
245

UDC 657.6:35(497.7)
Original scientific paper

MITE MITEVSKI1

SYSTEM OF PUBLIC INTERNAL FINANCIAL CONTROL IN 
THE REPUBLIC OF MACEDONIA- ACHIEVEMENTS AND 
IMPROVEMENTS

 Abstract

Public financial management is a very responsible and sensitive area 
which is preconditioned by a number of interrelated factors, one of them 
being the proper implementation of the concept of Public Internal Financial 
Control (PIFC). 

The concept of PIFC was developed by the European Commission 
during the second half of the 1990s and is nowadays used to guide and support 
EU accession candidate countries, as it is the Republic of Macedonia, in their 
attempt to develop modern public internal control systems.
 This concept is an internal control framework for the public sector, 
which the candidate countries must accept to meet the requirement of Chapter 
32, of the accession negotiations. Therefore, these requirements are also an 
obligation to our country.

Given the significance of this issue for the Macedonian public sector, 
I have decided to devote a major part of my research papers to the system of 
Public Internal Financial Control in the Republic of Macedonia. The paper 
gives an overview of topics, core elements and the developments in this area. 
The purpose of it is to assess the current state of this concept in practice and 
to give conclusions and recommendations for further improvements. 
1 Ph.D student at the  Institute of Economics – Skopje,  “University Ss. Cyril and Methodius” 
Republic of Macedonia, e-mail: mite_mitevski@yahoo.com
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Introduction

Corruption in the public sector is a worldwide phenomenon, to which 
weak administrations and countries in transition are particularly vulnerable. 
High levels of corruption limit investment and growth and lead to ineffective 
government. Furthermore, corruption creates inefficiencies and inequities.

Consequently, reducing the potential for corruption involves 
eliminating bureaucratic monopolies and arbitrariness, promoting transparency 
and increasing the standards of accountability and practices applied. One of 
the mechanisms which could help in this direction, is the concept of Public 
Internal Financial Control (PIFC), since, among other aspects, it also covers the 
area of awareness-raising and prevention through suggesting implementation 
of a number of conceptual, legal and organizational actions.

The concept of PIFC was developed with the intension to provide 
assistance to the candidate countries to improve their management of public 
finances, national and EU funds, by understanding and applying a well-
developed and effective system of internal controls. 

Furthermore, the concept of PIFC urges the managerial structures to 
make their decisions based on the “value for money”, thereby obtaining a 
maximum benefit and achieving the most of the efficiency and effectiveness 
with the assets available. This, on the other hand requires a high quality of 
financial accounting information systems.

Moreover, this concept emphasis the responsibility and the 
accountability of the managerial structures.  They are those who assume the 
responsibility for the implementation of appropriate, effective and efficient 
system of internal financial control. Such systems require proper and clear 
division of competences and responsibilities within an organization at all 
levels of management and their adequate performance.

Public sector must ensure that public resources are managed in a 
manner which provides more for less and this can only be achieved if efficient 
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control systems are put in place, which ultimately will result in compliance 
with both national and EU regulations.

PIFC is an essential and a constituent part of the public administration 
reform. The best effects of which are expected to be achieved when they are 
carried out simultaneously.

1. THE CONCEPT OF PUBLIC INTERNAL FINANCIAL 
CONTROL

Public administrations operate using the money of their taxpayers. 
The manner of spending public funds is in the spotlight of all citizens in the 
country. How the public sector and the civil servants behave has a crucial 
impact on the formation of public opinion and trust of citizens. For this reason 
taxpayers are entitled to receive assurance that public administrations take 
due care in managing funds.

Established and implemented PIFC system can provide assurance that 
government funds are being spent wisely. Therefore, PIFC is primarily based 
on well-established international standards which aimed at making public 
finance management more transparent and accountable.

PIFC is a structured model which helps the management establishes a 
highest level of control environment for their spending units. It aims to give 
reasonable assurance that transactions comply with the principles of sound 
financial management, transparency, efficiency, effectiveness and economy, 
as well as with relevant legislation and budget descriptions.

The system of PIFC is structured by three main elements that are 
explicitly represented in the following formula2:

PIFC = IC + CHU, where  IC= FMC + IA, follow 
PIFC = FMC + IA + CHU

PIFC - Public Internal Financial Control;
IC - Internal Control;
2 Robert de Koning, Public Internal Financial Control, Brussels, 2007
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FMC - Financial Management and Control;
IA - Internal Audit;
CHU - Central Harmonization Unit.

1.1. Managerial accountability - financial management and 
control

The financial management and control, often presented as a system of 
managerial accountability, is a set of plans, policies, procedures and practices 
that are established by management to allow employees to exercise the main 
goals of the institution:

•	 economic, efficient and effective execution of tasks and services, in 
accordance with the mission of the institution;

•	 protecting the resources from loss, misuse, bad management, errors, 
frauds and irregularities;

•	 conformity to laws, bylaws and internal acts;
•	 preparation of reliable and timely reports based on which future 

decisions will be made.
In fact the management shall establish a system of internal controls 

intended to provide a reasonable assurance that the goals are achieved. 
Internal controls refer to both management and the employees at all levels 
in the institution, as well as to other stakeholders. Hence, they will be more 
effective if all parties comply with the prescribed rules and regulations.

In order to make the internal controls effective, they need to be:
•	 adequate - which means having the right controls in the right place, 

according to the needs;
•	 to function in a consistent manner;
•	 cost - effective.

Financial management and control need to be implemented on the 
basis of international standards on internal control, based on the COSO 
Framework3. 

Internal controls based on this framework consists of the five 
interrelated components:
3 INTOSAI, Guidelines for Internal Control Standards for the Public Sector



Mite Mitevski: System of public internal financial control in the Republic of Macedonia...

249

•	 control environment (integrity/ethics, human resources, management 
philosophy, organizational structure and accountability);

•	 risk assessment (objectives such as definitions, communication, 
consistency, performance indicators and priorities/resources, 
implementation and risk (assessment) identification);

•	 information (accuracy, timeliness) and communication (internal and 
external);

•	 control activities (division of duties, supervision, procedures, manuals, 
help desk, recording of exceptions and a checklist on financial 
procedures (audit trail)) and

•	 monitoring (role of audit, frequency of self-assessment exercises, 
update of methodology and reporting deficiencies).

Performing a self-assessment on the system of internal controls is a 
useful tool to improve their establishment and implementation. This activity 
is performed on the institutional level, by completing a self-assessment 
questionnaire, which requires from the management and the employees 
who have financial management responsibilities to assess their own actions 
and procedures and benchmark the effectiveness thereof in relation to the 
objectives of the adopted internal control standards. The questionnaire should 
reflect all financially related processes and cover different components 
mentioned in the COSO model.

Central Harmonization Unit (CHU) plays the main role in this self-
assessment activity. The CHU is responsible for developing and harmonizing 
financial management and control systems. This unit should also develop a 
template and a methodology for self-assessment which can then be further 
tailored by Heads on financial departments in public institutions for application 
in their own organizations.  

Once the template is developed, completed and the results have 
been analyzed, the management should organize a workshop to discuss the 
results, draw conclusions and draft a report as the basis for an action plan on 
areas identified for improvement. 

1.2. Internal Audit

An important part of the system of internal controls is the establishment 
of functionally independent internal audit. 
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Internal auditing is an independent consulting activity, designed 
to give an objective assurance, add value and improve the organizational 
operations. It helps an organization accomplish its objectives by bringing a 
systematic, disciplined approach to evaluate and improve the effectiveness of 
risk management, controlling and governing processes4.

The internal auditor with its advisory role can greatly contribute to 
the creation of internal controls, but should never be a substitute for them. 
The functional independence of the internal auditor means that he works 
independently and objectively, in accordance with international standards and 
the Charter on Internal Audit, and for his works he/she is directly accountable 
to the top management. They, on the other hand, should have a thorough 
understanding of the function of internal audit and especially of its independent 
character. This can only be fully achieved if the CHU for Internal Audit and 
the internal auditor work together on well-focused awareness campaigns 
aimed at managers and financial officers. 

The internal auditor can help the management in assessing the 
effectiveness of internal controls. Auditor’s continuous monitoring of the 
work in the institution allows for timely and adequate perception of the 
effectiveness of internal controls. In case of absence or non-compliance with 
the already established internal controls he is due to provide this information 
to the management and give appropriate advice about it. 

One of the fundamental prerequisites of PIFC system is the 
introduction of sound financial management and control. However, intending 
to establish this system, more than often, administrations run into the issue 
of well defining or distinguishing between the internal audit and financial 
inspection. Namely, the main concern is whether these two overlap, should we 
rename or abolish the existing forms of financial inspection (budget control 
etc.) and replace them with internal audit, or establish an internal audit with 
the intention to function as a financial inspection. 

Nevertheless, it ought to be clarified that the internal audit and the 
financial inspection in its design, establishment and functioning are two separate 
activities, having different roles and objectives. Yet, in the frames of the PIFC 
system, these two activities should be understood as complementary activities.

Ultimately, the role of internal audit is to support managers of the 
public sector in achieving the institutional goals and objectives.

4 International Professional Practices Framework (IPPF), The Institute of Internal Auditors 
Research Foundation. Florida, USA, January 2011
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1.3. Central Harmonization Unit

Another key to the successful establishment and development of 
effective internal control system is the Unit for harmonization of the financial 
management and control and internal audit. This unit should be a driving 
force in the development and improvement of the PIFC system.

It involves:
•	 developing and improving the legislation;
•	 giving proposals for the development and harmonization of the 

internal control and internal audit (manuals, templates etc.);
•	 monitoring the implementation of legislation and standards;
•	 organizing trainings;
•	 co-operation with the Supreme Audit Institution and other international 

organizations.
Yet, the central role in establishing a comprehensive system of 

public internal financial control in a country is given to the the Ministry of 
Finance. The later provides for the basic legal framework stipulating the 
elements of public internal financial control, as guidelines to be followed by 
all stakeholders in the public sector. 

1.4. Role of the Supreme Audit Institution in applying the PIFC 
concept

The Supreme Audit Institution has a major role in creating the structure 
of internal controls in any country. This institution should encourage and 
support management in establishing their proper system of internal controls. 

The Supreme Audit Institution should maintain good cooperation 
with internal audit to ensure exchange of experience, avoiding overlap of 
work and ensuring complementarity of the overall audit function. Well-
developed internal audit can greatly reduce the workload of the Supreme 
Audit Institution. 

The connection between internal and external audit is clearly 
expressed in Chapter 32 – Financial Control of the Acquis Communautaire, in 
which the three main elements are: public internal financial control, external 
audit and protection of the financial interests of the European Union.
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2. ACHIEVEMENTS IN THE IMPLEMENTATION OF PIFC 
CONCEPT IN THE REPUBLIC OF MACEDONIA

 When we talk about the concept of PIFC, it is very important to 
consider making an assessment of the progress of implementation of this 
process. In practice the activity can be carried out in different ways, by taking 
different approaches or scopes. It can be focused on some components, or 
some phases (from the beginning of the implementation up to date; the last 
years of implementation, etc.).
 The progress assessment of the implementation of PIFC in our country 
takes a comprehensive approach, covering the overall establishment of this 
system from the beginning of its implementation to the present date, and it is 
for the purposes of this article summarized as such.
The assessment also covers the following stages of implementation:

•	 conceptualization of the system;
•	 development of organizational framework;
•	 development of the legislative framework and
•	 establishing human resources development policies 

 A good conceptualization of any systems, including the system of 
PIFC, is a crucial precondition for its successful implementation. This stage 
must be lead by Central Harmonization Unit, positioned in the Ministry of 
Finance. At this stage it is necessary to perform a gap analysis of the current 
internal control system in the country. It is usually a good practice to perform 
these activities in cooperation with experts from EU member state countries, 
as well as with relevant domestic stakeholders.  The outcome of these activities 
should be the PIFC Policy Paper and a realistic Action Plan, suggesting a 
chronological plan of actions and activities to be taken in the future, along 
with a time framework for their implementation. 
 Looking back at the historical development of the PIFC system in the 
Republic of Macedonia, we observe a systematic progress governed by three 
different policy papers covering the period 2006 - 2008, 2010 - 2012 and the 
last one for 2015 - 2017. 
 The Action Plans arising from the first two Policy Papers were 
implemented with the help of EU funded Twinning Projects. They were focused 
on creating the necessary conditions and assumptions for establishment and 
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development of an effective system of internal financial control in the public 
sector in our country.
 The Third Policy Paper aims at further strengthening and developing 
the existing system of internal financial control in the public sector, as a 
useful tool for the management in regards to sound financial management 
and control of national and European funds.
 The preparation of all three strategies was the responsibility of the 
Central Harmonization Unit of the Ministry of Finance.
This Unit was established at the very beginning of the implementation of 
PIFC system in our country. Throughout this period, the Unit has undergone 
several organizational changes. At present the CHU consists of a Financial 
Management and Control Harmonization Unit and an Internal Audit 
Harmonization Unit, as units which operate in line with the EU best practices 
and standards.  
 Once completed the phase of conceptualization CHU should begin the 
procedure for the development of organizational framework. In this respect it 
must be underlined that the CHU is a driving force in the process of establishing 
a functionally independent internal audit unit within line ministries, agencies 
and other institutions at all levels of government. Furthermore this Unit 
should provide a continuous support to the management, which will facilitate 
the processes of financial management and internal control and make them 
compatible and harmonized with relevant EU standards and practices. 
 Since the adoption of the Law on Public Internal Financial Control5 
our country observes a notable progress in the establishment of Financial 
Management and Control systems and Internal Audit, both on central and 
local level. 
 At the end of 2015, the outcome of the legal obligation to establish a 
Financial Management and Control systems and Internal Audit in 91 central 
level institutions and 81 municipalities (80 municipalities and the City of 
Skopje) is as follows in tables:

5  Published in the “Official Gazette of the Republic of  Macedonia”, no.90/2009 with 
amendments
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Table 1. Financial Management and Control on central and local level 

 2009 2010 2011 2012 2013 2014 2015 Level

1. Number of institutions
 which established 
Financial Affairs Unit

14 32 39 46 66 66 71 central

1 14 27 39 40 46 58 local

2. Number of 
appointed Heads of 
Financial Affairs Unis

0 20 30 36 42 45 53 central

0 10 22 33 35 38 44 local

3. Number of institutions 
which adopted a Decision 
for Internal Distribution 
of the Total Approved 
Budget

0 0 0 49 65 73 53 central

0 0 0 55 63 65 53 local

4. Number of institutions 
which adopted Decisions 
for General Authorization

0 0 0 29 51 47 31 central

0 0 0 19 32 32 33 local

5. Number of institutions 
which appointed a Person 
for Reporting Iregularities 

31 44 56 59 61 64 76 central

34 49 55 58 58 59 66 local

6. Number of institutions 
which adopted Annual 
Plans for Develepoment 
of Financial  Management 
and Control

0 0 0 0 0 0 44 central

0 0 0 0 0 0 38 local

7. Number of institutions 
which adopted a Risk  
Management Strategy

0 0 0 0 0 0 42 central

0 0 0 0 0 0 22 local

8. Number of institutions 
which have made a Risk 
Register

0 0 0 0 0 0 36 central

0 0 0 0 0 0 16 local
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9. Number of institutions 
which adopted a 
Rulebook (internal act/
procedure/ rules) on the 
implementation of FMC

0 0 0 0 0 0 31 central

0 0 0 0 0 0 20 local

Source: Based on official data from the Ministry of Finance of the Republic of Macedonia, 
www.finance.gov.mk

Table 2. Internal audit development and results on central and local level
 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 Level

1. Established 
internal audit 
units

24 35 46 58 64 71 73 76 78 84 central

0 17 32 40 49 59 64 65 71 71 local

2. Internal 
auditors

52 68 81 90 111 120 133 137 142 145 central

15 27 33 35 44 52 60 64 67 68 local

3. Heads of 
Internal Audit 
Units

0 0 27 34 34 35 44 47 47 51 central

0 0 15 18 19 18 22 21 18 20 local

Source: Based on official data from the Ministry of Finance of the Republic of Macedonia, 
www.finance.gov.mk

According the activities envisaged by the Action Plan, the next 
phase of the development of PIFC system is the improvement of the legal 
framework, with the objective to more comprehensive in regulating all three 
components of the PIFC system. 

This phase includes two activities - one is preparing the Law on PIFC 
and the other, drafting respective bylaws.

This phase in our country was completed with the support of two EU 
Twinning projects, the aim of which was to establish and strengthen the PIFC 
system in the country.

As a result, in 2009, the Law on public internal financial control was 
adopted, followed later by the adoption of bylaws:

- In the area of financial management and control6:
- Rulebook on the Manner of Implementation of General Financial 

6 Published in the “Official Gazette of the Republic of  Macedonia”, no. 147/10 and 34/11
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Processes;
- Rulebook on the Manner of Giving Authorization,
- Rulebook on the Manner of Performing Activities under the 

Competence of the Financial Affairs Units;
- Internal Control Standards in the public sector and
- Rulebook on the Form and the Contents of Reports and Statement on 

Quality and the Status of Internal Controls under the Annual Financial 
Report.

- In the area of financial management and control7:
- Rulebook on the Manner of Performing Internal Audit and Audit 

Reporting;
- Rulebook on Internal Audit Charter;
- Rulebook on the Code of Ethics of Internal Auditors;
- Rulebook on the Curricula and Exam on Certified Internal Auditor in 

the Public Sector and
- International Standards on Professional Practice of Internal Auditing.

With the intention to improve the implementation and the practical 
applicability of the current legislation some changes have been introduced, 
especially in the part which defines the conditions and the manner of 
conducting the examination for certified internal auditors in the public sector.

The implementation of all previously mentioned stages of the PIFC 
system could not have been successfully achieved if appropriate human 
resource policies had not been put in place.

It is fundamental that all conditions necessary for the establishment of 
the PIFC system are met, herein including those related to the promotion and 
strengthening of human capacities through education and training. 

Professional development and training in the area of the newly introduced 
PIFC concept and internal control is needed not only for the employees, but 
also for the middle and the top management in order to raise their awareness 
on the benefits of practicing this concept. This is supposed to create a “tone at 
the top” attitude and highlight the commitment of the management to having a 
functionally independent and effective internal audit unit.

Consequently, the CHU of the Ministry of Finance has organized 
a number of trainings, workshops and seminars, in the area of financial 
management and control, for a vast majority of managers and employees in 
7 Published in the “Official Gazette of the Republic of  Macedonia”, no. 136/10
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governmental institutions and local government units, as to help them better 
understand the importance and the idea behind this concept, as well as to 
facilitate its implementation within their own institutions.   

Trainings have also been provided for internal auditors. Moreover, 
efforts have been made to organize examinations for international certification 
of internal auditors. Seventy seven internal auditors took this opportunity 
and successfully completed the training and passed the CIPFA exam for 
internationally certified internal auditors in public sector.

Conclusions and recommendations for improvement of PIFC 
system in the Republic of Macedonia

Summarizing the results of the analysis of the PIFC system in our 
country, we can conclude that all necessary conditions and requirements have 
been met – relevant legislation and supporting regulations have been developed 
and adopted in compliance with the highest standards and recommendations. 

Nevertheless, there are still some areas of improvement for which 
following actions might be taken into consideration:

•	 raising awareness among public sector entities of proper and full 
implementation of all legal requirements (in accordance with the Law 
on PIFC), especially in the area of financial management and control;

•	 continuous coordination with the top management in the public 
sector so as to improve their understanding of the benefits from the 
implementation of financial management and control and increase 
their commitment and support for the role of internal audit;

•	 establish a CHU in accordance with the legal obligations, which make 
this unit responsible for performing quality supervision on financial 
management and control and internal audit units in public entities;

•	 revision of the existing laws aiming to overcome the difficulties 
of establishing the institutional framework in the area of financial 
management and control and internal audit in smaller institutions, at 
central and local level;

•	 organize continuous trainings for the new employees, managers and 
other employees, to continuously upgrade their knowledge and skills 
in the field.
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Successful implementation of this system has multiple indirect effects 
on improving the quality of life of the people. Therefore, competent authorities 
need to continuously monitor its implementation, timely detect problems and 
take the necessary measures to improve its implementation.
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