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The idea is to analyze the existing legal solutions on FMC system in the WB countries and
evaluate the current level of digitalization of the system to find the abilities for improvement FMC.
The data obtained through an interview with management persons in the Ministry of Finance of
the WB Countries and key experts who worked on behalf of the EU as expert consultants on EU-
funded projects. Also, we use secondary data collected by exploring literature and OECD reports.
Since the database is limited, we use descriptive statistics to analyze the data and the case-study
method. The digitalization of the entire system presented only at the entity and state level in Bosnia
and Herzegovina. The research showed that the development of a quality FMC system can be
enabled by the digitalization of the entire system. The main contribution of this paper is its focus

on digitalization of FMC system, since there is limited research paper on this subject.

Keywords: Digitalization, Management, Public Finance, Western Balkan Countries, Public

Internal Financial Control.

1. Introduction

The public sector plays a significant role in the economic structure of most countries and
directly affects their social and economic development. It determines the success of every
development plan. The development of the public sector began in the 18th and 19th centuries when
the states took care of the needs of the wider social community that the private sector could not
meet. The public sector, also, can be defined as a system of activities regulated by the state through
laws, rules, and procedures, which elaborate on the constitutional freedoms and rights of citizens
and their interests (Novakovi¢ and Sas$i¢, 2015). According to the OECD Glossary of Statistics,
the public sector includes the general government sector plus all public enterprises, including the

central bank (OECD, 2005).

Institute of internal audit defines the public sector as the one that ,,comprises governments and
all publicly controlled or publicly funded agencies, enterprises, and other entities that deliver
programs, goods, and/or services established through public policy and legislation — to serve the
public good, which is their overarching purpose. The main feature that distinguishes organizations
from the public sector is that they are mandated to serve, protect, and promote the public good
rather than create shareholder profit as in the private sector. Common examples of goods and

services provided by public organizations include police, transportation, education, child
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protection, health care, military, public administration, public space, and infrastructure” (The

Institute of Internal Auditors, Inc., 2019).

If we observe the European Union, which is a significant factor in the world economic scene
and whose membership aspires to the Western Balkans, one of the key roles of the public sector is
to develop measures to ensure financial stability, fiscal consolidation, and an efficient and
productive public sector (European Commission, 2014). The public sector is a significant part of
a country's economy, which contributes hugely to financing the needs of the economy and is

obliged to manage taxpayers’ funds efficiently and effectively (European Commission, 2022).

In order to improve the control system in the public sector, following international standards
and best practices in the EU, the European Commission 2002 created public internal control,
abbreviated as PIC (European Commission, 2022). This model is globally recognized as the best
practice that provides the foundations for the prevention of fraud and corruption. For an individual
organization in the public sector, the PIC is defined as an integrated process, designed to identify
risks, and accept opportunities to achieve reasonable responsibility for achieving results in the

protection of the public interest (European Commission, 2022).

We will focus our research on existing legal solutions and bylaws on financial management
and control systems and the current level of FMC digitalization in the Western Balkans to confirm
or refute the hypothesis that FMC digitalization contributes to more efficient use of budget funds.
The aim of this paper is to try to answer the problem question: ,,What are the opportunities for

public sector improvement by the digitalization FMC system in the Western Balkans countries?”.

Why we find FMC system so important for WB countries? FMC system is an integral part of
the internal financial control system. Namely, all member states of the European Union have an
established system of internal controls in the public sector, which is implemented in accordance
with their general legal acts, mutually harmonized with the legislative, the executive, and the
supreme audit institution. The concept of internal control is understood differently among the
members of the European Union, but what is common to all is that it is accepted that this system
contributes to improving business and successful financial management, proper, economical,
efficient, and effective use of budgetary and public funds, protect the assets and resources of public

sector entities (OECD, 2019).
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“Effective Public Internal Control is at the heart of sound financial and non-financial
management of both domestic and EU funds. In times of substantial pressure on public policies
and public finances, it should ensure that the Member States achieve value for money in a legal,
appropriate, ethical, and financially responsible way” (European Commission, 2017). The signing
of the Stabilization and Association Agreement with the European Union has undertaken to
establish a system of internal financial controls in all Western Balkan countries. Thus, Bosnia and
Herzegovina is obliged to cooperate in the field of audit and financial control, which is defined in
Article 90 of the Stabilization and Association Agreement. The subject cooperation is realized
through the establishment of the system of financial management and control and independent
internal audit, as well as through the establishment and strengthening of the Central Harmonization
Units and the system of independent external audit (European Union, 2008). The basis for the
establishment of PIFC in the public sector is international internal audit standards, i.e., five

elements of the COSO framework (OECD, 2019). The elements are:

Control environment;
Risk management;
Control activities;

Information and communication;

A o e

Monitoring and evaluation of the system.

On the Figure 1 we can see graphic which present COSO model.
Figure 1. A visual representation of COSO’s Internal Control— Integrated Framework - COSO
Cube
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Control Environment

Source: (McNally, 2013). Used with permission.
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The control environment is the standard of internal control and the basis of the entire system.
The internal control system will not be effective and efficient if the control environment is not set
up in such a way as to respect the integrity and ethical values that are primarily applied by the
management of the entity through its actions (Ministry of Finance of the Republic of Serbia, 2020).
The management of the entity establishes standards of conduct through a code of conduct and
through ethical values. The next element of the control environment is the professional expertise
and competence of employees and the organizational structure that ensures the achievement of

business goals while realizing the mission and vision of the entity.

Risk management is a process of identifying, assessing, and monitoring risks, taking into
account the strategic goals of the entities defined in the strategic documents. It covers thinking in
advance about potential events that may occur and taking timely measures to minimize risks, thus
reducing adverse effects or consequences that institutions may face in the future (Ministry of
Finance of the Republic of Serbia, 2020). Control activities are policies, procedures, and activities
adopted by the management to achieve the organization’s goals with minimal business risks. All
these policies are documented in a business process book that is compliant with applicable
legislation. Control activities are efficient, economical, and functionally related to planning
documents, with the aim of protecting the resources and property of the public entity (Ministry of

Finance of the Republic of Serbia, 2020).

The system of internal financial control in the public sector is the entire system of all financial
and non-financial controls established by the head of the entity in the public sector. The task of
this system is to ensure reasonable assurance that public funds are being used and managed in
accordance with the law, transparently, economically, efficiently, and effectively (Ministry of

Finance of the Republic of Serbia, 2020). This system consists of the following three elements:

. Financial management and control (FMC);

. Internal audit (IA);

. Central Unit for Harmonization of Financial Management and Control and Internal Audit.
(CHU)

The entire system of internal financial control in the public sector, its elements, and

interconnections with the system, can be seen in Figure 2.
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Figure 2. PIFC system elements

Source: (Ministry of Finance and Treasury of the Federation of Bosnia and Herzegovina, 2021)

The Central Harmonization Unit operates within the Ministry of Finance and its main role is
to coordinate and develop the internal financial controls system in the public sector in all Western
Balkan countries (OECD, 2022). When this system is established, it is the basis for economical,
efficient, and effective use of budget funds, and its specificity is reflected in the fact that it is
comprehensive because it documents all business processes and activities that take place in one
entity. PIFC is performance-oriented. Considering the internal financial controls system, the basic

principles on which public sector governance is based are accountability and transparency.
2. Literature review

A literature review found that digitalization in the public sector was announced as a way not
only to improve services but also to enable data richness, access to data, and better interaction with
other actors, to increase accountability and transparency of decision-makers in power (Agostino,
et al., 2022). The advancement of information and communication technologies has the potential
to create a substantial transformation in society by nurturing the ability to connect and cooperate
with various social actors. In this way, it is necessary to initiate the digitalization of financial
management and control systems. A smart government infrastructure that is more efficient than
the current government is needed to increase the collective ability of individuals to organize,
communicate, and manage to overcome complex social challenges (J. Ramon and Djoko, 2016).
Over the last few decades, knowledge of how digitalization has evolved in the public sector has
accumulated. It indicates the implications for the production and dissemination of new types of
data and information, their use, and possible consequences (Agostino, et al., 2022). The opinion

of some authors is reflected in the fact that the public sector has not escaped the wave of optimism
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of big data, who believe that public authorities that use big data achieve significantly more positive
results and benefits (Simon and Bram, 2019) Government managers and researchers now
recognize the importance of technology, but technology itself is not the solution. The interaction
between policy, management, and technology factors is necessary (J. Ramon, Ahmet, Theresa, and

G. Brian, 2019).

Financial management and control are an integral part of the public sector’s internal financial
controls system. Although the name also contains the word financial, this segment of the internal
control system consists of all processes that take place in one entity. FMC is a comprehensive
system of internal controls that includes the organizational structure, methods, and procedures
established by the leaders of public sector organizations, not only financial systems but also
operational and strategic systems. The first step in establishing the FMC system, as well as a
program budgeting, in the public sector, in all Western Balkan countries, is to change the mindset
of the employees. They must accept the fact they are one link in a large system and perform only

one part of the entire business process.

During establishing an FMC system, one of the key steps is to describe and list the business
processes in the public entity. When all business processes are mapped, it becomes clear how the
processes are connected in the entity, what number of financial resources are needed for a
particular process, with the presentation of documentation related to that business process. The
business process map is a good basis for understanding the functioning of existing internal controls

and control procedures in the business entity.

Therefore, it is necessary to accept the process organizational structure. The essence of the
process organizational structure is to design business processes to improve the quality of services
provided to citizens because employees are provided with easy access to information,
communication, and coordination of individual jobs are ensured to realize the central process
(Operta, 2013). The basic characteristics of the process organizational structure are (Stojanovic,

2012):

e The structure is formed around key processes, instead of tasks or functions,
e Independent teams are task bearers, not individuals,

e The responsibility lies with the owner of the process,
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Teams have more freedom and the opportunity to act independently,

The culture of organizations is characterized by openness, trust, cooperation aimed at
continuous improvement,

Every process has its users, and when we focus on the process, there are more opportunities
to focus on users,

Determining the process owners who are responsible for the process avoids the current
fragmentation of responsibilities,

Value creation in the final product takes place in horizontal processes

Process management provides greater time management capabilities.

“The process management approach requires:

Making process documentation to obtain an understanding of how workflows through the
process,

Assigning process ownership to establish managerial accountability,

Managing the process to optimize the measures of process performance

Optimizing the process to enhance product quality or measures of process performance”

(Raczynska, 2016)

These are all components of the FMC system. The system of financial management and control is

characterized by the following key features:

Affects all aspects of the organization in the public sector (all employees, programs,
processes, procedures, activities)

It is a connecting element of the entire organization and is effective if all employees work
together, as a team,

Understands the qualities of good organization management and provides reasonable
assurance that the organization is achieving its mission and its goals

Constant review of the existing system of financial management and control provides
important input information for improving and strengthening the system and more

efficiently achieving the goals of the organization.

In the Western Balkan countries, the financial management and control system began with its

implementation at the beginning of the new millennium, thanks to the strong support of the
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European Union, through various project activities. The objectives of the projects were aimed at
establishing a modern and efficient system of public financial management at all levels of
government with the savings of public funds and their transparent spending. Thus, technical
assistance was provided to Bosnia and Herzegovina through several projects: the PIFC (Public
Internal Financial Control) project, which ended in 2011, the SPFM (Strengthening Public
Financial Management) project, which ended in 2015, and the Improving Public Internal Financial
Control project in Bosnia and Herzegovina (2018 — 2021) (Ministry of Finance and Treasury of

Bosnia and Herzegovina, 2019).

In the Republic of Serbia, projects also are being implemented through which donors have
directed money to strengthen the system of internal financial controls in the public sector. Some
of the projects have been implemented, and some are still ongoing, such as the Twinning Project
»Support for further development of internal financial control in the public sector IFKJ and local
finance reform project — RELOF2” (Ministry of Finance of the Republic of Serbia, 2022). The
process of establishing and strengthening the PIFC in North Macedonia began in 2002, and in 2009
the Law on the System of Internal Financial Controls was adopted (Official Gazette of Republic
of Macedonia, 2009). During this period, and to date, numerous project activities have been carried
out, such as the Project for Reforming of Public Administration in 2000, Developing Policies in
the Internal Audit Field in the Republic of North Macedonia and training in 2004, Twining Project
»otrengthening of Public Internal Financial Control System” in 2008. (Ministry of finance
Republic of North Macedonia, 2022) and the Twinning Project ,,Strengthening the Functions Of
Budget Planning, Execution And Internal Control 36 months (01.02.2020 — 01.02.2023)”
(Ministry of finance Republic of North Macedonia, 2022).

In the past twenty years, we can say that in most Western Balkans countries, the legal and
operational framework for the PIFC system has been established and is constantly evolving. Legal
solutions were adopted, bylaws were adopted, strategic documents were adopted, and
implementation began at all levels of government. Only in Montenegro is the situation regarding
the policy plan that supports the further implementation of the PIFC stalled, and its operational
framework is not complete (OECD, 2021). In Montenegro, according to the European
Commission, (European Commission, 2020) the legal framework has existed since 2018. and

2019. and it is in line with international standards, while the strategic framework is partially
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established. Regarding the adopted action plans for the improved Financial Control System, only
half of the 120 budget users have adopted them. In North Macedonia (OECD, 2021) the FMC
system is applied to central government organizations, foundations, municipalities, and the City
of Skopje. The Ministry of Finance has published instructions on the managerial responsibility of
budget managers and the role of financial managers in the PIFC system, and methodology for
establishing FMC based on the COSO model. In Albania, the Law on Financial Management and
Control has been in force since 2010, requiring internal control principles to be applied to the entire
public sector, but there is still significant room for improvement in the overall PIFC system
presented in the CHU document adopted by the Government of Albania in December 2020
(OECD, 2021). The Republic of Serbia has a legal basis for the FMC in the Law on Budget System
(OECD, 2021) and significant number of bylaws have been adopted in previous period. While
through the Twinning Project in 2020, numerous guidelines for FMC have been prepared and

published, which include:

e Manual for financial management and control
¢ Guidelines for FMC in small public enterprises
e Risk management guidelines

e QGuidelines for the management of irregularities
¢ Guidelines on delegation

e Guidelines on the concept of managerial responsibility.

The data in Figure 3 show that the implementation of the FMC in central government bodies
is at a higher level than in other institutions. The weakest indicators are in risk management, as

well as the monitoring and evaluation of elements of the COSO model.
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Figure 3. Overview of financial management and control implementation in Serbia

Central level
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4. Inormiion et 432 412 436 425 461 45 417 429
communication
5. Monoring and 398 4.42 375 295 406 353 346 337

evaluation

Source: (OECD, 2021, p. 145)

The best indicator of the phase in which the state is, regarding the establishment and progress

of the FMC System, is the self-assessment questionnaire submitted annually to the CHU.

When we look at Bosnia and Herzegovina in terms of the FMC, the specifics of the state
system must be considered. According to the report of the European Commission (European
Commission, 2020) three CHUs have been established in Bosnia and Herzegovina, at the state and
entity levels. All three CHU annually prepare reports on the establishment of internal financial
controls in the public sector and submit them to the competent governments. The establishment of
a system of financial management and control at the entity level (Republic of Srpska and the
Federation of Bosnia and Herzegovina) has been active since 2016. Laws, bylaws, strategic

documents, instructions, and manuals for the establishment of the FMC have been adopted.
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However, the data show that the level of compliance with legal obligations is extremely low and

unsatisfactory.

In the Republic of Srpska, in accordance with Article 2 of the Law on the System of Internal
Financial Controls (Official Gazette of Republic of Srpska, 2016), there are over 1000 entities in
the public sector that are obliged to establish a system of financial management and control.
According to the CHU report from 2021, the person responsible for FMC was appointed in 320
subjects, while 227 subjects for 2020 submitted self-assessment questionnaires, which is an
extremely low level, given the time since the Law on the System of Internal Financial Controls

came into force (Ministry of finance , 2021).

In the Federation of Bosnia and Herzegovina, the situation regarding the FMC requires
numerous improvements, as the public sector is far more extensive than the public sector of
Republic of Srpska. The fact is that the number of submitted reports on the functioning of the FMC
system 1is significantly increasing annually: in 2017, 287 reports were submitted, in 2018, 489
reports (Veledar & Letica, 2020), and in 2020, 568 annual reports were submitted by public sector
organizations in the Federation of Bosnia and Herzegovina (Ministry of Finance and Treasury of
the Federation of Bosnia and Herzegovina, 2021). However, after analyzing the submitted reports,
the Central Harmonization Unit determined that additional efforts were needed to improve the
FMC, with special emphasis on the advisory role in business process mapping and risk
management development (Ministry of Finance and Treasury of the Federation of Bosnia and
Herzegovina, 2021). The state governments did not remain immune to the wave of digitalization,
with the development of information and communication technologies and the appearance of the

fourth industrial revolution. They are increasingly using digital technology in their daily business.
3. Materials and Methods

Based on the collected data, literature review, and research, we came to the conclusion that in
the Western Balkans, the work on the establishment of FMC systems are performed mostly
manually, both in the competent institutions - Central Harmonization Units and all other users of
public funds who are obliged to establish FMC. Business development in all economic activities,
including the public sector, depends on the degree of digitalization of business processes. Special
emphasis on the digitalization process was placed after the last crisis caused by the pandemic of

the virus ,,Covid-19” when digitalization imposed itself as one of the priorities in business. To
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answer the previously defined research problem we have prepared an interview, to collect relevant

data and information.

The data collection technique was an interview. Considering the specificity of the research
topic (public sector and the application of financial management and control through the Central
Unit for Harmonization, which was formed as a special department within the Ministry of

Finance), the method used for the data analysis research is descriptive analysis.

Responsible persons in the Ministry of Finance (Assistant Minister and Head of the
Department for Financial management and control) and key experts who worked on behalf of the
EU as expert consultants on EU-funded projects related to the PIFC system in the Western Balkan
countries (Federation of Bosnia and Herzegovina, Republic of Srpska, North Macedonia,
Montenergo) and Republic of Croatia were surveyed, as the only relevant respondents, so we have

collected five responses. The survey was conducted during May and June 2022.

By reviewing the literature and summarizing the research results, we can conclude that the
digitalization of the entire system is present only at the entity and state levels in Bosnia and
Herzegovina. The interview contained questions regarding the degree of digitization of the FMC
system, if the system is digitized, to which phase the digitization refers, whether only reporting
has been digitized, or the work on creating a business process book and risk register has also been

digitized.

The limitations of the research can be seen form the specificity of the topic, which narrowly
focused us on a few people who can be surveyed. Another limitation is the lack of understanding
of the importance of scientific research work by the appointed persons, since persons come to those
positions on a political basis, and not thanks to the knowledge they have and have shown through

their previous business engagement.

Out of seven possible participants, we have interviewed five of them, which makes 71.42%
of the total possible population of respondents. The limitation of the research is also reflected in
the lack of interest of the representatives of the line ministries from Serbia and Albania in our

research.
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4. Results

Within next line of the article, we will provide an overview of the results after conducted
research. We asked our research associates whether the digitization activities of the FMC system
are being carried out in their country. Positive answer was only from the representatives of Bosnia
and Herzegovina (entities and central government) and they respond that complete process carried
out during the project activities. Also, they stated that this is the greatest merit and influence of the
EU strength directed to the improvement of the system of internal controls in Bosnia and

Herzegovina.

Assistant to the Minister of Finance in the government of the Republic of North Macedonia

clearly stated that there has been no progress regarding the digitization of the FMC system.

In the Republic of Croatia and Montenegro, system has been partially digitized. Montenegro
and Croatia have a digitized system in terms of reporting, while the creation of a business process
book and risk register is not. In the previous part of the paper, we mentioned that there were certain
limitations regarding the lack of interest of representatives of Serbian government institutions in

our scientific and research work.

However, for the Republic of Serbia, based on the information available on the official website
of the Ministry of Finance, we can conclude that only reporting has been digitized through the
application for electronic filing of reports and submission of documents via the website. The next
question we discussed with our respondents was “Whether digitalization, in your opinion, will
contribute to more efficient use of budget funds?” All respondents in the research affirmatively
stated that digitization will contribute to the more efficient use of budget funds. And all answers
were affirmative. This gives us an answer for the problem question What are the opportunities for
public sector improvement by the digitalization FMC system in the Western Balkans countries?

Digitalization will lead and it will contribute to more efficient use of budget funds.

Given that we had the opportunity to interview people who are in positions to make strategic
decisions regarding the development of internal financial control systems, we gave them the
opportunity to present their views on the advantages of digitizing the FMC system. The answers

are as follows:
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e from the point of view of the CHU: more efficient and faster consolidation in reporting,

¢ insight into the level of development of the FMC in each entity individually,

e the ability to create different reports (especially on risks), the ability to change data in real-
time, all registers in one place

e improving the quality and rationalization of the use of human resources,

e avoiding mistakes,

e Standardization of methodology,

e consistent application of the methodology,

e reports available in real-time,

e automatic data processing,

e better quality of work because key stages in the processes cannot be skipped,

e more time for essential data analysis, etc.

e increased efficiency,

e fewer errors,

e increased transparency,

e improved decision-making.

As we stated before, the dynamics and development of the internal control system in the public
sector of the Western Balkan countries largely depend on the support of the European Union, and
through various project activities, it is continuously improving. Thus, through the project
,Improvement of the system of internal controls in the public sector of Bosnia and Herzegovina”
in 2021, implemented a software solution for managing identified risks, monitoring, developing,
and reporting on the system of financial management and control in beneficiary institutions at all
levels of government in Bosnia and Herzegovina, called ,,PIFC application”. The software solution
is based on the web and it works in four IT centers: the Ministry of Finance and Treasury of Bosnia
and Herzegovina, the Federal Ministry of Finance, the Ministry of Finance of the Republic of
Srpska, and the Finance Directorate of the Brcko District. Considering that the main goal of the
project was to contribute to the reform of public financial management in Bosnia and Herzegovina
by strengthening the capacity for FMC in the public sector at all levels of government, the project

also funded training for application users. Since the basis of establishing FMC system is process
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mapping it is through the ,,PIFC application”, the software solution, the processes have been

digitized and improved.

5. Discussion

The development of a quality FMC system is conditioned by the communication and
cooperation of all interested parties, which can be enabled by the digitalization of the entire system.
When the system of internal financial controls is established, the services provided by public

entities to citizens should be provided with as few used financial resources as possible

Since the FMC is a comprehensive system of internal financial controls, including the
organizational structure, the methods and procedures established by the managers of the
organizations it must comply with applicable laws and regulations. It was necessary to change the
regulations and bylaws, which was done, and through them, the mandatory use of PIFC software
was introduced (Ministry of Finance and Treasury, 2021). The advantages of digitizing the FMC

system which we may emphasize are the following:

e business processes are recorded in digital form in a single database,

e the formation of the business process map has been digitized,

¢ identification and assessment of risks, and their documentation in the risk register is carried
out in a simpler and more uniform way,

e automatic creation of semi-annual and annual reports on the FMC system by entities,

e it is possible to upload regulations and internal procedures in accordance with which the
institutions work,

e reporting and preparation of annual consolidated reports in the field of internal audit and
FMC is enabled,

e automatic processing of data from the annual reports of public institutions on the FMC
system at all levels facilitates the assessment of the current state of the FMC system and its

quality.

In addition to all the above advantages of FMC digitalization, we can state that digitalization,
directly and indirectly, contributes to the more efficient use of budget funds. Indirectly through

encouraging managers in the public sector to start establishing a system of financial management
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and control. Digitization directly affects a clearer overview of those responsible for individual
business processes, which are documented through the ,,PIFC application” in the form of a
business process map. However, we would like to place special emphasis on the need for quality
and continuous education of both the FMC coordinator and the management of public sector
entities on the importance of the PIFC system. The established PIFC system is the basis for

economical, efficient, and effective use of budget funds.

Examples of good practice from Bosnia and Herzegovina, which has begun the process of
digitizing the FMC system, should also be passed on to all other administrations in the Western
Balkans. The main required characteristics are structured around four modules, as follows (Akta,
2022):

e Module for software administration

e FMC Monitoring Module

e [A Management Module

e FMC and IA Reporting Module

The advantage of digitalization of the system of financial management and control has led to
an increase in the number of persons appointed for the FMC, for Republic of Srpska, the increase
is 23% compared to previous years. Intensive implementation of the PIFC application will
significantly facilitate the development and reporting of FMC entities of the higher-level public
sector, as well as the supervision of higher-level entities over the entities for which they are

competent (Ministry of Finance of the Republic of Srpska, 2022).

We draw special attention to the limitations we had during our research with regard to the
subject of research, and the sluggishness of the public sector. One of the limitations of the
development of the FMC system is the political situation in the Western Balkans. Due to these
limitations, we often encounter the situation that the heads of institutions in the public sector are
not aware of the importance of the system of internal financial controls, as well as that they
prioritize other policies. It is necessary to make a series of essential reforms and not to establish a
system for the sake of the system, but to accept the responsibility of managers for the proper

functioning of the system of internal financial controls.
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Based on the presented information, it can be concluded that it took two decades to establish a
relatively solid operational and regulatory framework for the functioning of the PIFC, but its
implementation in practice is weak. The operational framework shows the legal and regulatory
framework, including planning and monitoring of the system to strengthen it. All administrations
have established well-developed legal and operational frameworks that are in line with EU
requirements for PIFC, CHUs have been established. Also, the plans to establish FMC systems are
in place, along with plans and guidelines for implementation. However, the functioning of the
PIFC shows its application in practice, which is at a fairly low level. At the regional level,
according to Sigma's findings, the functioning of internal control in 2021 was reduced to 0.5
compared to the already weak indicators from 2017, which for the Western Balkans region
amounted to 1.2. It is necessary to mention the mandatory application of financial management

and control system on the own revenues generated by public institutions (Novakovic et al, 2022).

Employees in the public sector must accept the fact that the organizational structure must be

changed into a process structure (Padula, 2013).

Up to date this is the first research paper focusing on the financial management and control,
and its influence on the functioning of the public sector. We recommend that future research be
focused on the possibility of integrating program budgeting, PIFC systems, and public financial
management systems. Only when all three areas are interconnected we will be able to conclude
that public administration functions in order to meet the needs of citizens with the most efficient

and effective use of public funds, respecting the principles of legality and transparency.
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SaZetak

Ovaj rad je istrazivao mogucnosti za unapredenje javnog sektora putem digitalizacije sistema
finansijskog upravijanja i kontrole (FMC) u zemljama Zapadnog Balkana. Optimizacija poslovnih
procesa u javhom sektoru kroz digitalizaciju FMC sistema pruza mogucnosti za unapredenje
Jjavnog sektora. Ideja je da se analiziraju postojeca zakonska resenja o FMC sistemu u zemljama
Zapadnog Balkana i procjeni trenutni nivo digitalizacije sistema kako bi se pronasle mogucnosti
za unapredenje FMC. IstraZivanje je pokazalo da se razvoj kvalitetnog FMC sistema moZe
omoguciti digitalizacijom citavog sistema. Glavni doprinos ovog rada je njegov fokus na

digitalizaciju FMC sistema, bududi da postoji ogranicen istrazivacki rad na ovu temu.

Kljucne rijedi: digitalizacija, menadzment, javne finansije, zemlje Zapadnog Balkana, interna

finansijska kontrola u javnom sektoru
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