorates was not specifically accentuated concerning the financial management and control development. However, there are key drivers and coordinators of financial management development at budget user level. 

           The forthcoming period will require further development of the existing finance directorates/sectors, with them assuming the role of a coordinator in the financial management development and providing support to other managers in financial management development across organisations. 


To that end, an analysis will be made to screen the state-of-play in terms of finance directorates/sectors, their organisation, tasks and roles they currently have in the area of financial management development. Based on the analysis, detailed measures and activities will be identified, required to further strengthen the existing roles of finance directorates/sectors. 


The PIFC Council will provide support to the finance directorates’ development. The Council will act within its advisory role in this respect. The Government of Croatia also will support the process by reviewing the proposals for the development of coordinating roles of finance directorates and making decisions on the adoption of measures and activities towards this goal.


The finance directorates need to provide adequate support to other managers in charge of financial management. They will jointly devise the development of ex-ante and ex-post controls within the processes of planning, implementation and monitoring the use of budgetary resources. As needed, they should initiate the production of internal acts (instructions, rulebooks) to provide for job descriptions, authorities and responsibilities of individual participants in the processes of planning, programme production, programme execution monitoring, financial documents processing, internal reporting on the budget resources implementation and the objectives achieved. 


Jointly with other managers, the finance directorates should encourage the development of accounting systems. This is to say that they should provide support to managers in devising records on costs and other relevant financial information and on content and structure of internal reports for the needs of timely and efficient financial management. 


Furthermore, the finance directorates should be supportive of all other managers required to develop systems of internal controls within their individual scopes for the needs of better quality financial management under their respective remits. 


All this will be taken into account in analysing the state-of-play concerning the existing finance directorates/sectors in order to identify adequate measures to be taken for the purpose of further development and strengthening their roles. 

Measures: 

Delivering a workshop on the role of the finance directorates/sectors to be organised by the Central Harmonisation Unit, intended for the finance directors and department heads. 

•
Analysis of the current roles and the status of the existing finance directorates/sectors (organisation, tasks, their roles in financial management development) to be conducted by the directors of finance directorates on the basis of questionnaires to be designed by the Central Harmonisation Unit. 

•
Drafting reports on the analyses conducted to serve as the groundwork for the Central Harmonisation Unit’s production of a consolidated report on the status of the finance directorates, along with the proposals for reinforcement of their roles. 

•
Discussion by the PIFC Council on the consolidated report, review of proposals and making recommendations for further strengthening of the finance directorates’ roles. 

•
Production of a proposed Action Plan for the implementation of the recommendations included in the consolidated report and the recommendations made by the PIFC Council, to be designed by a working group comprising representatives of directors of finance directorates. 

•
PIFC Council’s conclusions in relation to the proposed Action Plan and submitting them to the Government of Croatia for review and adoption. 

•
Decision of the Government of Croatia on the adoption of the Action Plan for strengthening the role of finance directorates. 
•
Implementation of activities from the Action Plan on strengthening the role of finance directorates/sectors, falling under the remit of budget user heads. 

•
Reporting on activities taken to strengthen the role of finance directorates will take effect through annual reporting on public internal financial control system for the years of 2010 and 2011.


c) Development of financial management and control in the budget cycle processes (planning, programming, financial plans production, accounting and reporting) 

        Aimed at developing the planning and programming stages in the budget cycle and putting greater emphasis on achieving objectives and results attained with budget resources invested, the budget reforms put some new approaches to budget management before budget users. They require linking of strategic and financial plans, development of programme budgeting through the definition of programme objectives and the development of performance indicators, as well as implementation monitoring. Hence, there will be a need for reinforcing financial management and controls within the processes key for quality budget resources management. These include planning, programming, financial plan production, financial plan execution, including contracting and procurement, financial plan execution monitoring the internal reporting systems. 


Note that most budget users haven’t described these processes while they were producing their books/maps of business processes. In addition, most budget users do not have their internal procedures providing for these areas. 


Within the framework of the said processes, one must make sure that procedures get elaborated, jobs described and authorities and responsibilities of stakeholders described. Ex-ante and ex-post controls should be developed as well. This provides audit trails for monitoring the manner in which budget resources are being managed from the stage of planning, through the expression of budget resources needs, to the budget resource execution and monitoring what was achieved (objectives and results) with the allocated budget. 


To further develop financial management and control in the processes indicated above, analysis will be conducted to screen the state-of-plan in the realm of financial management and control and identify areas for improvement. 

Acting in its advisory role, the PIFC Council will provide support to the financial management and control development falling under the scope of budget cycle. Supportive of the process will also be the Government of Croatia by reviewing the proposed financial management and control development path to achieve better quality management of budgetary resources. The Government will also make decision on adopting measures and activities contributing to this end. 

     The 2007 Financial Management and Control Manual will also be updated to highlight more the linkage between financial management and control and the budget cycle. 


In doing so, one must take account of the impact the budget reforms included in the State Treasury System Process Improvement and Modernisation Strategy for the period 2007-2011 and the new Budget Act would have on further financial management and control development. 

Measures:

· Updating the existing Financial Management and Control Manual to more highlight the linkage between financial management and control and the budget cycle, as well as the impact budget reforms would have on the financial management development. This would be supported through a programme of workshops.
•
Analysis of the existing financial management and control arrangements in the budget cycle processes to be conducted jointly with other managers, and based on the proposed questionnaires to be designed by the Central Harmonisation Unit in collaboration with the State Treasury. 

•
Production of individual reports on the analysis conducted. These will be prepared by the financial management and control heads and will serve as groundwork for the Central Harmonisation Unit in its preparation of a consolidated report on the status of the budget cycle financial management and control, along with proposals for improvement. 

•
Discussion by the PIFC Council on the consolidated report, review of proposals and making recommendations for strengthening of financial management and control in budget cycle processes. 

•
Production of a proposed Action Plan for the implementation of the recommendations included in the consolidated report and the recommendations made by the PIFC Council, to be designed by a working group comprising representatives of directors of financial management and control heads. 

•
PIFC Council’s conclusions in relation to the proposed Action Plan and submitting them to the Government of Croatia for review and adoption. 

•
Decision of the Government of Croatia on the adoption of the Action Plan for strengthening financial management and control in budget cycle processes. 

•
Implementation of activities from the Action Plan on strengthening financial management and control in budget cycle processes, falling under the remit of budget user heads. 

•
Reporting on activities taken to strengthen financial management and control in budget cycle processes will take effect through annual reporting on public internal financial control system for the years of 2010 and 2011, 


d)   Accounting systems development – cost and management accounting 

Budget accounting was provided for in the Budget Accounting and Chart-of-Accounts Rulebook (OG 27/05, 127/07) and the Financial Reporting Rulebook (OG 27/05, 02/07). Accordingly, accounting systems were established with budget users primarily in the function of financial accounting intended for external reporting purposes. 

Financial accounting has the function of ensuring business events are properly recorded, checking whether or not execution of budget resources was in line with the planned amounts and whether or not payments were approved by authorised persons prior to their execution. 

The upcoming period will require the development of accounting systems for the needs of internal reporting, i.e. for financial management purposes. This includes cost and management accounting development. 

The developments in the budget system aiming at linking objectives-plans-budget resources also necessitate the development of such accounting records and reporting system that enable tracking of links between the planning documents and budgetary resources needed for their implementation. This goes for both planning and execution stages. For example, this includes the development of records tracing the link between Procurement Plans and the Financial Plans, records of contracted commitments, etc. These features currently are underdeveloped in some budget users. 

Programme budgeting development also requires production of accounting records and reporting systems to ensure necessary information required for programme management. This includes information of programme costs, types of cost, point of cost, information needed to monitor the indicators established, etc. 

Options for the development of cost and management accounting will primarily be analysed in the institutions involved in implementation of PHARE 2006 project “Improvement of Budget Processes”. Experiences gained from pilot institutions will be employed for the development of the accounting systems with other budget users. 

The development of cost and management accounting should stand as the foundation for the development of good quality financial information systems with budget users. 


Measures:

· Analysis of the accounting systems through a review of the existing accounting records and reporting systems (accounting reports being produced and their users) in pilot institutions involved in the implementation of PHARE 2006 project “Improvement of Budget Processes”. 

· Identification of additional accounting records and reports to be established. This will be identified via the cooperation between directors of finance directorates and other directors and sector/service heads and programme leaders in pilot institutions. Furthermore, potential difficulties in the use of accounting statements will be identified as well. 

· Production of the accounting systems development Action Plan. Based on the conducted analysis, directors of finance directorates will make the Action Plans. 

· Production of the Cost Accounting and Management Accounting Development Guidelines by the Central Harmonisation Unit based on the experiences gained from the development of cost and management accounting in pilot institutions. 

e)
Risk management process development with budget users

          Risk management process should be systematically developed during the upcoming period. To that end, it will be needed to identify risks, assess their likelihood and impact, document risk information into risk registers, appoint persons for risk monitoring and develop a risk reporting system. 

The reforms taking place in the budget system, including the introduction of strategic planning and the definition of strategic objectives, the development of programme budgeting and monitoring the achievement of programme objectives attach greater importance to the risk management process. This process should be developed in parallel, especially in the processes key for the achievement of objectives from strategic plans and programmes. 

Measures:
· Issue of Risk management guidelines which will be prepared by Central Harmonisation unit 

· Delivering seminars and workshops to be organised by the Central Harmonisation Unit covering risk management. 

· Establishing risk registers and appointing persons in charge of risk monitoring with budget users. 

· Risk management will be under development in parallel with programme budgeting and performance indicators development in pilot institutions in which the State Treasury System Process Improvement and Modernisation Strategy for the period 2007-2011 is being implemented. The experiences gained in pilot institutions will be conveyed to other budget users via seminars and workshops.

f)
Financial management and control system quality assurance model development
Good quality financial management and control systems are a kind of guarantee of budget users’ preparedness for a successful management of the allocated budget. The Budget Act sets forth the principles and rules the budget users must apply in managing the budget resources.  

The implementation of the provisions contained in the Budget Act in practice requires the existence of adequate systems of financial management and control. For that reason, the upcoming period will see the development of financial management and control system quality assurance models in the way that will provide feedback. Feedback from such assessment will show whether or not the established financial management and control systems ensured practical implementation of the Budget Act provisions as well as the implementation of objectives and measures from the State Treasury System Process Improvement and Modernisation Strategy for the period 2007-2011. Budget user head, thus, should evaluate and guarantee that: 

· budget resources were used for earmarked purposes, in keeping with the approved budget, no commitments were assumed in excess of the approved budget, no reallocations were made contrary to legal procedure (approval by the Minister of Finance);  

· revenues were collected on time and paid to adequate accounts; 

· irregularities were recorded and activities were taken to eliminate them for the purpose of improving the work.  

The amendments to the Instruction on the Annual Public Internal Financial Control System Report will be made accordingly. Statements on internal financial control system with budget users will also be introduced. Budget user heads will be signing those and delivering them to the Ministry of Finance. 

Measures:

· Analysis of the Budget Act and other regulations (the Public Internal Financial Control Law, the Public Procurement Act, etc.) in the context of financial management and control requirement, to be conducted by the Central Harmonisation Unit in collaboration with the State Treasury. 

· Improvement of annual reporting on financial management and control through updating questionnaires, development of self-assessment methodology and updating the Instruction on the Annual Public Internal Financial Control System Report. 

· Introduction of a statement on internal financial control to be signed by budget user heads and delivered to the Ministry of Finance. The statement will be produced on the basis of the financial management and control system self-assessment. 

5.2.
Further Internal Audit Development Objectives and Measures 

a) Strengthening internal auditors’ capacities – the number and competence 

Given the demands set before internal audit, including its role in the further financial management and control development and its active role in the EU pre-accession funds system, there will be a need to ensure adequate internal auditors’ capacities. To this end, it is necessary to ensure an adequate number of internal auditors and their competence. With the view of ensuring sufficient number of internal auditors, there will be a need to make needs analysis based on workload stemming from the requirements of potential fields of auditing. To strengthen competency, additional training will be required for the existing internal auditors’ capacities through optional modules, workshops and seminars. Furthermore, specialist knowledge and skills sets required for specialised auditing will need to develop to cover e.g. public procurement, information technology and management of complex projects. 

Measures: 

· Analysis of the necessary number of internal auditors with large budget users (ministries, central state offices and extra-budgetary institutes) on the basis of a workload and vacancies analyses. 

· Recruitment of new internal auditors from the existing capacities of budget users until the necessary number of staff is achieved. 

· Development of competencies of the existing internal auditors through additional training through optional modules, workshops and seminars dealing with the most up-to-date developments in the budget system and EU pre-accession funds management, to be organised by the Central Harmonisation Unit. 

· Development of specialist knowledge for selected groups of internal auditors through topical workshops and specialised training sessions aimed at creating specialist knowledge pool required to conduct audits in the areas of public procurement, information technologies, complex development projects, etc. Creation of internal auditors’ teams trained to carry out specialised audits and contractual definition of the relationship between such teams and institutions in which such audits would be conducted. 

· Improving training programme efficiency through redesigning the existing training programme and reducing the duration of mandatory training (from 7 to 5 weeks) and increasing the number of additional/optional modules of shorter duration (two days) focused to the fields of priority interest for internal auditing (EU funds auditing, financial auditing, operational audit, systems audits, audits of programmes and projects). 

· Production of the Internal Auditors’ Training Plan for the period 2010-2011 to cover both mandatory and additional training. 

· Development of the internal audit work methodology by updating the Internal Auditors’ Manual and producing annexes to the Manual. 

b) Strengthening cooperation between internal audit and managerial structure 

In the forthcoming period, there will be a need for encouraging and developing cooperation between internal audit and managerial structure. The managerial structure should recognise the benefits brought by internal audit and be ready to use internal audit as a tool at hand to help improve the operations.  

     To that end, it is necessary to keep presenting the role and purpose of internal audit to management, especially the ways in which internal audit may be of assistance to management in conducting budgetary reforms. 

Cooperation between internal audit and managerial structure should especially keep developing during the production of strategic and annual internal audit plans, so that areas to be audited reflect management’s priorities. 

Measures: 

· Delivering presentations to managerial structure on the role and purpose of internal audit to be organised by the Central Harmonisation Unit in collaboration with internal audit heads. Encourage the presence of internal auditors in the senior staff meetings covering specific topics

· Delivering joint workshops for managerial structure and internal audit on their mutual cooperation.

· Development of strategic and annual internal audit plans in cooperation with management.

c) Steering internal auditing activities towards more complex audits 

The activities of internal audit during the previous period were to a greater extent focused to conducting simpler audits, mostly compliance audits. Compliance audits are important and required, and will continue during the upcoming period as well. However, there will be a need for conducting more complex audits on top of compliance, including programme and projects performance audits to support management in ensuring economical and efficient use of budgetary resources. 

As a priority, the programme and projects performance audits will be carried out in the pilot institutions involved in the implementation of the State Treasury System Process Improvement and Modernisation Strategy for the period 2007-2011. However, this does not exclude the conducting of these audits with other budget users as well. 

Measures: 

· Conducting programme and projects performance audits in pilot ministries involved in the programme budgeting and performance indicators development to provide support to the implementation of the State Treasury System Process Improvement and Modernisation Strategy for the period 2007-2011.

· Delivering performance auditing workshops organised by the Central Harmonisation Unit as preparation for carrying out more complex audits and to exchange experiences after conducting such audits. 

d) More efficient use of auditing resources towards the improvement of financial management and control in identical processes spanning across several budget users – horizontal audits 

To achieve greater efficiency in the use of the limited auditing resources and due to the fact that there is a number of identical processes running in several or almost all budget users, the upcoming period will be used to organise the so-called “horizontal” audits.

“Horizontal” audits will see the involvement of internal auditors from several budget users to conduct audits of the same processes as the ones running within their institutions (e.g. strategic planning, accounting systems, subsidies and grants, etc.). The goal is to gain a general overview of the control mechanisms in the processes common or identical to several or all budget users. 

Measures:

· Carrying out horizontal audits through following activities: 

· identifying processes to be subject to horizontal audits on the basis of information available to the State Treasury on quality of financial management and control in identical processes running with several budget users; 

· entering into agreements between institution involved (selected budget users and the Ministry of Finance) on conducting horizontal audits and delivering audit reports; 

· including horizontal auditing of these processes into annual internal audit work plans in the institutions involved; 

· creating a working group comprising representatives of internal auditors who will jointly with the Central Harmonisation Unit produce the Horizontal Auditing Guidelines; 

· conducting the audits and drafting individual audit reports to serve as the groundwork for Central Harmonisation Unit’s production of the consolidated report and its delivery to the State Treasury; 

· production of an Action Plan for taking measures for strengthening the system of internal controls in identical processes. Based on the consolidated report, the State Treasury will design the Action Plan jointly with the budget users involved in horizontal auditing. 

e) More efficient use of auditing resources towards the improvement of financial management and control with interrelated public sector institutions – vertical audits 
Since some of the budget users are mutually connected in functional terms (e.g. in health, education, justice systems, public enterprises and their competent ministries) and that there are significant transfers of budgetary funds taking place between them, the upcoming period will be used to organise the so-called “vertical” audits. 

“Vertical” audits will see the involvement of internal auditors from the functionally related budget users to carry out audits of processes, which flow in such way that parts of the process-related activities are being conducted between the budget users.        The goal is to have a comprehensive view of the established control mechanism for the process as a whole. 

   Measures:

· Carrying out vertical audits through following activities:

· identifying institutions to be involved in vertical audit will be under the remit of the Central Harmonisation Unit in collaboration with the State Treasury and based on information on mutual budget transfers; 

· entering into agreements on vertical auditing between the institutions involved, defining the creation of an audit team, the manners in which audit reports are to be submitted, etc.; 

· including vertical audits into annual internal audit work plans of the institutions involved; 

· conducting audits and production of audit reports, with a copy set to the State Treasury. 

    f) Development of internal auditors’ work quality assurance model 

           Internal audit quality assurance may come as internal and external assessment. The internal audit unit head carries out internal work quality assessment. In addition to the State Audit Office, the Central Harmonisation Unit also conducts an external quality assessment of the internal audit work with budget users. 

For the upcoming period, it will be needed to develop a model of external quality assurance of internal audit work to be employed by the Central Harmonisation Unit as the basis to conduct the external quality assurance of internal audit work with budget users, in keeping with the competencies stemming from the Public Internal Financial Control Law. Additionally, the internal audit units heads should develop their own quality assurance and improvement programmes for the work of internal audit. The Central Harmonisation Unit will develop a template for this purpose.

       
Measures:

· Develop a model for external quality assurance of internal audit work on the basis of which the Central Harmonisation Unit will conduct internal audit work quality assurance.

· Production of model for internal quality assurance of internal audit work, i.e. an outline Internal Audit Work Quality Assurance and Improvement Programme to be drafted by the Central Harmonisation Unit.

· Production of the Internal Audit Work Quality Assurance and Improvement Programme by internal audit unit heads to serve as the foundation for making internal assessment of internal audit work quality.
· These activities will be supported by a programme of workshops.
g) Economy in establishing internal audit with small budget users 

The 2008 Budget Users’ Internal Audit Rulebook provide for the criteria whereby budget users put internal audit in place. Based on such criteria, internal audit must be put in place even in the smaller budget users in terms of their number of staff and the available budget, and most of them did not do this. 

    
For the smaller budget users, the upcoming period will demand making an analysis of how connected these users are with some budget users larger in terms of their scope of competence and financing. On such grounds, internal audit there will be established employing the existing options (agreements, joint internal audit units). Furthermore, options will be explored for carrying out internal audits with small budget users using models introduced by this Strategy. They include use of specialised audit teams, horizontal and vertical audits. To exercise economy in establishing internal auditors, the existing criteria for and manner of internal audit establishment will be redefined, as necessary. 

            Measures:

· Identify small budget users obliged to establish internal audit. 

· analyse alternative options for putting internal audit in place employing the existing options (agreements, establishing joint internal audit units, using services rendered by specialised teams and vertical audits), taking account of cost-effectiveness in spending resources and the availability of human capacities. 

· Establishing internal audit with small budget users as per model chosen. 

· Amendments to the Budget Users’ Internal Audit Rulebook if there should be a need to redefine the existing criteria for and manners of internal audit establishment. 

5.3.
Further Central Harmonisation Unit Development Objectives and Measures

During the previous period, the Central Harmonisation Unit was to the greatest extent oriented towards the production of regulations and work methodology, the creation of organisational assumptions for the internal financial control system establishment and development, including the organisation and delivery of professional training for internal auditors and people in charge of financial management and control.

In the forthcoming period, the Central Harmonisation Unit will focus on strengthening its coordinative role in the internal financial control system development, defining the new role in the training process and establishing links with the academic community, and the activities of monitoring quality of the internal financial control systems established with budget users.

a) Strengthening the Central Harmonisation Unit’s coordinating role 

In keeping with further internal financial control system development as envisaged in this Strategy, it is necessary to strengthen the coordinating role of the Central Harmonisation Unit, which includes cooperation with:

· Budget users

        To ensure that public internal financial control becomes and remains a central function of budget users the CHU will aim to establish strong and systematic links with budget users at all levels including heads, FMC Champions, Finance Directores, program managers and internal auditors.          
· the State Treasury 
For the purpose reaching coordination between the internal financial control system development and the budget system developments, the Central Harmonisation Unit will closely cooperate with the State Treasury. This mutual cooperation will focus on the development of financial management and control methodology and the development of a quality assurance model to be applied to these systems with budget users. To that end, the Central Harmonisation Unit and the State Treasury will jointly define questionnaires to make an analysis of the current state-of-play in the field of financial management and control with budget users, jointly define an approach to the development of areas for improvement and take part in conducting horizontal audits. These activities will make the development of financial management and control with budget users supportive of implementing the objectives set forth in the State Treasury System Process Improvement and Modernisation Strategy for the period 2007-2011.

The Central Harmonisation Unit and the State Treasury will organise joint seminars and workshops on the budget system development and the parallel developments in the internal financial control system. These will be intended for persons in charge of financial management and control and for internal auditors.   

· the Public Internal Financial Control Council 

The Central Harmonisation Unit will increase operational involvement of the PIFC Council in the internal financial control system development. The PIFC Council will be involved through its provision of advice for further development of internal financial control based on analyses of the existing conditions and recommendations to the Government of Croatia concerning measures and activities to be taken for further development in the areas of financial management and control and of internal audit. 

· the National Fund, the Central Finance and Contracting Agency (CFCA) and the Central State Office for Development Strategy and EU Funds Coordination (CODEF)
In order to employ the experiences gained in the development within the framework of the EU pre-accession funds for the purpose of further development of internal financial control system, the Central Harmonisation Unit will cooperate with the institutions in charge of managing and implementing the EU pre-accession funds (the National Fund, CFCA, CODEF). 

The Central Harmonisation Unit will also actively monitor further financial management development in the EU pre-accession funds and will systematically support auditors in conducting their audits in the area of EU pre-accession funds. 

The goal is to avoid creating parallel system wherever possible, while taking account of certain specific properties.

· the State Audit Office 

Cooperation between the Central Harmonisation Unit and the State Audit Office takes place from the very beginning of the internal financial control system establishment. 
In the previous periods, cooperation with the State Audit Office considerably contributed to the internal financial control system establishment and development with budget users, especially in the internal auditing field. 

In the upcoming period, especially important will be cooperation and exchange of information on the extent to which the internal financial control systems established with budget users contribute to the budget reforms implementation, in terms of providing proposals for improvement. 

Given that the forthcoming period is expected to bring greater involvement of internal auditors in more complex audits, including systems and performance auditing, joint seminars will be needed between the State Audit Office and internal auditors to exchange their respective experiences in such auditing. 

· the Agency for Auditing the Implementation of EU Programmes System 

The Central Harmonisation Unit will actively monitor the relationships established between the Agency for Auditing the Implementation of EU Programmes System and internal auditors within the system of the EU pre-accession funds management. The development of cooperation between internal and external audit primarily falls under the scope of the Agency and internal audit. Under its scope and through its coordinating role, the Central Harmonisation Unit will contribute to this cooperation development. This involves EU funds systems auditing work methodology, organising additional training sessions for internal auditors in the area of EU funds auditing. 

Based on the internal audit work quality assurance information, there will be a need to improve the areas with identified weaknesses to improve internal audit’s work quality. This in turn will contribute to making a better foundation for the development of cooperation between the Agency and internal auditors.

Measures:

· Organising meetings with heads of budget users, persons in charge of financial management and control and with internal auditors, visiting the institutions, delivering presentations, workshops and seminars.

· Coordinating the activities with the State Treasury, the National Fund, CODEF and CFCA on the development of work methodology to cover the areas of financial management and control.

· Organising joint seminars with the State Treasury for persons in charge of financial management and control and internal auditors.

· Topical meetings of the Public Internal Financial Control Council and sending Council’s conclusions to the Government of Croatia for adoption.

· Organising joint seminars with the National Fund and CFCA to exchange experiences concerning the EU pre-accession funds financial management and control development.

· Organising joint seminars with the State Audit Office and the Agency for Auditing the Implementation of EU Programmes System

b) Organising professional training in cooperation with the academia (the Faculty of Economics) 

Further development of the overall internal financial control system imposes the need for further investment in training persons involved in financial management and control and internal auditors. The Central Harmonisation Unit invested a great deal of effort in organising professional training to date. To meet the aforementioned need, the CHU will jointly with the academic community explore the options to cooperate as well as manners for organising professional training in financial management and control and internal auditing for the public sector needs. 

The role of the Central Harmonisation Unit, from being a training organiser and deliverer, should now focus to the role of a coordinator in the area of professional training. This includes the definition of training programmes, setting the standards and overseeing the quality with which training is being delivered. 

The Central Harmonisation Unit will continue with activities related to organising seminars, workshops and specialised training in financial management and control and internal auditing, and experts from individual fields may be taken onboard to that end.

Measures:

· In cooperation with the academia (the Faculty of economics), the Central          Harmonisation Unit will analyse options for cooperation, manners and costs of organising   professional training in financial management and control and internal auditing; 

· After conducting such an analysis, options for entering into a cooperation agreement  between the Ministry of Finance and the Faculty of Economics will be considered (defining training programmes, setting standards, participation of trainers from the Ministry of Finance and other institutions, training delivery quality control, etc.); 
· Developing syllabi and training programmes with the University 

· Delivering financial management and control and internal auditing training organised by the Faculty of Economics and in cooperation with the Ministry of Finance. 

c) Monitoring quality of the internal financial control systems established 

In the upcoming period, the Central Harmonisation Unit will focus on monitoring quality of the internal financial control systems established with budget users. The emphasis in quality assessment will be on the extent to which the systems established contribute to the implementation of objectives and measures set forth in the State Treasury System Process Improvement and Modernisation Strategy for the period 2007-2011 and ensure the application of the Budget Act provisions. As mentioned before, the Central Harmonisation Unit will cooperate with the State Treasury concerning the internal financial control system quality assurance model. Furthermore, the Central Harmonisation Unit will encourage cooperation between persons in charge of financial management and control and internal auditors from various budget users, in order to exchange information and their respective experiences in the development of the internal financial control system. 

Measures:

· Production of the Consolidated Annual Public Internal Financial Control System Report, whereby the Central Harmonisation Unit reports the Government of Croatia on the status of the internal financial control system. 

· Periodical assessments of the internal financial control system, as needed. 

· Organising workshops to exchange experiences in the development of internal financial control systems with budget users intended for persons in charge of financial management and control and for internal auditors. 

d) Strengthening Central Harmonisation Unit’s expertise 

To further develop the internal financial control system and provide support expected in that regard from the Central Harmonisation Unit, continued activities will take place aimed at strengthening competencies of the CHU staff. The existing capacities will be additionally professionally improved through seminars and courses and the staff will acquire the necessary knowledge from the areas of financial management and control and internal auditing. In addition to core competence from the area of financial management and control, there is a need for an ongoing professional improvement in other skills, including the application of information technology and language skills. Moreover, efforts will be invested in ensuring additional recruitment of professional staff, preferably possessing experience in financial management and control and public internal auditing. The Central Harmonisation Unit will keep working with other national and international institutions for the benefit of exchanging knowledge and experiences. 

Expertise of the Central Harmonisation Unit will also be strengthened through ongoing communication and exchange of information with other stakeholders in the system of internal financial control with budget users. 

Measures:

· Development of expertise of the existing Central Harmonisation Unit’s capacities through seminars and courses. 

· Recruiting competent civil servants into the Central Harmonisation Unit. 

· Linking the Central Harmonisation Unit with other institutions and international bodies (Croatian Association of Accountants and Financial Experts, the Croatian Institute of Internal Auditors, the Faculty of Economics, cooperation with experts through EU pre-accession funds). 

· Networking and information exchange system development through websites, brochures, leaflets, etc. 

6.
STRATEGY IMPLEMENTATION MONITORING
The Central Harmonisation Unit of the Ministry of Finance will oversee the implementation of the Strategy, i.e. the achievement of the objectives, measures and the activities contained in the Action Plan, which makes an integral part of the Strategy.

The Central Harmonisation Unit will report the PIFC Council on the activities performed, the results achieved and potential difficulties faced during the course of achieving the objectives and measures, and it will make proposals to eliminate them accordingly. This will be done during the regular PIFC Council meetings taking place trice a year.  

The PIFC Council will discuss the reports prepared by the Central Harmonisation Unit and give its advice and opinions before the reports get submitted to the Government of the Republic of Croatia. 
Furthermore, the Central Harmonisation Unit will keep reporting the Government of the Republic of Croatia through the Consolidated Annual Public Internal Financial Control System Report. The production of this report is mandatory in accordance with Article 35 of the Croatian Public Internal Financial Control Law. 
For the purposes of the Consolidated Annual Public Internal Financial Control System Report, the Budget Users will produce their respective individual public internal financial control system reports. These will serve as a vehicle for reporting on the activities under their remit as per the Action Plan and on the results achieved.  

Although the achievement of the objectives, measures and activities contained in the Action Plan as an integral part of the Strategy is first and foremost supportive of budgetary reforms initiated on the basis of the State Treasury System Process Improvement and Modernisation Strategy for the period 2007-2011 and the new Budget Act (Official Gazette, No. 87/08), it is important also to point out that the development of the internal financial control system creates sound preconditions for the achievement of objectives and measures envisaged in the Anti-corruption Strategy (Official Gazette, No. 75/08) and the 2008-2011 State Administration Reform Strategy.  

7.
CONCLUSION 

            The internal financial control system establishment and development is a complex and long-lasting process. The activities in this field commenced as early as in 2004 and resulted in the creation of legal regulations and bylaws, the organisational capacities and the actual implementation of the system with budget users. 

        
The establishment of this system is a specific process, as it does not involve the creation of a completely new system of controls developed in parallel with the existing systems of controls. In a way, the establishment of this system implies embedding its elements into the existing systems of management and control with the view of improving them. 

      
In order for the internal financial control system to be truly used for its intended purpose, it has to be fully integrated into the existing public sector management processes. 

          
The current state-of-play in terms of this system development suggests that this was not fully achieved yet. Specifically, one may note that links between the internal financial control system and the budget system haven’t been sufficiently explored. 

          
The initiated budget reforms bring new approaches to budget resources management, developing the planning processes through establishing links between objectives and budgetary resources and the development of programme budgeting, as well as the orientation not only to inputs but also to the results achieved. This creates possibilities for greater degree of flexibility in managing budgetary resources in order to achieve the set objectives, while increasing responsibility not only for the amount and type of cost but also for the results achieved. 

           
Moreover, operating in a turbulent environment and the limited availability of budgetary resources imply that public sector organisations need to have efficient systems of internal financial control in place to help them respond to the demands set before them, while ensuring efficient and economical use of budgetary resources. 

      
The internal financial control system, hence, need to find its right place and the role within management processes, and especially budget management process, in order to provide adequate support to the implementation of budget reforms and better quality budget management in general. 

           The most important activities envisaged in this Strategy aimed at further developing the internal financial control system follow the path below: 

· raising awareness of financial management as an integral part of management process in general; 

· strengthening the roles of the existing finance directorates/sectors for the need of coordinating the financial management and control establishment and development activities and providing support to other sections of managerial structures taking part in financial management; 

· development of financial management and control in the budget cycle processes; 

· development of cost and management accounting as the foundation for good quality financial information systems needed for financial management purposes; 

· development of risk management process; 

· strengthening internal audit in terms of its competence and scope of work; 

· more efficient use of the existing auditing resources by carrying out horizontal and vertical audits and the creation of specialised auditing teams; 

· development of a quality assurance model to be applied for the evaluation of the established internal financial control systems. 

Experiences grained in the development of internal financial control system for managing the EU pre-accession funds can greatly be used for the development of this system for the national needs. 

     
During previous periods, the Central Harmonisation Unit was intensely involved in the creation of the regulatory framework and the prescription of work methodology. In the period to come, CHU will orient more towards strengthening its coordinating role, linking the participants in the development of this system, and the development of quality assurance model for the system established. 

     
In doing so, the Central Harmonisation Unit will extensively cooperate with the State Treasury to make sure that approaches to the internal financial control system development and budget system developments are coordinated. 

            For the purpose of implementing the measures and activities from the Action Plan constituting an integral part of this Strategy, experiences and assistance of international experts will be employed through EU pre-accession projects (IPA 2007, PHARE 2006) and through projects funded from other sources (SIGMA support, MATRA FLEX programmes). Projects have already been approved for some of the activities, while approval of new projects will be sought for to cover the remainder. 

            The Central Harmonisation Unit will also be in charge of monitoring the execution of measures and activities in the Action Plan and will report the Government of the Republic of Croatia on the activities carried out. 

� Official Gazette no. 87/08


� These components were determined in line with the INTOSAI Guidelines for Public Internal Control Standards, and are based on the COSO model (Committee of Sponsoring Organisations of the Treadway Commission).
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