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HORIZONTAL AUDIT FINANCIAL MANAGEMENT AND CONTROL (FMC) IN THE REPUBLIC OF MACEDONIA

SUMMARY OF THE MANUAL

Horizontal Audit FMC in the Republic of Macedonia

Summary of the Manual

Core features of sound FMC system:

1. Value for Money – Management (founded upon sound accounting systems)

2. Managerial Accountability at all Levels of Management (objectives, performance indicators, lines of authorities and accountabilities)

3. Systematic Approach to and View of Controls (founded upon five interrelated components of internal control)

Regulatory Framework

1. Budget Law

2. PIFC Law

3. Civil Service Law

4. Law on Local Self Government

5. Public Procurement Law

6. Etc.
Pursuant to the PIFC law, the following by-laws on financial management and control were adopted:

· Rulebook on the Manner of Implementation of General Financial Processes
· Rulebook on the Manner of Giving Authorisation
· Rulebook on the Manner of Performing Activities under the Competence of the Financial Affairs Units
· Internal Control Standards in the public sector 
· Rulebook on the Form and the Contents of Reports and Statement on Quality and the Status of Internal Controls under the Annual Financial Report

· Rulebook on the prevention of irregularities

· Rulebook on Financial Management and Control

· Rulebook on Internal Audit

CHU will conduct an analysis of the established mechanisms of managerial responsibility, upon which will be developed Guidelines for managerial responsibility.

Methodological framework for risk management, as a part of the Financial Management and Control Manual - State Auditors performed a horizontal audit engagements in 2014 on FMC establishment: according to our review of sampled reports activities are started for preparing Risk Management Strategy in some institutions at state level and it seems no activities at local level related to involvement of risk management in planning processes.

Delivering on strategic objectives of their competent ministries.

Each entity is responsible for arranging the FMC system at their level. However, it is the first-level budget user that has to make sure that cooperation with their subordinate budget users gets organised through FMC.

Budgets need to be structured in a way that allows linking financial resources with individual programmes and projects, with a clear specification of the responsibilities individual managers have.

While heads of budget users may delegate authorities and responsibilities, it does not exclude his/her ultimately accountability. Similarly, ultimate accountability that rests with the head of a budget user may not be an excuse for other managers or relieve them of any responsibility in the areas under their scopes of competence.

Making all decision and signing all documents does not ensure control of organisational activities. In fact, is quite the opposite! (see also figure 5)

Managerial accountability means keeping things in check without controlling just about everything. 

FMC MATRIX

	Variable
	Criteria
	Sources (legislation, documents, interviews, review of transactions)
	Summary of Finding (design and functioning)

	Control Environment: 

If a budget user does not have a sound control environment, the FMC activities will be just a formality to meet the requirements instead of being applied in practice

	4.1.1
	Ethical Values, Integrity and Competence of Staff
	
	
	

	Ethical Values and Integrity
	Standards of ethical behaviour are defined (e.g. code of ethics)
	
	
	

	
	Written statements on avoiding potential conflict of interest
	
	
	

	
	All staff is familiarised with the standards and statements
	
	
	

	
	Rules of procedure in cases when unethical behaviour is detected and reported, are defined
	
	
	

	Skills and competencies of staff
	The required level of staff competence is defined
	
	
	

	
	The existing level of knowledge and skills of staff has been aligned with the budget user strategy
	
	
	

	
	Staff is capable to cope with their everyday challenges associated with the given assignments
	
	
	

	Staff Motivation
	Staff is ready to learn and take on new challenges (e.g. develop new ideas, create new values and innovate in the operation of a budget user)
	
	
	

	
	Staff is rewarded through e.g. career advancement, annual leave days or funding certain activities
	
	
	

	
	Learning and professional training is an integral part of the operations
	
	
	

	4.1.2
	Leadership and management style
	
	
	

	Awareness
	Budget user heads is aware and understands the responsibility he/she has for FMC
	
	
	

	Proactive management approach
	Regular meetings at the highest managerial level are held to discuss the objectives, work plans, budget, achievement of the set objectives, etc.
	
	
	

	
	The objectives of the budget user are clearly set and made known to the staff
	
	
	

	
	Frequent communication between management and staff on objectives and feedback on the achievements
	
	
	

	4.1.3
	Planned approach to operations
	
	
	

	Strategic Planning
	The mission of the budget user (reason for existence of budget user) is understood
	
	
	

	
	There is a clear vision identified/described
	
	
	

	
	Strategic objectives, including priorities, based on the analysis of the current state of play (e.g. SWOT), are defined
	
	
	

	
	Programmes / measures through which the set objectives will be defined, are defined
	
	
	

	
	Linkage between the strategic planning documents and programmes and the operational plans is ensured
	
	
	

	
	Key performance indicators (to monitor outputs and development outcomes) are defined
	
	
	

	
	Linkage between the strategic and operational planning documents and the budget/financial plan is ensured
	
	
	

	
	After receiving the budget preparation the budget user prepares the instructions for their respective remits
	
	
	

	
	The budget user involved for preparation of the strategic documents budget users from their respective scopes of competence (e.g. agencies, spending units)
	
	
	

	Programme budgeting
	Relational tables are prepared, whereby objectives from the strategic plan are linked with a programme and measures for their achievement from a strategic plan are linked with the activities and projects
	
	
	

	Operational planning
	A more detailed breakdown of material and human resources, as well as of the activities to be taken at the budget user and individual organisational unit levels, is prepared (e.g. annual work plan, procurement, recruitment, investment, maintenance, training plan)
	
	
	

	
	The operational planning documents are connected with the strategic and programme objectives
	
	
	

	Financial Planning
	A monetary specification of the resources needed for the achievement of the set objectives is prepared
	
	
	

	
	The planning documents are linked with the financial plans
	
	
	

	
	Procedures, stakeholders and deadlines are defined (e.g. who is authorised to express the need for financial resources)
	
	
	

	
	The manner in which the need for financial resources should be expressed and the manner for controlling their justification and completeness is defined
	
	
	

	
	Decisions are made on the financing priorities on the basis of the programme, project and activity prioritisation list
	
	
	

	
	The impact of funding the proposed programmes, projects and activities against the expected budget resources is assessed
	
	
	

	
	The financial plan production is coordinated with the second- and third-level budget users
	
	
	

	
	The financial plan has an explanatory section that describes the objectives and results to be achieved
	
	
	

	Planning at 2nd and 3rd level budget users
	The second- and third-level budget users coordinate the production of their planning documents closely with their competent budgets under whose scope they fall
	
	
	

	
	The second- and third-level budget users prepare their financial plans in accordance with the instructions received from their competent budgets
	
	
	

	
	The financial plans of these budget users include: a summary of the budget user scope of work, programme explanation, legal and other groundwork, objectives, strategies, starting point and indicators, report on achievements last year
	
	
	

	4.1.4
	Organisational structure, definition of authorities and responsibilities, reporting lines
	
	
	

	Organisational structure
	Authorities and responsibilities are clearly defined
	
	
	

	
	The organisational structure is adequate to allow the elaboration of the authorities and responsibilities for achievement of objectives and management of budget resources
	
	
	

	
	Job descriptions of internal organisational units of the first-level budget user clearly present its competence over the second- and third-level budget users from within its system
	
	
	

	
	The organisational structure is up-to-date
	
	
	

	
	All staff is familiar with the organisational chart (understand the relations between different parts and their fit in the organisation)
	
	
	

	Definition of authorities and responsibilities
	There are internal regulations including job descriptions
	
	
	

	
	Authorities and responsibilities, tasks and reporting obligations concerning the achievement of objectives are clearly defined for each section (written and communicated to the staff)
	
	
	

	
	The decision on distribution of the budget is signed and is aligned with the programme objectives and budget
	
	
	

	
	Persons responsible for specific objectives are appointed
	
	
	

	
	The managers of organisational units with the assigned authorities and responsibilities for managing budget resources keep the needed records on the budget execution and to produce relevant internal reports
	
	
	

	Reporting lines
	Reporting lines (on achievement of objectives, budget resources management) are developed parallel with the development of lines of authorities and accountabilities
	
	
	

	
	Reporting lines are developed for communication with the budget users under the scope of competence
	
	
	

	Risk Management

	Risk management as part of planning and decision-making process
	In the course of the development of the planning documents (strategic, operational and financial), it is thought of possible risks
	
	
	

	
	Communication on the risks identified is a common practice at the level where adequate decisions are being made
	
	
	

	Responsibility for managing risks
	All managers are responsible for managing risks at their levels: they identified the most important risks (10-15) and measures to minimise them
	
	
	

	Documenting risk data
	Risk data is documented: the most important risks are noted in the planning documents, detailed risk information is recorded in the risk register
	
	
	

	Risk reporting
	The risks that require involvement of and discussion at higher managerial level, are referred to the next level
	
	
	

	Risk management strategy
	A risk management strategy is developed that describes the way in which the budget user intends to implement risk management in a systematic manner
	
	
	

	Assumptions for an effective budget user risk management
	Risk management is supported by top management and staff
	
	
	

	
	All staff are involved, aware that operating risks exist and they monitor them
	
	
	

	
	Risk management is an integral part of the strategic and annual planning processes
	
	
	

	
	Risks and risk management are seen as an opportunity for evaluating the strategic policies and decisions
	
	
	

	
	Updating of risk register is regularly carried out by senior management
	
	
	

	
	Managers and staff are aware of the importance of risk management
	
	
	

	Control Activities

	4.3.1
	Control activities in general
	
	
	

	
	Control activities are dynamic and subject to change: they are modified at the initiative of management or as a response to audit reports
	
	
	

	
	Control activities are cost-effective (costs and benefits of control activities are assessed by the management)
	
	
	

	
	The level and application of control activities are founded upon a reliable risk analysis and commensurate to the risk involved
	
	
	

	
	Control activities are applied consistently (as planned and at all times)
	
	
	

	
	Discrepancy or exception from the standard procedures are justified, substantiated and communicated on time to the persons authorised for approving
	
	
	

	
	Control activities are documented (what, by whom and when)
	
	
	

	4.3.2
	Written rules / procedures
	
	
	

	
	Internal procedures are produced in order to arrange control activities in detail (e.g. the manner of application, listing who is authorised and responsible)
	
	
	

	NOTE: this in more detail – check design and functioning (see also 4.3.3)
	Strategic plan production and execution is described and contains minimal: who is responsible for the preparation, participants, authorities and responsibilities for objective setting, progress monitoring, coordination
	
	
	

	
	Financial plan production and execution is described and contains minimal: participants, deadlines, authorities and responsibilities for expression of need, evaluation of justification of needs, coordination, procedures in case of a need beyond ceiling, procedure in case of discrepancy between execution and budget, supplementary budget
	
	
	

	
	Business event and transaction recording process is described and contains minimal: modes of recording, modes for processing material and financial documentation, checking documentation for accuracy, documentation keeping and archiving
	
	
	

	
	Procurement and contracting process is described and contains minimal: participants, deadlines, authorities and responsibilities, modes for reconciliation between procurement and budget, records of contracts and reporting
	
	
	

	
	(tangible and intangible) Asset management processes are described and contains minimal: recording procedure, access rights, asset maintenance, asset inventory procedure, asset valuation, write-off and disposal
	
	
	

	
	Own revenue collection process is described and contains minimal: accounts receivable records, amounts due, procedures in case of receivables overdue
	
	
	

	
	Process of recovery of unduly spent or wrongly paid budget funds is described
	
	
	

	
	The budget head signed for the procedures
	
	
	

	
	Other organisational units – besides financial – are involved in designing and preparing internal regulation
	
	
	

	
	Second level budget users also arranged their processes
	
	
	

	4.3.3
	Types of control activities
	
	
	

	NOTE: in detail, only for the planning process?
	
	
	
	

	Authorization procedures
	
	
	
	

	Exceptions recording and authorisation
	
	
	
	

	Authority and responsibility delegation procedure
	
	
	
	

	Principle of segregation of duties
	
	
	
	

	Double signature system
	
	
	
	

	Application of the segregation of duties principle with smaller budget users
	
	
	
	

	Etc. (see document)
	
	
	
	

	
	
	
	
	

	Information and Communication

	4.4.1
	The importance of information and communication in general
	
	
	

	
	Managers receive sufficient financial information on the actions to make an appropriate assessment of progress/planning
	
	
	

	
	Data provided to managers are adequate, timely, complete and accurate.
	
	
	

	
	Existence of a management information system
	
	
	

	
	The IT system is set up appropriate to provide reliable information. These comprise good databases, systems of records, reporting systems, clearly defined reporting lines
	
	
	

	
	There are adequate procedures to ensure maintenance of the system
	
	
	

	
	There are adequate procedures to protect data in the system
	
	
	

	
	There are adequate procedures for data transfer to users
	
	
	

	
	Management information system produce financial information - information on the status of revenues, expenses, assets and liabilities, and also non-financial information - the results and objectives achieved, information on risks, their impact if they materialised, expectations of users, information on clients, suppliers, etc.
	
	
	

	4.4.2
	Accounting systems: the function of financial accounting or cost and management accounting
	
	
	

	
	Accounting system is oriented for external users or for internal communication/ management decision
	
	
	

	
	Accounting records and reports are used for planning purposes
	
	
	

	
	The accounting records are correctly classified – accounting policies
	
	
	

	
	Is it ensured a full and transparent accounting following accepted accounting principles
	
	
	

	
	Reconciliation procedures are in place
	
	
	

	
	Accounting balances are regularly updated and reconciled against 3rd party information
	
	
	

	
	The data in planning documents and financial accounting system are up to date / updated
	
	
	

	
	Managers deal with accounting information at hand in order to be able to make planning processes
	
	
	

	
	Managers have detailed information

on costs, revenues, assets, liabilities,

the results achieved, etc.
	
	
	

	
	Accounting information are used for the execution of programmes, achievement of objectives and decision-making
	
	
	

	4.4.3
	Treasury system
	
	
	

	Conducting of the operations through the treasury
	Government of the treasury system is tailored to the specificities of the organisational units, their financial capacities and other possibilities
	
	
	

	
	Accounting system is integrated into the treasury system
	
	
	

	
	The availability of up-to-date information on the budget liabilities, anticipating future spending, as well as reaching

the efficiency in the production of liquidity

projections and managing the budget financial flows
	
	
	

	4.4.4
	Level of system documentation
	
	
	

	
	The authority established has suitable arrangements to ensure the accurate documentation of the audit trail 

or a documentary trail of financial and

other transactions, from their beginning to the end with a view to enabling the reconstruction of individual activities and their approvals
	
	
	

	
	All the decisions and their implementation are adequately documented
	
	
	

	
	Documentation contain all required signatures, including of those who filed in the request, who authorised it, who performed control, who executed the action
	
	
	

	
	Clear procedures dealing with the strategic planning process
	
	
	

	
	Which way of ensuring that business processes are documented is used:

-by written instructions, procedures, 

-by computerising business systems and processes;

- by producing a book/map of business
	
	
	

	
	Changes in internal regulations are recorded as a version change (any changes in systems which affect the audit trail are immediately reflected in the documented audit trail)
	
	
	

	
	Suitable procedures to ensure that all relevant levels are informed of changes to the audit trail
	
	
	

	
	Adequacy and applicability of internal regulations is ensured inter alia with option for making improvements in some sections of the process in a way that one should be enabled to make relevant proposals to the internal regulation owner
	
	
	

	4.4.5
	Documentation archiving
	
	
	

	
	Safeguarding and processing archives holdings are prescribed in internal acts/procedures 
	
	
	

	
	Manner of handling all files and documents prescribed in internal procedures are in line with legal requirements
	
	
	

	
	The manner of:

-producing, processing and handling case files and documentation in process

-internal takeover manner and deadlines,

-keeping office records and other records on the holdings, technical equipment, labelling and depositing the holdings, the place, conditions,

-storekeeping archives holding,

-archives using,

-deadlines for and manners of holdings evaluation and separation,

- procedures for destroying the separated holdings and the submission of the holdings to the competent archives,

-assignments and responsibility in handling, processing and safeguarding the holdings

-storekeeping periods
	
	
	

	
	Internal procedures are well communicated to the staff members
	
	
	

	
	Handover of the holdings to a competent archives is in line with the internal procedure/regulations
	
	
	

	4.4.6
	Communication: Communication is component of FMC and interrelates with other components
	
	
	

	Between managers and employees
	Exchange of information and communication is prescribed in internal acts/procedures 
	
	
	

	
	Planning activities is stipulated in internal procedure
	
	
	

	
	This internal procedures are communicated well to the staff members
	
	
	

	
	There is a formally documented procedure, which controls the amendment, introduction or abandonment of procedure 
	
	
	

	
	Who is responsible for communication procedure, how is approved, and how is he/she communicated to employees
	
	
	

	
	There is a person assigned to update them
	
	
	

	Between organisational units
	Is there a communication procedure for changes in FMC within hierarchical lines?
	
	
	

	
	Timing of communication (ex-ante or ex-post)
	
	
	

	Between the finance unit and other units
	Transfer of information is proceeding in timely, adequate, accurately and available manners
	
	
	

	
	Data provided by finance unit (e.g. accounting records; financial reports and analysis) using for decision processes
	
	
	

	With budget users within the system
	Usage of information and communication technology and information security
	
	
	

	
	Existence of management information system (MIS)
	
	
	

	
	IT system of database
	
	
	

	
	Recording system in database
	
	
	

	
	Reporting system from MIS
	
	
	

	Between budget users
	Clearly defined reporting lines
	
	
	

	With service beneficiaries, citizens and the public
	Who is responsible for communication procedure, how is approved, and how is he/she communicated to external users
	
	
	

	
	Have the external users been informed about achievement of the objectives planned
	
	
	

	
	Information provided to external users are accurate and comprehensive
	
	
	

	Monitoring and Assessment: to enable evaluation, making timely updates and identify measures for continuous development

	Ongoing monitoring activities
	Measures are taken for addressing the detected weaknesses and difficulties at the level of individual activities, procedures or processes
	
	
	

	
	The staff monitors their own work: they remedy errors and mistakes before the activities get referred to higher levels
	
	
	

	
	Managers train the staff in control activities and encourages them to be cautious and to report any weakness and irregularity
	
	
	

	
	Staff pays attention to changes taking place in their immediate environments, identify all risks and report on opportunities for improvement
	
	
	

	
	Middle management supervises performance / functioning of controls in their unit
	
	
	

	
	Top management monitors the achievement of objectives (through performance indicators)
	
	
	

	
	Top management monitors changes in the environment (risks and opportunities) and change plans or controls accordingly
	
	
	

	
	Top management ensures that adequate measures are taken, as a reaction to monitoring results
	
	
	

	Self-assessment procedure
	The key areas of FMC are self-assessed annually
	
	
	

	
	Based on the self-assessment exercise, activities are planned for remedying the identified weaknesses and deficiency
	
	
	

	
	The self-assessment results and defined activities are reported to the Ministry of Finance
	
	
	

	Internal audit activities
	The head of the IAU takes part in management meetings in the institution
	
	
	

	
	Audit recommendations are translated into action plans 
	
	
	

	
	Action plans, related to audit recommendations, are implemented
	
	
	

	External audit (SAO)
	Findings and recommendations of the SAO are acted upon by the budget user to improve the FMC system
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