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Abstract 

Betterr observation of heterogeneous and different themes that together make up the framework for financial 
management and control is an important issue for a growing number of companies that develop control mechanisms, 
especially for those who manage budget funds.  

In order to successfully observed the financial control to e i, needs to accord greater number of 
characteristics which should establish all organizations, especially the budget users, and this can be achieved by 
establishing a valid system of internal control.  

Financial management and control are designed primarily with a view to ensuring compliance with legal and 
parliamentary requirements irrespective of the degree of strength of the economy of a country. These questions are 
particularly sensitive transitional countries. For this purpose, must adopt a new concept of "value for money", as well 
as high standards of corporate governance and proper conduct, and to provide real accountability and good systems of 
internal control. This applies particularly to budget users at all levels of local government to central government 
companies which have a monopoly in a particular territory (electro industry, oil industry, exploitation of natural 
resources, telecommunications, etc.). 
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Classification JEL : M41 
 
1. Introduction  

 
               Modern corporate governance requires a complete team leader [1], or managers, who will take into account its 
internal strengths within companies, especially medium-sized and large corporations [2]. So in this context we can say 
that corporate finance [3] resulting in the aforementioned companies must take into account the whole range of internal 
business characteristics [4], [5], as part of the management [6]. This requires a certain amount of standardization [7], 
especially in companies that continue to agro business in its overall operations and management [8].  

Organizations in the public sector have a duty to effectively carry out their business, especially since doing 
business with part of funds from the budget or in its entirety. Although there are many different styles of effective 
management, all have one common feature, and that is reflected in the establishment of internal control [8] and risk 
management, it is particularly important this issue is for countries in transition on the path towards EU [9]. Although 
the systems of internal control may vary significantly from organization to organization, standards of good systems are 
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generally the same, and they do not differ much in developed economies not with the transition countries, but are 
essentially very similar and uniform.   

After the completion of legal persons who are established in the public or any other sector should be on the 
agenda the question of the external audit [10], [11], which is an essential continuation of the ongoing internal audit 
activities, although complex includes controls all the activities of legal entities, make recommendations for eliminating 
the identified irregularities and others. [12]. If all of this application entities in the sectors of business, especially in the 
sector by state-owned enterprises which play a decisive role management can be said that there is progress in business 
and improving the quality of [13], which essentially audit fulfills its existence [14] and leads to reducing the risks [15] 
of the total enterprises exist, [16]. 
 
2. Public liability arising from the financial management and control 

 
               There is a general expectation that the persons responsible for the management of public affairs and 
management of public funds is fully responsible for the conduct of business in accordance with the law and appropriate 
standard, as well as adequate storage and utilization of public resources in an economical, efficient and effective 
manner. Quality public services that are integrated, aimed at users and focused on results.  

This requires that all systems are oriented to measure the performance (performance), and may include 
partnerships with other organizations in the public and private sector, which also includes efficient and effective 
implementation of public programs and projects, and the storage and management of public funds. 

The primary responsibility for ensuring that public affairs are kept in accordance with the law and standards 
and those public funds are managed with absolute integrity and that it is spent appropriately. The public sector, as well 
as all those responsible for management, must establish and maintain an appropriate structure for managing tasks and 
resources at their disposal, and there just is no chance to come to the fore financial management and control. 
  
3. Corporate governance 

 
               In addition with the corporate governance refers to the structures and processes related to decision-making, 
accountability, control and behavior at higher levels of organization. The public sector owns a structure that varies in 
relation to size, do not operate in the same legal framework, i.e. they do not have a standard organizational structure. 
Therefore, it is important to recognize the diversity of these bodies and the different management models to be applied, 
which require special consideration and impose various responsibilities.  

Despite the differences, the three basic principles of corporate governance which are applied equally to all 
authorities, regardless of whether they are elected or appointed, or whether it is a group of people or an individual, 
openness, integrity and accountability. 

All holders of public office in transition countries need to ensure the conditions for carrying out legitimate 
activities and transactions, In addition monitors the adequacy and effectiveness of the above structures.  

Protection of public funds at any time the general interest and the auditors should recognize the importance of 
their duties with respect to corporate governance as an important protection measures in establishing and maintaining 
proper structure.  

Financial management and control is the concept of observation of financial reporting and also points to the 
existence of certain activities to the satisfaction of the basic assumptions, which essentially means: 

 Leaving the historical approach to reporting, 
 Actualization of events in financial reporting at the reporting date, 
 Process focus in the evaluation of everything that is subject to value. 

 
              Directing the activities of watching some of the most important activities: 

 identifying goals, 
 perception of the continent in which the intended goals of financial management and control can be 

realized, 
 marking of major components, 
 draw up a plan to implement the objectives of the evaluation, 
 to establish control mechanisms of the process of making the overall evaluation and presentation of 

results in the financial statements, 
 Produce financial statements in the spirit of a comprehensive evaluation. 

Basic principles of corporate governance are: 
• Openness, which is essential to ensure that the actors have enough confidence in decision-making and 

management processes in the organization. 
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• Integrity, based on honesty, selflessness and objectivity, and high standards of decency (safety) and probity 
in the management of public funds and business organizations. It depends on the effectiveness of the control 
framework, as well as personal standards and professionalism. 

• Accountability is the process by which the organization and the employees responsible for the decisions and 
activities, including the management of public funds, as well as all aspects of doing business (performance), which can 
be an external review of the tests. 

In this context, I should be looked synergy 5 components of internal control. therefore parts like: control 
environment, risk assessment, control activities and internal control, information and communication, and monitoring, 
are such that there is synergy and connections through which to form an integrated system that reacts dynamically to 
changing circumstances. All legal entities must adopt the existence of these synergies should be introduced and used 
with positive benefits in terms of revealing the strong relationship between the individual parts of this observed 
synergy. This synergy is shown in Figure 1 below. 

 
 

 
Fig. no. 1. Joint fact (synergy) 5 components of internal control (Source: own research) 

 
In addition to the results shown should be noted that it is important to adopt the standardization of internal 

control by the large number of legal entities. In accordance with these standards of internal control are grouped around 
five components of internal control and include: 

1. Ethics and integrity 
2. The mission, role and tasks 
3. Competence of staff (recruitment, training and mobility) 
4. Performance (performance) of employees 
5. Sensitive functions 
6. Delegating 
7. Establishing goals 
8. Multi-annual programming 
9.  Annual management plan 

 

Monitoring 

Control activities 

Risk assessment 

Control environment 

Information and communication 
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10. Monitoring Performance (performance) in relation to the objectives 
11. Analysis and Risk Management 
12. Adequate management information 
13. Recording of mail and archiving systems 
14. Reporting of irregularities 
15. Documenting procedures 
16. Segregation of duties 
17 Control 
18. Recording of exceptions (weakness) 
19. Business Continuity 
20. Recording and correction of internal control weaknesses 
21. Audit reports 
22. Internal audit 
23 Rating 
24. The annual review / analysis of internal control. 

 
 
4. Consideration of the risks of the public sector with the most commonly encountered 

 
               All processes carry a degree of risk - especially risk is the result of unplanned events or circumstances, 
services that are not provided in a timely manner or an inability to react to certain changes that require services or 
services provided poor quality, or are not cost-effective. The usual risks faced by the public sector can be considered 
as:  everything that poses a threat to achieving the goals of the organization, program, or providing services to 

citizens;  all it can to undermine the reputation of the organization and the citizens' trust in it;  insufficient protection of misconduct, abuse, malpractice, damages or little value for money;  non-compliance, such as regulations relating to health and safety, and environmental protection;  Inability to react, and to manage changing circumstances in a manner that will prevent or minimize the 
negative effects of changes in the provision of public services.  economic changes - such as a lower rate of economic growth, reduced tax revenues and the opportunity to 
provide a wide range of services, or the limited availability and quality of existing services;  lack of innovation - leading services that are substandard compared to other services of the public or the 
private sector;  loss or misappropriation of funds through fraud or other illegal activities;  delay or failure to introduce new technologies;  demand for services is greater than expected - which leads to poor service delivery;  safety of citizens is potentially at risk;  program objectives are inconsistent, leading to undesirable results;  technical risk - does not keep pace with the technical development, or investment in inappropriate, or wrong 
technology;  unsuccessful assessment of public projects before the introduction of certain new services - can lead to 
problems when the service becomes fully operational;  Public services are not linked to the place of their provision - e.g. advice related to employment and 
unemployment benefits;  Failure of contractors, partners or other government agencies to provide the required services;  inadequate skills or resources to provide services;  project delays, cost overruns and inadequate quality standards;  inadequate contingency plans in order to maintain continuity of service;  Environmental degradation through the gaps in regulations or government inspection regime. 

 
               The data must be as reliable and comprehensive, and should ideally identify and incidents that were "almost 
happened" and those who have actually occurred. If data are available for a period of three to five years, this will 
reduce the possibility of short-term problems that would represent a departure from the established trend. Risk 
measurement derived from the identification of risks.  

In table 1 the authors give the example of measuring risk in the public sector of the Republic of Serbia in 
accordance with the ranking of the interval 1-3. 
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Table No.1. Measurement of the impact of risks to the ranking in the interval 1-3. 
Rank Influence Description 

 
 
 
3 

 
 
 

High 

End all important programs / services. 
A significant loss of funds. 
Seriously endangering the environment. 
Death. 
A significant loss of confidence of citizens. 
Public protest the dismissal of the minister and / or 
the Head 

 
 
2 

 
 

Middle 

 Interruption of some important programs / 
services. 
The loss of funds. 
Certain environmental damage. 
Serious. 
A certain loss of confidence of citizens. 
Negative media attention. 

 
 
1 

 
 

Low 

 Delays in smaller projects / services. 
Loss of assets (low value). 
Temporary environmental degradation. 
Given first aid. 
Step back in gaining the trust of citizens. 
Certain unfavorable media attention. 

 
 

In addition to measuring the impact it is desirable to measuring the probability of risk. This is done in order to 
determine a specific event that will happen in most situations in which they can find legal persons. It also applies to a 
certain moment and as well as that an event will happen. Only possible probability weighting is given in Table 2. 

Table No.2. Only possible probability weighting 
Rank Probability Description 

 
3 

 
High 

 
It is expected that a certain event will occur in most 
situations. 

 
2 

 
Middle 

 

 
Event could happen at any time. 
 

 
1 

 
Low 

 

 
Not likely that the event will occur. 

 
Important activities of the management and execution of the job ranking risks. It is a combination of impact 

and probability, in accordance with the selected method. Assessment of the proposed activity shall be based on the 
individual judgment about the circumstances. However, one should be careful in combining the impact and probability 
of simple mathematical evaluation because it can be dangerous. 

From risk matrix '3 x 3 "risk ranking is performed. At this stage should be to answer the following questions: 
- How to sort and rank the risks associated with different processes? 
- In other words, how to establish priorities among the risks that could cause the most damage? 
Showing result can be a list of processes related to important risks. 

The categorization of high / medium / low level of risk "risk matrix 3x3" is shown in Figure 2. 
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Fig. no. 2. Only categorization small-big level of risk within the matrix of 3x3 risk. 
 

5. Conclusions 
 
Modern management require new leaders and new ways of applying organization, which contain a high level 

of control mechanisms. One way is to improve governance by forming mechanisms internal-control functions of legal 
entities. This is especially important for budget users as managing cash flow taxpayers. 
It is imperative in the coming years is the formation of certain safeguards. These protection mechanisms is best 
established through the internal control mechanisms, especially in transition countries such as the Republic of Serbia. 

These countries on the path to the EU must introduce a functional internal control. 
One of the key reasons for the aforementioned activities, the risk reduction at all levels of management. Financial 
management and control must provide answers to these questions.  

By adopting such an approach emerging market countries approach their business in the legal framework, 
which are dealt with, therefore reducing the risks at all levels of the heterogeneous entities. In addition, it is necessary 
and functional performance measurement performance with responsible behavior with the means at its disposal and 
manages management, especially in the public sector in transition countries.  

The tightening of legal provisions should be interpreted as a regular activity all in one country. So a model of 
behavior to financial management and control that come to the fore and use in heterogeneous entities. 
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