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While awaiting a new budgetary year, the Mini-
stry of Finance in cooperation with relevant 
institutions has prepared the Montenegro De-

velopment Directions 2015-2018 to serve as a framework 
for defining measures the implementation of which will 
contribute to more exact and transparent monitoring of 
all developmental components.  

Recognizing the long-term development of the quality of 
life of citizens as a strategic goal, the Government has 
identified four priority development sectors (tourism, 
energy, agriculture and rural development, and manu-
facturing industry) in the agenda for the coming period, 
which will enable the creation of a solid economic foun-
dation and provide the momentum for rapid growth and 
development. Providing additional incentives in these 
sectors, through the reform processes shall be a gene-
rator of positive impulses to stimulate new energy and 

identify areas for more adequate and more complete eva-
luation of all our numerous resources.

We are aware of the fact that we are now in a very impor-
tant and, I dare say, ambitious development stage, both 
in terms of activities conducted at the national level, 
which are largely related to the start of the implementati-
on of capital projects, and in terms of widening the sco-
pe of action internationally. In this regard, I am putting 
a special emphasis on the need for greater openness of 
our economy in all segments, because this is an essen-
tial precondition of strengthening its competitiveness. 
Economic openness of a small country such as ours, cer-
tainly, requires even greater and stronger efforts, which 
can best be achieved through the directions of EU and 
NATO integration, as a kind of insurance policy not only 
economic, but also of national investment. In this sense, 
we must rely on our European policy, as well as to reco-

Introduction:

dr Radoje Žugić

„ “We are aware of the fact that we are now in a very important and, I dare say, ambi-
tious development stage, both in terms of activities conducted at the national le-

vel, which are largely related to the start of the implementation of capital projects, 
and in terms of widening the scope of action internationally

gnize the role of European partners in several directions 
and shapes. Opportunities for cooperation are many, the-
oretical and practical, advisory and expert and financial. 
With quality and clearly conceptualized programming 
platforms, and with the support of international organi-
zations, in an innovative and sustainable way, encourage 
the creation of new values and create a more favourable 
environment for further improvement. In this context, we 
must be aware of all the instruments available to us, and 
be willing to listen and accept any new mechanisms that 
would allow us more optimally exploit our potential.

In this context, IPA funds are particularly important de-
velopment segment, and it is our intention to use this 
mechanism even better and more efficient in the future, 
with the aim of providing a higher degree of realization 
of our development needs. On the path to follow, it is 
imperative to ensure the greatest possible transparency 
and mobilization of the whole society, and to encourage 
their active participation in all forms of cooperation with 
the international community. In this connection, Deve-
lopment Directions have been one of the bases for iden-
tifying projects to be financed by IPA funds in the period 
2014-2020. 

For the purpose of harmonization with EU standards 
and requirements and being predominantly driven by 
the interests of Montenegro, the policy areas have been 
identified successfully, priorities defined and a set of in-

vestment developmental measures proposed.  On that 
path, also, the said document with concrete projects and 
financial structure was the base for programming inves-
tments at the state level, and establishing a direct link 
between resources and development priorities. Bearing 
in mind that the key precondition for achieving growth is 
reflected in an appropriate selection of the most profita-
ble and productive economic investment, multiplicative-
related and long-term tangible benefits, the focus of the 
Government in the forthcoming period shall be exactly 
on the selection of investments of such scope and such 
character. 

While recognizing the sensitivity of the upcoming transi-
tional period and all the challenges associated thereto, 
both in terms of internal, as well as external influences, 
and with the progress that we continue to make in the fi-
eld of Euro-Atlantic integration, and results that are reco-
gnized daily, with grounded optimism we look to the futu-
re dynamics of overall economic and social development.

Radoje Žugić, PhD
The Minister of Finance 

in the Government of Montenegro 

Economic Development - 
Strategic Goal 
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Pursuant to provisions of Article 74 of the Law on Local Self-Government Financing, the municipalities are required to pre-
sent to the Ministry of Finance the data on planned and actual revenues and expenditures, as well as on budget borrowings 
on quarterly basis, not later than within 30 days from the end of quarter. Based on the submitted reports, the Ministry of 

Finance prepares the Report on Public Expenditures at the Local Level for a specific period. 

REALISATION OF RECEIPTS OF THE LOCAL SEL-GOVERNMENT FOR THE PERIOD JANUARY-JUNE 2015 

The receipts of the local self-government for the period January - June 2015 are realised in the amount of 107.45 million euros, 
or 81.36% of the plan for the stated period. 

The following table provides an overview of planned and actual municipal budget receipts in the first half of 2015. 

Municipality
Local self-government receipts in the period January-June 2015 (in mill €)

Planned Actual %  of realization

Andrijevica 1.01 0.95 94.06

Bar 7.39 5.15 69.70

Berane 3.53 2.22 62.82

Bijelo Polje 7.75 3.70 47.79

Budva 21.75 14.97 68.83

Overview of Public Expenditures 
at the Local Level 
for the period January-June 2015 

Danilovgrad 2.07 1.84 88.79

Herceg Novi 7.28 5.38 73.98

Kolašin 5.99 0.81 13.57

Kotor 8.48 10.03 118.25

Mojkovac 1.20 0.98 81.83

Nikšić 11.14 10.66 95.74

Petnjica 0.44 0.30 68.38

Plav 1.05 0.80 75.95

Plužine 1.49 1.46 97.89

Pljevlja 9.27 5.00 53.94

Podgorica 24.52 27.47 112.07

Rožaje 2.40 1.70 71.11

Tivat 7.26 7.92 109.21

Ulcinj 3.47 2.15 61.86

Cetinje 3.32 2.97 89.57

Šavnik 0.52 0.45 86.68

Žabljak 0.77 0.53 68.70

TOTAL 132.06 107.45 81.36

REALISATION OF EXPENDITURES OF THE LOCAL SELF-GOVERNMENT FOR THE PERIOD JANUARY-JUNE 2015 

The expenditures of the local self-government for the period January - June 2015 were executed in the amount of 88.61 million 
euros, or 67.52% of execution compared to the plan for the same period.

The following table provides an overview of planned and actual municipal budget receipts for the first half of 2015:

mr Snežana Mugoša
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Municipality
Local self-government expenditures in the period January-June 2015 (in mill €)

Planned Executed % of execution

Andrijevica 0.88 0.65 73.40

Bar 7.39 5.33 72.12

Berane 3.53 2.15 60.95

Bijelo Polje 7.75 3.60 46.44

Budva 21.75 14.55 66.87

Danilovgrad 2.07 1.82 87.96

Herceg Novi 7.28 5.01 68.90

Kolašin 5.99 0.78 13.07

Kotor 8.48 5.61 66.10

Mojkovac 1.14 0.79 69.57

Nikšić 11.14 9.50 85.32

Petnjica 0.44 0.15 35.16

Plav 1.05 0.79 75.36

Plužine 1.49 1.00 67.14

Pljevlja 9.27 4.84 52.25

Podgorica 24.52 19.69 80.32

Rožaje 1.75 1.70 97.31

Tivat 7.26 4.76 65.64

Ulcinj 3.47 2.06 59.25

Cetinje 3.32 2.97 89.60

Šavnik 0.52 0.36 69.89

Žabljak 0.77 0.48 62.59

TOTAL 131.24 88.61 67.52

OUTSTANDING LIABILITIES OF THE LOCAL SELF-GOVERNMENT AS AT 30 JUNE 2015 

According to the data provided by the municipalities and submitted to the Ministry of Finance, the total outstanding liabilities 
of the local self-governments as at 30/06/2015 amounted to 97.99 million euros.

Outstanding liabilities of the local self-government as at 30 June 2015 (u mill €)

Andrijevica 0.02

Bar 9.79

Berane 10.98

Bijelo Polje 4.81

Budva 30.44

Danilovgrad 3.18

Herceg Novi 0.65

Kolašin 4.86

Kotor 0.43

Mojkovac 0.44

Nikšić 2.94

Petnjica 0.00

Plav 3.20

Plužine 0.00

Pljevlja 2.38

Podgorica 0.00

Rožaje 0.00

Tivat 0.02

Ulcinj 12.19

Cetinje 11.01

Žabljak 0.18

Šavnik 0.45

TOTAL 97.99

Ms Snežana Mugoša, MA
Head of the Directorate for monitoring budgets of local governments,

regulatory agencies and public companies and other implicit budgetary commitments
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It is beyond doubt that Article 9 of the Constitution of 
Montenegro stipulates that ratified and published inter-
national treaties and generally accepted rules of interna-

tional law form an integral part of the internal legal order. 
However, the provision gets a whole new meaning when it 
comes to state aid rules. In fact, although the rules of inter-
national law shall have supremacy over national legislation 
and are directly applicable when they regulate the relations 
differently than the internal legislation, for the state aid it 
was necessary to interpret the provision in its full meaning. 
Although the constitutional provision provides for the su-
premacy of internationally accepted rules in case of conflict 
with national legislation or in the absence thereof (in this 
case the Stabilization and Association Agreement), for the 
national legal system "to absorb" the new so-called "soft" 
rules of the European Union in the right way, it was nece-
ssary to modify and/or adopt a new set of laws in the field 
of state aid.

Speaking of the state aid as a general rule at the EU 
level, the truth is that the Member States of the European 
Union cannot grant state aid. The prohibition of state aid 

allocation has been established by the Treaty of Rome of 
1952, and passed down to the present day. Today, the ge-
neral prohibition of state aid granting exists in the Treaty on 
the Functioning of the European Union (TFEU), Article 107. 
However, TFEU defines a certain number of exceptions to 
this prohibition. In cases where state aid is allowed by the 
European Union law, it may be granted under strict condi-
tions.

The concept of state aid is essential for the understan-
ding of the EU competition law. For a country to enter the 
"club of elected" or become an EU member, it must fully 
apply the state aid rules, including the full implementation 
of the EU soft law in the field, already during the stabili-
zation and association process. According to the national 
definition, the state aid represents expenditure, reduced 
revenues or loss of state or municipal assets that distort 
or threaten to distort free competition in the market, which 
may also affect trade between Montenegro and the Europe-
an Union by favouring certain economic entities, products 
or services on the market.

In the Montenegro Screening Report for this chapter, 

the European Commission concluded that the Montene-
grin system at the time (2012) did not reflect the EU rules 
as a whole when it comes to state aid. The European Com-
mission determined that, although the Montenegrin legal 
framework contains the main provisions that apply to this 
area (rules on regional aid, rules on aid for research and 
development, rules on aid for the environment, rules on aid 
to small and medium-sized enterprises, rules on aid for tra-
ining and rules on aid for employment, aid for rescuing and 
restructuring, etc.), they do not represent a firm support 
for the creation and maintenance of a healthy competitive 
environment. 

In the context of its European agenda and the road to 
EU membership, Montenegro in 2014 adopted the Decree 
on amendments to the Decree on more detailed criteria, 
conditions and manner for granting state aid, which for the 
first time introduced the possibility of direct application of 
the soft acquis (guidelines, frameworks, communications, 
notices, etc.) in the Montenegrin legal system.

The Regulation stipulates that the rules on state aid 
laid down by the regulations of the European Commission, 
European Council, European Parliament and the European 
Court apply to Montenegro, while the Ministry of Finan-
ce, as the authority competent for the state aid policy in 
Montenegro, has the power and duty to issue a decision 
by which to establish a list of these rules and publish the 
same in an integral text in Montenegrin language, and thus 
integrate them in the Montenegrin legal system.

As a result, the Ministry of Finance adopted the Regu-
lation on the list of state aid in August 2014, which in a 

certain way represents a set of documents - rules and pro-
cedures that define the granting of state aid in specific are-
as. The Regulation is updated regularly (every six months) 
and follows up dynamics of the institutions of the European 
Union in adopting state aid rules.

 Through the harmonization of the entire legal system 
with the state aid rules, Montenegro is on the right track 
towards meeting the EU requirements in this area. Of cour-
se, this ultimately means a positive impact on the further 
process of negotiations when it comes to this chapter.

Sefika Kurtagic
Head of State Aid Department 

New legislative alignment 
with state aid rules

Šefika Kurtagić
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Instrument for Pre-Accession Assistance is a unified 
form of support of all the previous instruments (CAR-
DS, SAPARD, ISPA, PHARE). IPA is an instrument for 

pre-accession assistance of the European Union (EU) to 
countries, potential candidates and candidates for EU 
membership, and a comprehensive support in the pro-
cess of European integration, both in the area of   financi-
al support, as well as in the field of technical and expert 
support to reforms. It represents grant support on alloca-
ted funds from the state budget of Montenegro intended 
for reforms, meaning that the received and successfully 
spent money does not have to be repaid.

IPA in Montenegro is implemented through two per-
spectives:

1. IPA Perspective I, covering the period 2007-2013;
2. IPA Perspective II, covering the period 2014-2020.

 

IPA Perspective I

IPA Perspective I (IPA I) is carried out through a num-
ber of separate parts, or components, each of which is 
implemented through individual projects or other forms 

of support (depending on the beneficiary and the areas 
for which the funds are intended).

1. IPA I in potential candidate countries and candidate 
countries is implemented through five components:

2. IPA Component I Assistance in Transitional and In-
stitution Building Process;

3. IPA Component II Cross-border Cooperation;
4. IPA Component III Regional Development;
5. IPA Component IV Human Resources Development;
IPA Component V Rural Development.
Persons and authorities in charge of managing IPA 

funds, depending on the IPA components are:
1. The Competent Accrediting Officer (CAO) is respon-

sible for issuing, monitoring, suspending or withdrawing 
the accreditation to the National Authorizing Officer. The 
Minister of Finance is  appointed as CAO.

2. The National Authorizing Officer (NAO) is responsi-
ble for the effective functioning of the management and 
control systems under IPA and for the financial manage-
ment of the IPA programs. Deputy Minister of Finance is 
appointed as the NAO.

3. National IPA Coordinator (NIPAC) is responsible for 
the overall strategic planning process, coordinating pro-
gramming, monitoring the implementation, evaluation 
and reporting in relation to the IPA programs, ensuring 
partnership between the European Commission and 
Montenegro and the close link between the general acce-
ssion process of Montenegro to the EU and the use of pre-
accession assistance under IPA.

4. Strategic Coordinator is responsible for coordina-
ting support available through the IPA III and IV.

5. The Program Authorizing Officer (PAO) runs the im-
plementing agency and is responsible to NIPAC for con-
tract enforcement, and for the legality and regularity of 
the NAO transactions. He is appointed by the NAO, with 
the approval of NIPAC.

6. Senior Program Officer (SPO) manages the project 
implementation unit within the ministries using IPA assi-
stance. He is appointed by the PAO.

7. National Fund (NF) is a Directorate set up in the Mi-
nistry of Finance.

8. Operating Structures have been established depen-
ding on the IPA components/programs.

9. Head of Operating Structure (HOS).
IPA I is being implemented in two ways: in a centrali-

zed and decentralized way.
Centralized way to manage EU pre-accession funds 

means that the whole process, from contract to payment 
of funds to beneficiaries is under the jurisdiction of the 
European Commission, i.e. European Commission Dele-
gation in Podgorica.

Decentralized management of EU pre-accession funds 
involves self-management of the funds by the Montene-
grin institutions, proving that the Montenegrin authoriti-
es have the capacity and clear legal framework for the use 
of IPA funds.

IPA Component I - Assistance in Transitional 

and Institution Building Process

Projects under this component are intended for state 
authorities, with the aim of improving the existing legisla-
tion and harmonization with the EU acquis.

Established operating structure consists of:
NIPAC office whose main task is programming and mo-

nitoring at the program level, i.e. the overall allocation. 
The office is set up within the Ministry of Foreign Affairs 
and European Integration.

Project Implementation Units (PIU) are in charge of 

programming and monitoring at the project level, i.e. pre-
paration of project descriptions, nomination and monito-
ring of the successful implementation of projects. Units 
are set up in: the Ministry of Interior, the Ministry of Su-
stainable Development and Tourism, the Ministry of He-
alth, the Ministry of Transportation, the Ministry of Eco-
nomy, the Ministry of Agriculture and Rural Development, 
the Ministry of Labor and Social Welfare, the Ministry of 
Education, the Ministry of Justice, the Ministry of Finance 
and the Ministry for Information Society and Telecommu-
nications.

Implementing Agency (IA) whose primary function is 
the implementation i.e. contracting and payment of EU 
funds. Directorate for Finance and Contracting of the EU 
Assistance Funds (CFCU), which is part of the Ministry of 
Finance, is defined as the implementing agency.

Internal Audit Units (IAU) are set up in the relevant mi-
nistries and have responsibilities of internal audit of both 
national and EU funds.

Permission to use the funds from the IPA Component 
I have countries with the status of potential candidate 
for EU membership. Montenegro is a country that was a 
potential candidate for EU membership until December 
2010, by which it has acquired the right to apply for EU 
funds.

IPA Component I is implemented through centralized 
way of managing EU funds.

IPA Component II - Cross-border Cooperation

The objective of this component is to strengthen go-
od-neighborly relations with the countries in the region. 
In this context, Montenegro jointly with every border sta-
te, defined the structure and priorities of cooperation 
through operational programs. Beneficiary of available 
resources through this component was mainly the NGO 
sector.

Established operating structure consists of:
Head of Operating Structure (HOS) whose primary 

function is the coordination and provision of proper func-
tioning of the overall structure. The body responsible for 
coordination of EU assistance is set up in the Ministry of 
Foreign Affairs and European Integration.

Body for cross-border cooperation (CBC) whose task 
is programming and monitoring at the program level. The 
body is set up in the Ministry of Foreign Affairs and Euro-
pean Integration.

Implementing Agency (IA), the CFCU is defined as the 
implementing agency.

Montenegro, looked through the 
Instrument for Pre-Accession 
Assistance - IPA Perspective I

Jasna Ilić Bošković
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Permission to use the funds from the IPA Component II 
have countries with the status of potential candidate for 
EU membership.

IPA Component II is implemented through centralized 
way of managing EU funds.

Montenegro is participating in the eight cross-border 
programs: Bilateral programs: Albania - Montenegro; Bo-
snia and Herzegovina - Montenegro; Croatia - Montene-
gro; Serbia - Montenegro; Montenegro - Kosovo and Mul-
tilateral cross-border programs: IPA Adriatic Cross-Border 
Cooperation; South East Europe Program; Mediterranean 
Program.

The programs are implemented through periodic pu-
blication of calls for proposals, the so-called calls for pro-
jects.

IPA Component III - Regional Development

This component is intended for infrastructure projects 
in the fields of environment and transport. Beneficiaries 
are line ministries and local governments. The Ministry of 
Sustainable Development and Tourism is responsible for 
defining the objectives and priorities of the operational 
program.

Established operating structure consists of:
Head of Operating Structure (HOS), whose primary 

function is the coordination and provision of proper 
functioning of the overall structure. It manages the body 
responsible for the Operational Program (BROP), whose 
main task is programming and monitoring the successful 
implementation of the entire program. It is set up in the 
Ministry of Sustainable Development and Tourism.

The bodies responsible for priority/measure (BRPM) 
whose main task is programming and monitoring at the 
level of priority/measure. The bodies are set up within 
the Ministry of Sustainable Development and Tourism 
and the Ministry of Transportation.

Implementing Body (IB), the Directorate of Public Wor-
ks (DPW), which is part of the Ministry of Sustainable De-
velopment and Tourism, is defined as the implementing 
body.

Permission to use the funds from the IPA III compo-
nent have only countries with candidate status for EU 
membership, after the adoption of appropriate strategic 
documents and decentralization of the system of gover-
nance.

Montenegro, by receiving the candidate status for EU 
membership in December 2010, qualified for the use of 

funds from the IPA III component. The basis for the use of 
the funds is the Operational Program, adopted by the Go-
vernment of Montenegro on 29 March 2012, after which it 
was adopted by the European Commission on 7 Decem-
ber 2012.

The total value of the Operational Program amounts 
to € 26,169,624 and is divided to 85% of IPA funds, 15% 
of national co-financing, so that IPA funds amount to € 
22,235,679, and national co-financing € 3,923,947.

The main objective of the Operational Program is to 
improve living standards and environmental conditions 
in Montenegro, in accordance with national policies and 
strategies, as well as EU policies and standards.

Planned funds will be used to implement projects 
in the following priority axes: Priority Axis I: Improving 
environmental management systems; Priority Axis II: 
Improving the transportation system, by encouraging 
environmentally-friendly transport modes, with special 
emphasis on the improvement of the railway infrastructu-
re in order to provide better quality services; Priority Axis 
III: Technical assistance to support the implementation of 
the Operational Program Regional Development.

Accreditation for decentralized management of IPA 
funds by the European Commission for IPA Component 
III, was awarded on April 25, 2014. It was followed by the 
signing of the Financing Agreement, on 28 October 2014, 
by the Director General of the Directorate General for 
Regional and Urban Policy of the European Commission 
(DGREGIO) and December 5, 2014, by NIPAC. The signing 
of the Agreement created formal conditions for the use of 
the component.

IPA IV - Human Resources Development

IPA Component IV is intended for the development 
of the labor market and reducing unemployment. Bene-
ficiaries are relevant ministries, bureaus and NGOs. The 
Ministry of Labor and Social Welfare is responsible for 
defining the objectives and priorities through the Opera-
tional Program.

Established operating structure consists of:
Head of Operating Structure (HOS) manages a body 

set up in the Ministry of Labor and Social Welfare.
The bodies responsible for priority/measure (BRPM) 

set up in the Ministry of Labor and Social Welfare, the Mi-
nistry of Education and the Ministry of Science.

Implementing Body (IB), the CFCU is defined as the 
implementing body.

Qualified to use the funds from the IPA component 
IV are only countries with candidate status for EU mem-
bership.

Montenegro, by gaining the candidate status, quali-
fied for the use of IPA Component IV. The basis for the 
use is the Operational Program, which was adopted by 
the Government of Montenegro on 29 March 2012, after 
which the European Commission adopted it on 18 Octo-
ber 2012.

The total value of the Operational Program amounts to 
€ 6,568,240 and is divided to 85% of IPA funds, and 15% 
of national co-financing, so that the IPA grant amounts to 
€ 5,583,000, and the national co-financing to € 985,240.

The main objective of the Operational Program is to 
promote the sustainable development of human resour-
ces, modernization and development of the education 
system for training and research in Montenegro in accor-
dance with the policies and standards of the EU, with a 
special focus on youth employment, in order to prepare 
Montenegro for the implementation and management of 
the EU Cohesion policy.

Planned funds will be used to implement projects in 
the following priority axes: Priority Axis I: Effective and 
inclusive active labor market measures; Priority Axis II: 
Enhancing skills, knowledge, and competencies for em-
ployability and competitiveness; Priority Axis III: Enhan-
cing social inclusion; Priority Axis IV: Technical Support.

Accreditation for decentralized management of IPA 
funds by the European Commission for IPA Component IV 
was awarded on 28 July 2014. This was followed by the 
signing of the Financing Agreement, on 31 October 2014 
by the Director General of the Directorate General for Em-
ployment, Social Affairs and Inclusion European Commi-
ssion (DGEMPL) and on 5 December 2014 by NIPAC. The 
signing of the Agreement created formal conditions for 
the use of the component.

IPA V - Rural Development

IPA Component V is intended for rural development, 
i.e. supporting the development of production and ca-
pacity of farmers and companies involved in agriculture. 
Ministry of Agriculture and Rural Development is respon-
sible for defining the objectives and priorities of the IPA 
Rural Development (IPARD).

Established operating structure consists of:
Managing Authority (MA) responsible for the prepa-

ration, monitoring and evaluation of the IPARD program. 
Basic competence of this authority is to define the pri-

orities and measures i.e. the drafting of the IPARD. The 
authority is set up within the Ministry of Agriculture and 
Rural Development.

Implementing Agency (IA), the Directorate of IPARD 
payments, which is part of the Ministry of Agriculture 
and Rural Development, is set up as the implementing 
agency.

IPA component V includes support to candidate coun-
tries in the field of agriculture and rural development, in 
order to prepare for managing EU Common Agricultural 
Policy.

Montenegro, by gaining candidate status for EU mem-
bership, acquired the right to use the funds from the IPA 
Component V. However, additional preconditions for the 
use of these funds followed (the adoption of appropria-
te strategic and programming documents) as well as the 
fulfillment of the conditions for approving the Request 
for entrusting budget execution for indirect management 
system through the IPA perspective II. The Request for 
entrusting budget execution was sent to the Director Ge-
neral of the Directorate of Rural Development of the Euro-
pean Commission (DGAGRI) in August 2015. Funds from 
the IPA component V are redirected to the IPA Component 
I, thus to avoid losses due to failure to receive accredita-
tion for decentralized management.

Jasna Ilic – Boskovic
Senior Adviser at the Directorate 

of the National Fund
The Directorate of State Treasury
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We are witnessing that the concept of the IPA (Instru-
ment for Pre-Accession Assistance) has long ceased to be 
a mystery for all actors of Montenegrin society and daily 
life which abounds with information on projects funded 
by the relevant EU institutions. However, very rarely we 
may be faced with a situation when one needs informa-
tion on the fundamental principles of IPA and recognizes 
the right door on which to knock at the right time.

Civil servants who fully or almost fully spend their wor-
king hours in harmonizing national and EU legislation, 
build institutional capacity and improving the knowled-
ge of specific topics, with the aim of creating an effici-
ent environment for concrete financial results and state 
benefits, are often unfairly excluded or less visible when 
received IPA funds, through the implementation of basic 
procedures and rules, find an address in Montenegro. De-
fined structures, reporting channels and the established 
system of accountability create an atmosphere of clearly 
superior norms and standards when it comes to the obli-
gations that Montenegro should meet with the ultimate 
goal of providing financing the construction of kindergar-
tens, plants, creation of quality cross-border cooperation 
or training of young farmers and incentives to agricultural 
production.

The concept of IPA administrative capacities is lin-
ked to the ability of the state and public administration 
to fulfill its common, legal obligations, but also the level 
of willingness to accept tasks that are inevitable within 
the further course of the integration and the forthcoming 

reforms which the country expects, in this area. In this 
regard, the administrative capacity of IPA institutions 
is still a challenge, in terms of   reaching European stan-
dards, therefore, it is necessary to make a cross-section 
of recent results, current situation and future plans for 
strengthening human resources potential, according to 
the needs and strategic documents. 

All future EU Member States must establish a clear and 
coherent institutional framework. This step means certa-
in, established and recognized structures at national and 
regional levels required by the prescribed legal acts, as 
well as the establishment of an implementation system 
with clear definition of tasks and responsibilities of the 
bodies involved. The institutional framework also requi-
res establishing an efficient mechanism for inter-agency 
coordination, and the involvement and consultation with 
a wide partnership of organizations in the preparation 
and implementation of appropriate support programs.

During the creation of an institutional framework, it 
is necessary to create adequate administrative capacity 
and ensure the same in all relevant structures. This step 
includes the hiring and training of qualified and experi-
enced personnel, and the establishment of measures for 
the retention and motivation of such personnel. In this 
context, the national authorities have established nece-
ssary organizational arrangements, adapted procedures 
and organization charts and prepared accompanying 
documents which represent to all designated staff at the 
IPA level a 'guide in the course of finding the best soluti-

ons and the most effective application in practice’.
Montenegro is aware what administrative capacities 

are required under EU cohesion policy. In this context, 
the national authorities, as far as possible, adapted 
structures involved in the decentralized management of 
IPA, to the rules and procedures governing the EU Cohe-
sion Policy. Workload Analysis have been conducted and 
made, for all linear bodies by IPA structures to assess the 
need for the necessary human resources, with the plan to 
review these needs on an annual basis. National authori-
ties constantly emphasize the importance of staff reten-
tion policy, which ensures the constant presence of pro-
fessional staff in the structures of the IPA. Financial and 
other forms of incentives are considered, which would be 
implemented to this end. Several projects aimed at trai-
ning in the use of EU funding have been conducted, or are 
in the implementation phase and are mostly funded thro-
ugh IPA. Since 2006, IPA has significantly contributed to 
the preparation of Montenegro for decentralized manage-
ment within all of its components. Also, in cooperation 
with bilateral partners, we conducted training courses 
that included all phases of project management.

At this point, 150 civil servants are involved in the 
implementation of the IPA perspective I and II. Certain 
officers are covering several positions in different structu-
res. Taking into account the size of the Montenegrin ad-
ministration, as well as the need to maintain continuity, 
and use to the maximum the experience gained, those 
involved in the implementation of the IPA perspective 

will be engaged in activities relating to IPA perspective II 
(2014-2020). These individuals are trained to effectively 
perform the duties in accordance with the provisions laid 
down in the relevant legal documents and manuals of 
procedures, developed in all segments of the structures. 
The number of officers employed in certain structures at 
present is the following:

- Component III - 47 officers
Of this number, 41 officers have signed a work con-

tract for an indefinite period. Compared with the situa-
tion at the end of 2013, the number of employees wor-
king in this structure increased by 6, while the number of 
employees with permanent employment for an indefinite 
period increased by 14.

- Component IV - 57 officers
Of this number, 46 officers have signed a work con-

tract for an indefinite period. Compared with the situati-
on at the end of 2013, the number of officers working in 
this structure increased by 6, while the number of em-
ployees with permanent employment for an indefinite 
period increased by  8.

Regarding the IPA II perspective, the number of em-
ployees is as follows:

- Annual program for the 2014 - 73 officers
Of this number, 58 officers have signed a work con-

tract for an indefinite period.
- The cross-border program Montenegro - Kosovo and 

Management of administrative 
capacities within the financial 
perspective
IPA I and IPA II in the period 
2013 – 2015

Velibor Damjanović
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Montenegro - Albania - 37 officers
Of this number, 30 officers have signed a work con-

tract for an indefinite period.
- Rural development - 53 officers
Of this number, 46 officers have signed a work con-

tract for an indefinite period.
All employees who work on the IPA tasks are required 

to accomplish the work stipulated in the work plan, made 
by all the institutions involved in the implementation of 
the IPA tasks. Workload Analyses are regularly updated 
and based on them a recruitment plan developed, in 
case the necessity arises for the same. Officials at the 
commencement of a job sign a document with a structu-
red description of the duties to be carried out.

It is the duty of all employees on the IPA task to adhe-
re to the Code of Ethics, which defines the standards of 
conduct for civil servants and employees. On the basis of 
this code, the officials sign a declaration of impartiality 
and confidentiality in the work with the IPA tasks. Heads 
of the IPA bodies are obliged to provide an adequate plan 
to replace an absent staff. Also, with the eventual aban-
donment of working position, the officials are obliged to 
carry out the handover of documents that were in their 
possession while, in taking over new position, they must 
pass adequate initial training with the appointed men-
tor. Assessment of the need for training in specific are-
as should be developed together with self-assessment 
of knowledge and capacity on a personal basis of each 
official.

It is extremely important that managers of IPA bodi-
es recognize the sensitive job positions within the go-
vernment to ensure the proper maintenance of records 
of trainings conducted on the basis of relevant training 
plans, and to appraise employees at the beginning of the 
calendar year for the previous year. All IPA bodies appo-
inted officers who are responsible for the management of 
possible irregularities in the system, evaluation, risk ma-
nagement, manuals management, the implementation of 
IT policy and public and visibility policy.

In accordance with the recommendations of EC au-
ditors (recruitment plans, the minimum number of em-
ployees required for the division of tasks, etc.) all bodies 
carry out activities related to further employment and the 
conclusion of contracts for an indefinite period of time.

Directorate of the National Fund at the Ministry of Fi-
nance constantly monitors the development of admini-
strative capacity and informs the European Commission 
through quarterly progress reports.

Experience with many years of programming and ma-

nagement of EU-funded projects as well as the number 
of employees involved in the implementation of the IPA 
are currently, to a certain extent, limited. However, Mon-
tenegro has prepared a strategy for capacity building in 
the context of management and implementation of the 
IPA, in the coming period 2014-2016. Bodies identified 
in the IPA structures also conducted a series of trainings 
on the management of EU funds in the framework of the 
IPA, including regarding the function of the external and 
internal audit. These training sessions in 2013 and 2014 
intensified and covered all employees who are currently 
involved in IPA. At this point, it is necessary to provide 
appropriate training for officers of authorities at the local 
level, especially those involved in the implementation of 
IPA programs.

National authorities must ensure the continuity and 
stability of human resources that have or will benefit from 
measures aimed at strengthening capacity. It is necessary 
to ensure a reasonable policy of retaining staff, which re-
cognizes officers who will gradually acquire experience 
in managing and implementing EU funds. In that sense, 
Montenegro has to implement efficient and attractive ca-
reer planning policy and wage policy for civil servants in 
all bodies involved in IPA.

National authorities have also established an Audit 
Authority, which is functionally independent body of all 
actors in the management and control of EU funds (IPA, 
Structural Funds on Montenegro's EU accession and 
other EU funds), whose task is to confirm the efficacy and 
stability of the system of management and control of the 
EU funds in Montenegro and compliance with relevant EU 
and national regulations to ensure the legality and regu-
larity of transactions and to protect EU interests and na-
tional interests.

When it comes to strengthening the capacity of the 
internal audit, the national authorities have appointed 
internal auditors in all state authorities at the central le-
vel, who cover all of the operating structure of IPA. The 
Ministry of Finance conducted a certification program 
for internal auditors in the public sector, with the help 
of expert organizations from the member states. Additi-
onal support for the development of internal audit met-
hodology, as well as regular procedures and training for 
internal auditors is provided through assistance from the 
IPA funds.

The Ministry of Finance in cooperation with the Mini-
stry of Foreign Affairs and European Integration plans to 
improve and strengthen the existing capacities dealing 
with the implementation of the pre-accession assistan-
ce, and to use them as a basis for work in structures that 
deal with the management of structural funds. This im-

plies constant training and capacity development at all 
levels of the IPA structure before accession, which will be 
continued after the start of operation of the system for 
managing these funds.

Montenegro will adopt a strategy for the development 
of organizations that will be involved in the system of 
structural funds, and will define adequate human resour-
ces management policy (including retention policies for 
personnel and career planning system in the structures), 
conduct a training needs analysis, define employment 
plan for new officials in accordance with the conduc-
ted analysis of workload and prepare a training plan for 
officers involved in the management structure. These 
measures will ensure continuous strengthening of the 
capacity and willingness of the structure for the opera-
tional functioning of the system for the management of 
structural funds. In addition, assessment of the lack of 

administrative capacity will be carried out and identified 
vacancies in bodies/institutions, which will be involved 
in the financial management and control.

Implementation of plans will lead to the recognition 
of new forms of cooperation, significant visibility of IPA 
"environment" and increased level of interest for all rela-
ted topics. Consequently, human capacities at the level 
of IPA will play a significant role in the EU accession pro-
cess.

Velibor Damjanovic
The officer in charge of monitoring systems

Independent Advisor II
Ministry of Finance / Directorate for National Fund



Ministry of Finance of Montenegro Bulletin XXXVI / July - September, 2014

22 23

One of the aspects of the effective utilization of finan-
cial assets available to users of a country candidate 
for membership in the EU, from the Instrument for 

Pre-Accession Assistance (IPA), is the well-informed public, 
i.e. information available to future beneficiaries about the 
possible use of IPA support. 

For easier understanding of IPA assistance, we should 
note that previously existing support programs included:

• PHARE (Poland Hungary Assistance for Reconstruction 
of the Economy), which included measures to support insti-
tutional strengthening and supporting investments, and me-
asures to support economic and social cohesion,

• ISPA (Instrument for Structural Programme for Pre-Acce-
ssion), which included support in the fields of transport and 
environment,

• SAPARD (Special Accession Programme for Agriculture 
and Rural Development) has focused on support for agricul-
ture and rural development,

• CARDS (Assistance for Reconstruction, Development 
and Stabilization) program, which was adopted in 2000 and 
was intended to help the reconstruction, development and 
stabilization. The primary objective was to provide finan-
cial and technical support to the countries of the Western 
Balkans, and this program has been replaced by Echo and 
Recover.

European Agency for Reconstruction and Development 
had implemented the CARDS program. With its completion in 
2007, the mandate of the aforementioned Agency has expi-
red, which required the need for further gradual building up 
and development of national capacities for the management 
of EU funds. The program was aimed at the development and 
reconstruction of the Montenegrin infrastructure.

In early 2007, the European Union begins a new finan-
cial period in which the above programs are replaced by a 
unique program called IPA Instrument for Pre-Accession 
Assistance, which is intended for candidate countries and 
potential candidates for EU membership.

Enlargement of the EU in many ways increased econo-
mic and social disparities within the EU by entrance of new 
states in this alliance. The beneficiaries of structural and 
cohesion funds, which are considered the old EU member 
states, are invited to contribute to the development of new 
EU member states. The budget for cohesion policy has a sha-
re in the EU budget of more than a third of the total budget, 
and thus represents the second largest expenditure in the 
EU budget. For this reason, this policy has a strengthening 
tendency in the new financial perspective for IPA II (2014-
2020). The policy is based on the idea that it is necessary 
to reduce the gap between rich and poor regions of Europe, 
which would equalize and even balance the effects of the 
European integration.

In order to help clarify the financial prospects for the use 
of IPA funds, it is necessary to provide detailed guidance on 
the concept of the Instrument for Pre-accession Assistance 
- IPA. Primarily, the IPA program is intended for candidate 
countries and potential candidates for EU membership. The 
main objective of this financial instrument is to provide and 
assist beneficiary countries to harmonize progress with the 
standards and policies of the European Union.

Pre-accession financial assistance is focused on facilita-
ting the integration process with the requirements set in the 
status of a candidate country for EU membership. Candidate 
country for EU membership is presented with the terms of 
use of financial resources from European funds in the Ope-
rational program and financial agreements for various forms 

of support.
Publication of information on beneficiaries of EU funds 

must be in accordance with the above-mentioned agree-
ments and therefore the names of end-users and recipients 
need to be published, their location, assigned amounts, 
as well as the nature and purpose of the measures imple-
mented. These data are published in accordance with the 
standard way of presentation, at a designated and easily 
accessible places, a particular web page of the IPA support 
beneficiary country. Period in which project information is 
released is the first half of the following calendar year, af-
ter the closure of the budget year in which funds have been 
assigned to the beneficiary countries.

Information about users of the funds is provided throu-
gh a system of financial transparency. Data for a particular 
financial year shall be entered in the system of the European 
Commission at the end of June next year. It should be noted 
that the beneficiary of the IPA funds i.e. support, is obliged 
to publish information on the extent of support and purpo-
ses of those funds, and to ensure that this information i.e. 
data are comparable internationally.

The aim of the activities related to the visibility, tran-
sparency, communication, is to show how specific operati-
ons, i.e. activities/actions contribute to defined objectives, 
which were selected for funding. The implementation of 
the public policy and visibility provides information to the 
public, and thus provides for a wider responsibility for the 
effective use of IPA funds.

To be able to recognize aid provided by the EU, as well 
as its impact on the citizens of the beneficiary countries of 
IPA assistance, the successful implementation of the visibi-
lity policy is of essential importance. The goal of such acti-

vities is to ensure the development of the awareness of the 
public about the activities/actions of the EU. In this way, 
transparency and visibility will create a consistent image of 
the measures of the EU, through IPA support. The European 
Commission and a candidate country for EU membership ne-
gotiate a coherent plan of action regarding the visibility and 
communication policy. The aim of this plan is to make the 
information on programs and operational activities of IPA 
support available to the public. In this way, the results set 
by the coherent plan would be achieved, and EU activities 
promoted.

It should be noted that all projects funded through the 
IPA support program focus on common issues concerning 
the environment, civil society, regional development, equ-
al opportunities and anti-discrimination in terms of gender 
and minorities, minority human rights of vulnerable groups, 
including the displaced and persons with disabilities. In 
addition, IPA projects make it possible to strengthen admi-
nistrative capacity, as well as to provide conditions of good 
governance, providing a mechanism of monitoring, control 
and evaluation. In addition to these activities another, no 
less important, refers to a campaign aimed at raising public 
awareness on the importance of providing adequate ways 
to combat corruption, to encourage additional civil liability.

The purpose of informing the public on the use of IPA fun-
ds is to provide citizens with relevant information and acqua-
int them with mentioned topic, which will ensure that funds 
allocated through the IPA support are properly channeled to 
the end user.

Bozidar Lopicic
Independent Advisor II

The Directorate of State Treasury 

Informing the Public about 
the use of IPA Funds

mr Božidar Lopičić
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Montenegro, as a candidate country on its path 
towards the European Union faces challenges 
in the management of pre-accession funds, in 

order to be prepared for the accession.
Challenges of managing EU funds, both in the pre-

accession phase, and upon accession, can be described 
through three objectives:

• maximize the use of funds in order to comply with 
the time limits set for their spending (i.e. N + 3 rule) and 
thus prevent the automatic suspension of the money ear-
marked for a particular program. This goal could be brie-
fly presented as a message to the competent authorities: 
“Spend funds quickly.”

• minimize refund, or reduce the number of irregulari-
ties in connection with which Montenegro will be obliged 
to refund funds. This goal, in short, could be presented as 
a message to the competent authorities: “Spend funds 
properly.”

• maximize the impact (effectiveness) and value (effi-
ciency), in using the funds, or this could be represented 
as a message to the competent authorities: “Spend fun-
ds in the best way.”

• Experience in other countries has shown that the 
problematic phase in the implementation of projects 
follows after the introduction of decentralized or indirect 
control, as then there is a slower contracting and the risk 
that the money be returned to the European Commission 
increases.

It’s never too early to start planning to avoid the risk of 
automatic suspension of funds.

As one of the indicators of the success of the manage-
ment of funds, the European Commission considers the 
data on how long it takes to consume resources in adequ-
ate time and for this purpose uses the so called Rule N + 
3.

N + 3 rule is a flexible deadline for spending the ava-
ilable funds, where the “N” is a program year for which 
certain funds were allocated. This means that the funds 
allocated for example for 2012 (N) must be spend up to 
31 December 2015 (+3). “Automatic suspension of fun-
ds” appears upon the expiration of the period within 
which the funds must be spent, i.e. unused portion of the 
allocation is returned to the EU budget.

The fulfillment of N + 3 is a challenge posed before a 
country, in order to increase the accountability of all ac-
tors in the process of EU funding.

One of the main problems why the funds intended for 
candidate countries as well as Member States remain un-
spent is a lack of mature projects with complete project 
documentation.

In fact, the fulfillment of the N + 3 rule is affected by 
a number of factors relevant to the different stages of the 
process (programming and implementation), and thus 
can be grouped in:

Factors influencing the N + 3 rule before project appro-
val:

- The late approval of the operational program
- The late start of the program
- Too few project applications
- The high rejection rate of project applications
- Too small projects (with a small project value)
- Factors influencing the N + 3 rule in the implementa-

tion phase of projects
- Late start of project implementation (slow contrac-

ting procedures and/or lack of mature projects)
- External factors (in the case of infrastructure project 

works conditioned by the weather)
- Slow implementation of the project (the low rate of 

withdrawals and submission of payment requests)
These are of course only the possible, but not the only 

factors that may affect the fulfillment of the N + 3 rule, 
which means that during the implementation of the ope-
rational program and projects others may also appear.

It is important to emphasize that in the first year of 
implementation, due to the advance payment of a porti-
on of funds to the contractor, it is the easiest to achieve 
objectives of the deadlines imposed by the N + 3 rule, 
but as the effect of advance payments decreases, so 
does the risk of automatic suspension of funds in future 
years increases, meaning that the automatic suspension 
of funding is a challenge that increases over the duration 

of the program. It is therefore important, when planning 
activities, to make a detailed analysis of the risks in order 
to timely identify and monitor risks that lead to the auto-
matic suspension of funds.

The most important thing is to pay attention to the 
commitment of all stakeholders, and the establishment 
of realistic plans and projections of spending, which con-
stitute the basis for monitoring the (non)fulfillment of 
the N + 3 rule. Unrealistic projections lead to unrealistic 
objectives and therefore the failure to fulfill set goals.

Implementation of Operational Program Regional 
Development and Operational Program Human Resour-
ces Development 2012-2013 (IPA Component III and IPA 
Component IV), was launched in December 2014, after 
the signing of the financial agreements for the individual 
components.

As the operational programs relate to 2012 and 2013, 
this means that Montenegro meets with the N + 3 rule for 
2015. Specifically, N + 3 rule, i.e. the objective for 2015 for 
Montenegro amounts to 1.3 and 1.1 million euros, in com-
ponents III and IV, respectively. So, if until 31 December 
2015 amounts demanded from the European Commissi-
on are smaller than the set, it will mean that there will be 
an automatic suspension of funds, i.e. financial allocati-
on for these programs will be reduced by the amount of 
unused/unregistered amounts.

It is important to say that Montenegro is faced with 
a group of risks that may affect the fulfillment of the N + 
3 rule for an individual program, before the implemen-
tation of projects, i.e. that due to the late signing of the 
financial agreements, the time frame for meeting the goal 
of the N + 3 rule for 2015 is extremely limited, keeping in 
mind that the procedures that precede the signing of the 
agreement and its implementation are demanding and 
time-consuming. However, the national authorities take 
all necessary measures to minimize the risk of automatic 
suspension of funds to the greatest extent possible and 
to meet the set goals.

Ivana Maksimovic
Independent Advisor I

Directorate of National Fund

N + 3 rule as an indicator 
of the efficiency of utilization 
of EU funds

Ivana Maksimović
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The system of internal financial control is a recogni-
zable relationship of the use of public funds and 
should be seen as a help and support to managers 

in the public sector to improve the quality of public servi-
ces, transparency in the use of taxpayers’ resources and 
increase in the confidence in public sector entities.

An important element in the process of financial ma-
nagement is the system of financial reporting. Reliable 
financial reporting is a mechanism to control the use of fi-
nancial resources and a basis for better decision-making.

Central Harmonization Unit of the Ministry of Finance 
prepares and submits to the Government for considerati-
on and adoption the Consolidated Report on Internal Fi-
nancial Controls in the Public Sector. The purpose of the 
report is to inform the Government on the activities un-
dertaken by the public sector entities and CHU on the im-
provement and development of internal financial control 
system in the public sector, as well as planned activities 
in the further development of this system.

The report was prepared on the basis of individual re-
ports of budget users at central and local level, and the 
reports on the implementation of activities in the esta-
blishment and development of financial management 
and control and the work of internal audit in the public 
sector in Montenegro.

Analysis of the questionnaires indicates that some 
subjects judged that they very successfully established 
their financial management and control and continued 
to further upgrade them. Through the process of re-
viewing the quality of financial management and con-
trol, the CHU assesses the quality of management and 
provides recommendations for further improvement of 
the system.

CHU performs analysis of the quality of financial ma-
nagement and control, and in 2014 in certain public insti-
tutions it observed clear, interlinked objectives, suppor-
ted by strategies of the ministries and the budget, as well 
as a formal delegation of responsibility and authority for 
the use of budget funds committed for the identified pro-
grams. Based on the perception of quality, the Ministry 
of Defense is a good example of an organization with a 
well-established system of financial management and 
control and serves as an example of good practice for the 
establishment of managerial accountability in the public 
sector, while at the local level, the best example is the 
Capital City of Podgorica.

In the establishment of internal audit in the public 
sector based on the concept of decentralization, there 
has been significant progress. The following table provi-
des an overview of the progress made:

 Year
Number of 
auditors 

Number of 
audits 

Recommendations 
given

2011 31 59 72

2012 44 68 269

2013 46 101 419

2014 60 114 454

The number of auditors at the end of 2014 is by 
93.54% higher than the number of auditors at the end of 
2011, while the number of audits increased by 93.22%. 
The number of recommendations has increased more 
than 6 times compared to the year 2011. In 2011, 72 re-
commendations were given, while in 2014, there were 
454 recommendations given.

Despite these results and the fact that 67 budget be-
neficiaries ensured the performance of the internal au-
dit function, which represents over 96% of government 
spending, a large number of small budget beneficiaries 
did not provide coverage of the internal audit function.

In accordance with the law, internal audit units were 
set up in the Ministry of Finance, the Ministry of Sustaina-
ble Development and Tourism, as well as the capital city 
of Podgorica and municipalities of Niksic, Berane, Pljev-
lja and Rozaje.

CHU performs analysis of the quality of internal audit, 
and in 2014, the CHU reviewed the quality of internal au-
dit in accordance with the methodology prescribed in the 
Regulation on the methodology of reviewing the quality 
of internal audit in the public sector, and found that the 
audit reports are largely prepared in accordance with the 
prescribed methodology and standards in all units, altho-

ugh there is a difference in the report quality. One of the 
most important areas in which the quality of the report 
needs to improve is the quality of writing style with an 
emphasis on clarity and definiteness to the findings, as 
well as the clarity and applicability of recommendations.

Based on data obtained from self-assessment for the 
financial management and control, review of the quality 
of financial management and control and internal audit, 
reports on internal audit, there has been a visible pro-
gress in the system of internal financial controls in the 
public sector of Montenegro, which has been recognized 
by the EU Directorate General for Budget, in the European 
Commission Montenegro Progress Report for 2014 and 
the SIGMA Report on the management of public finances.

Most public sector entities initiated activities to impro-
ve the management and control systems. However, it is ne-
cessary that all budgetary users improve system manage-
ment responsibilities through the definition of objectives, 
performance indicators, monitoring and evaluation of the 
implementation of the set goals. All this will contribute to a 
clearer delegation of authority and accountability, the esta-
blishment of risk management and reporting system.

Although the coverage of expenditure of budgetary 
resources by the internal audit function is of a very high 
percentage, there is however, a major drawback in filling 
capacity of internal audits. Further filling of the internal 
audit units, improving the knowledge and skills of internal 
auditors represent major challenges in the coming period. 

Valentina Bojovic 
Senior Internal Auditor

Reporting on internal 
financial controls in the public 
sector of Montenegro

Valentina Bojović
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The main objective of the Directive in the field of 
accounting and auditing is the convergence or har-
monization of the legislations of individual Mem-

ber States. Directives set requirements on the Member 
States as to the result to be achieved, but they still leave 
the possibility of independent choice of form and me-
ans of their internal legal arrangements to achieve these 
common goals. If Member States fail to incorporate adop-
ted directives into national legislation, or fail to do so 
fully or do it in delay, participants in judicial proceedin-
gs may directly refer to its provisions before the national 
courts. Candidates for membership in the EU must, befo-
re accession to the EU, incorporate into their legislation 
all the requirements of directives, regulations and other 
legal acts of the EU, as it must be done by the existing 
member states in the time required for compliance.

 
DIRECTIVE 2013/34/EU

Directive 2013/34/EU provides that the financial sta-
tements of public-interest entities, medium-sized and 

large legal entities must be audited by one or more statu-
tory auditors or audit firms.

The statutory auditor must, in addition to the “classi-
cal” audit opinion on the financial statements, express 
an opinion on whether the management report is in com-
pliance with the financial statements for the same finan-
cial year, as well as whether has been prepared in accor-
dance with applicable regulations, and state whether, 
having regard to the knowledge and understanding of the 
entity and its environment, he or she has identified ma-
terial misstatements in the management report, and give 
an indication of the nature of any such misstatements. 
This accounting directive partly changed the audit direc-
tive (2006/43) in the part referring to the audit report, 
which now must include the following pieces:

- An introduction which shall, as a minimum, iden-
tify the financial statements that are the subject of the 
statutory audit, together with the financial reporting fra-
mework that has been applied in their preparation;

- A description of the scope of the statutory audit 
which identifies the auditing standards according to 

which a statutory audit is performed;
- Audit opinion that can be unqualified, qualified, or 

an adverse opinion, and which shall state clearly the opi-
nion of the statutory auditor as to:

a) whether the annual financial statements give a true 
and fair view in accordance with the relevant financial re-
porting framework and 

b) where appropriate, whether the annual financial 
statements comply  the statutory requirements (if sta-
tutory auditor is unable to express an audit opinion, the 
report shall contain a disclaimer of opinion);

- A reference to any matters to which the statutory au-
ditor draws attention by way of emphasis without qua-
lifying the audit opinion;

- Opinion on whether the business report is in accor-
dance with the financial statements and whether it is pre-
pared in accordance with applicable regulations, as well 

as a statement as to whether the auditor has determined 
material misstatements  in the report.

The auditor’s report must be signed by the statutory 
auditor. If statutory audit is performed by an audit firm, 
the audit report shall be signed by at least statutory audi-
tors who performed the audit on behalf of the audit firm. 
In exceptional circumstances, Member States may decide 
that those signatures should not be publicly disclosed if 
such disclosure could lead to imminent and significant 
threat to the personal security of any person.

Revision of financial statements represents the chec-
king and evaluation of financial statements, data and 
methods used in their generation and, on that basis, 
giving an independent expert opinion on whether the fi-
nancial statements in all material aspects give a true and 
fair view of the financial condition and operating results 
of enterprises in accordance with the relevant accounting 
reporting policy. Directive concerning the revision of acco-

New regulations in the field of 
auditing - compliance with 
EU Directives

Mladen Vlahović
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unting statements only defines in which cases the audit 
of financial statements is statutory and what is perhaps 
a little unusual, amends audit directive in the part that 
regulates reporting of statutory auditors. In this connecti-
on, we should stress the newly established provisions of 
the obligation of statutory auditor to give an opinion as 
to whether the management report is in accordance with 
the financial statements and is prepared in accordance 
with applicable regulations, as well as a statement as to 
whether the auditor found material misstatement in the 
management report.

DIRECTIVE 2014/56 EU AND THE RELATED DIRECTIVES

Although the legislation in Montenegro is largely in 
line with EU legislation, Directives make certain changes 
that have to be implemented through laws and by-laws. 
The most important changes relate to the system of qu-
ality assurance of statutory auditors or audit firms, then 
the obligation to disclose information through the report 
on transparency and not least important, the insistence 
on the independence and objectivity of statutory auditors 
or audit firms during the audit.

Establishing a quality assurance system of statutory 
auditors or audit firms is one of the most important obli-
gations of EU Member States in accordance with the Di-
rective. This system must be organized in such a way to:

• Be independent of the statutory auditors and audit 
firms that are subject to verification,

• Provide safe funding of the quality assurance system 
and should not be under any undue influence of authori-
zed auditors or audit firms,

• Persons carrying out the examination of quality 
assurance have appropriate professional education and 
relevant experience in conducting statutory audits and 
financial reporting as well as specific training in quality 
assurance testing, etc.

To increase the credibility and transparency, quality 
assurance reviews that are carried out in the Union, qu-
ality assurance systems of the Member States should be 
governed by the competent authorities designated by the 
Member States. Quality assurance reviews are designed 
to prevent or address potential deficiencies in the manner 
in which statutory audits are carried out. To ensure that 
the quality assurance reviews have adequate coverage, 
the competent authorities, in carrying out such reviews, 
should take into account the scale and complexity of the 
activities of statutory auditors and audit firms.

An audit firm, i.e. statutory auditor who audits the legal 

entities that Directive classifies as public-interest entities 
(joint stock companies, banks, insurance companies, etc.) 
is obliged to disclose a transparency report comprising:

1) type of company and ownership structure of the au-
dit firm or statutory auditor; 

2) a description of the network and its legal and or-
ganizational arrangements, if an audit firm belongs to a 
network;

3) a description of the management structure of the 
audit firm;

4) a description of the internal quality control system 
of an audit firm and a statement by the management on 
its effectiveness of its functioning;

5) the date when last quality assurance review was 
carried out;

6) a list of entities for which an audit firm or statutory 
auditor conducted the audit during the preceding finan-
cial year;

7) a statement of independence of audit firms or sta-
tutory auditors which also confirms that an internal re-
view of independence compliance has been conducted; 

8) statement about the audit firm’s policy of continu-
ing professional education;

9) the financial information and data on the total inco-
me of the audit and revenue from additional services that 
are not related to the audit;

10) information concerning the basis for the partners’ 
remuneration.

***
Montenegro, as a candidate for membership in the 

EU, in the coming period is to align its legislation (Acco-
unting Law, Audit Law and by-laws) with the provisions 
of the new directives on accounting and auditing. The 
preparation of the draft law had involved the representa-
tives of professional accounting or auditing associations 
and international experts within the project “Capacity 
Building for Effective Audit Oversight” financed by the 
World Bank. It is a very complex process of harmonizing 
national legislation with EU requirements, while at the 
same time it takes serious professional considerations, 
especially of those provisions where the directive stipu-
lates that member states (in the case of Montenegro is a 
candidate country for membership in the EU) can allow or 
demand some requirements.

Mladen Vlahovic
Senior Adviser II

at Central Harmonization Unit

The implementation of the 
third phase of the project 
“Citizen involvement in the fight 
against the gray economy”

Upon successful completion of two phases of the 
project “Citizen involvement in the fight against 
the gray economy,” the project continued until 

the end of 2015, thus providing a further contribution of 
citizen‘s in combating this negative social phenomenon, 
as well as a chance to raise more funds to finance pro-
jects of general public importance, proposed and voted 
for by citizens.

The public campaign for the promotion of the project 
is marked by intensive activities at the social network 
channels (Facebook and Twitter), media representation, 
and communication with citizens on the ground. Active 
engagement resulted in a higher number of reports of 
irregularities, especially during the tourist season, as 
well as more response at social networks. The focus of 
the above activities was placed on the further presenta-
tion of the main goals of the project, ways to report the 
gray economy and the possibility of voting for the pro-
jects to be financed from funds generated on the basis of 
the penalties imposed.

The key novelty of this phase relates to the method 
of voting for projects of general public importance, intro-

duced on October 1, which allowed vote for the projects 
without the obligation to report irregularities, through 
Internet portals, as well as in the framework of the so-
called Be responsible caravan, which covered the entire 
territory of Montenegro. The introduction of voting at the 
information points allowed that, through direct commu-
nication in the field, people who do not use information 
technology get involved in the campaign and contribute 
to the success of the same.

Of the amount of fines imposed based on the reports 
of citizens, investments of up to 50,000 euros will be fi-
nanced, from a list of 11 proposed projects, which in 2014 
did not qualify for financial support on the basis of the 
value of the penalties imposed, according to the rules of 
the third phase of the campaign, in the amount of 30% of 
the imposed fines.

Citizens can give their vote to one of the following pro-
jects:

1. Purchase of apparatus for mechanical ventilation 
(respirator) for babies,

2. Construction and equipment for Special Psychiatric 

Milica Vuletić
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Hospital “Dobrota” Kotor,
3. Equipping the city’s parks and day centers for chil-

dren with disabilities,
4. Equipping daycare centers for children and youth 

with disabilities in Bijelo Polje, Mojkovac and Ulcinj,
5. Acquisition of audible traffic signals for people with 

visual impairments,
6. Support for the elderly on the territory of Cetinje,
7. Project “Safe pensions”
8. Credit line for start-ups for women and youth in less 

developed areas,
9. Supply of device for composting household waste 

in Montenegro
10. The establishment of an educational center for wa-

ste management in Podgorica,
11. Construction of a shelter for abandoned animals 

and inns for temporary accommodation  for pets.
Since the beginning of 2015 over 150,000.00 euros 

have been raised for projects of social importance, and 
fundraising will continue until the end of the project.

In this stage of the campaign, we had the opportunity 
to share the success of the project with representatives 
of different sectors from the region. Representatives of 
the state administration, citizens and non-governmental 
sector in the Republic of Macedonia visited Montenegro, 
and through a study visit they learned of the experien-
ces  in all phases of the project: Creation of application 
budiodgovoran, through designing and implementing of 
campaigns for citizen participation in combating the gray 
economy. In addition, the project was presented at the 
conference “Participation of citizens in public policy and 
decision-making”, held in Split, which particularly welco-
med the commitment of the Government of Montenegro 
in creating projects which involve citizens in creating and 
implementing policies.

In the marking of the 150th anniversary of the foun-
ding of the International Telecommunication Union ITU, 
the Ministry for Information Society and Telecommuni-
cations nominated the project for the award within the 
international competition of the projects that are most 
responsible for improving the quality of life through ICT 
innovation and the promotion of the objectives of the In-
ternational Telecommunication Union.

As the public is already aware, the Government of 
Montenegro implemented project in cooperation with the 
Faculty of Electrical Engineering in Podgorica and the Offi-
ce of the United Nations Development Programme (UNDP) 
in Montenegro, enabling citizens to in an easy and fast 

way, through mobile application, at the site www.budi-
odgovoran.me and call centers of the Tax Administration 
and the Directorate for Inspection Affairs, draw attention 
of the competent authorities on irregularities in the field 
of issuing fiscal bills, undeclared work, irregularities in 
bathing sites and violations of consumer rights. With the 
aim of encouraging citizens to take more participation, 
the basic idea of   the project is strengthened by the deci-
sion to allocate part of the proceeds from fines imposed 
based on citizens’ complaints, to finance projects of ge-
neral public importance, proposed and voted for by the 
citizens themselves.

During the first two stages of the campaign, acting 
on citizens’ complaints, inspection services have issued 
misdemeanor orders valued at over 1.1 million euro, 
which provided funds in the amount of over 540 thou-
sand euros needed to finance 11 projects of general pu-
blic importance.

In accordance with the plan of the campaign, the 
closing conference of this project phase is planned for 
8 December 2015, when contracts on donations will be 
handed to fund projects that by the end of voting deserve 
maximum support of the citizens.

 
Milica Vuletic

Department for public education,  
the Tax Administration of Montenegro

The coordinator of the project “Citizen involvement 
in the fight against the gray economy”

The media and persons in public appearances, often put the terms of economic growth and economic develop-
ment in the same context, without deeper knowledge of the differences between these concepts, and they often 
occur as a phrase in the ,,Growth and Development" platitude. This text seeks to simply present the difference 

between these two concepts, in the belief that even non-economists, after reading it, will know the essence of the 
concepts, and will be familiarized with the main objective of the economic policy of Montenegro - the growth of living 
standards i.e. society development.

Economic growth is a measure of the quantitative growth of the total economic activity of a country.

To measure the level of the economy in a territory most commonly used indicator is the gross domestic product - GDP, 
which measures the total value added of produced intermediate and final goods and services within the country for 
which the indicator is measured. In addition to the basic indicators, gross domestic product per capita (GDP per capita)1 
is used in the analysis, and gross domestic product per capita based on purchasing power parity (GDP per capita PPP).2 
As such, GDP per capita and growth rate of GDP3 are one of the most important indicators for measuring the success 
of economic policy, as they represent the basis on which several countries in the world can be compared, regardless of 
their size and population.

In defining the objectives of economic policy, the emphasis is generally placed on the long-term economic growth 
rate, which is nothing more than averaged economic growth over many years. This definition is based upon the cyclical 
nature of economic activity, and, accordingly, the so-called business cycles in the development of a country.4

1 - GDP per capita is gross domestic product divided by the average number of inhabitants in that year.
2 -  GDP per capita PPP is GDP per capita measured based on purchasing power parity, which corrects indicators for exchange differences between currencies and 
measures how much purchasing power has 1 $ (used as a currency in which this indicator is denominated) in different countries of the world and accordingly counts 
the final value of this indicator
3 -  There are nominal and real growth of GDP and they measure increase in the value of goods and services produced in an economy. Nominal growth rate shows 
how the value of gross domestic product in a year increased compared to the previous year. The disadvantage of this measure is that it includes the cost of the 
current year, so that the nominal rate of economic growth can occur merely by increasing the prices of goods and services without actual increase in production. 
Therefore, an indicator that eliminates the effect of rising prices on growth measure of the total product is the real growth rate of GDP, which measures the value of 
goods and services produced, but in the prices of the base year (previous) years, thereby eliminating the impact of the rise/fall in prices (inflation) and, on the side of 
the analysis, it gives an indicator that gives more insight into if there was really an increase in production of goods and services.
4 -  Business cycle is a sinusoidal behavior of growth rate during a specified period (5 - 10 years). This phenomenon is explained by stages of so called overheating of 
the economy (economic growth exceeding the potential/prospective economic growth is the level of economic growth achieved at full employment of the capacity 
of the economy - full use of physical capital and full employment of human capital) and of the stages of recession in which the economy records negative growth 
rates. One complete cycle of growth and recession is called the business cycle, and, as such, it significantly affects the nature of the economic policies that are adopted 
in the country in a given period.

Growth ≠ Development

Miloš Popović
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So, in  quantitative measuring of the economy in a country, we are talking about indicators of the level of income, the 
level of investment, savings, employment, consumption, etc. without going into detail nature of these phenomena, their 
dispersion among citizens, manner and quality of services that the state must provide the citizens (health, education, 
social security, security, rule of law, etc.). Although it is quite reasonable assumption that states with higher income 
levels provide quality public services to its citizens, this is not always the case.

Economic development is a measure of the qualitative state of the economy and of society as a whole.

Economic growth and the indicators used for measuring it do not say a thing about the entire corpus of social phe-
nomena, which, as a deviation, may occur in the richest countries. Gross domestic product and all its derivatives do not 
talk about the level of security in a country, the quality of health services or the situation in the education sector. Income 
growth does not always mean a fair dispersion of wealth, on the contrary - the developing country very often, with eco-
nomic growth, face an increase in poverty, meaning that wealth is concentrated in the hands of a minority, and that other 
economic classes of the same society do not feel the benefits of increase in production value.

As a measure of economic development economic circles now use Human Development Index (HDI), which includes 
three categories that affect the quality of life of the individual - (a) life expectancy (as a measure of health quality, and, 
through this, health system), (b) expected and average years spent in the framework of the education system, and (c) 
the gross national income per capita in PPP (as a measure of decent living standards).5

 

5 - Human Development Index (HDI) was defined by the Pakistani scientist Mahbub ul Haq, with the help of a group of colleagues and Nobel laureate Amartya Sen, as 
a composite index that better than the indicator of economic growth explains the quality of life of the individual. The Index is published each year in the framework 
of the report sponsored by the United Nations through its agency, the UNDP (United Nations Development Programme). The index was developed with the aim, 
according to Haq, "to move the focus of economic policy-making from the pursuit of growth indicators of national accounts towards policies that target individuals".

Graph 1 Relationship of the Human Development Index (HDI) and gross national income as a measure of wealth of a 
country (GNI per capita PPP) 

Chart 1 in the best way illustrates the relationship between growth and development. In fact, it's pretty clear that the 
level of the quality of life, measured by the index of human development, is not perfectly correlated with the wealth of 
individuals in that society, which also corroborates earlier put forward claim that economic growth does not mean the eco-
nomic development in each individual case. On the other hand, based on the lineal and logarithmic trend (R2 = 0.52 and 
R2 = 0.89, respectively) it can be argued with high probability that economic growth and economic wealth create quality 
prerequisites for the development of a society. Extremely positive correlation was evident to the level of income of 40,000 
$, where in almost every individual case we can say that the increase in income leads to the increase in the quality of life 
(though not inconsiderable number of states are below the logarithmic trend, in which case the thesis of concentration 
of wealth can be justified, or rather a lack of redistribution through the channels of the system through which the wider 
population feels the benefits of economic growth). In richest societies of the world (the level of income of over 40,000 $) 
there is a slight downward trend in the levels of income and the index value of human life. Looking at the wider picture, 
the interpretation of this relationship can be the next - in the lower income levels, even its minimal increase significantly 
affects the increase in quality of life (providing drinking water, basic health care, primary education process, etc.) which 
comes with relatively cheap investments, while with the growth of the level of income, lessens its marginal utility and it is 
increasingly difficult to find the right investments that will increase the quality of life of ordinary citizens.  

Human Development Index, although conceptually broader than the indicator of GDP, has been criticized for insuf-
ficient aspects of life taken into account, such as security and the level of crime, the efficiency of the judiciary and the 
legal system in the country, employment opportunities, etc. For this reason, but also because of the tendency to find the 
most appropriate statistical measure of the quality of life of individuals numerous, often composite indices were created 
that can serve as a more appropriate measure for defining economic, social, and other reformist policies in a society. In 
this way, the index of social progress has been made (Social Progress Index - SPI), an index that 'measures' happiness 
(Gross Domestic Happiness), Genuine Progress Indicator, etc. The general disadvantage of these composite indices is 
insufficiently broad base from which to draw data, which, again, are not methodologically aligned, the quality of which 
varies depending on the country, and in many developing countries occurs the complete lack of a statistical base that 
can support the preparation of such standards. All in all, GDP as a statistical indicator has a lot of shortcomings if we 
want to gain insight into the totality of a society, but, at the same time, it represents a very good basis for use in research 
because of their methodological precision, wide distribution and application in almost all countries of the world.

Milos Popovic, Advisor III of the Directorate for Economic Policy and Development
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17 July 2015 – The Ministry of Finance published Bulle-
tin XXXV

23 July 2015 - Statement by the Director General of the 
Directorate of Budget in the Ministry of Finance Nikola 
Vukicevic, after the Cabinet meeting for the adoption 
of Communication on public finances at the local level

“... This Communication deals primarily with local 
governments beneficiaries of the Equalization Fund, 
and the municipalities facing problems with overdue 

obligations and current liquidity. Through the adopted 
mechanism, the government wishes to provide oppor-
tunity and further support primarily the municipalities 
in a difficult financial situation, and provide long-term 
financial sustainability through a remediation plan. In 
cooperation with the Union of Municipalities it made a 
cross-section of the financial status of municipalities, 
showing that about 65 million euro of debt could be 
reprogrammed. What is new compared to the previous 
Communication is the additional information that the 
Government requested the Ministry of Finance, when 
preparing a draft budget law 2016 to foresee the issu-
ing of government guarantees for financial consolidati-
on of local governments in a way that collaterals from 
municipalities to the central government would beco-
me the funds of the Equalization Fund (to the extent 
that each beneficiary has), and the total guarantees 
would amount to 70 million euros. By 2016, this way 
local governments would refinance existing obligati-
ons towards financial institutions, primarily local, gi-
ven that these are loans burdened with very high in-
terest rates from 8 to 12-13%. At the session we have 
not considered loans that are taken in international 
institutions as they are long-term and development-
oriented loans, taken under very favorable financial 
conditions. In addition to the refinancing of liabilities 
to financial institutions, it provides for the settlement 
of liabilities to suppliers and the implementation of 
social programs. By 2016, in addition to the issue of 
guarantees, the government will guarantee to banks by 
means of Equalization Fund and, if the latter is exhau-
sted, but in our opinion, we will not get into that dan-
ger, the government is ready to take advantage of what 
is available under the Budget Law as a last mechanism, 
the funds of the current budget reserve. On the other 
hand, local governments are required to conclude an 
agreement with the Ministry of Finance, which will la-
ter be confirmed by the Government, which will specify 
obligations that local governments must fulfill in order 
to ensure financial sustainability, and the same will 
be a prerequisite for guarantees to be issued by the 
government or the Ministry of Finance. Parallel to this 
process, the Ministry of Finance continues to negotiate 
with the World Bank, which has expressed its readiness 
to provide technical support to the recovery of local go-
vernments, and we have positive signals that the World 
Bank will consider the possibility to enter into specific 
financial arrangements to heal local governments, but 
that it is still early to say. “

14 August 2015 - The voting for projects of common in-
terest under the third phase of the campaign “Be Res-
ponsible” 

We wish to inform the public that the voting for the pro-
jects of common interest under the third phase of the 
campaign “Be responsible. It depends on you. Under-
ground Economy 0%.” began on August 17 and will last 
until 5 December 2015. Funds raised during this phase 
of the campaign will be allocated for financing of indi-
vidual proposals that will receive the largest number 
of votes. Upon successful completion of two phases 
of the campaign, during which citizens reported over 
5,000 irregularities in the grey economy, which resul-
ted in issuing fines in value of over 1,100,000.00 euros, 
the campaign will continue until the end of 2015. This 
will allow for further fundraising to finance projects of 
general public importance, proposed by citizens. In 
addition to this campaign, citizens will still be able to 
point to the irregularities of the gray economy and vote 
for projects, via the website budiodgovoran.me, throu-
gh mobile applications or call centers of the Tax Admi-
nistration and the Directorate for inspection activities. 
The amount of fines imposed based on the reports of 
citizens, will be used to finance investments from a list 
of the remaining 11 proposed projects that were not eli-
gible for financial support on the basis of the value of 
the penalties imposed in 2014, and according to the 
rules of the third phase of the campaign, the amount of 
30% of the issued fines will be used. In addition to the-
se methods of voting, in this phase of the campaign, ci-
tizens will be allowed to vote at campaign information 
points throughout Montenegro during September and 
October this year, and the campaign will be completed 
on December 5 by votes at information points in Pod-
gorica. All adult citizens of Montenegro are eligible to 
vote at the information points, regardless of whether 
they reported irregularities in the gray economy or not, 
so that every citizen can vote only one time. Informati-
on about the location of information points will be pu-
blished in a timely manner during the period of voting.
- Projects to vote in the third phase of the campaign are 
as follows:
- Procurement of apparatus for mechanical ventilation 
(respirator) for the Baby Center for Neonatology, Insti-
tute for Children’s Diseases, Clinical Center of Monte-
negro;
- Construction and equipping of the part of the HI Spe-

Ivona Mihajlović

Info web Activities of the 
Ministry of Finance 
in the period 1 July to 
30 September 2015
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cial Psychiatric Hospital “Dobrota” Kotor;
- Equipping the city’s parks and daily centers with fur-
niture for children with disabilities;
- Equipping daycare centers for children and youth with 
disabilities in Bijelo Polje, Mojkovac and Ulcinj;
- Purchase of audible traffic lights for people with im-
paired vision;
- Supporting the elderly in the territory of Cetinje;
- The project “Safe Pensions”;
- A line of credit for start-ups for women and young peo-
ple in the less developed areas of Montenegro;
- Supply of container for composting household waste 
in Montenegro;
- The establishment of an educational center for waste 
management in Podgorica;
- The construction of shelters for abandoned animals 
and inns for temporary accommodation for pets.
So far over 125,000.00 euro was collected for projects 
of common interest under the third phase of the cam-
paign. Fundraising will continue until the end of the pu-
blic campaign on 5 December 2015. Campaign “Be res-
ponsible. It depends on you. Gray Economy 0%” is rea-
lized within the project “Citizen Involvement in fighting 
gray economy,” which is implemented in collaboration 
of the Government of Montenegro, Faculty of Electrical 
Engineering in Podgorica and the Office of the United 
Nations Development Programme (UNDP) in Podgorica.

16 September 2015 - Statement by the Director Gene-
ral of the Directorate for Budget Nikola Vukicevic, at a 
press conference on the occasion of the presentation 
of the project “Monitoring the local budget in Monte-
negro - www.mojgrad.me.”

“... Mojgrad.me portal is a project of budget data visu-
alization in Montenegro, which was created within the 
Monitoring Local Budgets project, as a result of coope-

ration between the NGO Alternativa Institute, the Uni-
ted Nations Development Programme and the Ministry 
of Finance. Recognizing the importance of improving 
transparency and accountability in the management 
of municipal finances, the Ministry of Finance has res-
ponded positively to this request and endorsed the 
upgrading of the portal that serves as a platform for 
monitoring local budgets in Montenegro. In some ways 
this activity coincided with the activities conducted by 
the Ministry of Finance, together with all the local go-
vernments, in the process of restructuring their debts, 
to bring the local level finances in a viable position in 
the long run, both for the local governments and the 
general public finance system. Regarding the portal, 
it should be noted that the process of integrating all 
available data in one place and presenting them in 
an easy and visually appealing way, could make it po-
ssible to present local budgets to the citizens of local 
governments, but also all those who are interested 
in public finances at local level. Upgrading the portal 
primarily involves supplementing the portal with infor-
mation from the period from 2012 to 2015, followed by 
visualization of data relating to specific budget lines, 
which are of particular interest to citizens, as well as 
visualization of the strategic plan of the Capital. Local 
governments and their businesses are an important 
segment of the overall fiscal system, i.e. the entire 
public finance system, and hence the condition and 
trends of public finances in local governments signi-
ficantly affect fiscal sustainability, financial stability, 
as well as the quality and prospects of economic de-
velopment on the level of local governments, as well 
as on the state level as a whole. Financial stability and 
sustainability of local governments are one of the pri-
orities and key tasks of the Ministry of Finance, which 
is why it recognized the importance of supporting such 
projects. What makes this project particularly intere-
sting is its interactivity, and the use of new technolo-
gies, in order to allow greater access to information, 
thus affecting the encouragement of public service 
efficiency. It therefore entails the possibility for ci-
tizens and financial markets to favorably assess the 
financial position of the government, and we hope in 
the future the financial position of a local government, 
which will in a future period appear as players in inter-
national financial markets. Recognizing the importan-
ce of a proactive approach in this field, the Ministry of 
Finance will continue to invest in projects of social im-
portance, which will ultimately contribute to the stren-

gthening of trust in the work of state administration. “

24 September 2015 - Statement by the Director Gene-
ral for Central Harmonization in the Ministry of Finance 
mr Ana Krsmanovic, after the Cabinet meeting on the 
occasion of the adoption of the Draft projection of ma-
croeconomic and fiscal indicators for the period 2015 - 
2018, and establishing the Draft Law on Amendments 
to the Law on Excise Tax

“Through the document “Projections of macroecono-
mic and fiscal indicators for the period 2015-2018,” 
projections of spring growth of gross domestic product 
have been updated, as well as other macroeconomic 
indicators relevant to the macroeconomic policy in the 
medium term. These projections will serve as a basis 
for preparing the budget for 2016, as well as economic 
reform program for 2015-2018, which the Government 
of Montenegro each year submits to the European Com-
mission. Montenegro, as an open economy, is suscep-
tible to influences from the immediate and extended 
environment, that is, international markets that affect 
the growth of economic activity. The growth of econo-
mic activity in the medium term, based on high inflow 
of investments and high investment activity, both 
domestic and foreign direct investments, along with 
the continued implementation of structural reforms, 
should contribute to increased competitiveness of 
the Montenegrin economy and sustainable growth of 
the economy. The projections take into account deve-
lopments on the world market, which inevitably have 
an impact on the economy in Montenegro. The IMF in 
July 2015 published updated projections with growth 
of the world economy declining by 0.1 percentage po-
ints compared to the previous projection, so that the 
growth of the world economy in 2015 will be 3.3 per-
cent. Reduced projected growth rate in 2015 at the glo-
bal level contributed to the lower growth rates in North 

America, a slight increase in the European Union and 
further lower than expected economic growth in China 
this year. The real growth rate in Montenegro in the first 
quarter according to data of MONSTAT was 3.2 percent, 
while estimates of the Ministry of Finance show growth 
of 3.6 percent in the second quarter. The positive im-
pact on growth had all sectors, especially construction 
and tourism, and on the basis of the information availa-
ble so far, about the tourist season and the movement 
of other macro data, the Ministry of Finance estimates 
that the GDP growth for this year would be 4.3 percent. 
For the period 2015-2018, the projected average GDP 
growth is 3.8 percent, which means 4.1 in 2016, 4 per-
cent in 2017 and 3 percent in 2018. In the same period, 
we expect a slight increase in prices, primarily due to 
significant investment activities, which are expected 
in the next year and which will boost economic acti-
vity. As far as the fiscal position this year is concerned, 
budget revenues in the first eight months amounted to 
839.8 million euro, which is 23.2 percent of the esti-
mated GDP. Planned revenues in the reporting period 
amounted to 834 million, so the plan was exceeded by 
5.8 million or 0.7 percent. Compared to the same peri-
od last year revenues increased by 17.8 million or 2.2 
percent. Budget expenditures in the eight-month peri-
od this year amounted to EUR 934.8 million or 25.5 per-
cent of GDP, and in comparison to the same period last 
year were higher by 5.3 percent or 47.4 million, which 
was caused by an increase in interest expense due to 
the early repayment of debt, increased capital budget 
spending by 20.7 million euro and the repayment of 
liabilities from the previous period. In the first eight 
months a cash deficit of 95.1 million was recorded or 
2.6 percent of the estimated GDP. Regarding trends by 
the end of 2015, it is expected that budget revenues 
will amount to around EUR 1.34 billion and will increase 
by 12.6 million compared to what was planned by the 
Budget Law, while budget expenditures will remain at 
the planned level of 1.56 billion euros. The budget de-
ficit for 2015, according to current estimates, will amo-
unt to 223.2 million euros or 6.2 of the estimated GDP, 
which is less than planned by 12.6 million euros.” 

 
 

Ivona Mihajlovic,
Public Relations and Free Access 

to Information Department 
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Market Participants

In the period 1  January – 30 Jun 2015, the Montenegrin leasing market involved six leasing suppliers, four leasing 
companies as legal entities:

• S-Leasing, 
• Porsche Leasing, 
• NLB Leasing, 
• Hypo Alpe Adria Leasing, as well as
two banks:
• Hypo Alpe Adria banka and 
• Prva banka Crne Gore osnovana 1901. godine1.  
Hypo Alpe Adria Leasing and Prva banka Crne Gore osnovana 1901. godine, have not been active in the leasing mar-

ket in terms of approving new loans during Q2 2015.
In terms of the regulations regarding the leasing market in Montenegro, in the last quarter there were no modificati-

ons of the same.

1 - Prva banka Crne Gore osnovana 1901. godine during 2011 and Q1 2012 was only working on the collection of receivables arising from previous 
contracts.  

Lease structure

As at 30 June 2015, 835 new contracts have been concluded in the leasing market in 6 months, worth a total net value 
of €9,886,206, with about 76% of contracts concluded during Q2 this year.

Compared to the same period 2014 (1 January – 30 June) the new volumes increased by 42%, with the total lease 
contract value gaining 17.9%. Three times more leases have been signed compared to Q1 2015.

The average value of contracts concluded in Q2 was € 10.927.

New contracts 2014 2015

Q1
Number 211 204

Value 2,970,225 2,991,306

Q2
Number 377 631

Value 5,417,984 6,894,900

Q3
Number 178

Value 2,787,213

Q4
Number 318

Value 3,869,270

Lessees

In terms of the structure of lessees, newly signed contracts with corporate customers accounted for 89.4% of total 
volume, contracts with individuals for 10.3%, and entrepreneurs for about 0.3% of the total volume. Compared to the 
same period 2014, there was an evident increase in contracts signed with legal entities (by 95%), while the contracts 
concluded with individuals dropped. On the other hand, compared to the previous quarter of the current year, there 
was an evident increase in contracts concluded within all categories. The growth, as so far, was the result of a feature of 
Montenegro's economy reflected in the significant share of the tourist activity in total economic activity. Therefore, the 
recorded growth was due to the growth of activity in the preparation for the tourist season.

Table: New leasing volumes by lessees

Lessees Q1 2014 Q2 2014 Q3 2014 Q4 2014 Q1 2015 Q2 2015

Legal entities
Number of contracts 140 289 109 172 146 564

% 66.35 76.66 61.2% 54.1% 71.6% 89.4%

Individuals 
Number of contracts 71 87 66 143 58 65

% 33.65 23.08 37.1% 45.0% 28.4% 10.3%

Entrepreneurs
Number of contracts 0 1 3 3 0 2

% 0 0.27 1.7% 0.9% 0.0% 0.3%

Total 211 377 178 318 204 631

Of the total number of active contracts, 56.5% are contracts signed with legal entities, while about 43% of the con-
tracts were concluded with individuals. Compared to the same period 2014, the number of active contracts in all cate-
gories reduced. 

mr Slađana Pavlović

Leasing Market in Montenegro
- Report for the period 
1 July - 30 September 2015 –
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Table: Active contracts by lessees 

Lessees  Q1 2014 Q2 2014 Q3 2014 Q4 2014 Q1 2015 Q2 2015

Legal entities

Number of 
contracts

2,813 2,951 2,816 2,570 2,092 2,476

% 48.7% 51.3% 51.4% 50.4% 51.8% 56.5%

Individuals 

Number of 
contracts

2,944 2,777 2,638 2,506 1,928 1,889

% 51.0% 48.3% 48.2% 49.2% 47.7% 43.1%

Entrepreneurs

Number of 
contracts

21 23 22 20 19 18

% 0.4% 0.4% 0.4% 0.4% 0.5% 0.4%

Total  5,778 5,751 5,476 5,096 4,039 4,383

The value and number of contracts by leasing type

As has so far been the practice, the financial leasing operations had significant share in the total volume and value 
of signed contracts.

Table: New business volumes by leasing type

Newly signed contracts Q2 2014 Q2 2015 Growth Rate

Number Value Number Value  Number Value

Operating Lease
Number 66 741,861.5 178 1,782,731.2

170% 140%
% Share 17.5% 13.7% 29.9% 25.6%

Financial leasing
Number 311 4,676,122.8 417 5,168,090.5

34% 11%
% Share 82.5% 86.3% 70.1% 74.4%

Total: 377 5,417,984.3 595 6,950,821.7 58% 28%

During Q2 2015, the value of newly signed financial leasing contracts amounted to 5,168,090.5 euros and accounted 
for 74.4% of the total value of signed contracts. Compared to the same period 2014, a growth of 11% in the value of con-
tracts signed has been recorded, while the new business volume increased by 34%.2

On the other hand, compared to Q2 2014, there was an evident increase in the number of contracts of operational 
leasing by 170%, while their value increased by 140%.

Lease object

Based on the structure of the total number of concluded contracts by leasing object, it is evident that passenger cars 
have constantly had the biggest share of 94.8% in the total amount of leasing investments. Compared to the previous 
quarter, there was an evident increase in the number of contracts concluded in connection with passenger cars, by 
230%, while compared to same period 2014, there was a growth of about 80%. In this connection, there is a significantly 

2 - It is important to note that the above values of newly concluded contracts are expressed as net investment value, which represents the total 
value of the contract less the value of client’s participation.

higher growth in the value of those contracts. The average value per contract for passenger car during Q2 amounted to 
€ 10,666.3.

In Q2, leasing companies, in addition to a contract for passenger cars, made contracts for commercial vehicles (5.2% 
of all concluded contracts). The average contract value for commercial vehicles amounted to € 15,650.7.

Table: Structure of new business by lease object

Newly signed Q2 2014 Q1 2015 Q2 2015

The leasing object Number Value Number Value Number Value

Passenger cars
Number 333 4,198,267.2 181 2,076,676.2 598 6,378,427.3 

% Share 88.3% 77.5% 88.7% 69.4% 94.8% 92.5%

Commercial vehicles
Number 32 737,158.8 19 776,268.2 33    516,472.7 

% Share 8.5% 13.6% 9.3% 26.0% 5.2% 7.5%

Construction machines 
and equipment

Number 11 426,865.7 4 138,361.9  

% Share 2.9% 7.9% 2.0% 4.6%  

Ships
Number 1 55,692.6   

% Share 0.3% 1.0%   

Real Estate
Number    

% Share    

Other
Number    

% Share    

Total 377 5,417,984.3 204 2,991,306.4 631 6,894,899.9 

Analyzing active contracts as at June 30, 2015, it is evident that the category of passenger cars had the biggest share 
of 79.9% in terms of the number of contracts, while in terms of value the highest share had the category of real estate, 
with 49.9%.

Chart: Share in the total number of active contracts as at June 30, 2015 
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Chart: Participation in the total value of active contracts as at June 30, 2015
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Sectoral structure

The sectoral structure of leases in Q2 2015 was dominated by contracts in the sector of other services (36.5%), public 
administration (26.1%) and transportation (18.4%).

In terms of active contracts, the dominant number of contracts constitute those within the trade sector (26.7%), other 
services (25%) and transportation (12.8%).

Table: Sectoral structure of newly signed and active contracts

Period NEWLY SIGNED ACTIVE

Sector Number % Value % Number % Value %

Agriculture, forestry and fishing 1 0.2% 14,400.0 0.2% 31 1.3% 500,857.3 1.5%

Construction 3 0.5% 3,824.0 1.0% 146 5.9% 3,573,261.9 10.4%

Trade 40 7.1% 720,307.6 11.5% 661 26.7% 9,315,251.9 27.1%

Accommodation and food services 5 0.9% 51,065.0 0.8% 68 2.7% 1,024,774.8 3.0%

Other services 206 36.5% 1,986,774.0 31.8% 618 25.0% 7,166,738.2 20.9%

Transportation 104 18.4% 1,067,376.4 17.1% 316 12.8% 4,017,549.0 11.7%

Financial activities 3 0.5% 110,519.0 1.8% 19 0.8% 579,303.6 1.7%

Industry 6 1.1% 69,878.0 1.1% 276 11.1% 3,748,196.0 10.9%

Health, education and social protection 3 0.5% 48,994.0 0.8% 18 0.7% 335,610.4 1.0%

Public administration 147 26.1% 1,725,166.3 27.6% 176 7.1% 2,012,929.2 5.9%

Other sectors 46 8.2% 393,131.0 6.3% 147 5.9% 2,038,802.0 5.9%

Total 564 1 6,251,435.3 1 2,476 1    34,313,274.3 1

Balance Sheet

Total assets of four leasing companies as at 30 June 2015 amounted to € 57,826,611, down by about 50% compared 
to the same period last year.3 In the structure of total assets, fixed assets accounted for just over half of fixed assets 
(53%), while the rest (47%) are current assets.

STRUCTURE OF ASSETS as at 30 June 2015

A. Subscribed capital 0%

B. Fixed assets 53%

Goodwill 0%

Intangible assets 0%

Property, plant, equipment and biological assets 35%

Long term financial investments 64%

Long-term receivables 72%

Long-term financial placements 28%

C. Deferred tax assets 0%

D. Non-current assets held for sale and discontinued operations 0%

E. Current assets 47%

Inventories 24%

Short-term receivables, investments and cash 76%

Receivebles from buyers 24%

Short-term financial investments 66%

Cash and cash equivalents 7%

Value added tax and AVR 2%

In the structure of liabilities of four leasing companies as at 30 June 2015, the largest share took short-term provisi-
ons and short-term liabilities and long-term provisions and long-term liabilities, while equity recorded a negative share 
due to realized losses of certain leasing companies, which are significantly higher than their core capitals.

3 - Comparative data of the leasing market assets are not relevant, given that important balance sheet of total aggregate balance of the market is kept within the 
financial statements of leasing service provider with the largest market share, Hypo Aple Adria Bank.
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Structure of liabilities as at June 30, 2015

A. Capital -91%

Core capital -11%

Subscribed capital 0%

Reserve 0%

Positive revaluation reserves and unrealized losses on revaluation of available for sale financial assets 0%

Negative revaluation reserves and unrealized losses on revaluation of available for sale financial assets 0%

Retained earnings 5%

Loss 106%

Redeemed own shares 0%

B. Long-term provisions and long-term liabilities 83%

Long-term provisions 0%

Long-term liabilities 100%

Long-term loans 99%

Other long-term liabilities 1%

C. Deferred tax liabilities 0%

D. Short-term provisions and short-term liabilities 108%

Short-term liabilities 99%

Short-term liabilities from operations 7%

Short-term financial liabilities 0%

Liabilities from assets held for sale and discontinued operations 0%

Other short-term liabilities and AVR 1%

Current portion of long-term loans 88%

Portion of long-term liabilities maturing up to 1 year 4%

Liabilities arising from value added tax and other public revenues 0%

Income tax liabilities 0%

Short-term provisions 0%

Accrued liabilities 1%

Income statement 

The summary income statement of 4 leasing companies shows a negative operating result at the end of Q2 2015, as 
3 of the 4 companies achieved higher operating expenses than operating income.

On the other hand, financial result from other activities, for all 4 stakeholders in the leasing market, is positive and 
amounts to EUR 278,346 and EUR 357, respectively. Two leasing companies made positive financial results and results 
from other activities.

Total net result is positive (thanks to the positive result of two companies) and amounts to EUR 188,719.62 a decrea-
se of 65% from net results achieved at the end of Q1 2015.

TOTAL Q2 2015

I Operating income 4,458,454.29

II Operating expenses 4,548,438.30

A. OPERATING RESULT (89,984.01)

I Financial income 974,257.37

II Financial expenses 695,910.96

B. FINANCIAL RESULT 278,346.41

I Other income 7,393,016.83

II other expenses 7,392,659.61

C. RESULT FROM OTHER ACTIVITIES 357.22

D. Income from continuing operations before taxes 188,719.62

E. The net result of discontinued operations -

F. Result before taxes 188,719.62

G. Other items of results / associated with equity/ -

H. Income tax expense -

 NET RESULT 188,719.62

* * *
The leasing market Q2 2015 was characterized by a significant increase in the number of contracts concluded compa-

red to the previous quarter, and the value thereof. Comparative data with the previous quarter of the same year point to 
the positive trends seen through the increase in the number of new contracts, which is an established trend in economic 
activity in Montenegro during Q2 and Q3.

mr Slađana Pavlović, 
Independent Advisor II of the Directorate for Financial System and Business Environment Improvement
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The quality of work of internal audit unit is impor-
tant for its place, role and position in the entity. 
The Internal Audit Unit is assessed on the basis of 

the quality of work and management of the internal audit 
activity.

In accordance with the requirements of the major 
international audit bodies: the IIA (Institute of Internal 
Auditors) and CIPFA (Certified Institute of Public Finance 
and Accountancy) quality assurance of internal audit is 
an important element in securing the best practices in 
managing the internal audit, which clearly states:

Standard 1300 - quality assurance and improvement 
program (International standards for professional prac-
tice)

"The Chief Audit Executive must develop and main-
tain a quality assurance and improvement program that 
covers all aspects of internal audit"

The Chief Audit Executive is responsible for establishi-
ng internal audit, the scope of activities of which includes 
all activities defined by Standards and Definition of Inter-
nal Audit. In order to ensure this, Standard 1300 requires 
that the head of internal audit establishes and maintains 
quality assurance and improvement program.

The Chief Audit Executive is responsible for the imple-
mentation of processes that should give adequate assu-
rance that the internal audit:

• acts in accordance with the Charter of the internal 
audit, which must be complied with the Definition of In-
ternal Auditing, Code of Ethics and Standards and

• operates in an efficient and effective manner.
These processes include appropriate supervision, pe-

riodic internal assessment and continuous monitoring of 
quality assurance, and periodic external assessment.

Quality assurance and improvement program must 
be sufficiently wide to include all aspects of business 

management and internal audit, as set out in the Defi-
nition of Internal Audit, Code of Ethics, Standards and 
best practice. Quality assurance and improvement pro-
gram should be carried out by the head of internal audit 
and must be under his direct supervision. The head of 
internal audit (if necessary, with a smaller number of 
employees in the unit) manages and monitors activities 
necessary for the successful quality assurance and im-
provement program.

Quality assurance and improvement program of inter-
nal audit is achieved through:

• Internal assessment
• The external assessment

Internal assessment

Internal assessment includes: ongoing monitoring of 
performance of internal audit activities and periodic mo-
nitoring through self-assessment or evaluation by others 
in the organization with sufficient knowledge of internal 
audit practices.

Methods used in continuous internal assessment are:
• Application of checklist and procedures (e.g. Inter-

nal Audit Manual, written procedures ...)
• Feedback from audit customers;
• Selective peer reviews by staff not involved in such 

audits;
• Analysis of other indicators of result, cycle audit 

time and accepted recommendations;
• Engagement supervision.

Manual for evaluating the quality of the IIA (Institute 
of Internal Auditors) should be used as the basis for peri-
odic internal assessment.

Periodic internal assessment may:
Include more detailed interviews and surveys of em-

ployees who participated in the audit, and are not the 
internal auditors;

• Be conducted by the members of internal audits (se-
lf-evaluation);

Internal Audit quality 
Assurance and 
Improvement Program

Vlatko Vukčević
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• Be conducted by certified internal auditors or other 
competent audit professionals who are in that moment 
deployed to another position in the organization;

• Include a combination of self-assessment and pre-
paration of materials which are later controlled by certi-
fied internal auditors or other competent audit experts;

• Include standardizing of the practices of internal au-
dit and determining the performance indicators and their 
comparison with the relevant best practices of the profe-
ssion of internal auditing.

Periodic internal assessment which is carried out 
immediately prior to external assessment can facilitate 
and reduce the cost of external assessment. If the pe-
riodic internal assessment is performed by a qualified, 
independent external reviewer or review team, the asse-
ssment results should not contain any assurances about 
the outcome of subsequent external quality assessment. 
The report may contain proposals and recommendati-
ons for improving the practice of internal auditing. If the 
external assessment is carried out in the form of self-
assessment with independent validation, the periodic 
internal assessment can serve as a self-assessment por-
tion of this process.

Conclusions are drawn as to the quality of the perfor-
mance and appropriate actions in order to achieve impro-
vements and conformity to the Standards, if necessary.

The Chief Audit Executive defines the structure for 
reporting on the results of internal assessment in a way 
that maintains appropriate credibility and objectivity. In 
principle, the person responsible for the implementation 
of ongoing and periodic audits during their implementa-
tion shall report to the Chief Audit Executive and commu-
nicate results directly to him.

Chief Audit Executive at least once a year, submits a 
report to senior management on the results of internal 
assessments, necessary action plans and their succe-
ssful implementation.

External assessment

External assessment cover the entire spectrum of au-
dit and advisory services carried out by the internal audit 
activity and should not be limited to assessing its quality 
assurance and improvement programs. To achieve opti-
mum benefits from the external assessment, the scope 
of activities should include determination of standards, 
identification and reporting of leading practices that co-

uld help internal audit to become more effective and/
or efficient. This can be achieved either through a full 
external assessment by qualified, independent external 
reviewer or review team or through a comprehensive in-
ternal self-assessment with independent validation by a 
qualified, independent external reviewer or review team. 
In any case, the Chief Audit Officer shall ensure that the 
scope clearly reflects the expected results of external 
assessment.

There are two approaches to external assessment. The 
first approach is a complete external assessment conduc-
ted by qualified external reviewer or review team. This 
approach involves an external team of competent experts 
under the guidance of an experienced and professional 
project manager. Another approach involves the use of 
qualified, independent external reviewer or review team 
to conduct the independent review of internal self-asse-
ssment and internal audit reports. Independent external 
reviewers should be very experienced in conducting in-
ternal audit procedures.

The external assessment consists of a wide range of 
elements of internal audit involving the following:

• Compliance with the Definition of Internal Auditing, 
the Code of Ethics and the Standards, Charter, plans, po-
licies, procedures and practices of internal audit and re-
levant legal and regulatory requirements;

• Expectations feedback from the senior and lower 
management in relation to the internal audit;

• Integration of internal audit in the management 
process of the organization, including the relationships 
among key groups involved in this process;

• Tools and techniques used by the internal audit;
• Mix of knowledge, experience and discipline within 

the staff, including staff focus on process improvement;
• A decision on whether the audit adds value and im-

proves an organization's operations.

Preliminary results of the review, during and at the 
conclusion of the assessment process are discussed with 
the chief audit officer. The final results must be communi-
cated to the Chief Audit Officer or other person designa-
ted by the organization, who has approved the control in 
the name of the organization, preferably by giving a copy 
to the relevant members of senior management.

Self-assessment with independent (external) proof is 
carried out by:

• a comprehensive and fully documented self-asse-
ssment process, which should introduce the process of 
external assessment at least with respect to the asse-
ssment of compliance with the Definition of Internal Au-
diting, Code of Ethics and Standards;

• independent evaluations on the spot by qualified 
independent reviewer;

• economical time and resources - for example, the 
primary focus would be on compliance with the Standar-
ds;

• limited attention of other areas - such as standards 
of audit, analysis and consultation in the implementation 
of best practices, and interviews with senior and lower 
management. However, information stemming from the-
se parts of the assessment are one of the advantages of 
an external evaluation.

In the public sector, internal audit activities at all 
levels of government must be independent in terms of 
external assessment. The independence of the organiza-
tion implies the absence of influence of the organization 
whose internal audit activity is subject to assessment. 
When selecting an external reviewer the possible existen-
ce of actual, potential and apparent conflicts of interest 
is considered. A conflict of interest could come from the 
past, present or potential relationship with the organiza-
tion or its internal audit. It is necessary to consider the 
related commercial, private or mixed nature.

Use of the declaration of conformity: "Compliance 
with standards" or “In conformity with the Standards” 
requires external assessment of the evaluation at least 
once during the five-year period, along with ongoing 
monitoring and periodic internal assessments, and the-
se activities need to have concluded that the internal 
audit activity is carried out in accordance with the De-
finition of Internal Auditing, the Code of Ethics and the 
Standards. It is not appropriate to use the declaration of 
conformity before the external assessment proves the 
compliance of internal audit activities with the above 
regulations.

The Chief Audit Officer shall inform senior manage-
ment of examples of non-conformities that affect the ove-
rall scope or operation of internal audit, as well as the 
fact that an external assessment was not conducted in a 
five-year period.

Before the internal audit uses a declaration of confor-
mity, all instances of noncompliance discovered during 
internal or external assessment, which reduce the ability 

of the internal audit to perform its duties, must be adequ-
ately corrected.

Within IPA project "Strengthening the management 
of EU funds and general administrative procedures", the 
Directorate for Central Harmonization of the Ministry of 
Finance organized a one-day workshop on the theme: 
"The internal audit quality assurance program " intended 
for managers of internal audit units in the public sector. 
Also, as part of this project, a quality assurance program 
of internal audit has been drafted, whose update is in 
progress by the internal auditors and the Directorate for 
Central harmonization.

Vlatko Vukcevic
Senior Internal Auditor

Directorate for Central Harmonization
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Creating long-term confidence of citizens, good governance and the quality of the work of municipalities are essen-
tial. This takes reforms. One of the reforms is to establish a risk management process in the municipalities. Risk ma-
nagement is a relatively new discipline, and we can freely say that it is still in the initial phase of study and application.

In Montenegro, examples of management on the basis of risk assessment have proven successful in the banking 
sector and the insurance sector. However, in the municipalities, management is mostly down to complete reliance of 
management on professional experience, trend monitoring or management by feeling.

However, certain decisions, especially those that have strategic importance and commitment cannot be made on 
the basis of feelings, or only on the basis of some experience. This especially applies to municipalities that have large 
debts. Decision-making should be based on detailed analysis and assessment of all possible risks in order to achieve 
the intended objectives and effectively realize them in all phases and its final volume.

Management of municipalities is responsible for analysis, risk assessment and management, as well as for the esta-
blishment of an effective system of internal control, so it constitutes a permanent commitment.

Definition of risk

The risks represent the uncertainty or the possibility that a certain activity can occur and adversely affect the ability 
of municipalities to realize planned activities and tasks as well as to execute the budget under the adopted framework 
and the established structure. At the same time, the risks are the chances and opportunities that can be achieved, but 
may be also missed or ignored.

In today's business conditions, the objectives of municipalities are complex, with different characteristics, but signi-
ficant for the satisfaction of general services for citizens. The environment is constantly changing, so the uncertainty and 
risk further increase.

The risk register

Central Harmonization Unit of the Ministry of Finance has organized, during the period December 2014-Jul 2015, 

within the framework of the project "Strengthening the capacity of EU funds management and general administrative 
procedures", a series of trainings (divided into several phases) on the theme: "Developing risk registers in municipali-
ties". Training sessions were held in 5 pilot municipalities: Podgorica, Niksic, Bijelo Polje, Herceg Novi and Pljevlja. In 
addition, the training also included employees of the municipalities of Pluzine, Berane, Mojkovac and public enterprises 
established by the municipality or with stake of he.

The aim of the training was to help employees in municipalities to prepare risk register, through practical work.

For starters, the municipalities have appointed persons responsible for coordinating the establishment and imple-
mentation of the risk management process, with the responsibility to:

- In collaboration with the CHU introduce managers at all levels about the need to establish a risk management pro-
cess in the municipality;

- Encourage a culture of risk management and help managers in effective risk management;
- In cooperation with the heads of organizational units initiate the activities on the introduction of the risk manage-

ment process and determine deadlines for certain activities;
- Prepare a report on risk management in the municipality.

In the first round of training municipal employees were introduced to the concept of risk, how to identify and describe 

The risk register in municipalities

Nina Blečić
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the risks, as well as the importance of establishing a risk management process. The most common problems/errors with 
which they have encountered in this phase were related to:

COMMON ERRORS DETECTED IN PREPARATION OF SUBREGISTRIES FOR IDENTIFICATION AND DESCRIPTION OF RISKS

The aim Not specified target of organizational unit or is poorly defined (not appropriate to the nature of work of org. unit)

The processes of 
organizational units

Poor description of the process - names of organizational units (departments) are cited as processes (functions)

Risks
The risks include problems of the municipality (which gives a list of all the problems) and not potential events that 
may threaten the achievement of the targets. Likewise, indicators, or the consequences, are stated as the risks 

Causes   Unclear or illogical reasons for the occurrence of these risks

Consequences
Description does not indicate the actual weight of damage/consequences of the resulting risk at achieving the 
objective of the organizational unit (catastrophic, major consequences)

After this phase, employees of municipalities receive assistance in risk assessment and in defining the measures 
needed to reduce the risk to a level acceptable to management.

Having reviewed the risk registers prepared by municipalities, the most important risks were identified:
• Inability to make quality budget due to the high level of indebtedness of local governments, which results in incom-

plete provision of services to citizens;
• Insufficient collection of established fees due to the impossibility of implementing mechanisms of collection, which 

has resulted in adoption of the budget in an amount lower than optimal.

The municipal leadership is to determine which of the identified risks may or may not be controlled. 
There are several possibilities:
- The establishment of adequate and effective internal control system, which would eliminate or reduce the negative 

effects of identified risks;
- The transfer of risk through insurance;
- Adoption of a reserve plan that will be applied in terms of increase in risk
- Analysis and monitoring of the planned targets, in order to timely make a decision on termination of activities for 

which it is established to lead to uncertainty or risk.

Within the project, a number of municipal employees have been trained for coaches in the establishment of a risk 
register. In this way the capacities were reinforced, with the aim to transfer acquired knowledge to other employees. 
Consequently, the conditions were created for risk management in the municipalities to become an integral part of the 
organizational climate, culture and decision making process.

Nina Blecic
Head of Directorate for Harmonization of Financial Management and Control


