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PEFA CHECK, ASSESSMENT MANAGEMENT AND QUALITY ASSURANCE

This PEFA assessment was implemented under the auspices of the “Managing public investment for
results: Public Investment Planning and Management System — PIPMS” technical assistance project
funded and managed by the EU Delegation to BiH. Planning and execution of the assessment followed the
2016 PEFA Framework for assessing public financial management. The quality endorsement mechanisms
were aligned with the PEFA Check requirements. Given the structure of the fiscal framework of BiH, the task
was conducted at four levels of government using PEFA 2016 Framework for assessing national public
financial management. In order to address the volume of work simultaneously, the Assessment team was
split in two teams — one assessing the PFM system at the country level (BiH) and Federation of Bosnia
and Herzegovina (FBiH), and another carrying out the assessment at the level of Republika Srpska (RS)
and Brc¢ko District (BD). For the same reason, two Assessment Managers were responsible for planning
and coordination of assessment implementation process. Oversight team (OT) was established to steer
and oversee the assessment activities, monitor assessment progress, and facilitate communication with
other stakeholders. The OT included representatives of the Ministry of Finance of BiH, Ministry of Finance
of RS, Ministry of Finance of FBiH, Directorate for Finance of BD, the EUD to Bosnia and Herzegovina, the
International Monetary Fund (IMF), UNDP and the World Bank. Representatives from the Ministries of
Finance acting as Focal Points have been leading the process of communication, data collection, review
and consultations during development of this assessment.

All four government levels of BIH nominated a focal point for the assessment to facilitate communication
within the institutions involved, liaise with all stakeholders and facilitate data access. The Ministries of
Finance and the Directorate for Finance of Brcko district were the main beneficiaries of the assessment
and partnered with the assessment team throughout the process to ensure consistent and timely delivery
of data and information necessary to complete the report. All findings and scores of the PEFA assessment
were discussed with the government of all levels in order to verify common understanding and perspective
of the performance of the public financial management (PFM) systems across BiH.

As envisaged under the PEFA Check quality assurance process, included a formal review of the concept
note and the final draft through a peer review process which involved the four main government
counterparts (i.e. Ministries of Finance of BiH, RS and FBiH and the Directorate for Finance of BD) as
well as the PEFA Secretariat, the EUD to Bosnia and Herzegovina, the International Monetary Fund (IMF),
UNDP and the World Bank and SECO.
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State-owned enterprise

Single treasury account

Tax Identification Number

United States Agency for International Development
Value-added tax
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Methodology

The assessment followed the 2016 PEFA assessment framework and other supplementary guidance
issued by the PEFA Secretariat (available at www.pefa.org).

Type of assessment: Bosnia and Herzegovina (BiH) had only one prior PEFA assessment, conducted
in 2013 and published in 2014. It covered the level of BiH Institutions, Federation BiH, Republika Srpska
and Brc¢ko District by applying the national PEFA assessment framework to all individual levels. The
assessment was carried out by the World Bank using 2011 version of PEFA Framework. The assessment
covered the period 2010-2012 during which the country was in the process of recovering from the global
financial crisis. The approach employed in this assessment will be consistent with the 2014 PEFA for BiH
to ensure consistency and alignment with the constitutional landscape and PFM system characteristics
of the country.

The assessment tracked change from the previous assessment and for that purpose the PEFA Secretariat’s
Guidance on tracking change in performance for successive assessments using different versions of
PEFA framework was applied. Performance tracking is presented in Annex 4 of the report.

Number of indicators used: All 31 PEFA indicators have been applied for the assessment at all four
levels of government in BiH, with several exceptions. In keeping with the previous assessment, the PI-24
on public procurement was only assessed on the level of the Institutions of BiH as the Law on Public
Procurement of BiH is unique for all government levels. Also, the assessment at the BiH level and BD
omits inter-governmental fiscal relations with sub-national governments (SNGs) and their m onitoring (i.e.
PI-7 and IP-10.2) as they do not have SNGs.

Timeline/ Dates of mission: The assessment was launched by delivering a training PEFA methodology
in Banja Luka on September 5, 2022 for the representatives of the governments of Republika Srpska and
Bréko District and on September 13, 2022 for the representatives of the governments of the Federation
of BiH and Institutions of BiH. The training was followed by initial data collection missions conducted
in the two weeks starting September 12 (in case of RS and BD) and September 19 (in case of FBiH and
Institutions of BiH). All government levels were presented with the general data request ahead of the
training and initial data collection mission to save time and allow for discussions and interviews to focus
on interpretation and filling potential gaps. The period between October 2022 and January 2023 was
used for developing first drafts of the report and translating it to the local language. During February
and March 2023 the teams ran an internal verification process with the government to ensure common
understanding and interpretation of data and information received in order to arrive at first complete draft
in May 2023 which was used to launch the peer-review process to ensure PEFA Check endorsement by the
PEFA Secretariat. The report was revised per comments received from the government, PEFA Secretariat
and other peer-reviewers in three iterations (June 2023, September 2023 and November 2023) to arrive at
the final version on December 1%, 2023 when the PEFA Check was issued by the PEFA Secretariat.

Years covered: The assessment covered last three completed governments’ fiscal years at the time of
assessment launch. These are the years of 2019, 2020 and 2021 and they are equal to calendar years
across BiH. This applies to all indicators covering three assessment years with 2021 considered the “last
completed fiscal year” referred to in number of dimensions.

Cut-off date: In line with good practice and considering the date of assessment launch the cut-off date
applied was June 30, 2022. This is in line with the implementation time table and report drafting schedule
presented in the Concept Note.

Coverage: The assessment covers the central government level of BiH and central government levels in
the two entities of Federation of BiH, Republika Srpska as well as in the Bréko District. As in the previous
assessment, the scope extends to all budget beneficiaries (including ministries, departments and
agencies), social security funds and extra-budgetary units of the central government at all levels.
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The assessment does not cover sub-national government levels (cantons and municipalities) and public
enterprises, apart from the related indicators prescribed by PEFA Framework, such as assessing fiscal
risks arising from operations of SNGs and public enterprises, or transfers to sub-national level.

Sources of information: The process of data collection primarily relied on (i) interviews with relevant
government officials at each of the four levels of government assessed and (ii) review and analysis of
relevant documentation, such as public reports, analytical data and any other documents prepared by the
governments which are relevant to assessing PEFA indicators. Main counterparts during the assessment
were the Ministries of Finance (Finance Directorate in Br¢ko District) and their various sectors (budget,
accounting and financial reporting, internal audit departments), relevant large budget users such as
ministries of Education, Health, Social Protection etc., Tax Administrations, Supreme Audit Institution,
Public Procurement Agency, Parliamentary committees for budget and finance. Data collection was
carried out by the assessment team members responsible for specific pillars and indicators. During data
collection, the assessment team sought to triangulate information and ensure accuracy and relevance
through interviews with representatives from the civil society and the private sector, where relevant. The
full'list of institutions and people met, as well as documents and reports used, is shown in Annex 3 of the
report.

Country fiscal year: January 1 to December 31 for all government levels

Exchange rate: 1 EUR = 1.95583 BAM (the exchange rate to EUR is fixed under the Currency Board
arrangements)
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Executive Summary

e Purpose and management

This PEFA assessment provides a snapshot of PFM system performance across the different government
levels of BiH as specified in the country’s Constitution. It is carried out following the PEFA assessment
performed in 2014 by the World Bank. The assessment was completed by a team of international and
local PFM consultants under a technical assistance project funded and managed by the EU Delegation in
BiH. Ministries of Finance of the four levels government involved in the assessment, together with other
relevant stakeholders, were the main beneficiaries of the assessment. Oversight team was composed of
representatives of the Ministries of Finance, EUD, World Bank, IMF, SECO and UNDP.

The purpose of the assessment is to fullfill the following objectives that have been duly discussed and
agreed with the key partners (i.e., Ministries of Finance of BiH, FBiH and RS and Directorate for Finance
of BD):

- provide a baseline assessment using the 2016 Framework and update on the progress since the
last (2014) PEFA assessment,

- inform and contribute to more effective implementation and subsequent adjustments of the
2021-2025 PFM Reform Strategies across all government levels as well as the Comprehensive
PFM Strategy for BiH,

- enable the governments to identify reform priorities, time their implementation and allocate
resources in the most efficient way,

- provide the basis for PFM capacity development initiatives in various segments of PFM systems.

¢ Main strengths and weaknesses of the PFM systems in Bosnia and Herzegovina
The assessment has identified the following main strengths of the country’s PFM system:

Expenditure management - Expenditure management is performing well and could be considered as the
main strong point of the country’s PFM system. The upstream expenditure management is primarily based
on relatively strong macro-economic and fiscal forecasting functions which are provided by Directorate
for Economic Planning and the Macroeconomic Analysis Unit of the Indirect Tax Authority. Moreover, the
system exhibits a solid level of fiscal discipline which is manifest across all four levels of government as
confirmed by relatively small deviations between the executed and the approved budgets at the aggregate
level. In-year reallocations between the main budget categories across all levels, however, result in higher
deviations and show only basic performance for the fiscal years covered by the assessment.

Budget preparation processes in BiH across government levels function by and large according to relevant
regulatory prerequisites and institutional arrangements. For example, budget preparation calendar is
embedded in the relevant legislation for each level of government in BiH and is largely complied with
except for the Institutions of BiH where political stalemate has resulted in delays in budget adoption
in recent years. There is space for improvement, which requires only certain amount of regulatory fine-
tuning and capacity development, depending on the particular issue in question.

Debt management - Legislated debt service limits prevent rampant debt financing and have a further effect
of strengthening overall fiscal discipline, albeit with inherent systemic weaknesses as discussed below.
Debt servicing forecasts are regarded as mostly reliable and are well integrated in the budget planning
process. Moreover, debt management strategies are comprehensive and credible documents in the
sense that they encompass all the essential elements including assessment of broader macroeconomic
context, cost and risks associated with the implementation of debt management strategy, all of which are
needed to ensure that both the level and rate of growth in public debt are sustainable and can be serviced
under a variety of circumstances.

16




External audit - All levels of government have strong external audit functions in place, with the only
difference being the fact that external audit follow up by the executive is more pronounced at the level of
Bréko District and RS as compared to the level of FBiH and BiH Institutions. One notable trait about the
external audit function in BiH is the fact that it has benefited from a direct bilateral program of technical
assistance (via Swedish National Audit Office) which has been provided to the SAls across the levels of
government on a continuous basis over the span of more than 20 years.

The following were assessed as areas for continued reforms and further improvements:

Strategic targeting of public budgets - This was a noted issue in the context of previous assessment and
continues to be the weakest performing feature of BiH PFM system a decade later. Budgets continue to
largely reflect planned legal commitments within the available budget envelope rather than serving as a
tool to strategically direct resources towards the achievement of social and economic and development
objectives. In spite of its importance, an effective strategic planning and prioritization system has not
been fully established in Bosnia and Herzegovina. Some progress has been made with the adoption of
regulatory changes across all government levels, however the declarations made in adopted strategic
documents have yet to find their way into actual implementation.

Result-based (performance driven) allocation of public funds - This is another key issue which the
governments have not been able to address effectively since the last PEFA assessment. Namely,
government policies across different levels and sectors in BiH are designed, planned, funded and delivered
with insufficient regard for efficiency and impact of such interventions. Performance information is not
used prior to policy formulation (i.e baselines), during and following their implementation, therefore
increasing the likelihood of waste and mismanagement of scarce budget funds. This remains to be
the case both at the highest level of executive and within individual line ministries and other spending
agencies.

Parliamentary scrutiny of budgets and fiscal strategy - Parliaments continue to exhibit weak involvement
in the budget preparation process which is primarily due to a still remaining weak capacity for systematic
budget analysis and also due to delayed submissions of budget proposals by the government. Parliaments
are often not given enough time to properly scrutinize government budget whereas they are adopted
following a “fast track” procedure, which limits the scope for parliamentary scrutiny and public discussion.
Although there are technical services within the Parliaments in BiH that provide support to Committees,
the capacity for independent research and provision of information is relatively weak. Similarly, the
strategic framework for fiscal management exhibits weaknesses across the country. Fiscal strategies
are adopted in different forms, however they do not contain sufficient information on the fiscal impact of
policy proposals while fiscal outcomes reports have yet to be instituted.

Management of fiscal risks and public investment management - Both of these functions are at the very
basic level of performance across all government levels. Set-up for monitoring of financial performance
of public enterprises is still in the inception although institutional structures exist. Operational issues
mainly pertain to a lack of effective data exchange and suboptimal capacities to handle and process the
information at hand. Coverage of public enterprises is very much incomplete and does not contribute
to the assessment of the implied fiscal risks. None of the government levels provide a comprehensive
assessment of contingent liabilities in their financial reports, except for non-systematic reference
to certain types of these risks which is not adequately put into the perspective of potential budgetary
implications. The effectiveness of public investment management is hindered by structural weaknesses.
None of the government levels in BiH have guidelines in place for the preparation of the economic
analysis of investment projects. While a certain number of capital projects do have such analysis, the
selection process is based on criteria that are either not publicly available or detached from the budget
process (i.e. financing). Finally, monitoring of investment implementation is not done in an articulated and
comprehensive manner.

Performance for the individual government levels, as reflected in the scores assigned as per PEFA criteria,
is summarized in the charts below.
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Chart 1.A. Scores for PEFA Performance Indicators 2022 - Institutions of BiH
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Chart 1.B. Scores for PEFA Performance Indicators 2022 - Federation of BiH
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Chart 1.C. Scores for PEFA Performance Indicators 2022 - Republika Srpska

@
7

@

o
1

a

o
?

o

P3| P4 PLS P9 | PL10 PHI1 PH12 PHI3  PL14  PLIS PHI6 P17 PLI8 P19  PL20 P21 P22 PR23  PL24  PL2S  PL26  PL27 P28 P29 P30 PI31
1. BUDGET RELIABILITY 1L TRANSPARENCY OF PUBLIC FINANCES 1ll. MANAGEMENT OF ASSETS | IV. POLICY-BASED FISCAL STRATEGY AND | V. PREDICTABILITY AND CONTROL IN BUDGET EXECUTION VI ACCOUNTING AND | VII. EXTERNAL
AND LIABILITIES. BUDGETING REPORTING SCRUTINY AND

AUDIT

Chart 1.D. Scores for PEFA Performance Indicators 2022 - Brcko District
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¢ Impact of PFM performance on budgetary and fiscal outcomes

Aggregate fiscal discipline

Aggregate fiscal discipline aims to align the levels of revenue and expenditures without creating significant
fiscal deficits which could jeopardize fiscal sustainability and spending within the available fiscal space.
The reliability of expenditure and revenue at aggregate level contributes positively to aggregate fiscal
discipline across all four levels of government in BiH. While budget classification systems in place
remains somewhat a challenge, budget documentation is comprehensive and can support quality budget
decisions and service delivery.

The extent to which each aspect of asset and liability management contributes to fiscal discipline varies
across BiH. There is no adequate structure for monitoring and reporting of fiscal risks, especially in the
area of public corporations, which clearly undermines fiscal discipline. On the other hand, the management
of debt performs along the principles of good practice and has positive bearing on fiscal discipline. Public
asset management would benefit from further development across all four levels, especially in the domain
of transparency of asset disposal.

Medium-term perspectives in planning and budgeting and program budget are under development and
more progress has to be made to consolidate the results of reforms made so far before the process
continues. Macro-fiscal forecasts are prepared as part of the budget documentation but the medium-term
expenditure framework (MTEF) is not sufficiently aligned with strategic plans which impedes discipline
and prevents the budget framework to provide for maximization of the long-term impact of government
policies. There is no established practice of preparing and delivering reports on fiscal outcomes against
the fiscal strategic framework.

Strategic allocation of resources

Budget preparation process is structured to allow for efficient resource allocation while in-year budget
execution reports provide enough reliable information to assess its effectiveness. The predictability of in-
year resource allocation enables consistence in implementation of priorities set forth by the budget. Also,
payroll controls are sufficiently effective and do not allow for ad hoc increase in payroll costs or generation
of wage related arrears.

However, strategic documents across the four levels of government are only partially translated to the
budget as the process of strategic planning is not well integrated with the budget formulation process.
This is also a consequence of the early stage of development of the program budget framework and lack
of performance measurement of government programs, projects and activities.

Public investment management framework is underdeveloped. Specifically, the lack of clear and
consistently applied project prioritization and selection criteria undermines efficiency of resource
allocation. On the other hand, recording and reporting of the incurred debt generally follows the best
practice and positively affects the ability to strategically allocate resources.

Efficient service delivery

In-year resource allocation scheme entailing consolidation of balances and cash management provide for
smooth implementation of the budget. With some variation, key fiscal information is prepared and made
available to the public throughout the budget preparation and budget execution process. Revenues are
collected and administered through an efficient TSA thus making the funds necessary for implementation
of budget policies available without delays. Also, public procurement structures in place seem to enable
delivery of works and services envisaged by the governments in BiH, albeit with significant inefficiencies
which are embedded in the system especially with respect to a slow and encumbering procurement
review processes and the fact that only about 65% of contracts are awarded through open competition.

On the other hand, significant deviations in expenditure composition together with lack of information
on performance of service delivery units is likely to undermine effectiveness of government policies and
the ability to monitor its efficiency. Underdeveloped program budgeting and performance management
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concepts and practices provide limited insights into the efficiency of service delivery. Appropriate
measurement of achieved results, key performance indicators, outputs and outcomes for each budget
program would be highly beneficial for more efficient service delivery in the medium to long term. Such
performance information and analysis would enable corrective actions for the future budget cycles and
provide valuable information for further improvements.

External audit function is well established across the country providing for efficient delivery of
services envisaged by the budget, although more can be done to ensure implementation of follow-up
recommendations. Capacity of the SAl for performance audit is increasing but still has limited coverage.

e Performance changes since the previous PEFA assessment (2014, using the 2011
PEFA methodology)

With certain variations, there has been an overall improvement in PFM performance across all government
levels in BiH compared to the previous PEFA assessment conducted in 2014. PFM performance at the
level of BiH Institutions maintained relatively unchanged performance compared to 2014 - from the 28
performance indicators reassessed using the 2011 Framework, 12 indicators maintained the same rating
(43%), 7 indicators recorded improved results (25%), and 6 indicators showed lower scores (21%). Of the
three remaining indicators, two have not been rated while one is not applicable (PI-7). In FBiH, there has
been a moderate improvement in performance whereas out of the 28 performance indicators reassessed
under the 2011 Framework, 12 indicators maintained the same rating (43%), 6 indicators recorded
improved results (21%), and 4 indicators showed worsening results (14%). In RS, the PFM performance
since the previous assessment improved the functions and processes in 12 (42%) of the performance
indicators, 4 indicators (14%) performed worse while the 9 (32%) indicators kept the same score. . Finally,
Bréko District's PFM performance improved in the sense that there were more indicators with improved
scores (11 or 39%) than those with deteriorated assessment (4 or 14%). The remaining 12 indicators kept
the same score as in 2014 PEFA assessment.

There are solid improvements in performance registered across levels with respect to comprehensiveness
and transparency of public finances, whilst the improvement is most notable in the case of RS. Main
improvements in the case of BiH Institutions relate to improved budget classification, while the FBiH
significantly strengthened the comprehensiveness of information provided in its budget documentation.
Multi-year perspective in fiscal planning, expenditure policy and budgeting has registered modest overall
improvement across all levels primarily due to improved debt management related practices. Another
notable improvement relates to the performance of the Indirect Tax Authority (ITA) with respect to
improved access to comprehensive, user-friendly, and up-to-date information on tax liabilities and the
fact that there are administrative procedures for major taxes, including taxpayer education campaigns.
Internal controls have registered a solid improvement at the level of BiH Institutions and FBiH. RS has also
seen a notable improvement in expenditure commitment controls due to improved procedural framework
and subsequent practices which limit commitments to actual cash availability and approved budget
allocations. Also, there has been an increase in the coverage and quality of the internal control function
across the board, with the exception of BD which is lagging behind. Effectiveness of control of non-
salary related expenditure has seen notable improvement in FBiH, BiH Institutions and RS. Accounting
and financial reporting in RS is now improved with application of IPSAS while other government levels
are still making efforts to apply these standards. Financial reports for budgetary central government are
prepared annually and are comparable with the approved budget. They contain full information on revenue,
expenditure, financial and tangible assets, liabilities, and long-term obligations, and are supported by a
reconciled cash flow statement.

Budget calendar is generally adhered to while there is a deterioration in the score at the level of BiH
Institutions due to political disagreements and the fact that in the last five years, the parliamentary
committees for budget and policy analysis did not have adequate time to undertake detailed analysis/
budget hearings due to imposition of the fast-track budget adoption procedure. Other areas that proved
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weaker than before at the level of BiH Institutions include public access to fiscal information, effectiveness
in collection of tax payments due decreased debt collection rate) and quality and timeliness of in-year
budget reports. Notable performance deterioration for the level of FBiH have been observed in the fields
of the availability of information on resources received by service delivery units and quality and timeliness
of annual financial statements, while RS worsened its performance with regard to legislative scrutiny of
external audit reports and expenditure composition outturn. Finally, compared to previous assessment,
the performance of the PFM system in Brcko District is downgraded in the areas of comprehensiveness
of the government financial reports and budget classification where only partial application of GFS
methodology was observed.

Performance with respect to aggregate expenditure out-turns has been maintained across levels with
relatively marginal deterioration with respect to the composition of expenditure out-turns in the case of
FBiH and RS. On the other hand oversight of aggregate fiscal risk from other public sector entities have
remained as week as it was during 2014 PEFA assessment, hence it continues to be a prominent issue of
concern from the aspect of sustainability public finances in the near to medium term, especially in the case
of FBiH. Performance with respect to external scrutiny and audit have remained the same on balance. The
RS has registered an improvement with respect to better managerial response and follow up to external
audit recommendations on the one hand while legislative scrutiny of audit reports has deteriorated. In
FBiH the score is largely affected by the fact that only a small portion of the recommendations by the
external audit are fully implemented.
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Table 1: Comparative overview of the scores of the PEFA indicators, all government levels

PFM performance indicator

I. Budget reliability

Scoring
method

Pl scores

IBiH

FBiH

RS

BD

lll. Management of assets and liabilities

PI-1 Aggregate expenditure outturn M1 B B B B
PI-2 Expenditure composition outturn M1 C+ C+ C+ D+
PI-3 Revenue outturn M1 B+ B+ B B
Pl-4 | Budget classification M1 B D B B
PI-5 Budget documentation M1 C A

PI-6 rCei)nc;[rr?SI government operations outside financial M2 A D C D+
PI-7 | Transfers to subnational governments M2 N/A C A N/A
PI-8 | Performance information for service delivery M2 C D+ D+ D+
PI-9 Public access to fiscal information M1 D D B D

PI-10 | Fiscal risk reporting M2 C+ D+ D+ D+
PI-11 | Public investment management M2 D+ D D
PI-12 | Public asset management M2 D+ D+ D+
PI-13 | Debt management M2 B+ B+ A A
IV. Policy-based fiscal strategy and budgeting

PI-14 | Macroeconomic and fiscal forecasting M2 D+ C B+ D+
PI-15 | Fiscal strategy M2 D+ D+ C+ D+
PI-16 | Medium-term perspective in expenditure budgeting M2 D+ C+ D+
PI-17 | Budget preparation process M2 D+ B B C+

PI-18

Legislative scrutiny of budgets

B+

D+

|

PI-19 | Revenue administration M2 B D+ B B
PI-20 | Accounting for revenue M1 C+ B+ C+
PI-21 | Predictability of in-year resource allocation M2 B+ B+ A C+
PI-22 | Expenditure arrears M1 A A C+ C+
PI-23 | Payroll controls M1 C+ D+ B+ D+
Pl-24 | Procurement management M2 C+ N/A N/A N/A
PI-25 | Internal controls on non-salary expenditure M2 A B B C
PI-26 | Internal audit M1 C+ C+ C+ D
VI. Accounting and reporting

PI-27 | Financial data integrity M2 A A A C
PI-28 | In-year budget reports M1 D+ C+ A C+
PI-29 | Annual financial reports M1 D+ D+ B+ D+
VII. External scrutiny and audit

PI-30 | External audit M1 C+ C+ B+ B+
PI-31 | Legislative scrutiny of audit reports M1 C+ D+ D+ C+
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1. PFM Context in Bosnia and Herzegovina

1.1. Financial overview

The Constitution of Bosnia and Herzegovina is set forth in Annex 4 of the Dayton Peace Agreement (DPA),
a document signed to end the 1992-95 war in the country and form basis for post-war nation-building
and reconciliation. DPA effectively defines BiH as a state of three constituent peoples - Bosniaks, Serbs
and Croats (in communion with Others) with a continuity of statehood however with a changed internal
post-war governing structure consisting of two entities, namely the Federation of Bosnia and Herzegovina
(FBiH) and Republika Srpska (RS), both of which have significant autonomy over how affairs are conducted
on their respective territories. The constitution also establishes a central level of government entitled BiH
Institutions (also referred to as the State level). In addition to the two entities, and the central level of
BiH Institutions there is also the District of Bréko (DB) which was established post-festum as a single
administrative unit of local self-government following an arbitration process undertaken by the High
Representative for Bosnia and Herzegovina. Last but not least, one notable aspect of the Dayton Peace
Agreement is that it accords significant powers to the Office of High Representative (OHR). This institution
acts on behalf of the Peace Implementation Council (PIC), a body of 55 donor nations and international
organizations formed to take charge of overseeing the post-war nation-building effort.

The two entities have different administrative structures. The FBiH which is divided into 10 Cantons which
arefurther broken down into 22 cities and 58 municipalities. In contrast, RS is fairly centralized with no
intermediate levels of governance between the central entity level and municipalities. There are 10 cities
and 54 municipalities in RS which cover the remaining 49 % of the country’s territory. Both entities have
judicial, legislative and executive branches of government. The ten Cantons in FBiH also have all three
branches of government.

BiH Institutions are accorded with limited powers under the DPA and these include the mandate for
foreign policy, foreign trade, customs, monetary policy and a few others, as described in Article 3 of BiH
Constitution. This, however, has changed over time and now BiH Institutions are also responsible for
defense, intelligence, state border control and the collection and administration of indirect taxes among
others. BiH Institutions consist of a tripartite Presidency (with a member from each constituent peoples)
and Council of Ministers (with a series of ethnically balanced Ministries and Agencies whose work it
supervises). In addition, there are two courts at this level of government, namely the Constitutional Court
and BiH Court. In order to protect the interests of the three groups, the BiH Institutions are organized
ethnically therefore guaranteeing representation to all three sides and including the protection of national
vital interests.

The overall structure of PFM system of Bosnia and Herzegovina thus reflects the above-described
constitutional context. The following table reflects the relative importance of the respective levels of
Government in BiH covered under the current PEFA assessment:

24




Table 1.1: Aggregate expenses per level of Government in Bosnia and Herzegovina in 2021

Central Social .
. : Extrabudgetary Consolidated
spleer\llc:InQ Cantons SFeL(J:rL]Jél;y Funds Local Level (Millions of BAM)
Bosnia and 14,797.00
Herzegovina
BH Institutions NA NA NA NA NA 982.3
Federation of Bosnia | 40154 | 250150 | 180970 165.9 7456 8,792.80
and Herzegovina
Republika Srpska 3,368.50 NA 862.5 233.1 615.2 4,861.00
Brcko District 214.2 NA 50.7 2.6 NA 268.5

Source: Budget execution reports are the source for Central spending level only. For all other figures presented in
the table the source is Central Bank of Bosnia and Herzegovina — Annual statement of government operations. BH
Institutions spending in the consolidated column is also based on the Central Bank data and it excludes external debt
servicing.

The information presented in the table serves as a basis for understanding the coverage and boundaries
of the assessment. The structure of the overall public sector in terms of the number of institutions involved
for each respective level of government is covered under the individual assessment chapters in Section 2.

In spite of the overall complex governance structure the country as a whole has been able to maintain a
fair amount of aggregate fiscal discipline over the assessment period as depicted in the following table:

Table 1.2: Bosnia and Herzegovina aggregate fiscal data

Central government actuals (in percent of GDP)

2019 2020 2021"
Total revenue 42.5 421 42.6
- Own revenue 379 37.2 379
- Grants 0.3 0.2 0.3
— Other revenues 44 47 4.4
Total expenditure? 40.6 47.4 42.9
- Noninterest expenditure 39.9 46.7 423
— Interest expenditure 0.7 0.7 0.6
Aggregate deficit (incl. grants) 1.9 -5.3 -0,3
Primary deficit 2.6 -4.5 0.3
Net financing
- External 2.2 2.2 2.1
— Domestic
Public debt 32.8 36.6 35.2

Source: Central Bank of Bosnia and Herzegovina

1 Forecast/preliminary data for GDP and public debt
2 Including net acquisition of non-financial assets
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Ever since its introduction in 2005, the indirect tax
collection and distribution system has proved to
be a stable and growing source of government
revenue in BiH. So much so that the overall
drop in revenues which occurred in 2020 due
to pandemic was not as significant as initially
expected. Namely the total revenues collected
measured as a percentage of GDP decreased
by only 0.4%, dropping to 42.1% of GDP in 2020
relative to 2019. However, BiH managed to
quickly regain its footing when it comes to its
fiscal capacity in 2021. Namely, as a result of a
solid economic performance in the recent period,
especially the quick economic recovery which
was registered in 2021 coupled with strong
inflationary pressures at the end of the same
year, BiH managed to register a record collection
of indirect tax revenues which in 2021 increased
by record 5.9% year on year. The rate of increase
was sufficient to offset the drop registered in
2020 and even exceed the pre-pandemic 2019
indirect tax collection levels.

Government expenditures have also increased in
both2020and 2021 primarily owingtoanincrease
in social benefits and wages, but also due to the
package of benefits which was implemented
to allow the country to better cope with the
conseqguences of the pandemic. Expenditures in
2020 increased compared to 2019 and amounted
to 47.4% of GDP as compared to 40.6% in 2019,
thus forcing the governments to abandon
initial plans for fiscal consolidation. The rise in
government expenditures is also expected to
continue in 2022 due to the continued adjustment
of pension and salary levels with inflation.

Atthe sametime, public debt levels also increased
and public investments were not realized as
planned. Public debt to GDP amounted to 36.6%
in 2020 compared to 32.8% in 2019 though the
relative public debt levels still remain within
the overall bounds of the pre-pandemic period
of 2012-2018. While public debt is kept under

Recent Economic Performance

Prior to the pandemic BiH experienced a decade
of uninterrupted economic growth which
started in 2010. In the first half of the decade
the growth in GDP was relatively sluggish
averaging 1.8%. However, the pace picked up
in the period 2015-2019 with the country being
able to maintain an average of 3.4% GDP growth
rate. The GDP growth pace is estimated to have
increased in 2021, standing at a projected 5.8%
according to the most recent calculations by
BiH Central Bank and with some preliminary
evidence that the pace will be maintained in
2022 despite significant inflationary pressure.

On the other hand, and given the high level of
integration with the EU market and the currency
peg to Euro, the inflation in the EU zone, partly
triggered by the Russian Federation's invasion
of Ukraine, has quickly trickled down to BiH and
thus poses a significant risk to the stability of the
country’s financial system and the economy as
a whole.

Furthermore, the economy does have its fair
share of imbalances including in particular high
levels of youth unemployment and inefficient,
albeit versatile, sectors such as agriculture.
Though youth unemployment has been declining
in recent years this is not the result of a well-
thought-out government policy but is rather due
to increased youth emigration to the EU member
states which offer better employment prospects
for BiH high-school and university graduates.
Countering this significant development risk will
remain a key policy challenge for Bosnia and
Herzegovina in the years to come. Moreover,
addressing significant inefficiencies in key
sectors and especially with respect to public
funded infrastructure investments can improve
BiH economic prospects in the immediate future.

manageable limit according to Maastricht criteria and does not seem to threaten stability of the fiscal
system, there is significant room for public investments portfolio (most of which is debt financed) to
develop especially in terms of the effectiveness and efficiency with which infrastructure projects are
implemented.

26



1.2. Institutional arrangements for PFM

The main institutions involved in PFM system of Bosnia and Herzegovina also reflect the above-described
constitutional context which is characterized by a significant degree of interdependence especially when
it comes to revenue collection and distribution. Hence, given the specific constitutional arrangement of
Bosnia and Herzegovina all of the indicators are assessed at each respective level of government except
for PI-24, given the fact that public procurement management is legislated at the central level as well as the
fact that key procurement functions including monitoring and complaints management are centralized.

Each of the four assessed government levels has a Ministry of Finance (MoF) with assigned central role
for performing key PFM functions. The MoFs are organized into departments/sectors, each responsible
for key thematic PFM areas. Each department consists of two or more units responsible for specific
subject matter within the given area. Outside the departments, there are additional centralized support
functions, such as the Secretariat, Cabinet of the Minister and Central Harmonization Unit.

In terms of the main revenue jurisdictions, indirect taxation is administered at the level of BiH Institutions;
whilst administration of direct taxation (including company income tax (CIT), personal income tax (PIT),
mandatory social and health insurance contributions and other non-tax revenues) is relegated to the Entity
level, however, with notable differences between the Entities. Social contributions are also administered
by the Entities, however since the last PEFA assessment entity Pension Funds have ceased to operate as
EBFs and have instead been brought under the purview of the respective Entity budgets.®

The mandate of BiH Institutions with respect to PFM pertains in particular to legislating the level of indirect
taxes (including VAT, customs and excises), setting and implementing budget policy of BiH Institutions
according to the Law on Financing of BiH Institutions and the framework of agreement reached through
the Fiscal Council (FC) in BiH and managing the debt of Bosnia and Herzegovina (per Law on borrowing,
debt and guarantees of BiH).

The FC was established in 2008 and represents the backbone of the fiscal framework of the country. Its
primarytaskisthe coordination of fiscal policy in Bosniaand Herzegovinain order to ensure macroeconomic
stability and fiscal sustainability of the county as a whole and its key levels of governance including BiH
Institutions, FBiH, RS and BD. The coordination process is reflected in the preparation and adoption of
the Global Framework of the Fiscal Balance and Policy in BiH on the basis of an agreement between the
Government of the FBiH, the Government of the RS and the Council of Ministers of BiH. The document
contains elements for the coordination of fiscal policies in BiH including projections of the indirect tax
levels and as such serves as the key precondition for budget planning and preparation of each respective
level of government in BiH. As most of the government expenditures which are needed implementation
of education, social and other essential policies are incurred at sub-national level, timely decision on the
part of the FC on the allocation of indirect taxes is essential for smooth functioning of government across
levels and therefore merits a unique PEFA assessment which covers not only the level of BiH Institutions,
but also includes FBiH, RS and DB. One notable aspect of BiH PFM system is the fact that it stipulates that
servicing of external debt obligations is treated as a first charge on indirect tax revenue collections of the
country and thus legally takes precedence over all other expenditure claims.*

In terms of expenditure jurisdiction/government functions, State-level authorities include foreign
affairs, defense, State security (through agencies such as Border Police, State Investigation and
Protection Agency, Intelligence and Security Agency, and Directorate for Coordination of Police Bodies),
agencies related to European Union (EU) integration (such as Institute for Standards, Institute for
Intellectual Properties, Veterinary Office, Competition Council, Anti-Corruption Agency), State judiciary,
election commission, and coordinating ministries/agencies for other sectors (e.g., the State Ministry of
Civil Affairs has Sectors for Education, Social Protection and Pensions, Health, Science, and Culture and
Sport). Each Entity has social security funds for pensions, health, and employment, as well as public
entities for roads (in FBiH, cantons also have road, health, and employment funds). Other Entity-level
functions differ between FBiH and RS. The RS government administers expenditures for education, health,
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local judiciary (other than the State judiciary), police (other than the State police), and social welfare, while
in FBiH the cantons administer most of these expenditures. Local self-governance units are mostly in
charge of local administrative services (such as birth/death certification, building permits/cadaster, and
some business licensing); local utility/infrastructure for water and sewage, solid waste, and local roads;
and some functions in education (in RS, preschool education and capital improvement of secondary
schools; in FBiH, some expenditures for preschool and primary education in some cantons). Expenditure
jurisdiction among the government levels is not always clearly defined, and there are some overlaps,
especially in FBiH between cantons and local self-governance units (and Sarajevo Canton has further
complexities because of overlap between the city and the municipalities that are under city territory).

Key external oversight institutions include Supreme Audit Institutions and Parliamentary Assemblies at
each of the four main levels of government. In the case of Republika Srpska there is also the institution
of the Fiscal Council with the overall mandate to improve the culture of fiscal responsibility. The SAls are
mandated with the external audit function over the use of public funds. The SAls carry out compliance,
financial, and performance audits of institutions that are financed from the budget at each respective
level of government. The SAls also conduct audit of EBFs and State Owned Enterprises with 50+1 share
government ownership. Parliamentary oversight of the PFM system principally includes the review and
adoption of the Economic Reform Program, annual budget laws (and budget rebalances) and annual laws
on the final account (including the underlying SAl report).

1.3. Legal and regulatory arrangements for PFM

The roles and responsibilities of different government levels in BiH with respect to different PFM functions
are defined in numerous pieces of legislation, including the following®:

Table 1.3: Main PFM laws and regulations

PFM area Law/ regulation Brief description and coverage

The constitution defines the main
responsibilities of the BiH Institutions and
Entities (Article Ill) and provides for the budget
of BiH Institutions (Article VIII). Furthermore,
each of the two entities also have their own
subsidiary constitutions while Br¢ko District
has its own governing statute.

All Constitution

The constitution is the highest legal act
which sets forth division of powers, including
executive, legislative and judiciary branches.

Planning

BiH Administration Law, Law on Council of
Ministers of Bosnia and Herzegovina; Law
on Ministries and Other Bodies of Bosnia
and Herzegoving;

Law on Republican Administration
in RS, Law on strategic planning and
development management in RS:

Law on development planning and
management in FBiH, Law on the
organization of administrative bodies in
FBiH

The process of medium-term planning,
monitoring and reporting in BiH institutions is
regulated by the Law on ministries and other
Bodies of Bosnia and Herzegovina® which
underscores that the Medium-term work
program of the Council of Ministers forms
the basis for the preparation of the Budget
Framework Paper (BFP)/MTEF and medium-
term work plans of BiH institutions.

The respective entity laws regulate key
objectives and principles of development
planning.

5 Annex 3 lists the full spectrum of normative acts reviewed in the context of the PEFA assessment and which in turn form the legal
backbone of BiH PFM system.

6 Official Gazette of Bosnia and Herzegovina', 19/16
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Budgeting

Law on Financing of BiH Institutions, Law
on Budgets in FBiH, Law on Budget System
in RS, and Law on Budget of DB.

Annual Budget Laws.

Each of the four main government levels has
its own Organic Budget Law. The organic
budget legislation provides the overall
framework for key PFM elements, with
additional thematic laws and by-laws further
regulating specific areas. The laws mandate
rules for preparation and execution of annual
budgets and of MTEFs. BiH Institutions, FBiH,
RS, and DB each adopt its own annual budget,
and so do lower government levels—cantons,
local self-governance units, and EBFs—
separately.

In addition, the Annual Law on Budget

at each of the four levels of government
includes budget allocations for direct budget
beneficiaries and indirect beneficiaries under
their authority. The annual budget law for the
following year is supposed to be adopted by
each respective parliament by the end of the
current year.

Accounting
and Treasury
management

Law on Financing of BiH Institutions Law
on Budgets in FBiH, Law on Budget System
in RS, and Law on Budget of DB.

Laws on Accounting and Audit of BiH
Institutions, the Republika Srpska,
Federation of BiH and District Bréko.

State-level treasury-related provisions are
in the Law on Finance of BiH Institutions;

in addition, there are a Law on Treasury of
FBiH, Law on Treasury of RS, and Law on

Treasury of DB.

Each government level has own laws and
regulations in this area.

Audit

Legislation includes the Law on Audit of
Institutions of Bosnia and Herzegovina,
Law on Audit of Institutions of FBiH, Law
on Audit of Public Sector of RS, and Law
on Audit of Public Administration and
Institutions of DB.

All four main government levels have their
own SAls, each with its own laws and
regulations in this area.

Intergovernmental
fiscal relations
(including tax

and revenue
allocation)

The main indirect and direct tax
legislation includes the Law on Indirect
Taxation System in BiH, Law on Value-
Added Tax in BiH, Law on Customs Policy
and Law on Customs Tariff in BiH, Law
on Excises in BiH (all countrywide and
administered by the ITA), Law on Income
Tax in FBiH, Law on Profit Tax in FBiH,
Law on Social Contributions in FBiH, Law
on Personal Income Tax in RS, Law
on Corporate Profit Tax in RS, Law

on Social Contributions in RS, Law on
Personal Income Tax in DB, and Law on
Corporate Profit Tax in DB.

The Law on the Fiscal Council of BiH

is major legal act which impacts on
intergovernmental fiscal relations for the
whole of BiH include .

Indirect taxation is administered at the level of
BiH Institutions;

Administration of direct taxation is relegated
to the Entity level.

Republika Srpska has a Law on Fiscal
Responsibility which prescribes debt and
deficit ceilings and regulates the operation
of its Fiscal Council (an independent body
established accountable to RS Parliament
only, with a mandate to evaluate the
credibility of RS fiscal policy with respect to
its adherence to established fiscal rules) and
prescribes debt and deficit ceilings. While
FBiH does not have such an independent
fiscal body, relevant provisions with respect to
debt ceilings are prescribed within FBiH Law
on Debt, Borrowing and Guarantees in FBiH.

Budget legislation at the level of FBiH and RS
also covers the aspect of intergovernmental
fiscal relations.
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Parliament BiH Constitution; Constitution of Republika | Each level has own constitution (in case of DB

Srpska; Constitution of the Federation of it is its Statute) which governs the work of the
Bosnia and Herzegovina, parliaments at each respective level.
Internal audit and | The Law on Internal Audit of BiH In addition, a coordination board of all
control Institutions (the Law on Financing of BiH Central Harmonization Units (CHUs)in BiH
Institutions also includes some provisions | (comprising managers of State and Entity
relating to internal audit); Law on Internal CHUs), was established through the Law on
Audit of Public Sector Institutions in the Internal Audit of BiH Institutions with a

FBiH; and Law on Internal Audit of Public view to harmonizing policies, procedures,
Sector Institutions in the RS (in DB, the Law | and activities in the internal audit sphere in
on Budget of DB includes provisions about | BiH; proposing amendments on internal audit
internal audit and financial control). legislation; adopting by-laws and a code of
ethics for internal auditors; and developing/
implementing training for and providing
certification of internal auditors.

Procurement BiH Public Procurement Law Unlike other aspects of PFM in the BiH,

the Public Procurement Law is unique

in being enacted at the level of the BiH.

All governments regulate their public
procurement matters in compliance with
this law; there is no separate procurement
law at the level of the Entities or DB. The
Public Procurement Law regulates the
procurement process and defines the roles
and responsibilities of different bodies such
as the procuring entity, authorized agency, and
complains review body.”

Debt Management | Law on Borrowing, Debt and Guarantees Each level of government has its own
in BiH; Law on Debt, Borrowing and regulation covering the manner and procedure
Guarantees in FBiH; Law on Borrowing, related to borrowing, issuance of guarantees
Debt and Guarantees in RS; and Law on and issuance of securities. In addition, this
Internal Debt of DB. area is also covered by their respective budget

legislation.

Public BiH Law on Freedom of Access to Law on Freedom of Access to Information

participation Information, BiH Law on Parliamentary is an umbrella law which promotes general
Oversight; principles of public sector transparency by

granting open access to public information

FBiH and RS Laws on Freedom of Access ) )
under certain conditions.

to Information
In addition, there is a BiH Law on
Parliamentary Oversight, which regulates
the aspect of public hearings which are
accessible to CSOs or ordinary citizens.

Parliamentary Rules of Procedure at each
level

Other than these there are no other specific
legislative acts that prescribe concrete
procedures with respect to citizens’
involvement in budget planning.®

7 For a succinct summary of a legal and institutional framework for public procurement in BiH see: Transparency of Public
Procurement in Bosnia and Herzegovina — Between Theory and Practice, pp.26-28. Available at:
https://www.analitika.ba/sites/default/files/transparentnost _javnih_nabavki_eng_-_izvjestaj.pdf

8 See for example Guide for improving budget transparency in BiH:
https://www.cpi.ba/wp-content/uploads/2021/07/Vodi¢-za-unaprjedenje-budzetske-transparentnosti_ver_bos_web.pdf
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1.4. PFM Reform process
1.4.1. Approach to PFM reforms

The existing PFM reform governance framework consists of a set of individual PFM reform strategies at
each level of government and the country-wide Comprehensive PFM Strategy (for the period 2021-2025),
with the accompanying structures and processes. The current strategic PFM framework was progressively
developed over the period 2020-2022 with EU-funded capacity development support provided by the IMF,
under the auspices of the Public Administration Reform (PAR) Strategic Framework 2018-2022 (recently
extended until 2027). For all levels, except RS, this is the second strategic PFM reform document building
on the initial iteration of reform in the period 2016-2020. Among other objectives, the strategic framework
for PFM reform is intended to support fulfillment of the requirements for the country’s EU accession
process.

In terms of technical coverage, the PFM strategies developed at each government level and the
Comprehensive PFM Strategy share the same structure of six pillars and contain specific measures
and activities® in the areas of: 1. Fiscal framework, 2. Revenue mobilization, 3. Budget planning and
preparation (including PIM), 4. Budget execution, 5. Internal control and 6. External audit. Institutional
coverage is likewise comprehensive, with measures targeting all the different parts of the public sector
(including public corporations and SNGs). Specific reform measures and activities are articulated in
the individual strategies, and all levels have subsequently agreed to a common set of objectives and
dependent activities that were integrated into the Comprehensive PFM Strategy.'® Multi-annual and annual
action plans are supported with a full-fledged logical framework containing qualitative and quantitative
indicators (for process, outputs, intermediary outcomes) to measure results against annual and multi-
annual targets. Costs and technical assistance needs are identified on the level of activities, from where
they are consolidated on measure, pillar and strategy levels.

Besides the framework described above, a number of strategic documents have been in place for specific
PFM functions (such as public internal financial control and procurement) and individual institutions (SAls,
revenue collecting agencies). In addition to the sector-level PFM reform strategies, each level has passed
Public Internal Financial Control policy papers (for the period 2020-2025) and individual institutions such
as tax administrations and supreme audit institutions maintain strategic development plans and/or
institutional development strategies. The PFM strategies at the individual levels and the Comprehensive
PFM Strategies currently incorporate these strategic documents into a single consolidated PFM reform
plan. Earlier single public procurement reform strategy (expired in 2020) has not been formally renewed
butits layout and key measures for the period are similarly preserved in the PFM Strategy of the Institutions
of BiH and make up a part of the Comprehensive PFM Strategy.

Inputs used for the preparation of the current PFM reform strategic framework included the findings of
external assessments, priorities identified for implementation of structural reforms (as articulated in the
country’'s ERP), carry over measures from the earlier strategies, and key audit recommendations in the
period. In the assessed period, OECD SIGMA produced regular monitoring reports using the Principles of
Public Administration methodology which covers main PFM functions relevant for measuring progress
in EU accession. CSO perspective on PFM performance in transparency, external oversight and public
participation is available from the Open Budget Survey, conducted every two years. Other diagnostic
reviews are carried out within different technical assistance projects, focusing on specific PFM functions,
structures and processes. These diagnostic approaches carry the potential to further support performance

9 Activities are further broken down into sub-activities. This information is available internally and used for monitoring within each
level's reform management plans.

10 Dependent activities are defined as those where no single level of government can implement reforms without collaboration
and participation from one or more other governments, in line with competencies of each level established in the current legal
framework. Importantly, the Comprehensive PFM Strategy for the time being does not introduce new measures or activities beyond
those already identified in the individual strategies.
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monitoring. PFM reform progress to date has not been independently evaluated and there is limited
capacity for such exercise in the government.

1.4.2. Recent and on-going reform actions

The common focus of the reforms in the assessed period included efforts to strengthen revenue collecting
agencies, further develop the budget in the program format (including strengthening links to strategic
planning and investment management), and strengthening internal controls and internal audit (including
further alignment with the applicable standards, automating monitoring of PIFC effectiveness and
information system support for internal auditors). A number of the reforms carried out have translated
into improved PEFA scores as illustrated in the section on tracking of performance change over time.
These constitute the main achivements in the period between two assessments as registered through
the PEFA diagnostic tool.

At the same time, a substantive number of carry over activities (such as consolidation of fiscal data,
strengthening oversight of fiscal risks from public corporations, program budget, public investment
management or establishment of registries of public sector entities) signals delays in implementation
and inability to move past known hurdles, such as HR and information systems capacity constraints. To
mitigate these constraints, the government benefited from multiple technical assistance projects in the
assessed period. The EU has been the principal provider of technical assistance in the assessed period.

Key forward looking reforms pertain to improved oversight of fiscal risks, development of the budget
planning information systems and its linkages with the existing information systems for budget execution
and reporting, development of audit management software for the SAls and strengthening monitoring of
external auditor's recommendations. All levels are planning to update their organic budget legislation to
facilitate further reforms or have recently done so (BD in 2019)."

Institutional considerations (leadership, coordination, sustainability, and transparency)

At each level, PFM reforms are principally coordinated by the MoFs but involve a range of key stakeholders
across the public sector. Dedicated structures are in place, including inter-institutional working groups at
each level™ and an inter-governmental working group consisting of representatives of all levels which is
charged with monitoring and maintaining the Comprehensive PFM Strategy current, relevant and credible.
Operational monitoring is assigned to pillar coordinators and measure/activity leaders. Unlike other EU
candidate member countries, BiH has not yet been involved in structured PFM reform dialogue with
development partners. There has similarly been little involvement of CSOs with the PFM reform strategies
to date.

There have been recent gains in terms of transparency of the PFM reform strategies, with most of the
key documents (strategies, action plans, and reports) available publicly and without restrictions. Previous
track record in providing information PFM reform implementation for the assessed period, however, is
patchy and progress is difficult to gauge. For 2019 and 2020, reports were available for IBiH and FBiH. BD
did not report externally on implementation of its earlier strategy while RS did not have a formally approved
PFM reform strategy at the time. Reporting on PFM reform progress has stabilized since and 2021 annual
implementation reports are publicly available, albeit with a delay, for all levels except BD. The reports
provide a summary of progress in implementation and achievement of activities/measures (outputs) and
results (outcomes), as shown in terms of target values. Consolidated implementation report for 2021 that
provided a country-wide overview of the implementation status of the individual strategies, is available in
draft but has not been adopted due to concurrent efforts on making the new comprehensive framework

11 Users of this report are encouraged to look at source documents (individual strategies and the Comprehensive one) for an up-
to-date detailed presentation of objectives, results and indicators which are in the current focus.

12 including representatives of key sectors in the MoF, agencies charged with strategic planning, fiscal oversight and other PFM
areas outside the MoF, revenue collecting agencies, supreme audit institutions. This is the case on all levels, except the FBiH where
coordination of monitoring is assigned to the Secretary of the MoF.
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operational. It is the first country-wide overview of PFM reform progress produced since 2016. In 2022,
PAR Coordinator’s Office independently compiled and published targeted measurement of PFM progress
on six passport indicators.

Besides the coordination that takes place in the governance framework described above, coordination
on PFM reform in the assessed period mainly revolved around coordinated engagement of the
representatives of different levelsin the structures of technical assistance projects. Coordination ininternal
control (pillar 5) and external audit (pillar 6) is handled through the respective coordination boards of the
central harmonization units and supreme audit institutions. The link with the PAR Strategic Framework
governance structures is yet to be clarified in the context of the joint documents under the 2018-2027 PAR
Strategic Framework (common platform, monitoring and evaluation framework) to be agreed by the four
levels of government.

The current PFM reform strategic framework identifies known technical assistance needs and provides
a rough estimate of costs. The current understanding of the financing gap for implementation could be
improved by consistent costing of the measures and activities in the individual strategies.’ This could, in
turn, support more proactive engagement in PFM reform dialogue with development partners, comparable
to regional peers, to ensure resources are available for key government-led reforms on the country’s EU
accession trajectory. Risks to the sustainability of the current framework is subject to monitoring by the
governance structures.

13 As the Comprehensive PFM Strategy currently does not propose additional measures or activities, its costing would in effect
represent the sum of costs of the individual strategies.
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2. Detailed analysis of PFM performance

Detailed assessment of PFM performance is presented in sub-sections for individual government levels:
2A. Institutions of BiH, 2B. Federation of BiH, 2C. Republika Srpska, and 2D. Br¢ko District. For each level
respective sub-sections are further organized as follows:
»  2.1. Structure of the public sector,
« 2.2. Assessment by pillar, indicator and dimension,
« 2.3 Effectiveness of theinternal control framework, and Impact of PFM performance on budgetary
and fiscal outcomes.

Each sub-section for each of the levels contains the corresponding PEFA Check endorsement issued by
the PEFA Secretariat as a result of the quality assurance process ensuring that the assessment and the
QA process have recognized and followed good practices in planning and implementation.
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2.A. ANALYSIS OF PFM PERFORMANCE - Institutions of BiH

Bosnia and Herzegovina
Institutions of BiH

Public Expenditure and Financial Accountability (PEFA)

November 2023

The PEFA Secretariat confirms that this report meets the PEFA quality assurance
requirements and is hereby awarded the ‘PEFA CHECK'.

PEFA Secretariat
November 30, 2023
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2.A.1. Structure of the public sector

Coverage corresponding to the budgetary central government includes 75 institutions of BiH, comprising
ministries, agencies, and departments which discharge the competencies assigned to the State level.
There are neither extrabudgetary units nor social security funds on the level of Institutions of BiH. There
are three non-financial public corporations (as assessed in PI-10).

Table 2.A.1.1: Structure of the public sector (number of entities)

Public sector
Year Government subsector Som;l;g:unty Public corporation subsector
Extrabudgetar il el Financial public
2021 Budgetary unit caetary public P
units - corporations
corporations

Central
government — 75 0 0 3 0
Institutions of BiH

Source: assessment team, based on information from the Institutions of BiH

The Table 2.2 Financial Structure of central government was prepared based on the Consolidated Budget
Execution Report for 2020, since the last fiscal year from the assessed period, 2021, was considered as
the outlier due to non-adoption of Budget for 2021.

The direct debt of BiH institutions is small (about 63.5 million BAM as of the end of 2021). The institutions
of Bosnia and Herzegovina are mostly financed (83% of total BiH revenues) from block allocations from
revenues from indirect taxation collected by the Indirect Tax Authority.

Table 2.A.1.2: Financial structure of central government — actual expenditure (in thousand BAM)

Year Central government

2020* Budgetary unit Extra::ic:getary Socizfilllsg(s:urity Total aggregated
Revenue 943,073,147 N/A N/A 943,073,147
Expenditure 984,629,889 984,629,889
Transfers to (-) and from (+) other 1,931,387 1,931,387
units of general government (43,516,866) (43,516,866)
Liabilities 250,098,770 250,098,770
Financial assets 614,410,010 614,410,010
Nonfinancial assets 885,305,291 885,305,291

Source: assessment team, based on Consolidated Budget Execution Report for 2020
*actual spending based on 2020 figures because of temporary financing in 2021
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Table 1.A: Overview of the scores of the PEFA indicators — Institutions of BiH

PI-1

PFM performance indicator

I. Budget reliability

Aggregate expenditure outturn

Scoring
method

Pl scores

iv.

|

Overall
score

lll. Management of assets and liabilities

PI-2 Expenditure composition outturn M1 C A C+
PI-3 Revenue outturn M2 A B B+
Pl-4 | Budget classification M1 B B
PI-5 Budget documentation M1

PI-6 gsg;[gla?;)evsg;tr;ent operations outside M2 A A N/A A
PI-7 | Transfers to subnational governments M2 N/A N/A N/A
PI-8 | Performance information for service delivery M2 C D A D C
PI-9 Public access to fiscal information M1 D D

PI-10 | Fiscal risk reporting M2 D N/A A C+
PI-11 | Public investment management M2 D C D

PI-12 | Public asset management M2 C C

PI-13 | Debt management M2 B B B+
IV. Policy-based fiscal strategy and budgeting

PI-14 | Macroeconomic and fiscal forecasting M2 D D C D+
PI-15 | Fiscal strategy M2 D* C D D+
PI-16 | Medium-term perspective in expenditure budgeting M2 B D D D D+
PI-17 | Budget preparation process M2 C D D+
PI-18 | Legislative scrutiny of budgets M1 D D B D

|

PI-19 | Revenue administration M2 A A C D B
PI-20 | Accounting for revenue M1 A A

PI-27 | Predictability of in-year resource allocation M2 B A C A B+
PI-22 | Expenditure arrears M1 A A A
PI-23 | Payroll controls M1 B A C A C+
PI-24 | Procurement management M2 B C C C C+
PI-25 | Internal controls on non-salary expenditure M2 A A A A
PI-26 | Internal audit M1 B B A C C+
VI. Accounting and reporting

PI-27 | Financial data integrity M2 A N/A B A
PI-28 | In-year budget reports M1 A D D+
PI-29 | Annual financial reports M1 A C D D+
VII. External scrutiny and audit

PI-30 | External audit M1 A C C+
PI-31 | Legislative scrutiny of audit reports M2 C A C C C+
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2.A.2. Assessment by pillar, indicator and dimension

PILLAR ONE: Budget reliability

The pillar measures whether the government budget is realistic and is implemented as intended. This is
measured by comparing actual revenues and expenditures (the immediate results of the PFM system)
with the original approved budget.

Overall performance: key strengths and weaknesses

Budget reliability in the assessed period has been impaired by delays in the budget adoption and failure to
adopt the budget in 2021. In the latter case, the executive continued to function on the basis of temporary
financing decisions based on the previous year's approved budget resulting in underspending. Due to
the failure to adopt the budget for 2021, this year is taken as an exceptional year. The financing in 2019
was also based on the temporary financing decisions, since the budget was formally approved only in
December 2019. The budget for 2020 was adopted in July 2020 which enabled budget users to start new
projects and activities in the second half of the year which resulted in higher expenditure outturn.

Overall, the deviation between the adopted budget and the budget execution was reasonable, that is under
10% in 2019 and 2020, with a decreasing trend from 9% in 2019 to 1% in 2020.

The variance of expenditure composition by organizational classification did not exceed 8 percent in
both 2019 and 2020 and was stable over time (adjusted for budget increase year-on-year). At the same
time, the variance of the expenditure composition by economic type was relatively high, exceeding 10% in
2020. Within the framework of the increase and decrease of expenditures within economic categories, the
restructuring of the expenditures of the Ministry of Defense of Bosnia and Herzegovina and the Indirect
Tax Authority (ITA) of Bosnia and Herzegovina had the largest impact. The main reason for the variance
is attributed to the Covid-19 pandemic. Other reasons for underspending identified by the assessment
team are political decisions, conservative budget planning, and strict discipline in approving payments.
The average execution of expenditures from the contingency reserve for the two years was very low, at
0.03% on average.

Approximately 83% of the revenues in the budget of BiH institutions are from indirect taxes collected by the
ITA. Indirect taxes are forecasted by the Macroeconomic Analysis Unit (MAU) under the Governing Board
of the Indirect Tax Authority (ITA), taking into account the broader macroeconomic forecasts prepared by
the Directorate for Economic Planning (see PI-14). Other revenues are forecasted by the BiH Ministry of
Finance and Treasury (MoFT). Actual revenues were higher than budgeted by 5% in 2019 and 2% in 2020.
Regarding the variance by the composition of revenues, it was relatively low, below 10%.

PI-1. Aggregate expenditure outturn

This indicator measures the extent to which aggregate budget expenditure outturn reflects the amount
originally approved, as defined in government budget documentation and fiscal reports. Coverage is BCG
and it covers the last three fiscal years. Supporting calculations are presented in the annex.

Indicator/Dimension Score Brief justification of the score
PI-1. Aggregate expenditure outturn B
1.1. Aggregate expenditure outturn B While the budget for 20271 was an outlier, the

deviation between the adopted budget and the
execution of the budget was less than 10%, 91.3%
and 99.3% in 2019 and 2020, respectively.

Institutions of BiH generally underspend relative to budget, for several reasons - frequent delays in the
adoption of the budget, which result in temporary financing; delays in political decisions necessary for
spending, careful budget planning; strict discipline in terms of approving payments. The budget for 2021
was not adopted, and the actual spending was carried out on the basis of temporary financing based on the
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originally adopted budget for 2020. Therefore, during 2021, BiH institutions continued to spend on already
established activities at the rates of 2020, in accordance with the provisions on temporary financing of the
Budget Law, but no new activities could be initiated. The temporary financing of institutions at the level
of Bosnia and Herzegovina in the first seven months of 2020 affected the expenditure outturn since the
new projects started in the second half of 2020, once the budget was approved. While the financing of
the Institutions of BiH in 2019 was also based on temporary financing decisions, the budget was formally
approved in December 2019.

1.1. Aggregate expenditure outturn

In this dimension, repayments of the principal were excluded from total expenditures, and the accrual
accounting basis was used to show total expenses. The intention is to measure the government's ability
to stay within its planned total spending.

The amounts for 2019 and 2020 were obtained from the adopted budgets and budget execution reports,
while the budget for 2021 was not adopted, and the actual spending was carried out on the basis of
temporary financing based on the originally adopted budget for 2020.

Table 1.1.A: Total BCG expenditure outturn (in million BAM)

2019 2020 2021
Budget 966 991 -
Actual 881 984 -
% Deviation 91.3% 99.3% -

Data source: Source: Adopted Budgets and Budget Execution Reports for 20719 and 2020.

The temporary financing of institutions at the level of Bosnia and Herzegovina in 2019 and the late adoption
of the budget affected the expenditure outturn since budget users were not able to start new programs and
activities, but only to cover necessary current expenditures and to continue the implementation of started
projects from the previous year. In 2020, the total expenditures of BiH institutions increased by the BAM
104.7 million or by 12% compared to the previous year. The increase refers to the significant execution
of capital expenditures and current grants and transfers of the institutions of Bosnia and Herzegovina in
the second half of 2020. Capital expenditures were made in the larger amount of about BAM 59.7 million
due to the regular execution of approved capital expenditures and larger execution of earmarked funds for
multi-year projects and other earmarked projects for which funds were transferred from previous years.
Current grants and transfers were made in the larger amount of about BAM 39.7 million, mostly due to
transfers to other levels of government for remediation of economic damages caused by the Covid-19
pandemic. Based on the analysis and supporting evidence, the score for the present dimension is B.

PI-2. Expenditure composition outturn

This indicator measures the extent to which reallocations between the main budget categories during
execution have contributed to variance in expenditure composition. Coverage is BCG and performance
assessed for the last three FYs (2019, 2020, and 2021).

Indicator/Dimension Score Brief justification of the score
PI-2. Expenditure composition outturn (M1) C+
2.1. Expenditure composition outturn by B Variance in expenditure composition by
function administrative classification was less than 10% in

at least two of the last three years, 7.7% and 7.3%
in 2019 and 2020, respectively.

39




2.2. Expenditure composition outturn by C Variance in expenditure composition by economic
economic type classification was less than 15% in at least two

of the last three years, 8.7% and 13% in 2019 and
2020, respectively.

2.3. Expenditure from contingency reserves A In 2019, the expenditure charged to a contingency
vote was 0.04% of the total expenditures, while in
2020 and 2021 there was no spending from the
contingency.

The main expenditure categories by the economic classification are compensation of employees
(gross wages and other employee compensations make up 70% of the total expenditure), followed by
consumption of fixed capital (8%), use of goods and services (3-4%), and a number of other categories
(whose portion in spending is about 1 to 2%).

2.1. Expenditure composition outturn by function

This dimension measures the difference between the originally adopted budget and the execution at the
end of the year according to the expenditure structure in accordance with the functional or organizational
classification during the last three years, excluding contingency reserve funds and interest on liabilities.

Given that the budget of the Institutions of BiH is adopted on the basis of organizational and economic
classification, the differences between the originally adopted budget and the execution at the end of the
year are determined according to the expenditure structure, which is in accordance with the organizational
classification for the 20 largest budget users which cover 83% of the total expenditure, meaning that 17%
of the total expenditure represents the sum of the rest budget users (as shown in Annex 5A).

In the structure of expenditures, there was a significant deviation from the planned amounts, as a
consequence of the newly created situation caused by the Covid-19 pandemic.

Some of the reasons for restructuring of budget users' expenditures identified by the assessment team
were:

+ Late adoption of the Budget (the Budget for 2019 adopted in December 2019, the Budget for 2020
adopted in July 2020),

» Budget reduction in relation to the users’ budget requests to secure funds to remedy the economic
damages caused by the Covid-19 pandemic,

» Insufficient amount of funds in relation to the scope of business activities and planned program
tasks in 2020,

* Unforeseen expenses that the budget users could not influence or foresee when planning the
Budget,

»  Failure to conduct the public procurement procedure or lack of information in the sectors for
financial and material operations regarding the procurement plan,

«  Expenditures incurred because of the migrant crisis.

The structure of expenditures in 2020 was also influenced by the establishment of a new institution, the
Institute for the Execution of Criminal Sanctions and Other Measures in Bosnia and Herzegovina, which
started work on August 1%, 2019. The higher execution of expenditures of about BAM 3.9 million in 2020
was due to the opening and filling of new job positions in August 2020 and the taking over activities in the
newly created institution.

Table 2.1.A: Variance in BCG expenditure outturn composition by organizational classification

Variance (%) 2019 2020 2021

Organizational classification 7.7% 7.3% -

Data source: Source: Adopted Budgets and Budget Execution Reports for 20719 and 2020.
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Given that 2021 is treated as an exceptional case the table shows the results for 2019 and 2020, and
considering that the variance in both years is less than 10%, the score for this dimension is B.

2.2. Expenditure composition outturn by economic type

This dimension measures the difference between the originally adopted budget and the execution at the
end of the year according to the structure of expenditures, in accordance with the economic classification,
during the last three years, including interest on obligations, but excluding contingency reserve funds.
Expenditure categories are the same as for the previous dimension, with the addition of interest on
liabilities, because it is one of the economic classification categories.

There was a significant deviation from the planned amounts in the structure of expenditures. As a result
of the Covid-19 pandemic, measures were adopted to protect the life and health of employees in the
institutions of Bosnia and Herzegovina due to the risk of a possible epidemic of infectious disease,
including introducing work from home and postponing travel. This resulted in significant reductions in
terms of travel expenses, expenses for transport services and fuel, expenses for the procurement of
materials, and expenses for ongoing maintenance compared to the previous year, while transfers to other
levels of government, intended to remedy the Covid-related economic damages, have increased.

In 2019 and 2020, the MoFT made decisions on the restructuring of the expenditures within the approved
budget of the institution. Specifically, in 2020, 671 institution/budgetary units requested a restructuring of
expenditures within their respective budgets which resulted in 92 decisions made by the MoFT. In 2019,
the requests of 43 budgetary units were approved for the restructuring of expenditures.

The largest nominal amount of restructuring refers to the Ministry of Defense of Bosnia and Herzegovina
and amounts to 10,473,000 BAM, which constitutes 3.64% of the approved institution’s budget of
287,341,000 BAM. A significant part of the stated amount of expenditure restructuring refers to the
provision of additional funds for the financing and implementation of the project “Ensuring and improving
the operation of motor vehicles of the Armed Forces of Bosnia and Herzegovina” with the implementation
period of 2016 - 2018 and the provision of funds for compensation of employees' expenses and
parliamentary representatives.

The ITA BiH carried out five expenditure restructurings in the amount of 5,570,000 BAM, which is 5.54% in
relation to their approved budget of 100,510,000 BAM.

The variance in the structure of expenditures by economic classification in 2019 and 2020 is 8.7% and
13%, respectively, resulting in a score of C for variance by economic classification.

2.3. Expenditure from contingency reserves

This dimension refers to the amount of spending that is paid from the contingency reserve. The larger
the amount that is covered by reserves, instead of being redistributed to specific budget lines, the less
transparent the budget is.

The budget reserve is used for urgent and unforeseen budget spending that occurs during the budget
execution phase. It should be noted that (due to accounting rules), although the budget reserve is planned
in the budget as a one-time sum on a separate budget line (since the planned reserve is general, there
is no specific type of spending to which it is dedicated in the budget plan), budget execution reports
show spending from that planned budget line in several budget lines in accordance with the purpose of
spending. Budget execution reports provide a detailed overview of the budget reserve use.

The total budget reserve for 2019 amounted to 3,428,000 BAM, of which a total of 360,000 BAM was
approved and made available to users. The total budget reserve for 2020 and 2021 amounted to 29,880,000
BAM, but no disbursements were made against this line item reported in the Budget Execution Report for
2020 and 2021.

Given that there was no spending from contingency in 2020 and 2021, and the execution of expenditures
from the contingency reserve for 2019 is 0.04%, the score for this dimension is A.

11



PI-3. Revenue outturn

This indicator measures the change in revenue between the original approved budget and the end-of-
year outturn. Coverage is BCG and performance was assessed for the last three FYs. When calculating
aggregate revenue outturn, capital receipts (receipts from the sale of fixed assets) are included, while
external financing through borrowing is excluded.

Indicator/Dimension Score Brief justification of the score

PI-3. Revenue outturn (M2) B+

3.1. Aggregate revenue outturn A Actual revenue was between 97% and 106%
of budgeted revenue in at least two of the last
three years, 105% and 102% in 2019 and 2020,
respectively.

3.2. Revenue composition outturn B Variance in revenue composition was less than
10% in two of the last three years, 8.4% and 5.4%
in 2019 and 2020, respectively.

The revenues of the Institutions of BiH consist of tax revenues (indirect taxes), non-tax revenues (a wide
range of administrative, judicial, special fees and charges, fines, and other revenues, which are defined by
general and special legal regulations), current transfers from abroad, and transfers from other levels of
government.

The Macroeconomic Analysis Unit (MAU) of the BiH Indirect Tax Authority (ITA) is responsible for
preparing forecasts of indirect tax revenues, taking into account macroeconomic projections prepared by
the Directorate for Economic Planning within the Council of Ministers. Forecasting revenues from other
sources is the responsibility of the BiH MoFT.

The Institutions of BiH receive a fixed amount of indirect tax revenues, which is defined before the adoption
of the budget and which is based on the Law on Payments to a Single Account and Distribution of Income
and the Global Fiscal Framework of BiH for a three-year period, which is adopted by the Fiscal Council of
Bosnia and Herzegovina. In practice, the amount of revenue from indirect taxation that is planned in the
budget of BiH institutions is divided into daily payments which are transferred to the single account of the
BiH treasury (TSA).

3.1. Aggregate revenue outturn

Since the budget for 2021 was not agreed upon, the institutions of Bosnia and Herzegovina received the
same nominal amount in 20217 as in 2020.

Table 3.1.A: Aggregate revenue outturn (in million BAM)

2019 2020 2021
Budget 880 926 -
Actual 926 943 -
% Deviation 105% 102% -

Data source: Source: Adopted Budgets and Budget Execution Reports for 20719 and 2020.

A significant percentage of total revenue deviation in 2019 and 2020 was primarily influenced by support
from abroad (all earmarked funds donated by foreign governments and organizations as support to
Institutions of BiH) in the amounts of BAM 12.57 million and BAM 12.54 million, respectively, which were
not planned, and higher realization of certain types of non-tax revenues compared to level of non-tax
revenues planned in the Budget, as well as the collected funds of BAM 10.5 million based on the Decision
of the Council of Ministers of BiH on permits for the use of radio frequency spectrum that was not planned
and are of a dedicated nature. Besides the above-mentioned, the unplanned sale of real estate affected
higher revenue realization in 2019.
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Given that 2021 is treated as an exceptional year, and that the percentage of total revenue was 105%, and
102% in 2019 and 2020, the score for this dimension is A.

3.2. Revenue composition outturn

This dimension measures the deviation in the revenue composition outturn during the previous three
years. It contains a comparison of realized revenues by category with the originally adopted budget.

The variance in the revenue composition outturn of the Institutions of BiH was 8.4% in 2019 and 5.4% in
2020, which represents a B score.
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PILLAR TWO: Transparency of public finances

This pillar measures whether the information on public financial management is comprehensive,
consistent, and accessible to users. This is achieved through comprehensive budget classification,
transparency of all government revenue and expenditure including intergovernmental transfers, published
information on service delivery performance and ready access to fiscal and budget documentation.

Overall performance: key strengths and weaknesses

The budget classifications used are mainly administrative and economic, and to some extent functional,
which corresponds to basic performance level per PEFA criteria. Administrative and economic
classifications are used in the budget and outturn, while the functional one is used only for the total
spending of each budgetary user. The functional classification is in accordance with COFOG and MoFT
has implemented a software application that allows the existing CoA to be compared with the GFS
classification. Based on the Law on the Financing of BiH institutions, a modified accounting basis is
used (cash accounting of revenues and accrual accounting of expenditures). In the reform strategy, it
is planned to prepare a plan and preconditions for the implementation of the International Public Sector
Accounting Standards (IPSAS). The chart of accounts used at the BiH level is not harmonized with other
levels of government.

The contents of budget documents are largely complete, but they lack the following: submission of the
medium-term expenditure framework to the BiH Parliamentary Assembly, data on financial assets in
the budget documents, information on revenue and expenditure implications of new policies, and tax
expenditures.

Performance information on service delivery is weak. Program budgeting is at an early stage of
implementation and there is a lack of orientation towards strategic goals and policies. Performance plans
are published annually for the majority of budgetary users. However, the reporting of results is weak, as
is their evaluation.

Public access to fiscal information is weak in terms of timeliness. All the documents are available, but
not within the stipulated time. Regarding budget coverage, there are no extrabudgetary units at the level
of BiH, so all revenues and expenditures are included in the budget at least in the outturn. Whereas some
donor-funded projects were kept off the budget and the outturn in the past, now they are all included in
the outturn according to MoFT (see PI-6).

Pl-4. Budget classification

This indicator assesses the extent to which the government budget and accounts classification is
consistent with international standards. In accordance with primary and secondary legislation, budget
execution reports are prepared according to the organizational, economic, source of funds, functional,
and project classifications. Coverage is BCG for the last completed fiscal year (2021).

Indicator/Dimension Score Brief justification of the score
Pl-4. Budget classification B
4.1. Budget classification B While Budget and Outturn are based on

administrative and economic classification, only
the total spending of each budget user (head) is
assigned to functional classification in line with
COFOG. . At BiH Institutions level of Government,
GFS 2074 has been in use since 2019. MoFT has
implemented the system that allows a consistent
linkage of the CoA with GFS 2014 classification.
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This objective is facilitated by recording all transactions in accordance with a chart of accounts (CoA)
that captures sufficient information about each transaction to enable reports according to each of the
classifications. Although there has been some progress at the level of BiH Institutions where the new
Rulebook on accounting with accounting policies and procedures for users of BiH Institutions has
been adopted in February 2015, public finance statistics still remain fragmented and incoherent across
the different jurisdictions in BiH as a state — a situation that most observers regard as a significant
impediment to proper governance.

While budget and outturn are based on administrative and economic classification, only the total spending
of each budget user (head) is assigned to functional classification in line with COFOG. Since 2019, MoFT
has been preparing budget and budget execution reports in GFS 2014 standards . MoFT has implemented
a software application that allows the existing CoA to be compared with the GFS classification. Apart
from the system, the manual has been prepared and distributed. MoFT can convert any budget data into
GFS-compatible reports on 3-digits, including in-year reports. The applied system using standard bridge
table comparing the classification (CoA) in use and the GFS system. Conversion to GFS 2014 does not
involve splitting accounting entries.  In addition, the Law on Financing of BiH Institutions establishes a
modified accounting basis as a basis for recording budget revenues and expenditures of BiH institutions.
The modified accounting basis implies accounting records of income in the period when they become
available and measurable, and expenses at the time of the commitment. By adopting the international
public sector accounting standards in full, the conditions for harmonized coverage and processing of
accounting data a will be met. In line with that, according to the BiH Institution’s Strategy for Improving
PFM, 2021-2025 activity 1V.3.2 defines the preparation of a roadmap and preparatory activities for
implementation of the IPSAS to be completed by the end of 2025.

4.1. Budget classification

The BiH Institution budget is presented by the economic classification of the expenditure of each
administrative unit. The BiH Institutions operates a Treasury system through which all transactions are
recorded. This provides consistent reporting by administrative and economic classifications. For the
BiH Institutions, sufficient information is collected for each transaction to enable the MoFT to produce a
functional breakdown of actual expenditure, but the budget and outturn are not presented in a functional
classification.

The 2015 Reporting Rulebook for BiH Institutions prescribes reporting by functional classification and the
reports contain data on the execution of expenditures by functional classification but as of the time of the
assessment, there is no clear and detailed methodology for dividing expenditures (budget) into functional/
program classification. It is expected to be embedded within budget documentation from 2025. Only an
approximation of the total spending of each budget user (head) is assigned to functional classification -
one function that best describes its responsibilities of main functional categories is done for the purposes
of preparing BiH Institutions’ Medium Term Expenditure Frameworks (MTEFs).

BiH Institutions outturn reports are prepared in COFOG and use the GFS 2014 format for IMF reporting.
Hence, the score for the present dimension is B.

PI-5. Budget documentation

This indicator assesses the comprehensiveness of the information provided in the annual budget
documentation to the legislature for scrutiny and approval asking whether 12 specific pieces of information
are presented alongside the government's detailed proposals for revenue and expenditure in the 2022
fiscal year.’

14 The 2022 budget of the Institution of BiH was adopted by 30 June 2022, but the 2021 budget has never been adopted. The
assessment accordingly uses the last approved budget (2020) as the proxy on elements that compare the current budget proposal
and the previous budget.
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Indicator/Dimension Score Brief justification of the score

PI-5. Budget documentation Cc

5.7. Budget documentation C 6 of the 12 applicable elements are met.

As per the Law on Financing of BiH Institutions, the budget proposal is prepared by the MoFT, and
submitted to the BiH Presidency which formally submits the proposal to the BiH Parliamentary Assembly
(please see the list of documentations in footnote).’

Table 5.1.A: Budget documentation elements

Basic elements Included Evidence used/Comments
1. Forecast of the fiscal deficit Y The forecast of fiscal deficit or surplus is recognized and
or surplus or accrual operating presented in budget documents but without explaining the
result reasons for having surplus or what are the causes that led

to a deficit. The budget presents revenues and financing
categories separately.

2. Previous year's budget Y The previous year's budget outturn is presented in the MTEF
outturn, presented in the document in the same format as the annual budget proposal
same format as the budget https:/mft.gov.ba/Content/OpenAttachment?id=eb790f67-
proposals 585e-49¢f-bd84-2bfob7f9707f&lang=hr

3. The current fiscal year's Y 2022 budget, which is available on the BiH Institutions MoFT
budget presented in the website shows the current fiscal year's budget for 2020 (as
same format as the budget mentioned earlier, 2021 budget has never been adopted).
proposals https://mft.gov.ba/Content/Read/usvojeni-budzet

4. Aggregated budget data for N 2022 budget, which is available on the BiH Institutions MoFT
both revenue and expenditure website, shows the current fiscal year's budget for 2022 and
according to the main heads previous year (2020) but the budget only.

of the classifications used, (https://mft.gov.ba/Content/Read/usvojeni-budzet)

including data for the current
and previous year with a
detailed breakdown of revenue
and expenditure estimates.

Additional elements Included Description
5. Deficit financing, describing N According to the Law on Financing, in case of budget deficit
its anticipated composition. within budget, MoFT will determine the maximum amount of

short-term loans to cover expenditures: short-term debt that
must be repaid during the fiscal year.

6. The macroeconomic N MTEF 2022-2024, which contains a section on the
assumptions, including at macroeconomic assumption.

least aggregate GDP growth,
inflation and the exchange
rate.

15 In line with the Law on financing of BiH Institutions, the draft budget submitted to the BiH Parliament includes the following:
Income and expenses: review of estimated revenues by funds and sources, overview of proposed expenditures according to
standard budget classifications, expenditure proposal for each budget user and income source proposal for each budget user,
Macroeconomic indicators and analysis of their effects on the Medium-term Budget Document (i.e., MTEF), Data on all income and
expenses of the previous fiscal year and the execution report, Budget outturn of first six months of the current fiscal year for each
budget user, Data on current and long-term liabilities based on the external debt of Bosnia and Herzegovina including repayment
of principal, payment of interest, estimated amounts related to foreign exchange, Exchange rate differences, and other obligations
based on debt servicing, Data on obligations based on the internal debt of Bosnia and Herzegovina, including the remaining debt,
Repayment of principal, payment of interest, estimated amounts whose issue is to be made during fiscal year and purpose of issue,
Capital expenditures, Grants to non-profit organizations, Guarantees; and Brief overview of grants and donations, Current budget
reserve, Capital budget and guarantees.
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7. Debt stock, including details
at least for the current year

Law on Financing of BiH Institutions and International
Obligations, under Article 4, provides information concerning
obligations and the structure of external debt obligations,

i.e. information on obligations to service external state

debt (obligation bearer BIH), the structure of obligations by
creditors and sources for servicing external state debt.
(https://mft.gov.ba/Content/Read/usvojeni-budzet)

8. Financial assets, including
details at least for the
beginning of the current year

No information is presented in budget documents.

9. Summary information
on fiscal risks including
contingent liabilities

This information is part of MTEF 2022-2024 delivered to the
legislation on review; key fiscal risks at BiH Institutions are
currency risk, interest rate risk, and refinancing risk.

10. Explanation of budget
implications of new policy
initiatives and mayor new
public investments

The 2022 budget documents contain explanations of new
public investment projects but no discussion of new policy
implications (different macro-fiscal scenarios).

11. Documentation of the
medium-term fiscal forecasts

MTEF 2022-2024 as an initial budget document contains a
medium-term forecast of both revenues and expenditures.

12. Quantification of tax
expenditures

No information is available in the budget documents of the
BiH Institutions

The requirements are met for 3 basic elements, hence, the score for the present dimension is C.

PI-6. Central government operations outside financial reports

This indicator measures the extent to which government revenue and expenditure are reported outside
central government financial reports. Coverage is CG for the last completed fiscal year (2021). As the
20271 budget was not adopted, the fiscal year 2020 is used as a proxy for scoring performance.

Indicator/Dimension Score Brief justification of the score
PI-6. Central government operations A
outside financial reports (M2)
6.1.Expenditure outside financial reports A All expenditures are included in the financial
reports.
6.2.Revenue outside financial reports A All revenues are included in the financial reports.
6.3.Financial reports of extrabudgetary units NA -

There are no extrabudgetary funds at the level of Bosnia and Herzegovina. There are three public companies
(Official Gazette BiH, Elektroprenos BiH'¢, BH Radio-Television), but based on information from the BiH
MoFT, there are no transactions between public companies and the Budget of BiH institutions.

All expenditures of budgetary units are carried out through the budget. Donations from abroad'” were
planned in the 2020 Budget in the amount of 215,000 BAM, and the realized support from donations from

16 Owners of Elektroprenos BiH are the entities. The RS share is 41.10%, and the FBiH share is 58.90%.
17 EU, USAID, etc.
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abroad in 2020 was in the amount of 12.5 million BAM'®. Therefore, information on donor-funded projects
is included only to the extent that it is available at the time the budget proposals are prepared, while data
on the actual flows reported at the execution stage for all donor inflows that pass through the budget are
much higher. Total executed expenditures in 2020 were 984.6 million BAM. Total executed revenues in
2020 were 943.1 million BAM.

6.1. Expenditure outside financial reports
All expenditures of budgetary units are included in the financial reports. Based on the analysis and
supporting evidence, the score for the present dimension is A.

6.2. Revenue outside financial reports
All revenues of budgetary units are included in the financial reports.

Based on the analysis and supporting evidence, the score for the present dimension is A.

6.3. Financial reports of extrabudgetary units

The rating for this dimension is NA because there are no extrabudgetary units or social security funds at
the BiH level.

PI-7. Transfers to subnational governments

This indicator assesses the transparency and timeliness of transfers from central government to
subnational governments with direct financial relationships to it. It considers the basis for transfers from
the central government and whether subnational governments receive information on their allocations in
time to facilitate budget planning. This covers CG and the subnational governments with direct financial
relationships with CG for the last completed fiscal year (2021).

Since the BiH level does not have sub-national levels of government, this indicator is rated as NA.

Indicator/Dimension Score
PI-7. Transfers to subnational governments (M2) NA
7.1. System for allocating transfers NA
7.2. Timeliness of information on transfers NA

PI-8. Performance information for service delivery

Thisindicator examines the service delivery information in the executive’s budget proposal or its supporting
documentation, and in year-end reports or performance audits or evaluations, as well as the extent to
which information on resources received by service delivery units is collected and recorded. Coverage is
CG for all four dimensions and for PI-8.1, performance indicators and planned outputs and outcomes for
2022; for PI-8.2, outputs and outcomes of the last completed fiscal year 2021; and for PI-8.3 and 8.4, last
three completed fiscal years (2019, 2020, and 2021).

Indicator/Dimension Score Brief justification of the score
PI-8. Performance information for service C
delivery (M2)
8.1 Performance plans for service delivery C Information is published annually on the activities

to be performed under the policies or programs
for the majority of ministries, therefore the score
is D.

18 https://www.mft.gov.ba/Content/OpenAttachment?id=1d75493c-9af9-4095-b1ae-742ef93e17d1&lang=hr
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8.2 Performance achieved for service delivery D Information is published annually on the quantity
of outputs produced and outcomes achieved for
less than 50% of the assessed sample.

8.3 Resources received by service delivery units A Information on resources received by frontline
service delivery units is collected and recorded for
all budget users, as shown through their individual
reports on budget execution and consolidated
budget execution report for Institutions BiH. Two
largest ministiries in terms of service delivery are
selected as an example (Ministry of Justice BiH
and Ministry of Civil Affairs BiH).

8.4 Performance evaluation for service delivery D Performance audits are carried out by the SAI
BiH. However, performance audits are focused
on specific functions or policies rather than
institutions as such.

The Law on Financing of BiH Institutions was last amended in 2013. Analysis and experiences from
the implementation indicate the need to develop and adopt comprehensive amendments to the Law on
Financing. The Strategy forimproving PFM of BiH 2021-2025 has identified the following needs concerning
the amendments to the Law: preparation, adoption, and execution of the Institutions of BiH budget in
a program format, with secondary legislation in place for program budget preparation, execution, and
reporting.

8.1. Performance plans for service delivery

In accordance with primary and secondary legislation, budget execution reports are prepared according
to the organizational, economic, source of funds, functional, and project classifications. Program
classification is not included in the reporting on the budget execution of BiH institutions. Although there
is some improvement in the approach of budget beneficiaries in terms of the comprehensiveness of the
information on which the budget requests are based, they are still largely cost-oriented by input elements,
rather than focusing on the results of strategic goals and policies. The program budget format is expected
to provide both the information needed to issue decisions on the allocation of funds and information for
the implementation of managerial accountability for the goals and results of operations of BiH institutions.

Under Budget Instruction No. 1, the Institutions of BiH are obliged to prepare annual and three-year
program budget proposals with outcomes (both by program and by functional classification), which
are combined in the format of the program budget. The program budget is not formally adopted but
represents a part of the explanation with the Draft/Proposal of the Law on the Budget of BiH Institutions
for 2022 in accordance with the Law on Financing of BiH Institutions. The BiH Council of Ministers adopts
only administrative and economic classification of budget proposals. Budget requests in program format
are submitted to the executive and legislative authorities as a brief enclosed with the documentation in
the phase of budget consideration and adoption.

Consequently, the MoFT sets expenditure ceilings on the basis of economic categories and not on the
basis of programs. The missing links between the existing IT systems for budget preparation and execution
do not allow for monitoring of execution in the program format. A review of the existing program structure
in all BiH institutions has been planned. The intention is to develop a clearer and more efficient program
structure that can support a simpler overview of the alignment of program priorities and objectives with
the institutions' strategic medium-term work programs.

Ministries and related entities (agencies, other budgetary units) in the BiH Government prepare the
Annual Plan of Activities, which contains details on operational goals and activities related to specific
strategic goals, together with information on performance indicators, deadlines, expected results, and
funding sources and which are adopted by the BiH Council of Ministers. To assess this dimension,
the 15 ministries and budgetary units were selected as the sample (out of 75 budgetary units in total).
The selected ministries represent service delivery units either in full or partially. Seven units (47% of SD
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ministries) in the sample did not publish the Annual Plan of Activities for 2022."° Eight units (53% of SD
ministries) in the sample?® have published the Annual Plan of Activities containing information on service
delivery programs and objectives, performance indicators, output, outcomes, and activities. Therefore,
information is published annually on the activities to be performed under the policies or programs for the
majority of ministries. Based on the analysis and supporting evidence, the score for the present dimension
is C.

8.2. Performance achieved for service delivery

Information is published annually on the quantity of outputs produced and outcomes achieved for 7
out of 15 (40% of SD ministries) ministries and budgetary units for the fiscal year 2021, disaggregated
by program or function. The annual performance reports on the execution of the plan of activities are
prepared in the same format as the annual plans of activities, which in addition provide explanations of
implemented activities. Based on the available evidence for 2021, the dimension score is D.

Table: 8.2A: lllustrative information on Service Delivery Programs

1I-REPORT ON THE IMPLEMENTATION OF THE ACTION PLAN PRESENTED BY THE ANNUAL WORK PROGRAM
OF THE MINISTRY OF CIVIL AFFAIRS OF BIH FOR 2021
- Imple-
Activity . Sources of funds and pe
Indicator mentation
Holder costs .
Period
é = % e .. - %
c — —~ n 9 (2] s - (]
| 28§ | 2| 5| & |55 % 7 5 E
Program, (organi- < 2 o 3 c | -0 ° g 9 3 £
projects and zational €5 = = 2| ow2| =B - o 5]
A . L @ [} Q © ) Q [ @
activities unit) K] 0 2 N | 88=E = 2 c
+= T © © = = @ c 13 (=
85 | @ | F | 8 |385| & | < g
5 x |»n o o
=
6.1 Citizenship and travel documents
6.1.2 Efficient
performance
of procedures
in the cases of:
acquisition and
termination of
BiH citizenship, in Department Number of
3184 | 4000 | 3023
theareaof ravel | for |y 394,000. | 394,000.
documentsandin | Citizenship | . . Budget -V
y istrative 00 00
the area of revision | and Travel 932 | 1600 | 1000
procedures
of decisions on Documents
naturalization of
foreign citizens
naturalized
between
04/06/1992. and
01.01.2006.

19 Border Police of BiH, Service for Foreign Affairs of BiH, Ministry of Communications and Transport of BiH, Ministry of Foreign
Affairs BiH, Directorate for Coordination of Police Bodies of BiH, Agency for Identification Documents, Registers and Data Exchange
of BiH

20 Ministry of Defense of BiH, Ministry of Security of BiH, Ministry of Justice of BiH, State Investigation and Protection Agency,
Ministry for Human Rights and Refugees of BiH, Ministry of Foreign Trade and Economic Relations of BiH, Ministry of Civil Affairs
of BiH
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8.3. Resources received by service delivery units

To assess this dimension, two largest ministries in terms of service delivery are selected: the Ministry of
Civil Affairs BiH and Ministry of Justice BiH. The information on the sources of funds is captured in their
annual plan of activities for 2019, 2020, and 2021 and in the Performance reports for 2019, 2020, and
2021, separately presented for each activity.

The MoF was in regular possession of up-to-date information on funds received by all budget users through
the BPMIS in the last three completed fiscal years. The consolidated annual report on the execution of the
Budget, as well as their individual budget execution reports, contains information on resources received
by services delivery units by source of funds classification.

Information on resources received by service delivery units is collected and recorded for at least two
large ministries (Ministry of Civil Affairs BiH and Ministry of Justice BiH). Hence, the score for the present
dimension is A.

8.4. Performance evaluation for service delivery

The Supreme Audit Office of the BiH is the only institution which conducts performance audits. Performance
audits conducted in the last three completed fiscal years are provided in Table 8.4A. Examination of these
reports indicates that they are focused on specific functions or policies rather than institutions as such.
The number and institutional coverage of performance audits is less than required for a C score.

Table 8.4A: Performance Audits Covering 2019-2021 Period

2019

Activities of Institutions BiH in the Process of Adoption of Internal Organization Rulebook

Readiness of Institutions BiH to Respond to Commitments Under the Sustainable Development Program Until
2030

Managing Employee Transportation Costs in Institutions BiH
Monitoring the Implementation of Performance Audit Recommendations
Product Safety and Integration in the EU Market

2020

Monitoring the Implementation of Performance Audit Recommendations
TV Signal Digitalization in BiH

Employee Training Planning and Implementation in the Institutions BiH
Activities of Institutions BiH on Radiation and Nuclear Safety

Assumptions for Efficient Intervention Management in case of Incidental Marine Pollution

2021

Monitoring the Implementation of Performance Audit Recommendations - Management of Grants in Institutions
of BiH

Basic Assumptions for Efficient Management of Fees and Charges in Institutions BiH
Electronic Document Management in Institutions BiH

Basic Assumptions for Inspection Supervision in BiH Institutions

Problems and Shortcomings of Institutions BiH in the Public Procurement System

Soruce: https://revizija.gov.ba/?lang=bs

Based on the analysis and supporting evidence, the score for present dimension is D.
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PI-9. Public access to fiscal information

This indicator assesses the comprehensiveness of fiscal information available to the public based on
specified elements of information to which public access is considered critical. Coverage is BCG for the
last completed fiscal year.

Indicator/Dimension Score Brief justification of the score
PI-9. Public access to fiscal information D
9.1. Public access to fiscal information D Although all documents are available to the public,
most of them are not available within the expected
time frame.

The Strategy for Improving PFM in Institutions of BiH 2021-2025 has identified the need to improve the
transparency of the budget of BiH institutions (improved availability of information to interested publics).

9.1. Public access to fiscal information

Element/ Requirements (%ﬁ) Evidence used/Comments
Basic elements
1. Annual executive budget proposal N Not available to the public within one week of the executive's
documentation. A complete set submission to the legislature.?” On June 25, 2021, the BiH
of executive budget proposal Presidency submitted a budget proposal for 2021 to the
documents (as presented in PI-5) BiH Parliamentary Assembly. After July 7, 2021, the budget
is available to the public within one proposal for 20271 was made available to the public.?
week of the exe_cutwes submission of The budget proposal for 2022 was submitted to the legislature
them to the legislature. ; 23
in 2022.
2. Enacted budget. The annual N There was no adoption of the budget law for any year in
budget law approved by the 2021.2* However, the budget for 2022 that was adopted in
legislature is publicized within two 2022 was available to the public within two weeks of passage
weeks of passage of the law. of the law. The Budget 2022 was adopted on June 30, 2022%,
and published on the website of the BiH MoFT on July 8,
20222627
Since the year of interest according to PEFA Methodology is
last completed fiscal year (2021), the requirement is not met.

21 https:/www.parlament.ba/session/OSessionDetails?id=2218&Convernerld=1

22 0On the website of the BiH Parliamentary Assembly, it can be seen that the budget proposal documentation for 2021 is available
to the public. It was listed as part of the agenda of the 23 session of the BiH Parliamentary Assembly, which was held on September
20, 2021. However, on June 25, 2021, the BiH Presidency submitted a budget proposal to the BiH Parliamentary Assembly. The
22" session of the Parliament was held on July 7, 2021. This shows that the 23 session of the BiH Parliamentary Assembly was
announced after July 7, 2021, when the budget proposal was made available to the public.

23 https://www.parlament.ba/ol aw/GetOlLawsByStatus?page=1&Mandateld=6&Status=-1
24 https://www.mft.gov.ba/Content/Read/usvojeni-budzet

25 http://www.sluzbenilist.ba/page/akt/oruyMxUgogztz5k76kjn45ho=

26 https://www.mft.gov.ba/Content/Read/usvojeni-budzet

27 Since the budget for 2021 was never adopted, the focus was on the second reading of the budget stated in 7. Annual executive
budget proposal documentation. The budget proposal was adopted by the House of Representatives on April 27, 2022, but still not at
the House of Peoples. The adopted budget proposal was immediately available on the website of Parliament. Although the budget
adopted by the House of Representatives is available, it is not easy to find. First, the citizen should find it through a Google search in
the press, and then, based on the date from the press, find it on the website of the BiH Parliamentary Assembly. Since the budget for
2021 has not yet been adopted at the House of Peoples, assessors also checked 2022. The Budget was adopted on June 30, 2022,
and published on the website of the BiH Ministry of Finance and Treasury on July 8, 2022.

52


https://www.parlament.ba/session/OSessionDetails?id=2218&ConvernerId=1
https://www.parlament.ba/oLaw/GetOLawsByStatus?page=1&MandateId=6&Status=-1
https://www.mft.gov.ba/Content/Read/usvojeni-budzet
http://www.sluzbenilist.ba/page/akt/oruyMxUqogztz5k76kjn45ho=
https://www.mft.gov.ba/Content/Read/usvojeni-budzet

3. In-year budget execution reports.
The reports are routinely made
available to the public within one
month of their issuance, as assessed
in PI-27.

In-year budget execution reports in 2021 were published

for the Budget 2020: Il quarter 2020 (August 2020 (report)/
December 2021 (published)); Il quarter 2020 (November
2020 (report)/December 2021 (published)). Also there were
prepared and published in year budget execution reports in
2021 for the Budget 2021: | quarter: May 2021 (report)/June
2021 (published); Il quarter: August 2021 (report)/July 2022
(published);

Il quarter: November 2021 (report)/July 2022 (published))?®

One out of three in-year budget execution reports for 2021
available to the public within a month, the other two not.

4. Annual budget execution report.
The report is made available to the
public within six months of the fiscal
year's end.

Annual budget execution report for 2020 is published on June
9, 2021. Available to the public within six months after the
fiscal year's end.?

5. Audited annual financial report,
incorporating or accompanied by the
external auditor’s report. The reports
are made available to the public
within twelve months of the fiscal
year's end.

Available within the twelve months of the fiscal year's end.®°

Additional elements

6. Prebudget statement. The broad
parameters for the executive budget
proposal regarding expenditure,
planned revenue, and debt is made
available to the public at least four
months before the start of the fiscal
year.

- BiH GFF®" was not adopted in 2021 for 2022-2024, but in
2022. - BiH MTEF®> was not adopted in 2021 for 2022-2024,
but in 2022.

7. Other external audit reports. All
non-confidential reports on central
government consolidated operations
are made available to the public
within six months of submission.

All individual audit reports are made available to the public
as soon as approved by the SAl management approved by
the SAl management®. Qualified and adverse are sent to the
competent parliamentary committee.

8. Summary of the budget proposal.
A “citizen’'s budget”, and where
appropriate translated into the most
commonly spoken local language, is
publicly available within two weeks
of the executive budget proposal’s
submission to the legislature and
within one month of the budget’s
approval.

Not available to the public within one month of the budget'’s
approval. Not available before the budget proposal
submission. The “citizens’ budget” for 2022 was published on
November 16, 2022, while the budget was adopted on June
30, 2022.

28 https:/www.mft.gov.ba/Content/Read/izvrsenje-izvjestaji

29 https:/www.mft.gov.ba/Content/Read/izvrsenje-izvjestaji

30 Information from the Supreme Audit.

31 https://www.mft.gov.ba/Content/Read/globalni-fiskalni-okvir

32 https://www.mft.gov.ba/Content/Read/dokumenti-okvirnog-budzeta

33 http:/www.revizija.gov.ba/?lang=bs

53



https://www.mft.gov.ba/Content/Read/izvrsenje-izvjestaji
https://www.mft.gov.ba/Content/Read/izvrsenje-izvjestaji
https://www.mft.gov.ba/Content/Read/globalni-fiskalni-okvir
https://www.mft.gov.ba/Content/Read/dokumenti-okvirnog-budzeta
http://www.revizija.gov.ba/?lang=bs

9. Macroeconomic forecasts. The N As stated in Element 6, neither GFF nor MTEF for 2022-2024

forecasts, as assessed in PI-14.1, were adopted in 2021. BiH GFF 2022-2024 was approved
are available within one week of their in March 2022 and published in May 2022. The BiH MTEF
endorsement. was approved and published in May 2022. Since the year of

interest according to PEFA Methodology is last completed
fiscal year (2021), the requirement is not met.

The requirements are met for 2 basic elements out of 5 and 1 additional element out of 4. Although all

documents are available to the public, most of them are not available within the expected time frame.
Hence the score for the present dimension is D.
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PILLAR THREE: Management of assets and liabilities

Effective management of assets and liabilities ensures that public investments provide value for money,
assets are recorded and managed, fiscal risks are identified, and debts and guarantees are prudently
planned, approved, and monitored.

Overall performance: key strengths and weaknesses

Fiscal risk reporting is at a basic level. The BiH MoFT does not collect financial reports from public
companies. Assessors were not able to obtain information on the financial position of public companies
either from the MoFT or from other ministries. There is no monitoring of lower levels of government since
the BiH level does not have fiscal relations that would qualify under PEFA criteria. On the other hand,
all significant contingent liabilities are part of the government’s financial reports. The reform strategy
recognizes the need to establish a register of budgetary users and public companies.

Public investment management is also weak. The BiH MoFT prepares the Public Investment Program,
which is a strategic document that includes three-year public investment projects. Project approval is only
partially based on economic analysis. Criteria for selecting projects are prescribed, but there is no evidence
that they are followed. Project costs are available, but only for the forthcoming budget year. By Decree, the
monitoring is prescribed to be done annually. However, at the time of the PEFA assessment, the Decree has
not been in force (applied only from 2022).

Public asset management is only at a satisfactory level. Monitoring of financial assets is carried out in such
a way that the BiH MoFT keeps records only by main categories, without other information. As opposed to
financial assets, non-financial assets are better monitored by keeping a register of fixed assets including
land (via modules in the ISFU information system). However, when it comes to the transparency of asset
disposal, information is only partially available in budget documents. The reform strategy plans to improve
internal control in order to provide up-to-date information on the management of assets and liabilities.

Debt management practices are generally sound. There is a relatively good system for recording and
reporting debt and guarantees. There are clear policies and procedures to follow when approving debt and
guarantees. There is a four-year debt management strategy that is public. Although debt management is
performing well, there is room for improvement, such as debt measurement in accordance with ESA 2010,
software improvements, and harmonization of debt reporting with other levels in BiH. Unlike before, a Debt
Management Strategy is now prepared for a four-year period and revised annually, and new loans are made
in accordance with the strategy. However, there are no government annual borrowing plans.

PI-10. Fiscal risk reporting

This indicator measures the extent to which fiscal risks to the central government are reported. Fiscal
risks can arise from adverse macroeconomic situations, financial positions of subnational governments or
public corporations, and contingent liabilities from the central government’s own programs and activities,
including extra-budgetary units. They can also arise from other implicit and external risks such as market
failure and natural disasters. For the last completed fiscal year (2021), this indicator covers CG-controlled
public corporations for PI-10.1, subnational government entities that have direct fiscal relations with CG for
PI-10.2, and CG for PI-10.3.

Indicator/Dimension Score Brief justification of the score
PI-10. Fiscal risk reporting (M2) C+
10.7. Monitoring of public corporations D No evidence of performance above score D requirements.
10.2. Monitoring of subnational governments NA BiH level does not have direct fiscal relations with

subnational governments

10.3. Contingent liabilities and other fiscal risks A All significant contingent liabilities are reported in
financial reports.
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The MoFT does not maintain the register of public corporations at this level of government. The
assessment team identified three public companies at the BiH level. One of them is the "Official Gazette of
BiH", and its financial plans and reports are adopted by the BiH Council of Ministers, on the proposal of the
BiH Ministry of Justice. Another company is “Bosnia and Herzegovina Radio-Television” (BHRT) whose
reports are adopted by the BiH Parliamentary Assembly. The founder of “BHRT" is the BiH Parliamentary
Assembly and it is not clear if reports are submitted to the BiH Council of Ministers.

“Elektroprenos BiH" is the electricity transmission company, jointly owned by the FBiH and RS as its
shareholders. It operates under the regulations of the State Electricity Regulatory Commission (SERC).
This PC is not assessed as PC at the level of the Institutions of BiH due to its ownership structure
although it is the Council of Ministers that confirms the management nominations made by the FBiH
and RS. According to the interviews, the financial risks from contingent liabilities are the responsibility of
the company management structures and SERC. Its financial reports are reviewed and approved by the
company'’s corporate bodies.

The Strategy for Improving PFM in Institutions of BiH 2021-2025 has identified the need to establish and
publish a register of budget beneficiaries and state-owned enterprises.

10.1. Monitoring of public corporations

Table 10.1.A: Financial reports of public corporations for 2021

Are contingent
. . As a % of total I|aI?|I|t|es @ th.e
. . Date of audited Total expenditure . public corporation
Public corporations ) expenditure of . -
financial statements (BAM) h . disclosed in the
publiccorporations .
financial report?
(Y/N)
BHRT No info 58,594,927 94% N
Official Gazette No info 3,981,5636% 6% No info

BHRT submitted its reports for 2021 to BiH Parliamentary Assembly in June 2022.%° It is not clear when
and if the Council of Ministers received reports from the Official Gazette®. Hence, the score for the
present dimension is D.

10.2. Monitoring of subnational governments

The score for the present dimension is NA because the BiH level does not have direct fiscal relations with
subnational governments.

10.3. Contingent liabilities and other fiscal risks

BiH level present quantified significant contingent liabilities as per PEFA criteria (i.e., in excess of 0.5%
of BCG expenditure) in its financial reports. Based on PEFA definition, all contingent liabilities over BAM
4.5 mil. qualify as significant. The assessment team looked at guarantees, deposits and pending court
claims.®” The debt of other government levels which is guaranteed by the state level, that was reported
in the amount of BAM 322.1 mil. in the Information on the state of public indebtedness of Bosnia and
Herzegovina in 2021%, is subject to sub-guarantees between the state and the entities, and collaterized
from the entity’s share of the indirect tax revenue should the final debtor default on the payment under
the guarantee.

34 FIA (Financial-Information Agency) of the FBiH

35 https://www.parlament.ba/session/OSessionDetails?id=2283

36 Data about expenditures are provided by FBiH FIA (Financial-Information Agency).

37 There are no PPPs on the state level as this subject is regulated by legislation on other government levels.
38 https://www.mft.gov.ba/Content/OpenAttachment?id=c56e4f18-9189-42d4-b0d0-4e9e9a72b67e&lang=hr
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The amount of insured deposits in commercial banks is not known, but the reported total amount of
deposits in 2021 was around BAM 14.5 bil.*® The deposit insurance is paid out by the Deposit Insurance
Agency without implications on the budget, and only in the case if one of the two entities’ banking
supervision agencies revokes the commercial banks’ license. Potential liability for the IBiH budget based
on court cases that are being conducted against BiH is 167 mil*, and this is presented in the financial
report of IBiH for 2021. Other fiscal reporting available in the financial reports is on currency risk, interest
rate risk, and refinancing risk. The Council of Ministers reports information on all significant contingent
liabilities in the financial reports, and assessors have not identified contingent liabilities not included in the
reports. Hence, the score for the present dimension is A.

PI-11. Public investment management

This indicator is designed to assess the essential elements of the PIM framework, namely the economic
appraisal, selection, costing, and monitoring of public investment projects by the government, with
emphasis on the largest and most significant projects. The coverage is CG and the period of assessment
is the last completed fiscal year (2021).

Indicator/Dimension Score Brief justification of the score
PI-11. Public investment management (M2) D
11.1. Economic analysis of investment D There are no formal guidelines on how the
projects economic analysis of proposed projects is to

be conducted. Moreover, the opinions which
Ministry of Finance and Treasury issues prior to
the formal approval of each multiannual project
by the Council of Ministers are only partly based
on the economic evaluation of the respective
project under consideration. The PIP for the period
of 2022-2024 was not officially adopted by the
Council of Ministers.

11.2. Investment project selection D There is no evidence that relevant project selection
criteria are actually applied in practice, especially
in light of the fact that the Commission*' that is
supposed to undertake the task of investment
project appraisal and prioritization has never been
established.

11.3. Investment project costing C Total capital cost is presented only for the
forthcoming year in the budget documentation.

11.4. Investment project monitoring D Full physical and financial monitoring of the
project is supposed to be conducted once a year
as prescribed by the Article 15 of the relevant
bylaws.*> However, this decree was published in
the Official Gazette only at the end of 2021 and

will be applied for the fiscal year 2022. Currently a
report containing only information on expenditure
of funds on public investment projects is produced
annually.

39 https:/www.klix.ba/biznis/finansije/gradjani-bih-u-bankama-cuvaju-vise-od-14-milijardi-km-prvi-put-vise-u-km-nego-u-stranim-
valutama/221028118
40 https://www.mft.gov.ba/Content/OpenAttachment?id=7f2b0624-5cf8-48ab-93f5-f81926075fe6&lang=bs

47 Article 8 of the Decision foresees the establishment of a Commission for assessing priority public investments of the Institutions
of BiH.

42 Financial monitoring is also conducted by the Department for Financial Planning of Development and Coordination of
International Economic Assistance and is done on the basis of information entered into PIMIS software.

57



http://www.mhrr.gov.ba/ministarstvo/Godisnji_finansijski_izvjestaji/Izvjestaj2021.pdf
http://www.mhrr.gov.ba/ministarstvo/Godisnji_finansijski_izvjestaji/Izvjestaj2021.pdf
https://www.mft.gov.ba/Content/OpenAttachment?id=7f2b0624-5cf8-48ab-93f5-f81926075fe6&lang=bs

This indicator defines major investment projects as projects satisfying both of the following criteria:

+ The total cost of the project amounts to 1 percent or more of total annual budget expenditure,

*  The project is among the largest 10 projects (by investment cost) for each of the five largest
central government units, measured by the units’ investment project expenditure.

Seven projects satisfied the above criteria in the last completed fiscal year (2021). They are shown in the
table below.

Table 11.1.A: List of major investment projects

# Project description Ministry in charge Project cost

1 Construction of building for the organizational | Ministry of Communication | BAM 22,530,000
units of the agency and Transport — IDDEA
Agency for identification
documents, registers and
data exchange

2 Construction of facilities for permanent Ministry of Security- BAM 12,192,200
accommodation and work of the Agency Agency for Education and
Professional Training

3 Construction of a facility for accommodation Ministry of Security - State | BAM 9,263,000
and training of the Special Support Unit Agency for Investigation
and Protection

4 Construction of bridge across river Sava Ministry of Communication | BAM 25,425,790
and Transport

5 Closure of collective accommodation centers Ministry of Human Rights BAM 55,166,455
and Refugees

Construction of border crossing Svilaj Indirect Tax Authority BAM 19,932,000

7 Construction of joint border crossing Bratunac- | Indirect Tax Authority BAM 14,500,000
Ljubovija (BiH-R. Srbija)

Formulation of public investments within the PIM framework of BiH at the technical level is done on the
basis of the Project Identification Form (PIF) which is filled in through PIMIS by each institution that wants
to initiate a public investment project. The main output of this process is the Public Investment Program
(PIP) proposal, a three-year rolling strategic document that provides an overview of public investment
projects. At the state level, the MFT, namely its Department for Financial Planning of Development and
Coordination of International Economic Assistance, prepares PIP only for the level of BiH Institutions,
while the entity-level MoFs are responsible for the preparation of their own respective PIPs.

The methodology for PIP preparation and implementation is primarily regulated by the bylaws (PIM
Decision 2021 and PIM Order 2018). However, the PIP preparation and implementation process as it
stands now lacks several essential elements which significantly undermine the integrity of the process
and especially undermine its key purpose which is to support better investment decision-making on the
part of the Council of Ministers.

Major interventions to reform the PIM process are planned within the EU Funded capacity-building project
“PIPMS - Strengthening the Public Investment Management for Results”. Project interventions are aligned
with PFM Reform Strategy for the level of BiH Institutions and the bulk of the project interventions have
been planned for the years 2023 and 2024.%

43 Improve legal and methodological framework; Strengthen the capacities of budget beneficiaries and other relevant beneficiaries;
Improve the identification, formulation, and prioritization of public investment projects in line with sector strategies and/or
development goals; Fine-tune the Public Investment Management Information System (PIMIS); Improve public investment reporting
and transparency.
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11.1. Economic analysis of investment projects

The need for having an adequate PIM framework is not recognized sufficiently at the level of the Council
of Ministers. At the level of BiH Institutions, there are no formal guidelines on how economic analysis of
proposed projects is to be conducted (namely there are no guidelines for the preparation of Pre-feasibility
and Feasibility analysis, Multicriteria Analysis, and/or other relevant analytical framework for appraisal of
investment projects). Moreover, the opinions* that the MoFT issues prior to the formal approval of each
multiannual project by the Council of Ministers are only partly based on the economic evaluation of the
respective project under consideration.*® The PIP 2022-2024 was not officially adopted by the Council of
Ministers. Based on available information, the score for this dimension is D.

11.2. Investment project selection

Standard criteria for prioritization of each investment are publicly available and are prescribed by the
Annex 2 of the PIM Decision.

However, there is no evidence that these criteria are actually applied in practice, especially considering
that the Commission for assessing priority public investments of the Institutions of BiH has never been
established. Moreover, Article 3 of the 2021 Instruction which explains the process of approval of multi-
annual projects makes no mention of project prioritization and hence does not appear to be harmonized
with Article 8 of the PIM Order therefore undermining the integrity of the PIM framework with respect to
the prioritization process of public investments. Hence, since the standard criteria are published but not
applied and there are conflicting provisions in the procedural framework for project selection, the score
for this dimension is D.

11.3. Investment project costing

This dimension evaluates whether the budget documentation includes medium-term projections of
investment projects on a full-cost basis and whether the budget process for capital and recurrent spending
is fully integrated. Such information is only presented in the context of BFP preparation and adoption
process. Hence, scoring for this dimension is based on the review of the relevant information presented
in the last adopted BFP*, namely Table 2 which contains an Overview of approved capital projects and
projects in implementation by BiH Institutions. Hence, given the fact that the total capital cost is presented
only for the forthcoming year in the budget documentation the score for this dimension is C.

11.4. Investment project monitoring

Relevant PIM functions are not sufficiently integrated into the management structures of the line
ministries and other budget users (i.e. there is a low level of accountability for project performance) which
has led to significant implementation delays of most major public investment projects and overall poor
project performance. In this overall context, Council of Ministers have introduced a new decree at the
end of 2021 which foresees that a report containing information on ull physical and financial progress of
public investment projects is produced once a year as prescribed by Article 15 of the Decree/Instruction.
However, this decree was published in the Official Gazette only at the end of 2021 and will be applied for
the fiscal year 2022. Currently a report containing only information on expenditure of funds on public
investment projects is produced on an annual basis (i.e. such report does not contain information on
physical progress of public investment projects).#” On the other hand, line ministries and other budget

44 |ssuance of such opinions is foreseen by the Rules of Procedures of BiH Council of Ministers (CoM), Official Gazette 22/03 which
requires MoFT to deliver its opinion on financial implications of any such project which is proposed for adoption by the CoM.

45 Namely, there is a partial requirement for the completion of cost-benefit analysis only in the instance that a project proposal
foresees procurement of buildings in order to substitute for office rental (Article 5 of the abovementioned Instruction).

46 Budget Framework Paper for BiH Institutions for the period 2022.-2024 was adopted on 26 May 2022 and hence before the
stipulated cut-off date for this PEFA which is July 1, 2022. The document is available at:
https://www.mft.gov.ba/Content/OpenAttachment?id=eb790f67-58 5e-49¢cf-bd84-2bfob7f9707f&lang=bs

47 See for example: Information on the expenditure of funds in the year 2021 on projects included in the public investment program/

development investment program of the institutions of Bosnia and Herzegovina for 2021-2023. The document is available at:
https://www.mft.gov.ba/Content/OpenAttachment?id=7c6a1005-8b7a-4d87-b403-34bd918b92cd&lang=bs
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users may produce reports containing some limited information on physical progress of public investment
projects, however this is not a regular annual practice.*® Hence given that the regulatory framework for
project monitoring was not operational and that reports focus on cost rather than physical progress, the
score for this dimension is D

PI-12. Public asset management

This indicator assesses the management and monitoring of government assets and the transparency of
asset disposal. For the last completed fiscal year, 2021, coverage is CG for PI-12.1, BCG for PI-12.2, and
both CG and BCG for PI-12.3

Indicator/Dimension Score Brief justification of the score
PI-12. Public asset management (M2) C
12.1. Financial asset monitoring C The government maintains a record of its holdings

in major categories of financial assets through a
balance sheet which is prepared on a quarterly
basis. Information on income from interest and
exchange rate differences is also separately
presented in the Consolidated budget execution
report.

12.2. Nonfinancial asset monitoring C The government maintains a register of its
holdings of fixed assets and land, including
information on their usage and age, which is
published annually. However, the status of state
property is still unresolved.

12.3. Transparency of asset disposal C Procedures and rules for the transfer or disposal
of non-financial assets are established. Partial
information on transfers and disposals is included
in budget documents and financial reports.

The MoFT BiH is responsible for the Financial Management Information System (ISFU) which includes the
auxiliary module of fixed assets (which is in use since 2015) or the registry of fixed assets. As explained in
dimension 12.2, this register is used as the source of information for the Consolidated Budget Execution
Report.

The PFM Strategy for Institutions of BiH 2021-2025 aims to focus internal controls on risks in the effective
management of revenue, expenditures, assets, and liabilities. The goal is to strengthen the accounting
methodology, followed by further automation and integration of data, records, and reports. This measure
should result in an increased capacity for financial analysis and improve the quality of overall financial
reporting. The aim of the activity is to put internal controls in place to provide timely, complete, and
accurate data for revenue, expenditure, asset, and liability management at the institutional level, where
the BiH MoFT is to be responsible for managing fiscal risks and ensuring the overall sustainability of
public finances.

12.1. Financial asset monitoring

The MoFT BiH reports on the income from interest and exchange rate differences, in the Consolidated
Budget Execution Report of BiH Institutions. The balance sheet is prepared on a quarterly basis and
contains an overview of the categories of financial assets: cash, securities, loans, and receivables owned
by the government. There is no information on the performance of the portfolio of financial assets on

48 See for example a brief report for one of the major investment projects listed in the table above (i.e. Construction of bridge
across river Sava). The report is available at:
http://www.mkt.gov.ba/Content/OpenAttachment?id=d0606719-75e0-4d2a-926f-3f1f89a7/efe4&lang=bs
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an annual basis, apart from what can be concluded from the balance sheet. Foreign reserves, financial
claims, and monetary gold are held and owned by the Central Bank of BiH.

The Law on Amendments to the Law on the Central Bank of Bosnia and Herzegovina stipulates the
distribution of the net profit of the Central Bank of Bosnia and Herzegovina in the ratio of 60% for the
Budget of the institutions of BiH and 40% for the increase of capital and reserves of the Central Bank of
Bosnia and Herzegovina if it meets the criterion that the amount of initial capital and general reserves
(retained earnings) is equal to 5% of the total assets. The Central Bank of BiH reports to the Parliamentary
Assembly of Bosnia and Herzegovina. The score for the present dimension is C.

12.2. Nonfinancial asset monitoring

The analysis of non-financial tangible and intangible assets is an integral part of the Consolidated Report
on the budget execution of the Institutions of Bosnia and Herzegovina and shows the state of assets by
budget users, the opening and ending balances. The information on non-financial assets of the Institutions
of Bosnia and Herzegovina is published annually. Data with details of the transfer, write-off or disposal
of property taken from the ISFU module of fixed assets (or registry of fixed assets) is tabulated in the
Consolidated budget execution reports as follows:

» Basis fordepreciation by budget users - contains information on the total amounts of non-financial
tangible and intangible assets by budget users, beginning and ending balances, purchases,
donations, sales, disposals, revalorization, and adjustments caused by other factors.

+  Write-off and accumulated depreciation by budget users - contains information on the total
amounts of non-financial tangible and intangible assets by budget users, write-offs and
accumulated depreciation, sales, disposals, revalorization, and adjustments caused by other
factors.

» Basis for depreciation by accounts - contains information on the total amounts of non-financial
tangible and intangible assets by accounts, beginning and ending balances, purchases, donations,
sales, disposals, revalorization, and adjustments caused by other factors.

» Basis for depreciation by accounts - contains information on the total amounts of non-financial
tangible and intangible assets by accounts, write-offs and accumulated depreciation, sales,
disposals, revalorization, and adjustments caused by other factors.

»  Overview of capital investments by budget users - planned vs. realized expenditure, shown as a
lump sum by budget users, and separately by budget users and the following non-financial asset
categories: land, buildings, equipment, other non-financial assets, non-financial intangible assets,
reconstruction, and maintenance.

«  Overview of capital investments by economic categories: land, buildings, equipment, other non-
financial assets, non-financial intangible assets, and reconstruction and maintenance.

«  Overview of non-financial assets donated in kind during the year by budget users and the following
categories: land, buildings, motor vehicles, furniture, computer equipment, software, and other
equipment.

In the mentioned fixed assets module, budget users enter non-financial assets information by category
and code of non-financial assets, and this module provides the possibility of detailed reporting on the state
of assets: inventory number, category, name, month, and year of acquisition, purchase value, depreciation
for the current year, total depreciation and present value. Information on the usage and age is available in
the register and it is published annually. The reports for the last fiscal year have been available as evidence.
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Table 12.2.A: Nonfinancial assets of Institutions of BiH

Categories

Subcategories

Where captured

Comments

Fixed assets

Buildings and structures

Registry of fixed assets
(ISFU module of fixed
assets)

Budget users maintain the Register of
fixed assets through the ISFU system.
Information on fixed assets/non-financial
assets is published annually in the
Budget execution report, in the form of
assets' monetary value and accumulated
depreciation.

Machinery and
equipment

Registry of fixed assets
(ISFU module of fixed
assets)

Budget users maintain the Register of
fixed assets through the ISFU system.
Information on fixed assets/non-financial
assets is published annually in the
Budget execution report, in the form of
assets' monetary value and accumulated
depreciation.

Other fixed assets

Registry of fixed assets
(ISFU module of fixed
assets)

Budget users maintain the Register of
fixed assets through the ISFU system.
Information on fixed assets/non-financial
assets is published annually in the
Budget execution report, in the form of
assets' monetary value and accumulated
depreciation.

(ISFU module of fixed
assets)

Inventories - Registry of fixed assets | Budget users maintain the Register of
(ISFU module of fixed fixed assets through the ISFU system.
assets) Information on fixed assets/non-financial

assets is published annually in the
Budget execution report, in the form of
assets' monetary value and accumulated
depreciation.

Valuables — Registry of fixed assets | Budget users are maintaining the Register

of fixed assets through the ISFU system.
Information on fixed assets/non-financial
assets is published annually in the Budget
execution report, in the form of assets'
monetary value.

Non-produced
assets

Land

Registry of fixed assets
(ISFU module of fixed
assets)

Budget users are maintaining the Register
of fixed assets through the ISFU system.
Information on fixed assets/non-financial
assets is published annually in the Budget
execution report, in the form of assets'
monetary value.

Mineral and energy Not captured Not assigned. Subject to further decision
resources on responsibilities for accounting.
Other naturally occurring | Not captured

assets

Intangible non-produced
assets

Registry of fixed assets
(ISFU module of fixed
assets)

Budget users are maintaining the Register
of fixed assets through the ISFU system.
Information on fixed assets/non-financial
assets is published annually in the

Budget execution report, in the form of
assets' monetary value and accumulated
depreciation.

Source: Consolidated Budget Execution Report for 2021
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Even though significant progress has been made regarding the nonfinancial assets monitoring, as it is
evidenced through published annual reports, the Audit Report on the Consolidated Budget Execution
Report of Institutions BiH for 2021 highlighted that fixed assets are not realistically stated, that is, they
are underestimated by an unknown amount due to the unresolved status of state property (beyond fixed
assets registry). Hence, the score for the present dimension is C.

12.3. Transparency of asset disposal

Rules, regulations, and procedures related to the transfer or disposal of financial and non-financial assets
include:

- Rulebook on accounting with accounting policies and procedures for users of the budget of
Institutions of BiH

- Preparatory activities of BiH institutions in the fixed assets module (register of fixed assets) - data
entry, record, and write-off

- Instructions ondonation, i.e., exchange of non-financial assets between budget users and donation
of non-financial assets to external users, which determines the process and method of donation,
i.e. exchange or transfer of ownership rights over non-financial assets of Institutions of BiH.

If the transfer of ownership rights over non-financial assets takes place between BiH institutions, the
consent of the BiH MoFT is required, and if the donation of non-financial assets takes place between a
budget user and non-budget entity, the budget user must obtain the opinion on the proposed decision on
the transfer of ownership rights from the BiH MoF T, and the final decision on donating non-financial assets
is made by the Council of Ministers of BiH. The Consolidated Budget execution report of the Institutions
of BiH provides information on the sale of fixed assets by organizational and economic classification.
According to the Audit Report of the Consolidated Budget Execution Report of the Institutions of BiH
for 2021, budget users conducted the sale of fixed assets in accordance with the instructions of the BiH
MoFT. Hence, the score for the present dimension is C.

PI-13. Debt management

This indicator assesses the management of domestic and foreign debt and guarantees. It seeks to
identify whether satisfactory management practices, records, and controls are in place to ensure efficient
and effective arrangements. Coverage is CG for all three dimensions - at the time of assessment for PI-
13.1, for the last completed fiscal year (2021) for PI-13.2, and at the time of assessment with reference to
the last three completed fiscal years for PI-13.3 (2019, 2020, and 2021).

Indicator/Dimension Score Brief justification of the score
PI-13. Debt management (M2) B+
13.71. Recording and reporting of debt and B Data on external debt of Institutions of BiH are
guarantees updated in the information system on a daily basis

and directly reconciled with creditors on a quarterly
basis, while reports on external and domestic public
debt stock and servicing are published on the website
of the BiH MoFT on a quarterly, semi-annual, and
annual basis. Data on external and domestic debt of
Institutions BiH is complete and accurate.

13.2. Approval of debt and guarantees A The Sector for relations with financial institutions
within the MoFT BiH is authorized to borrow, issue
new debt, and issue loan guarantees on behalf of
the central government. Documented policies and
procedures provide guidance to borrow, issue new
debt and undertake debt-related transactions, issue
loan guarantees, and monitor debt management
transactions by a single debt management entity.
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13.3. Debt management strategy B Debt management strategy covering existing and
projected debt BiH (including debt of Institution BiH
which is separately elaborated) with a horizon of
four years, is publicly reported. The strategy includes
target ranges for indicators such as interest rates,
refinancing, and foreign currency risks. The report
on the implementation of DMS is an integral part

of it. Institutions BiH do not have an annual plan of
borrowing.

The obligation and priority of providing funds for the payment of the state debt is established by the
Law on Borrowing, Debt, and Guarantees of BiH, which, among other things, defines that the state debt
represents an absolute and unconditional obligation of the state, and the claims, in terms of repayment
of the principal and payment of interest, represent the first and foremost claims of all state revenues,
regardless of their source. In addition to that, the priority of payment of foreign public debt is also defined
in the Law on Financing of Institutions of BiH.

The MoFT is responsible for the servicing of external state debt of BiH, including the external debt of
Institutions BiH.

The debt of BiH institutions, as assessed on this indicator, is very small and makes up less than 1% of the
total state debt.*® However, in 2020, compared to 2019, there was a nominal increase in the total stock
of external debt (including debt of entities and BD) in relation to GDP, and an increase in refinancing risk
and interest rate risk, which was mostly caused by borrowing based on the new RFI arrangement (Rapid
Finance Instrument) with the IMF to combat negative consequences on economic activity caused by the
COVID-19 pandemic.

The gaps in public debt management and the need for improvement identified by the relevant international
financial institutions are largely overcome, i.e. the MoFT's public debt management process has been
significantly improved. There are plans to harmonize the reporting methodology with regard to the
precision and accuracy of terms, definitions, and classification of public debt according to ESA standards,
in order to enable consistent, reliable, and comparable forms of reporting at all levels. The strategy for
improving the PFM of BiH 2021-2025 aims to strengthen debt management.®

13.2. Recording and reporting of debt and guarantees

Due to easier understanding, wherever Institutions of BiH are explicitly stated, it refers to the debt of
Institutions BiH only, and when BiH is stated, it includes debt of Institutions BiH, entities, and Bréko District.
All reports on the external and domestic debt include information on the debt of Institutions BiH, entities,
and Brc¢ko District, each separately presented in a document.

Reports on the public debt of BiH, as well as reports on the external debt of BiH, are published quarterly on
the website of the BiH MoFT. The sector for public debt prepares quarterly reports on the servicing of the
foreign debt of BiH, which is then submitted to the Sector for budget, and forms part Il of the Consolidated
Budget Execution Report of the Institutions of BiH and international obligations of BiH. Information on the
state of public indebtedness of BiH is published every six months, which contains detailed information on
domestic debt, external debt, and guarantees.

An Analysis of the Sustainability of the Public Debt of BiH is published annually, covering a three-year
period. The latest analysis was prepared for the period 2021-2024.

49 Debt management of the other levels of government (FBiH, RS and BD BIH) are assessed in the respective indicators.

50 Build capacity to measure government debt in line with ESA 2010 and provide examples from the EU and region, Conduct
gap analysis of debt reporting in compliance with ESA 2010, with improvement recommendations, Determine the scope of data
exchange between the MoFT and Entity and BD MoFs to ensure timely and comprehensive public debt reporting, Adapt/update
existing state and Entity/BD debt software or acquire and install new uniform debt recording, analysis, and management software.
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Debt records, debt reports, payment orders, revenues, and expenditures on the external debt servicing
are made in the software for the analysis, monitoring, and records of the public indebtedness of Bosnia
and Herzegovina, which is an additional module of the ISFU system. Calculations and data records in the
ISFU system are the basis for the automatic posting of orders that are transferred to the treasury ledger
on a monthly basis, and the creation of various reports on the external and domestic debt of Bosnia and
Herzegovina. All records on foreign debt are reconciled directly with creditors on quarterly basis,®" while
records on direct external and domestic debt of subnational governments are submitted quarterly by
entity ministries of finance and the Finance Directorate of the Br¢ko District. Data on external debt of
Institutions of BiH are updated in the information system on a daily basis and directly reconciled with
creditors on a quarterly basis, while reports/information/analyses on external and domestic public debt
stock and servicing are published on the website of the BiH MoFT on a quarterly, semi-annual, annual
basis. The debt structure of Institutions BiH shows only external debt which means that Institutions BiH
have no domestic debt. Therefore, external debt and guaranteed debt records are considered complete
and accurate for Institutions of BiH. Based on the analysis and supporting evidence, the score for the
present dimension is B.

13.2. Approval of debt and guarantees

Borrowing and management of debt, debt securities, and loan guarantees on behalf of the Council of
Ministers are prescribed by the Law on Borrowing, Debt, and Guarantees of BiH, which also establishes
the jurisdiction of the BiH MoFT in terms of borrowing, i.e. implementation of procedures for external
borrowing and management of the state debt, through management, recording, monitoring, servicing
and preparation of plans regarding the state debt. Also, the law prescribes the obligation of publishing
information on the state debt.

The MoFT is responsible for conducting negotiations and carrying out procedures for concluding loan and
debt securities agreements. The Ministry submits to the Council of Ministers the initiative for conducting
negotiations in order to conclude a loan agreement. The initiative includes a brief description of the
project; reasons for borrowing; the amount of the proposed external state debt; conditions of the proposed
external state debt; and the proposal of the Ministry. The Council of Ministers considers the initiative, and
if it accepts it, appoints a delegation for negotiations.

After the negotiations are completed, the MoFT submits to the Council of Ministers a draft of the loan
agreement and the basis for concluding the loan agreement, which contains: constitutional basis; the
reasons for which it is proposed to conclude a loan agreement; authorization to sign a loan agreement;
an indication of the amount of funds required for the execution of the loan agreement and the method of
securing them; assessment of whether the preparation and implementation of the loan agreement require
the adoption of new laws or the amendment of existing ones; a proposal that the loan agreement or one
of its parts be temporarily applied until the agreement enters into force.

After the Council of Ministers accepts the draft loan agreement, it submits it to the Presidency of Bosnia
and Herzegovina with the proposal of the signatories. The Presidency of Bosnia and Herzegovina makes
a decision to accept the external state debt and appoints the signatory of the credit agreement.

The Ministry is also responsible for conducting negotiations on state guarantees. Together with the
proposal for issuing guarantees, the Ministry submits the following to the Council of Ministers:
+ credit agreement,

* in the case where the borrower is an entity, district, canton, or municipality, the decision of the
competent legislative body,

*  purpose of the loan,
* in cases where the borrower is not financed from the budget, a guarantee from a commercial

51 External auditors have not singled out the completeness and/or accuracy of debt data as an issue.
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bank or a guarantee from the entity or the District, and

+ proof that the request for issuing a guarantee was published in the "Official Gazette of Bosnia and
Herzegovina" 21 days before the possible granting of consent for approval.

The Council of Ministers conducts a review and makes a decision approving the issuance of a state
guarantee. After receiving the decision of the Council of Ministers approving the issuance of the state
guarantee, the Ministry begins coordination for the issuance of the state guarantee. The MoFT submits to
the Council of Ministers a report that defines the actual conditions of the state guarantee.

The Presidency of Bosnia and Herzegovina appoints the signatory to the agreement on external state
guarantees. As a condition for the application of state guarantees, the Parliamentary Assembly must
approve them, and the guarantees will bear confirmation of such ratification.

The procedure is followed in practice. Hence, the score for the present dimension is A.

13.3. Debt management strategy

Medium-term Debt Management Strategy of BiH is a document that combines the debt management
strategies of the Federation of BiH, the Republika Srpska and Bréko District of BiH, and the external debt
of the Institutions of BiH.

The medium-term debt management strategy of BiH provides a broader picture of the debt portfolio of
BiH through an analysis of current debt, its interest rate, foreign currency rate, and refinancing/rollover
risk, variations in indebtedness to shocks, defines medium-term debt management goals, and provides
guidance to decision-makers on borrowing.

The debt management strategy with a horizon of four years is updated and published annually. It
is adopted by the Council of Ministers of BiH, which mandates the BiH MoFT to apply guidelines for
future external borrowing. The report on the implementation of the BiH Debt Management Strategy in
the previous period is an integral part of it. In the last three adopted DMS, the Institutions of BiH did not
have annual plans for new borrowing. Furthermore, for the period 2021-2024, the Institutions of BiH have
no plans for new borrowing, except for withdrawals from already existing contracted loans. In case of a
need for new external financing, the guidelines defined by the DMS of BiH will be applied. DMS of BiH
defines guidelines separately for Institutions BiH, entities, and BD. Hence, the guidelines that refer to BiH
Institutions indicate strategic objectives in terms of the intended direction and target ranges for the major
indicators of risk (current debt, interest rate risk, foreign currency risk, refinancing risk).

Institutions of BiH do not have a government annual plan of borrowing.

The DMS foresees and provides a tabular overview of potential sources of external financing, with
associated majorindicators of risk for the whole country, including entities and Br¢ko District. Furthermore,
DMS describes the current debt and risk situation in the last fiscal year against strategic objectives in
a three-year period (information provided for the whole country, including entities and Brcko District).
Hence, the score for the present dimension is B.
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PILLAR FOUR: Policy-based fiscal strategy and budgeting

This pillar measures whether the fiscal strategy and the budget are prepared with due regard to government
fiscal policies, strategic plans, and adequate macroeconomic and fiscal projections.

Overall performance: key strengths and weaknesses

Macroeconomic forecasts are prepared in spring and fall by the BiH Directorate for Economic Planning.
These forecasts are available for three fiscal years and are published in the BiH Global Framework of
fiscal balance and policies (GFF) and the BiH Medium term expenditure framework (MTEF). They are
reviewed by the Fiscal Council but are not presented to the BiH Parliamentary Assembly. Fiscal forecasts
are prepared by the MAU of the Governing Board of the ITA and the BiH MoFT for a three-year period.
They are also part of the GFF and MTEF. Alternative scenarios are only partially available (qualitative
assessment). However, performance is weak in this area due to no timely adoption of GFF and MTEF for
all three considered periods. The PFM reform strategy recognizes the need to improve macroeconomic
and macro-fiscal forecasts, especially in the area of strengthening human resources.

In the area of fiscal strategy, PFM system performance is weak. In substance, the fiscal strategy is
presented through the MTEF and Economic Reform Program (ERP). The fiscal strategy is adopted by the
BiH Council of Ministers but is not presented in the BiH Parliamentary Assembly. There are no reports on
progress in the implementation of the fiscal strategy.

Expenditure estimates are presented for the budget year and the two following fiscal years by
administrative, economic, and functional classification. The reform strategy recognizes the need to link
strategic goals and budgets (program budgeting) which is currently weak. Recent improvements are that
forward estimates are used to anchor the preparation of the budget ceiling for the following year. Although
the budget calendar is prescribed by law, there have been serious delays for 2027 with the budget still not
adopted.

The budget preparation process is weak. In recent years, the budget calendar has not been respected due
to political disagreements. Generally, the budget reflects expenditure ceilings approved by the government.

Legislative scrutiny of budgets is also weak. In recent years, budgets were adopted according to urgent
procedures and the hearing committees were not given enough time to analyze the documents. Also,
there is a lack of technical capacity in the hearing committees.

PI-14. Macroeconomic and fiscal forecasting

This indicator measures the ability of a country to develop robust macroeconomic and fiscal forecasts,
which are crucial to developing a sustainable fiscal strategy and ensuring greater predictability of budget
allocations. It also assesses the government's capacity to estimate the fiscal impact of potential changes
in economic circumstances. For the last three completed fiscal years (2019, 2020,and 2021), coverage is
whole economy for PI-14.1 and CG for PI-14.2 and 14.3.

Indicator/Dimension Score Brief justification of the score

PI-14. Macroeconomic and fiscal D+
forecasting (M2)

14.1. Macroeconomic forecasts D Available forecasts of key macroeconomic
indicators for the budget year and the two
following fiscal years with underlying assumptions;
updated at least once a year and reviewed by

the Fiscal Council; not sent to the legislature. No
timely adoption of the BiH GFF and BiH MTEF for
three periods.
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14.2. Fiscal forecasts D Available forecasts of revenue, expenditure,

and the budget balance for the budget year and
the two following fiscal years with underlying
assumptions; also an available explanation of the
main differences from the forecast made in the
previous years' budget; not sent to the legislature.
No timely adoption of the BiH GFF and BiH MTEF
for three periods.

14.3. Macro-fiscal sensitivity analysis C There are available alternative scenarios with
qualitative assessment.

As already stated above, macroeconomic forecasts are made by the BiH Directorate for Economic Planning
(BiH DEP) twice during the year, in the spring and the fall. The three-year macroeconomic forecasts are
part of the BiH GFF and the BiH MTEF. The BiH GFF is reviewed and adopted by the Fiscal Council, while
the BiH MTEF is adopted by the Council of Ministers but not submitted to the BiH Parliamentary Assembly.
For the last three completed fiscal years, the BiH GFF was adopted for the three periods 2020-2022%,
2021-2023% and 2022-2024%. BiH GFF 2022-2024 was adopted only in 2022. BiH MTEF was adopted for
two periods 2021-2023% and 2022-2024%. BiH MTEF 2022-2024 was adopted only in 2022 because of
late adoption of BiH GFF 2022-2024. However, BiH MTEF was not adopted at all for 2020-2022 because
of the late adoption of the GFF 2020-2022.

The BiH GFF and BiH MTEF show that the three-year forecasts are made for GDP growth, inflation, and
interest rates. There are no forecasts for the exchange rate. However, the local currency is pegged to the
euro.

Although macroeconomic forecasts and underlying assumptions are not available in the budget
documents submitted to the legislature®, they are available in the BiH GFF and BiH MTEF which are
documents based on which the budget is prepared.

As already stated in the previous indicators, fiscal forecasts for indirect taxes are prepared by the
Macroeconomic Unit of the Governing Board of the Indirect Tax Authority, while non-tax revenues are
prepared by the BiH Ministry of Finance and Treasury. Fiscal forecasts for 2021% (+2 years) and 2022
(+2 years) are published in BiH MTEF and BiH GFF, while for 2020 (+2 years) are published in the BiH GFF.

Fiscal forecasts of revenues and expenditures are presented by type. The budget balance is also presented
for three fiscal years. The underlying assumptions on the basis of which the fiscal forecasts were made
are also presented in BiH MTEF and BiH GFF.

Fiscal forecasts in BiH MTEF and BiH GFF are normally made based on the spring macroeconomic
forecasts. Those are normally updated in the fall for annual budget purposes.

An explanation of the main differences from the forecast made in the previous years’ budget is provided
to some extent in the Economic Reform Program (ERP)> BiH prepared by the BiH DEP and adopted by
the BiH Council of Ministers. Although ERP is not sent to Parliament, that is one of the foundations for
preparing BiH MTEF.

52 https://www.mft.gov.ba/Content/OpenAttachment?id=d819a6dd-5577-48bd-bdbf-448777e94517&lang=bs
53 https://www.mft.gov.ba/Content/OpenAttachment?id=d8188a89-b37d-4efc-b9e3-bacb60601abb&lang=bs
54 https://www.mft.gov.ba/Content/OpenAttachment?id=9b1e4e4c-d106-419d-bab6-32ae063c7c75&lang=bs
55 https://www.mft.gov.ba/Content/OpenAttachment?id=889fc207-a8ef-4be0-88ee-bcc07aadce00&lang=bs
56 https://www.mft.gov.ba/Content/OpenAttachment?id=eb790f67-585e-49cf-bd84-2bfob7f9707f&lang=bs
57 https://www.parlament.ba/session/OSessionDetails?id=2218&Convernerld=1

58 Budget year and the two following fiscal years

59 http://www.dep.gov.ba/naslovna/Archive.aspx?pagelndex=1&langTag=en-US
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http://www.dep.gov.ba/naslovna/Archive.aspx?pageIndex=1&langTag=en-US

Central (base) fiscal forecasts andrisks are presented in BiH MTEF for the budget year and the two following
fiscal years. Alternative scenarios are not presented in the BiH MTEF and there is no information about any
indication of considering alternative scenarios in that document. However, alternative macroeconomic
scenarios as well as sensitivity analysis of the budgetary projections to alternative scenarios and risks are
presented to some extent (qualitative aspect) in the ERP.

The Strategy for Improving PFM in Institutions of BiH 2021-2025 identifies plans to improve forecasting
(strengthen the BiH MoFT capacities for fiscal analysis and projections of revenues; develop technical and
HR capacities of the BiH DEP)

- improve fiscal coordination, consolidation, and reporting (strengthen the capacity of the BiH MoFT
to consolidate fiscal data; improve fiscal consolidation in line with EU standards).

14.1. Macroeconomic forecasts

The forecasts of key macroeconomic indicators are available for the budget year and the two following
fiscal years together with the underlying assumptions; forecasts are updated at least once a year and
reviewed by the Fiscal Council. Macroeconomic forecasts and underlying assumptions are not available in
the budget documents submitted to the legislature. They are only available in the BiH GFF and BiH MTEF.
Although the BiH MTEF was not adopted for 2020-2022, the macroeconomic forecasts are available in
the BiH GFF for 2020-2022. However, due to late adoption of both BiH GFF and BiH MTEF 2022-2024
(adopted only in 2022), the score for the present dimension is D. If all documents had been timely adopted
for all three periods, the score would have been C.

14.2. Fiscal forecasts

The forecasts of revenue (by type), expenditure, and the budget balance for the budget year and the two
following fiscal years together with the underlying assumptions are available. Fiscal forecasts for the two
following fiscal years and underlying assumptions are not available in the budget documents submitted
to the legislature. They are available in the BiH GFF and BiH MTEF which are not sent to the legislature.
Also, an explanation of the main differences from the forecast made in the previous years' budget is
available in ERP. ERP is also not sent to Parliament but is one of the foundations for preparing BiH MTEF.
Although the BiH MTEF for 2020-2022 is not adopted, fiscal forecasts are available in the BiH GFF for
2020-2022. However, due to late adoption of both BiH GFF and BiH MTEF 2022-2024 (adopted only in
2022), the score for the present dimension is D. If all documents had been timely adopted for all three
periods, the score would have been C.

14.3. Macro-fiscal sensitivity analysis

The alternative macroeconomic scenarios, as well as sensitivity analysis of the budgetary projections to
alternative scenarios, and risks are published in the ERP in terms of qualitative assessment. Hence, the
score for the present dimension is C.

PI-15. Fiscal strategy

This indicator provides an analysis of the capacity to develop and implement a clear fiscal strategy. It also
measures the ability to develop and assess the fiscal impact of revenue and expenditure policy proposals
that support the achievement of the government’s fiscal goals. The coverage is CG across dimensions
and the scope is the last three completed FYs in dimension 15.1 and the last completed FY (2021) in
dimensions 15.2 and 15.3.
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Indicator/Dimension Score Brief justification of the score

PI-15. Fiscal strategy (M2) D+

15.1. Fiscal impact of policy proposals D* No sufficient information to assess.

15.2. Fiscal strategy adoption C The Council of Ministers adopts and publishes
the fiscal strategy, but does not send it to the
legislature.

15.3. Reporting on fiscal outcomes D Neither the BiH Council of Ministers nor the BiH

MoFT prepares reports on fiscal outcomes, and
the BiH MoFT does not prepare the report on
achieved fiscal goals from the MTEF and ERP BiH
for its own needs.

15.1. Fiscal impact of policy proposals

Within the ERP BiH for which the MTEF is the baseline, a description of the fiscal impact of structural
reformsisincluded. However, ERP BiH does not reflect fiscal impact of all policy proposals. The information
on the fiscal impact of all policy proposals was not provided to the assessors by the BiH MoFT. Therefore,
the score for this dimension is D*.

15.2. Fiscal strategy adoption

The Fiscal Strategy of the BiH level is included in the MTEF that should be adopted annually for three fiscal
years. On the proposal of the BiH MoFT, the BiH Council of Ministers should adopt the MTEF by mid-June,
as prescribed by the Law on Financing of the BiH institutions, and should be published on the website of
the BiH MoTF.

The purpose of the MTEF is to set a strategic framework and upper ceilings for resources, within which
an annual budget should be prepared. Preparation and drafting of the BiH Institutions Budget for the next
fiscal year is based on the MTEF, which provides projections of revenue, expenditure, and financing for the
three-year period. The MTEF includes time-bound and quantified fiscal goals, with qualitative objectives
and descriptions for the MTEF's specific period. Quantified goals relate to a macroeconomic framework,
total public revenue and expenditure, planned deficit/surplus, public debt projection, and capital spending.

The MTEF is connected to a document relating to the ERP. The ERP similarly defines a medium-term
framework for macroeconomic and fiscal policy, with updated data collected up to its drafting. The BiH
Council of Ministers adopts the MTEF but does not send it to the BiH Parliament. ERP is also not sent to
Parliament. Based on the analysis and supporting evidence, the score for this dimension is C.

15.3. Reporting on fiscal outcomes

The Law on Financing of the BiH institutions does not prescribe the obligation to draft separate reports on
progress made during the implementation of fiscal goals included in the 2021 MTEF and ERP, nor does it
prescribe drafting of the analysis of the disparities from the defined goals, defined in previous versions of
the documents. Neither the BiH Council of Ministers nor the BiH MoFT prepares mentioned reports, and
the BiH MoFT does not prepare the report on achieved fiscal goals from the MTEF and ERP for its own
needs. Hence, the score for the present dimension is D.

PI-16. Medium-term perspective in expenditure budgeting

This indicator examines the extent to which expenditure budgets are developed for the medium term
within explicit medium-term budget expenditure ceilings. It also examines the extent to which annual
budgets are derived from medium-term estimates and the degree of alignment between medium-term
budget estimates and strategic plans. Coverage is BCG for last budget submitted to the legislature for PI-
16.1,16.2 and 16.3, and last medium-term budget /current medium-term budget for PI-16.4
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Indicator/Dimension Score Brief justification of the score

PI-16. Medium-term perspective in D+

expenditure budgeting (M2)

16.1. Medium-term expenditure estimates B BiH Institutions MTEF for 2022-2024 presents
an annual budget and two following fiscal years
allocated by administrative and economic
classification®.

16.2. Medium-term expenditure ceilings D No link between the first budget circular and
aggregate expenditure ceilings for the budget year
and the two following years.

16.3. Alignment of strategic plans and D At BiH Institutions government level, budget

medium-term budgets requests are not systematically linked to
relevant development/strategic plans and sector
strategies. As strategies are not costed is not
possible to establish a materiality threshold as
required for score C.

16.4. Consistency of budgets with previous D Due to the budget non-adoption for 2021.

year's estimates

Since 2005, the State MoFT has set out to modernize its budget planning processes and systems through
the introduction of a medium-term budget planning and preparation framework®'.

The Medium-term Budget Planning and Preparation framework for BiH is based on the concept of a “rolling”
three-year budget and forward estimates. Rolling three-year budget and forward estimates are intended
to simplify and improve the transparency of budget preparation as well as to improve the predictability of
budget funding in order to facilitate the planning process of activities and priorities of budget users.

At the BiH Institutions' government level, budget requests are not systematically linked to relevant
development/strategic plans and sector strategies.

Elements of long-term strategic planning have not been regulated at the level of BiH Institutions yet. It is
necessary to carry out activities to achieve compatibility and harmonization of the medium-term planning
process with the budget process and to establish clear links between the program budget and strategic
documents and medium-term work plans of institutions, which will be implemented by the MoFT in
cooperation with the BiH DEP and budget beneficiaries’ In line with the Strategy, Measure Ill, by end of
2025, BiH Institutions need to do the following:

+ Standardize long-term/strategic planning,

* Improve the legal and methodological framework for medium-term planning, monitoring, and
reporting of BiH institutions,

» Improve the credibility and usability of the BFP,

* Improve the monitoring and evaluation system,

*  Polish the PIMIS, the medium-term planning module,

* Improve program budgeting and monitoring processes.

60 The 2015 Reporting Rulebook for BiH Institutions prescribes reporting by functional classification and the reports contain data
on the execution of expenditures by functional classification but as of the time of the assessment, there is no clear and detailed
methodology for dividing expenditures (budget) into functional/program classification.

671 BiH Institutions’ medium-term budget planning process is one that: has a clearly defined budget timetable and responsibilities,
sets out a clear fiscal strategy based on the level of resources available to the State government, prioritizes the allocation of scarce
resources to the State BiH's most important economic and social policy objectives, improves the predictability of budget policy
and funding, ensures more effective and efficient use of Government resources, improves transparency and accountability of
Government policies, programs and decision-making; and ensures that the financial impacts in future years are taken into account
when making policy decisions and that such decisions are made during the budget planning cycle.

62 Strategy for Improving Public Finance Management in Institutions of BiH 2021 - 2025
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16.1. Medium-term expenditure estimates

Medium-term expenditure estimates have been in budgeting practice in Bosnia and Herzegovina since
2005. At the level of BiH Institutions, multiyear (medium-term) fiscal forecasts are produced as part of
the process leading to the preparation of the MTEF, including forward estimates of expenditure for each
budget user (i.e., estimates for the forthcoming budget year and the two following fiscal years, allocated
by administrative, economic, and functional classification). Once approved by the Council of Ministers BiH,
the budget years estimates establish the budget heads’ budget ceilings for the forthcoming budget year.
Forward estimates are used to anchor the preparation of the following year’s budget ceilings; medium-
term budget estimates are updated annually, where each year MoFT prepares a 3-year MTEF building on
the previous year’s budget and estimates.

Article 5(b) of the Law on the Fiscal Council requires the Fiscal Council®® to adopt the Global Framework
of Fiscal Balance and Policies in BiH, which set out the following: proposed fiscal targets of the budgets
of BiH Institutions, FBiH, RS, and DB, proposed macroeconomic projections and the projection of the
total indirect taxes and their allocation for the next fiscal year; and proposed ceiling on the borrowing in
the budgets of BiH Institutions, FBiH, RS, and District Br¢ko (DB). All these elements are contained in the
Global Framework of Fiscal Balance and Policies in BiH for 2022-2024 (same as was the case in previous
years), which was adopted by the Fiscal Council in March 2022%. The Global Framework includes:

macroeconomic projections prepared by the Directorate for Economic Planning,
indirect taxation revenue prepared by the MAU of the ITA Governing Board,

c. overall tables of total aggregate categories of revenues, expenditures, and financing for BiH
institutions, FBiH, RS, and DB which are set out only as an illustration and are not binding,

d. several sentences that briefly set out the ceiling for the budget of BiH Institutions and the State’s
share of indirect taxation, and revenues, and mention a target to reduce both the primary fiscal
deficit in BiH and total public consumption over the medium term,

e. proposal for the ceiling for the borrowing of the budgets of institutions of BiH, FBiH, RS, and DB.

MTEF constitutes a preliminary draft budget including an overview of budget users' priorities and indicative
expenditure ceilings by the source of funding — see more on MoFT link®®. Based on the analysis and
supporting evidence, the score for the present dimension is B.

16.2. Medium-term expenditure ceilings

MoFT produces budget statement within MTEF by program, based on information submitted by budget
users through Budget Instruction No.1%. MTEF includes statements of program objectives, performance
indicators, and budget ceilings. Initial budget ceilings of expenditures for the current and two following
years are determined by the sector level and at the level of budget beneficiaries (budget heads). Once
the MTEF is approved by CoM, MoFT sends Budget Instructions No.2 out to budget users informing
them of medium-term budget ceilings and asking for their final program structure (existing/new program
initiatives) within approved budget ceilings.

According to the valid budget calendar, the MTEF document should be approved by CoM by the end
of June each year and sent to BiH Parliament in the form of information. In July, MoFT issues Budget
Instructions No.2 with approved budget ceilings for the budget year— the first budget circular. That was

63 Fiscal Council is a coordination body that, by using necessary inputs (macro-projections developed by the Economic Planning
Directorate, indirect taxes revenue projections developed by OMA), aims to establish, through a Global Framework, consistent
budget planning parameters at all levels of government in BiH. Ultimately, legislative authorities of each level of government are
responsible of fiscal policy pursuant to Constitutional responsibilities.

64 https://mft.gov.ba/Content/OpenAttachment?id=9b1ede4c-d106-419d-bab6-32ae063c7c75&lang=hr

65 (https://mft.gov.ba/Content/OpenAttachment?id=eb790f67-585e-49¢f-bd84-2bfob7f9707f&lang=hr)

66 Budget Instruction No. 1 defines a procedure for budget users on how to prepare medium-term expenditures in line with current
budget and previous MTEF, and adopted budget calendar.
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not the case in 2022. BiH Institutions’ MTEF 2022-2024 was approved by CoM in May 2022 passing the
budget calendar deadline for almost a year. This interrupted the whole budget schedule which put MoFT
into a position to skip issuing Budget Instruction No.2 as the first budget circular on time. In addition, the
2022 annual budget was approved by BiH Parliament in 30 June 2022.

There is no link between the first budget circular and aggregate expenditure ceilings for the budget year
and the two following years (that were approved in a serious delay by the government). Hence, the score
for the present dimension is D.

16.3. Alignment of strategic plans and medium-term budgets

Apart from the fact that Bosnia and Herzegovina as a country does not have its own development strategy
(the last BiH Development Strategy from 20710 had never been adopted®), the strategic development/
sector strategic planning process has significantly improved over the last decade. In 2021, the Council of
Ministers BiH adopted the BiH PFM strategy for 2021-2025; in March 2022, ERP BiH for 2022-2024 was
adopted®®, in May 2022, Council of Ministers BiH adopted MTEF 2022-2024, State Medium-term debt
management strategy for 2021-2024, BiH Framework Energy Strategy until 2035, and similar.

Strategic planning linkage with the budgeting process is still an issue across the country but local
governments including BiH Institutions are constantly working on overcoming the parallelism existing
between those two processes. Namely, BiH Institutions’ MTEF includes the analysis of medium-term
budget priorities covering the forthcoming annual budget and the two following fiscal years — based on
the budget users’ submissions for costed new spending proposals. Such proposals are more specific
individual initiatives/spending requirements based on adopted legislation rather than forming part of
a broader country development strategy or specific sector strategies. Therefore, the existing sector
strategies produced by some budget institutions have no uniform structure and the whole sector strategic
development process is not the result of an embedded institutionalization procedure. As a result, it is very
hard to link the elements in the strategic documents with the elements of the program budget. In addition,
at the level of BiH Institutions, the program budget structure has not been fully implemented.

Nevertheless, the strategic planning process at the level of BiH Institutions has started. The Medium-
term Work Program® of the BiH Council of Ministers is a strategic/operational document, which ideally
should be based on a ‘missing’ long-term country development strategy. In line with the Medium-Term
Work Program document, BiH institutions are obliged to develop and publish their medium-term plans
where their specific objectives (according to their mandates) are defined contributing to the achievement
of medium-term goals established by the CoM Medium Term Work Programs. However, due to political
problems at the level of BiH Institutions, the Medium-Term Work Program for 2022-2024 has not yet been
approved.

To summarize, at the BiH Institutions government level, budget requests are not systematically linked to
relevant development/strategic plans and sector strategies. As strategies are not costed is not possible
to establish a materiality threshold, therefore, based on the analysis and supporting evidence, the score
for the present dimension is D.

16.4. Consistency of budgets with previous year’s estimates

This dimension assesses the extent the which the expenditure estimates in the last medium-term budget
(MTEF 2021-2023) establish the basis for the current medium-term budget (MTEF 2022-2024). Due to the
fact that BiH Parliament has never adopted the 2021 budget, there is no justification for comparing those
two documents, MTEF 2021-2023 with MTEF 2022-2024.

Hence, the score for the present dimension is D.

67 http://www.dep.gov.ba/razvojni_dokumenti/razvojna_strategija/Archive.aspx?langTag=bs-BA&template_id=140&pagelndex=1

68 Economic Reform Program (ERP) contains elements of a long-term strategy given that apart from a medium-term macroeconomic
and fiscal policy framework it contains a comprehensive structural reform programs.

69 http://www.dep.gov.ba/sredprograda/sprvm2022/SPRVM_20-22_final.pdf
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PI-17. Budget preparation process

This indicator measures the effectiveness of participation by relevant stakeholders in the budget
preparation process, including political leadership, and whether that participation is orderly and timely.
Coverage is BCG for the last budget submitted to the legislature for PI-17.1 and 17.2, and the last three
completed fiscal years for 17.3.

Indicator/Dimension Score Brief justification of the score
PI-17. Budget preparation process (M2) D+
17.1. Budget calendar D In the last few years, at the level of BiH Institutions,

the budget calendar is not adhered to, mainly due
to political disagreements.

17.2. Guidance on budget preparation C The annual budget reflects budget users’
ceilings approved by the government after MoFT
completed discussions with Budget Users on
previously submitted final draft budgets.

17.3. Budget submission to the legislature D In the assessed timeframe, BiH Institutions did not
adhere to the approved budget calendar.

Since 2005, the BiH Institutions of Bosnia and Herzegovina (BiH) have introduced a range of budget
process reforms aimed at strengthening public expenditure management and planning. These reforms
have two key objectives, namely to develop expenditure priorities and budget plans over the medium term,
and to more closely link budget allocation decisions to the economic and social priorities of the country.

The preparation of medium-term budget plans is therefore intended to assist BiH to develop a more
strategic basis for budget allocations that reflect national policy priorities and objectives?.

According to the Strategy”’, apart from the activities under Measure Il that has already been elaborated
above under B.I. 16, BiH Institutions by the end of 2025, need to complete the following (Measures IV):

*  Review and update procedures for multi-annual commitments,
»  Build capacity to measure government debt in line with ESA 2010,

»  Determine the scope of data exchange between the MoFT, and Entity and BD MoFs to ensure
timely and comprehensive public debt reporting,

»  Ensure consistent application of prescribed classifications throughout the budget cycle.

17.1. Budget calendar

This dimension assesses whether a fixed budget calendar exists and the extent to which it is adhered to.
At the level of BiH Institutions, a detailed Budget calendar is set by the Law on Financing of BiH Institutions.
At the beginning of the budget process in January each year, MoFT issues Budget Instructions No.1,
setting out the budget requirements, for each stage of the budget cycle including the budget calendar.
Budget Instructions No.2 is issued following the adoption of the three-year Budget Framework Paper and
includes the initial budget ceilings for the upcoming annual budget for each Budget User as approved by
the BiH Council of Ministers.

70 Medium-term budget planning and preparation Manual prepared to provide guidance to the Ministry of Finance and Treasury
(MoFT) and Budget Users at the level of the Institutions of BiH; developed by the DFID funded SPEM Project 2011.

71 Strategy for Improving Public Finance Management in Institutions of BiH 2021 - 2025
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Table 17.1.A Budget calendar for the last budget submitted to the legislature

Date in Budget

Actual date for 2022

Met in practice

approves budget

Task Responsibility calendar budget preparation for 2022 budget
(Y/N)

Distribution of Budget | MoFT 31 January 2021 29 January 202172 Y
instructions No.1
Submission of Budget | Budget Users 15 April 2021 56% up to 15 April N
User Priority Review 2021 and 44% up to
Tables end of April 20217
Global Framework of | Fiscal Council 31 May 2021 31 March 2022 N
Fiscal Balance and
Policies in BiH
MTEF submitted MoFT 15 June 2021 23 May 2022 N
to the Council of
Ministers by the MoFT
MTEF adopted by the | Council of Ministers | 30 June 2021 26 May 2022 N
Council of Ministers BiH
BiH
Budget Instructions MoFT 07 July 2021 08 July 202174 N
No. 2 issued (including
budget ceilings)
Submission of Budget | Budget Users 07 August 2021 7% submitted on N
Instructions No.2 time and 87% by end

of August 20217°
Budget user MoFT/Budget Users | 15 Aug to 15 Sep 2021 | 65% of all Y
discussions discussions were

completed by 15

September’®
Budget submitted to MoFT 01 October 2021 27 May 2022 N
Council of Ministers
BiH
Budget adopted by the | Council of Ministers | 15 October 2021 07 June 202277 N
Council of Ministers BiH
BiH and submitted to
the Presidency of BiH
Budget adopted by BiH Presidency 071 November 2021 08 June 202278 N
BiH Presidency
BiH Presidency BiH Presidency 07 November 2021 08 June 2022 N
submits budget to BiH
Parliament
BiH Parliament BiH Parliament 31 December 2021 27 June 20227° N

72 https://www.mft.gov.ba/Content/OpenAttachment?id=95a71445-182d-495¢c-a2¢1-cdOe1bleadel&lang=hr

73 Source: supporting tables submitted by MoFT
74 Confirmed by MoFT, Budget Sector email

75 Source: supporting tables submitted by MoFT
76 Source: supporting tables submitted by MoFT
77 https:/www.paragraf.ba/dnevne-vijesti/07062022/07062022-vijest1.html

78 https://www.slobodnaevropa.org/a/bih-budzet-predsjednistvo-parlament/31889137.html

79 https:

rtvtk.ba/usvojen-prijedlog-zakona-o-budzetu-institucija-bih-za-2022-godinu
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In the assessed timeframe (2022 budget proposal), the budget calendar has not adhered mainly due
to political disagreements. Based on the analysis and supporting evidence, the score for the present
dimension is D.

17.2. Guidance on budget preparation

During the budget year, MoFT issues two sets of budget instructions, Budget Instructions (BI) No.1 and
Budget Instructions No.2. Bl No.1 sets out the detailed guidelines and instructions for the preparation of
Budget User priority review tables (BUPRTS), including high-priority new spending proposals, proposed
revenue measures, and savings options, consistent with the priorities of the Council of Ministers BiH and
in line with Budget User’s three-year work program.

Following the submission of the BUPRTS, the MoF T prepares a draft MTEF that sets out,among otherthings,
the underlying macroeconomic indicators and fiscal outlook, proposed budget expenditure priorities for
the budget and forward estimates period, and budget ceilings for each Budget User, in administrative and
program classification. Once the Council of Ministers has approved the MTEF, the MoFT issues Budget
Instructions No.2 setting out the budget ceilings for each Budget User (in accordance with the approved
MTEF) for the forthcoming year, together with instructions for the preparation of budget requests.

During the month of August, Budget Users are required to prepare their detailed budget estimates in
accordance with these ceilings. The MoFT and Budget Users carry out discussions following the
distribution of BI No. 2. Through the discussions, some adjustments to the ceilings may be permitted
in accordance with government policy priorities and subject to the approval of final budget ceilings by
the Council of Ministers BiH. Based on the analysis and supporting evidence, the score for the present
dimension is C.

17.3. Budget submission to the legislature

This dimension assesses the timeliness of the submission of the annual budget proposal to the legislative.
In the case of BiH Institutions, the executive government is represented by the Council of Ministers BiH, but
the annual budget proposal is submitted to the BiH Parliament by BiH Presidency which usually happens
right after the BiH CoM adopts the budget.

The table below presents the dates of submission of the annual budgets to the BiH Parliament in 2019 to
2021 (covering the budgets for 2020, 2021, 2022).

Table 17.3.A: Actual dates of budget submission for the last three completed fiscal years

Fiscal . o Date in Budget Actual date for budget
Action Responsibility L.
year calendar submission

2020 BiH Presidency submits the | BiH Presidency 071 November 2019 | 26 June 2020
budget to BiH Parliament

2021 BiH Presidency submits the | BiH Presidency 071 November 2020 | On 24 June 2021, BiH
budget to BiH Parliament Presidency adopted the 2021
annual budget proposal®

2022 BiH Presidency submits the | BiH Presidency 071 November 2021 | On 8 June 2022, BiH
budget to BiH Parliament Presidency adopted the 2022
annual budget.

Due to political issues the annual budget for 2021 has never been adopted by BiH Parliament®'.

In the assessed timeframe, BiH Institutions did not adhere to the approved budget calendar in the last four
years; hence, the score for the present dimension is D.

80 https://www.slobodnaevropa.org/a/predsjedni%C5%A1tvo-bih-usvojilo-bud%C5%BEet-za-2021-godinu/31324730.html

81 In the written answers received from MoFT BiH, Budget Sector, the Draft Law on the Budget of BiH Institutions and International
Obligations of BiH for 2021 has never been adopted and therefore BiH Institutions were financed on the basis of four quarterly
decisions on temporary financing issued by the Council of Ministers of BiH during 2021.
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PI-18. Legislative scrutiny of budgets

This indicator assesses the nature and extent of legislative scrutiny of the annual budget. It considers the
extent to which the legislature scrutinizes, debates, and approves the annual budget, including the extent
to which the legislature’s procedures for scrutiny are well established and adhered to. The indicator also
assesses the existence of rules for in-year amendments to the budget without ex-ante approval by the
legislature. Coverage is BCG for last completed fiscal year (2021) for PI-18.1, 18.2 and 18.4, and last three
completed fiscal years for PI-18.3 (2019, 2020, and 2021).

Indicator/Dimension Score Brief justification of the score
PI-18. Legislative scrutiny of budgets (M1) D
18.1. Scope of budget scrutiny D At the BiH Parliament, very limited legislative
budget scrutiny is taking place.
18.2. Legislative procedures for budget D The legislative’s role and power over the budget
scrutiny process is very limited
18.3. Timing of budget approval D In the last four-five years, both Committees at BiH

Parliament were not able to undertake detailed
analysis/budget hearings due to the fast budget
adoption procedure that was taking place.

18.4. Rules for budget adjustments by the B Clear rules are set up for in-year budget
executive adjustments by the executive government.

The Parliamentary Assembly of Bosnia and Herzegovina is the highest-level legislative body of Bosnia
and Herzegovina and consists of two Houses: the House of Representatives and the House of Peoples.
All legislative decisions enter into force upon adoption by both Houses of the Parliamentary Assembly
of BiH. The Parliamentary Assembly of BiH enacts laws, approves the budget, and makes decisions on
the sources and the amount of revenue needed for financing the institutions of Bosnia and Herzegovina
and its international obligations. The Parliamentary Assembly confirms the appointment of the Chair
and Members of the BiH Council of Ministers, grants consent to ratification of international treaties and
decides on other issues that are necessary to exercise its own responsibilities or those assigned to it by
an agreement between entities®.

Each of the houses has its budget and finance committees (Committee for Finance and Budget of the
House of Representatives and Committee for Finance and Budget of the House of Peoples), which have
a significant role in scrutinizing and amending the Government’s budget.

18.1. Scope of budget scrutiny

Standing procedures for budget scrutiny have been established at BiH Parliament, enabling Budget and
Finance Committees, both Houses, to review the annual budget proposal and report to the full session of
the Parliamentary Assembly®®. In practice, however, there is limited legislative scrutiny that is taking place.

In the last few years, including 2021, both Committees did not have enough time to analyze draft annual
budgets, meaning the details of revenue and expenditure, mainly because of the urgent adoption procedure
requested by the BiH Council of Ministers. Given the time constraints of receiving budget proposal, the
Committees’ members had practically no time for public discussions nor the Committee’s prior working
meetings with relevant entities required by the standard procedure of legislative budget scrutiny. In case
of the 2021 budget, which has never been adopted, both Committees received the budget proposal in
June 2021 for review but legislative scrutiny function never took place. For 2022 budget year, Committees
had sessions in June 2022 but again with no legislative scrutiny. In addition, BiH Parliament Committees

82 https://www.parlament.ba/Content/Read/24?title=0p%20ipodaci&lang=en

83 Each of the Houses has its own Budget and Finance Committee (9 members in House of Representatives and 6 in House of
People), which are in charge of both audit reports and budget plan considerations. More information on the Finance Committees
is available at official website: https://www.parlament.ba/committee/read/18 and https://www.parlament.ba/committee/read/17
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have no technical capacity (professional in-house or external staff) to support their work®. Based on
available information, the score assigned is D.

18.2. Legislative procedures for budget scrutiny

The budget review processes are established by the Law on Financing of the BiH Institutions. The BiH
Presidency is required to submit a proposed budget to the Parliamentary Assembly by November 1 each
year and the Parliamentary Assembly is expected to discuss the proposed budget and adopt the annual
budget law by December 31.

The best example of possible causes taken into the assessment analysis can be viewed from the example
of the adoption of the 2020 annual budget®. Namely, on 18 June 2020 (eight months behind schedule),
MoFT submitted the draft annual budget for 2020 to the BiH Presidency. BiH Presidency adopted the 2020
Law on the budget proposal and international obligations (BiH Institutions’ annual budget) on 26 June
2020 and submitted on the same day to the BiH Parliament®. BiH Parliament, House of Representatives,
Committees for Finance and Budget, in its session No.14, dated 15 July 2020, approved the 2020
budget proposal following a discussion that lasted for an hour. After being adopted by the House of
Representatives on the urgent session dated 27 July 2020, the 2020 budget proposal was submitted to
the House of Peoples; two days later, again, on the urgent session of the House of Peoples on 29 July
2020, the 2020 budget proposal was finally approved and adopted.

Apart from a serious delay in the budget process, this example illustrates that legislative review and
budget hearings were not included in the 2020 budget cycle. Based on available information, the score
assigned is D.

18.3. Timing of budget approval

As stated above, in the last four-five years, both Committees were not given enough time to analyze draft
budget given that they received annual budgets in the form of budget proposal and were requested for a
fast (urgent) adoption procedure.

Table 18.3.A: Actual dates of budget approval for the last three completed fiscal years

Fiscal
year

2020 | On 18 June 2020, MoFT submitted the draft annual budget for 2020 to the BiH Presidency. On 26
June 2020, BiH Presidency in a fast procedure adopted and submitted the 2020 annual budget
proposal to the BiH Parliament Assembly

Actual date of approval

BiH Parliament Assembly, House of Representatives, adopted the 2020 budget on 15 July 2020%7. The
same was done by the House of Peoples on 29 July 202088

2021 On 25 March 2021, MoFT submitted the draft annual budget for 2021 to the BiH Presidency. On 24
June 2021, BiH Presidency adopted the 2021 annual budget proposal®®

BiH Parliament Assembly, House of Representatives, adopted the 2021 budget on 28 April 2022, but
the House of Peoples has never adopted the 2021 annual budge

84 Within the BiH Parliament, a small specialized research division has been established to provide services for all Committees of
both Houses but with weak technical capacity to provide the BiH Parliamentary Assembly and Committee members in particular
with adequate analytical support in finance and budget matters.

85 Parliament BiH has never adopted the 2021 annual budget.

86 https://static.parlament.ba/doc/130273_Prijedlog%20zakona%200%20Budzetu%20(B).pdf

87 https://ba.nlinfo.com/vijesti/a448176-predstavnicki-dom-psbih-usvojio-budzet-za-2020.-godinu

88 https:/balkans.aljazeera.net/news/balkan/2020/7/29/usvojen-budzet-bih-za-2020

89 https://www.slobodnaevropa.org/a/predsjedni%C5%A1tvo-bih-usvojilo-bud%C5%BEet-za-2021-godinu/31324730.html
90 https://www.akta.ba/vijesti/bih/147751/predstavnicki-dom-psbih-usvojen-prijedlog-budzeta-institucija-bih-za-2021
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2022 On 07 June 2022, a draft annual budget for 2022 was submitted to the BiH Presidency. On 08 June
2022, BiH Presidency adopted the 2022 annual budget;

BiH Parliament Assembly adopted the 2022 budget on 27 June 2022.

Source: Consolidated Budget Execution Report for 2021

The table above shows that parliamentary committees for budget and policy analysis, in the assessed
period did not have adequate time to undertake detailed analysis/budget hearings due to the fast budget
adoption procedure. In addition, a complex political situation during 2021/2022 left the BiH Institutions
functioning on temporary financing. Based on the available information, the score for the present
dimension is D.

18.4. Rules for budget adjustments by the executive

Law on Financing of BiH Institutions, Article 16, provides for budget allocations within the approved
budget to be amended without ex-ante approval by the Parliamentary Assembly. If the commitments
were to exceed approved ceilings, BiH Ministry of Finance and Treasury, in accordance with the Law on
the Budget of BiH Institutions, and the instruction for budget adjustments that is prepared every year, at
the request of the budgetary unit, approves the restructuring/redistribution of funds, thereby approving
increases/decreases of established budget ceilings by budget positions within the approved budget of the
budgetary unit (see 21.4). The mentioned procedure cannot lead to breaking through the total projected
cash flows. In addition, according to the Law, the redistribution of funds is exceptionally allowed between
the budget beneficiaries, if approved by the BiH Council of Ministers, after receiving the opinion of the
MoFT.°" Here, the respective budgetary units participate in the process and the decision is made by the
BiH Council of Ministers.

In accordance with the procedure of temporary financing that took place during the 2021 budget year,
the budget covers only the expenditures necessary for the functioning of the institutions of Bosnia and
Herzegovina. No allocations are approved during that period. Budget users cannot start new or expanded
programs and activities until the budget is approved.

Based on the available information, the clear rules exists and are adhered to in most instances, therefore,
the score for the present dimension is B.

91 https:/mft.gov.ba/Content/OpenAttachment?id=7012d1ec-cac2-46d4-ac07-2328072ee17f&lang=hr
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The pillar examines whether the budget is implemented within a system of effective standards, processes,
and internal controls, ensuring that resources are obtained and used as intended.

Overall performance: key strengths and weaknesses

Revenue administration is in good shape. The Indirect Tax Authority is responsible for the collection and
distribution of indirect taxes to all four levels of government (BiH, RS, FBiH, and BD) from a single account.
The largest part of budget revenues for the budget of BiH institutions is from indirect taxes. The ITA
uses various channels of communication with taxpayers, both online and offline. Taxpayers are provided
with information about their rights and obligations. ITA has developed a risk management strategy
(registration, filing, reporting, and payment), grounded in risk analysis performed by types of revenues
and taxpayers. The ITA fulfills most planned tax controls and fraud investigations. The share of arrears
in collected indirect tax revenues in 2021 was 6% for the whole of BiH (the age of arrears is unknown).
The reform strategy recognized the need to improve the coordination between the ITA and entities’ tax
administrations, as well as to strengthen the capacities of the ITA.

The accounting for revenues is performing well. Revenue from indirect taxes collected on a single account
is distributed to the four levels of government on a daily basis, while reconciliation is done monthly.
Revenues that are under the jurisdiction of the BiH level are collected directly to the treasury single account.

The predictability of in-year resource allocation is also relatively good. Consolidation of TSA bank accounts
is done daily, while foreign currency accounts weekly. Cash forecasting is done on a quarterly and monthly
basis. Commitment ceilings for actual spending are available to budgetary units one month in advance.
Budget reallocations were made in a transparent and predictable manner.

There are no outstanding liabilities at the BiH level.

Payroll and personal records are updated and reconciled automatically at least monthly. All new hires
and promotions are checked against the budget and systematization of positions. The internal control of
the payroll is satisfactory, but lacking set procedures. Payroll is partially audited annually by the supreme
audit institution.

Procurement is regulated by the law that is at the level of BiH. The Law covers all levels of government
(not only BiH, RS, FBiH, and BD, but also cantons and municipalities). The two main bodies responsible for
managing public procurement are the BiH Public Procurement Agency and the BiH Procurement Review
Body. As far as procurement is concerned, it is generally at a satisfactory level. There is an E-Public
Procurement Portal where all information for all contracts is published. Only 65% of awards were through
competitive methods. Also, the transparency of informing the public was at a basic level. The situation
is similar to procurement complaints management. The reform strategy recognized the need for further
improvement in the area of procurement. This refers to legislation, e-governance, and capacities of the
institutions.

The internal control of non-salary expenditures is performing soundly. There is a clear segregation of
duties throughout the expenditure process. Expenditure control is automatically regulated through the
ISFU information system. There are payment rules and procedures that are followed. Internal audit is
operational inmost budgetary units, so stronger procedures andrules are in place, whichis an improvement
over the previous PEFA assessment. The reform strategy plans further improvements in commitment
controls.

The internal audit is good except for the management's weak response to the recommendations of
the internal audit. Internal audit is operational for budgetary entities that spend most of the budgetary
expenditures and that collect most of the budgetary revenues, focused on the adequacy and effectiveness
of internal controls. There are internal audit plans that are followed. Internal audit units distribute reports
with recommendations to stakeholders. For internal audit, the reform strategy recognizes the need for
improvements in the area of IT technologies and the strengthening of human capacity.
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This indicator covers the administration of all types of tax and non-tax revenue for central government.
It assesses the procedures used to collect and monitor central government revenues. Coverage is CG at
time of assessment for PI-19.1 and 2 and for the last completed fiscal year (2021) for PI-19.3 and 19.4.

Indicator/Dimension Score Brief justification of the score
PI-19. Revenue administration (M2) B
19.1. Rights and obligations for revenue A Up-to-date information on obligations and rights is
measures available to the public through various channels
19.2. Revenue risk management A BiH ITA has a risk management process presented

at three levels: strategic, tactical, and operational.
Strategy on Compliance Improvements on Indirect
Taxation for Period from 2022 to 2024; covers

all categories of revenues (VAT, excises, and
customs) and taxpayers

19.3. Revenue audit and investigation C ITA as an entity that collects most of its revenue

undertakes audits and fraud investigations using a
compliance improvement plan and completes the
majority of audits and investigations

19.4. Revenue arrears monitoring D Age of the stock arrears year-on-year is not

available.

The BiH ITA is an entity that administered/collected 83% (see Table 19.1) of the collected revenues for
the BiH Institutions Budget in 2020. Indirect taxes (comprising of the VAT, customs and excises) are
administered by the BiH ITA. Indirect taxes are collected on a single account and allocated to the BiH level
in a fixed amount, as stated in PI-3. Table below shows collected revenues of the BiH Institutions Budget
in 2020 from indirect taxes, grants, and other revenues.

Table 19.1.A: Collection of IBiH budget revenues

Type of revenues Amount % Administration and/or
(KM) of total collecting entity
Indirect taxes 780,000,000 83% BiH ITA
Grants and other revenues 163,073,147 17% Other entities
TOTAL 943,073,147 100% /

Note: in line with PI-3

The Strategy for Improving PFM in Institutions of BiH 2021-2025 has identified the following needs:

strengthen capacities and cooperation among institutions to fight tax and customs fraud (monitor
and evaluate the implementation of the established exchange mechanism between the ITA and
tax authorities of the entities and BD; sign a memorandum of understanding between the Border
Police and the ITA),

improve indirect tax compliance (further align customs and tax legislation and practices with
EU legislation, improve a risk management strategy and policy, and an action plan in the area
of customs; develop a strategy to improve indirect tax compliance for the period 2022 - 2024;
develop a debt servicing strategy for indirect taxes),

strengthen ITA administrative and operational capacities (develop and implement an ITA business
continuity plan; develop an HR management strategy and action plan; develop and implement a
multi-year capital investment plan).
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19.1. Rights and obligations for revenue measures

The Communication Strategy of BiH ITA% forthe period from 2020 to 2023 defines external communication
goals, including easier access to information about rights and obligations for taxpayers. Target groups for
that goal are legal entities and natural persons (entrepreneurs and citizens) that meet the threshold for VAT
registration. The purpose of communication varies among those groups because of various knowledge
of indirect tax legislation and the usage of e-services. Communication channels are offline, online, and a
combination of the two. Offline communication channels include press releases and conferences, media
appearances, guides and instructions, educational workshops and seminars, forums and round tables,
written correspondence, and telephone communication. Online communication channels include web
page®, YouTube®, and info e-mail.

Taxpayers can find information about the obligations and rights on the website of the BiH ITA. Regarding
the information on obligations, these are stated in the law and bylaws available on the website, but also
through easier access to information on registration, tax declarations, payments, tax calendar, and other
relevant information. At the beginning of 2018, BiH ITA enabled the use of the e-portal application®® which
allows the taxpayers to submit VAT and excise returns electronically with access to their analytical tax
card. Information on the rights of taxpayers related to the appeal procedure, is available in the BiH Law
on Indirect Taxation Procedure® but also in the Charter of Rights and Obligations of Taxpayers®. All
information is up to date.

In 2022, BiH ITA opened its first regional service center®® in Sarajevo. Another two are planned to be
open in the other three regional centers: Banja Luka, Mostar, and Tuzla. Service centers of the BiH ITA
are intended for all payers of indirect taxes who will be able to personally receive information in the field
of indirect taxes, as well as instructions and clarifications for any problem regarding the application
of regulations in the field of indirect taxation in BiH. Likewise, all other taxpayers in BiH will be able to
receive basic information about the obligation to register and enter the VAT system in BiH, as well as how
requests for entry into the VAT system are submitted, and what all obligations and rights are. Also, a VAT
guide brochure is available to taxpayers.

BiH ITA as an entity collecting/administering most of the revenues provides taxpayers with access to
comprehensive and up-to-date information on obligations and rights through various channels. Hence,
the score for the present dimension is A.

19.2. Revenue risk management
The Department for Analysis and Risk Management of the BiH ITA has a business process diagram from
which the risk management process can be seen at three levels: strategic, tactical, and operational.

BiH ITA developed a Strategy on Compliance Improvements on Indirect Taxation Legislation for the Period
from 2022 to 2024%. This is the second developed Strategy on Compliance. The first one was developed
for the period 2019-2021.

92 https://www.uino.gov.ba/portal/wp-content/uploads/3-0-NAMA/6-STRATEGIJE-strateski-dokumenti/Strategija-komunikacije-
UI0-2020-2023-15-07-20.pdf

93 https:/www.uino.gov.ba

94 https://www.youtube.com/@uinobih7229

95 https://www.uino.gov.ba/portal/bs/e-usluge/e-portal

96 https://www.uino.gov.ba/portal/wp-content/uploads/PROPISI/1_UI0/3_Zakon_o_postupku_indirektnog_oporeivanja/1_Zakon
B/B-1-Zakon-o-postupku-indirektnog-oporezivanja-Sluzbeni-glasnik-BiH-broj-8905.pdf

97 https://www.uino.gov.ba/portal/wp-content/uploads/99-ZAHTJEVI-I-UVJERENJA-ostali-dokumenti/Prava-i-obaveze-
obveznika/BOS-Povelja-o-pravima-i-obavezama.pdf

98 https:/www.uino.gov.ba/portal/bs/novosti/otvoren-prvi-servis-centar-uio-u-sarajevu
https:/business-magazine.ba/2022/03/25/otvoren-prvi-servis-centar-uio-bih-sarajevu

99 https://www.uino.gov.ba/portal/wp-content/uploads/3-0-NAMA/6-STRATEGIJE-strateski-dokumenti/3-Strategija-postivanja-
propisa-_2022-2024-vanjska-FINAL-p-18-03-22 pdf
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Through the Strategy on Compliance, specific programs are adopted and developed to deal with
various risks through the four pillars of compliance: registration in the register of taxpayers, filing the
tax declarations, accurate reporting, and payment of obligations. As part of the Strategy on Compliance,
there is a chapter on Efficient collection and revenue allocation, which covers risk analysis, better use of
data, registration improvement, refund analysis, strengthening the control function, arrears management,
and the fight against fraud and organized crime.

BiH ITA performed risk analysis by types of revenues and key taxpayers’ segments, identified the most
significant risks, gave recommendations for risk mitigation, continuously carried out the selection of risky
taxpayers, and created and implemented programs of compliance with tax regulations in certain risky
segments.

The work of the BiH ITA is based on the use of a broad information base which in addition to internal data,
also uses external data obtained through exchange with domestic and foreign institutions.

In the registration phase, based on the data from the available records of the BiH ITA and third parties,
BiH ITA verifies the accuracy and completeness of the submitted documentation for registration. ITA
has intensified its activities on recognition and registration of persons who have exceeded the taxable
threshold and have not applied for registration'?, deregistration of taxpayers who have stopped performing
the taxable activity, and correction of incorrect data in the register.

BiH ITA dedicated efforts and developed a whole set of activities aimed at the effective management
of refunds. Some of these activities are assessment of the validity of refunds through standardized test
procedures in which a large number of organizational units participate, risk assessment of the taxpayer
through the risk analysis module, analysis of documentation, and conducting audits (office, field).

In general, most of the audits are aimed at taxpayers for whom significant suspicion exists that they
are not fulfilling their obligations. The efforts of the BiH ITA are aimed at constant improvement and
strengthening audit functions by introducing modern IT tools, expanding the data that are used, and
relying to a greater extent on risk analysis and indirect methods of tax liability assessment.

BiH ITA pays great attention to research, discovering, documenting, and preventing all forms of smuggling,
customs, tax, and other misdemeanors and criminal offenses and works closely with the prosecutor’s
offices.

The provisions of the Instructions on the manner of dealing with value-added tax and excise declarations
and the determination/calculation of value-added tax'*' regulate the handling of tax declarations, as well
as the method of tax determination/calculation by official duty (by BiH ITA), which the BiH ITA files on
behalf of the taxpayer and which is automatically created in the information system of the BiH ITA. The
provisions of the Instructions on the procedure for refunds and approving tax credits based on the filed
value-added tax declaration'? prescribe, among other things, the procedure for submitting amended or
supplementary tax declarations by taxpayers.

BiH ITA has a risk management process presented at three levels: strategic, tactical, and operational.
There is a Strategy on Compliance Improvements on Indirect Taxation for the Period from 2022 to 2024,
which covers all categories of revenues (VAT, excises, and customs) and taxpayers. Hence, the score for
the present dimension is A.

100 Rulebook on registration and entry into the unified register of indirect tax payers:
https://www.uino.gov.ba/portal/bs/propisi/porezi

1071 https://feb.ba/uputstvo-o-nacinu-postupanja-sa-prijavama-za-porez-na-dodanu-vrijednost-i-prijavama-akcize-i-rezrezom-
poreza-po-sluzbenoj-duznosti

102 https://feb.ba/uputstvo-o-postupku-povrata-i-odobravanju-poreznog-kredita-po-osnovu-podnosenja-prijave-za-porez-na-

dodanu-vrijednost/
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19.3. Revenue audit and investigation

BiH ITA developed the Action plan for 2021 for the implementation of Strategy on Compliance 2019-2021
(Action plan). That can be considered as a compliance improvement plan to mitigate identified compliance
risks. The document covers all categories of revenues, key payers' segments, and risks associated
with registration, filing of declarations, accurate reporting, payment, and other. There is a Report on the
realization of the Action plan, which quantifies the results and reports on deliverables planned through the
Action plan. Plans of audits that belong to the Department for audit and the Department for audit of large
taxpayers are confidential documents. The aggregate data on the plans and realization of tax controls and
fraud investigations for 2021 were provided by the ITA.

Plans of audits that belong to the Department for audit, and Department for audit of large taxpayers are
confidential documents. However, the BiH ITA provided the following aggregate information for 2021 from
which can directly be comparable plan and achievement in the sense of audits and investigations:

Table 19.3.A: Revenue audit and investigation by the BiH ITA

Type of tax audit/fraud investigation Planned Carried out Percentage completed
Full audit 5,302 5,902 113%
Partial (informative) audit 2,747 2,661 97%
Investigation 120 101 84%

BiH ITA as an entity that collects most of the revenues undertakes audits and fraud investigations using a
compliance improvement plan and completes the majority of audits and investigations. Hence, the score
for the present dimension is C.

19.4. Revenue arrears monitoring

Failure to comply with obligations and payment deadlines can serve as an indicator of non-compliance
with other obligations of indirect taxes for which reasons ITA monitors and analyzes arrears data through
various procedures, on several levels, and creates programs to improve the collection of arrears. The
information on revenue arrears from the BiH ITA shows the revenue arrears on 31 December 2021 by
revenue categories. Arrears related to all levels of government are included in the information since all
revenues are collected at a single account and later allocated to various levels of government based
on a coefficient. So, it is not possible to calculate the share of BiH level revenues arrears. It is possible
to calculate for the entire country. The ratio of arrears on 31 December 2021 and collected revenues
in 2021'% is 6% (BAM 486 mil.). However, it is not possible to disaggregate the stock based on age
composition year on year.'%

Hence, the score for the present dimension is D.

Thisindicator assesses procedures for recording and reporting revenue collections, consolidating revenues
collected, and reconciling tax revenue accounts. It covers both tax and nontax revenues collected by the
central government. Coverage is CG at time of assessment.

103 https://www.uino.gov.ba/portal/wp-content/uploads/3-0-NAMA/2-Plan-rada/1-lzvjestaj_o_radu/lzvjestaj-o-radu-UINO-2021.pdf

104 Information on the annual stock of arrears, as assessed in PI-20.3, is available and reconciled between the ITA and the treasury.
This information does not include any evidence of year on year changes in stock of arrears.
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Indicator/Dimension Score Brief justification of the score

PI-20. Accounting for revenue (M1) A

20.7. Information on revenue collections A Revenues, that are under the authority of the
BiH level, are collected through the TSA; Indirect
taxes are distributed to BiH on a daily basis which
provides information on revenues daily, but also
the Indirect Tax Authority prepares the monthly
reports with reconciled data.

20.2. Transfer of revenue collections A Revenues are either paid directly to TSA or
transferred on a daily basis.

20.3. Revenue accounts reconciliation A Reconciliation is made at least monthly.

The ITA, on behalf of and for the account of BiH, Federation of BiH, Republika Srpska, and Brcko District,
opens and maintains a Single Account consisting of accounts with commercial banks for the collection
of revenues and accounts/sub-accounts with the Central Bank of Bosnia and Herzegovina'®. The banks
transfer the total collected revenues in the aggregate amount every day to the account with the BiH Central
Bank. The bank will report electronically and daily to the ITA on all individually executed payment transactions.

The ITA is responsible for the collection, transfer, and distribution of the collected revenues to the revenue
beneficiaries. The collected revenues are distributed daily and transferred to the accounts opened by
revenue users. The ITA established a bookkeeping system (tax bookkeeping) that provides information on
collected revenue by types of revenue, payers, and amount of arrears, as well as data on transfers and
distribution by revenue beneficiaries. The ITA prepares a monthly revenue report for the needs of the users,
after consolidating the bookkeeping activities for the month. The revenue report shows how the amount
stated in the report has been distributed to the beneficiaries of the revenues. The ITA will explain and discuss
any difference between the revenue distributed daily and the revenue distributed as stated in the monthly
report.

The BiH MoFT, in accordance with the provisions of the Law on Financing of BiH Institutions®, manages the
TSA, which consists of all bank accounts maintained on behalf of BiH MoFT with the BiH Central Bank and
several commercial banks, through which all transactions related to budgetary funds are performed. The
BiH MoFT has a main budget account with a large number of sub-accounts at the BiH Central Bank. With
commercial banks, BiH MoFT has a deposit account (used for payment of public revenues), a transaction
account (for payment of liabilities of budgetary units), and an account for payment of salaries to budgetary
units. All the listed accounts (and sub-accounts) are linked to the Treasury General Ledger system.
Consolidation of bank accounts is done daily, after delivery of statements in electronic format and uploading
to the ISFU system. It should be noted that BiH MoFT has signed technical memoranda with commercial
banks, which prescribes the technical part of the implementation of payment orders, the bringing of funds
to cover obligations, the formation and sending of EFT (electronic fund transfer) orders, bank statements,
complaints, the contact person for operational communication on a daily basis.

20.1. Information on revenue collections

Revenues that are under the authority of the BiH level, are collected through the TSA by type of revenues
(which are coded by category and clearly distinguishable) and can be put into a report on a daily basis.
In practice, there are no daily revenue reports for the reason that there is no need for them since bank
statements of deposit accounts are obtained on a daily basis, through which the revenue transfer to the
Central Bank of BiH is monitored. Statements are uploaded to the ISFU system so that a report can be
generated from the Cash Management (CM) module on payments to accounts on a daily basis. Indirect
taxes are distributed to BiH level on a daily basis which provides information on revenues daily, but also the
Indirect Tax Authority prepares the monthly reports with reconciled data.

105 https://www.paragraf.ba/propisi/bih/zakon-o-uplatama-na-jedinstveni-racun-i-raspodjeli-prihoda.html
106 https://www.parlament.ba/law/LawDetails?lawld=1116
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Table 20.1.A: Information on revenue collection (BiH Institutions Budget)

Total Frequency of Transferred data characteristics (Y/N):
Collecting Category of amount data transfer
. Broken down .
entity revenue collected'” to the central b Consolidated c lidated
in 2020 agency y revenue into a report onsolidate
type
BiH ITA Indirect taxes, | BAM Daily in reference | N/A because Y Y
(Single broken down | 780,000,000 | to the daily those
Account) by categories | (83 %) distribution funds are
of revenues; transferred
consolidated into | from the
the reporton a Single
monthly basis Account
BiH Treasury | Grants BAM Directly paid to Y Y Y
(TSA) and other 163,073,147 | TSA
revenues (17 %)

Based on the analysis and supporting evidence, the score for the present dimension is A.

20.2. Transfer of revenue collections

Since revenues under the authority of the BiH level are paid to TSA through banks, the funds are made
available immediately. Revenues from indirect taxes are transferred on a daily basis.

Table 20.2.A: Transfer of revenue collections

Collecting entity

Category of revenue

Frequency of revenue collections
transfer to the Treasury

BiH ITA (Single Account)

Indirect taxes

Daily

BiH Treasury (TSA)

Grants and other revenues

Direct payments to TSA through
banks

Hence, the score for the present dimension is A.

20.3. Revenue accounts reconciliation
The Indirect Tax Authority, the entity collecting most of the revenues, makes reconciliations on a monthly
basis. Since all revenues that are under the authority of the BiH level are paid to TSA through banks,
reconciliation of accounts is available on a daily basis.

Table 20.3.A: Revenue accounts reconciliation

. Type of reconciled data (Y/N):
Collecting | Category of S
- Frequency Timeline
entity revenue Assess- . Transfers
Collections Arrears
ments to Treasury
BiH ITA Indirect Monthly End of month Y Y Y, for the Y
(Single taxes for previous reporting
Account) month period
(quarterly)
BiH Grants Daily (direct NA Y NA Direct
Treasury | and other payments payment to
(TSA) revenues to TSA) TSA

Hence, the score for the present dimension is A.

107 As described under PI-19 to determine the materiality
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This indicator assesses the extent to which the central MoF is able to forecast cash commitments and
requirements and to provide reliable information on the availability of funds to budgetary units for service
delivery. Coverage is BCG at time of assessment for PI-21.1 and for last completed fiscal year (2021) for
PI-21.2,21.3 and 21.4.

Indicator/Dimension Score Brief justification of the score

PI-21. Predictability of in-year resource B+

allocation (M2)

21.7. Consolidation of cash balances B All bank and cash balances are consolidated on a
weekly basis

21.2. Cash forecasting and monitoring A Cash flow planned on a quarterly and monthly
level based on actual cash inflows and outflows

21.3. Information on commitment ceilings C Commitment ceilings are available one month in
advance

21.4. Significance of in-year budget A Adjustments to budget allocations took place once

adjustments and are done in a transparent and predictable way

The BiH MoFT has a main budget account with a large number of sub-accounts at the BiH Central Bank.
With commercial banks, BiH MoFT has a deposit account (used for payment of public revenues), a
transaction account (for payment of liabilities of budgetary units) and an account for payment of salaries
to budgetary units. All the listed accounts (and sub-accounts) are linked to the Treasury General Ledger
system. Accounts in the Central Bank which are not used for payments are mainly foreign currency
accounts.

21.1. Consolidation of cash balances

Consolidation of bank accounts is done daily, after delivery of statementsin electronic format and uploading
to the ISFU. It should be noted that BiH MoFT has signed technical memoranda with commercial banks.
Consolidation of foreign currency accounts is done manually on a weekly basis.

Table 21.1.A: Consolidation of cash balances

Bank and cash - List of accounts Frequency of reconciliation
Bank accounts - part of TSA Daily
Foreign currency accounts - Central Bank Weekly

Based on the analysis and supporting evidence, all bank and cash balances are consolidated on a weekly
basis, so the score for the present dimension is B.

21.2. Cash forecasting and monitoring

The BiH MoFT prepares a cash flow plan on a quarterly and monthly level. The plan shows projections of
revenues and expenditures of the budget of the Institutions of BiH, as well as the differences in revenues
and expenditures for the period covered by the plan. The plan is based on reports from the ISFU system
(general and subsidiary ledgers), and in accordance with the BiH Law on the Budget'®, the Decision on
Temporary Financing of BiH Institutions, annual and periodic reports on the execution of the BiH Budget
and other legislation. Back in 2015, the BiH MoF T issued an Instruction for the preparation of a cash flow
plan.

Cash flow is planned on a quarterly and monthly level, based on actual cash inflows and outflows. Hence,
the score for the present dimension is A.

108 This is in general. The budget for 2021 has not been adopted yet.
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21.3. Information on commitment ceilings

Given that the budgetary units’ operational plans are entered through the ISFU system for each month
individually, budgetary units have Reports on available funds from the system, which are approved on the
basis of submitted and controlled operational plans of budgetary units for certain period and on the basis
of relevant documentation for certain types of expenditures and projects.

Commitment ceilings are available one month in advance. Hence, the score for the present dimension is C.

21.4. Significance of in-year budget adjustments

In 2027 there was only one Decision of the BiH Council of Ministers no. 170/21 on the redistribution of
funds from the Budget of the BiH Ministry of Justice to the Budget of the BiH Institute for the execution
of criminal sanctions and other measures in the amount of BAM 1.8 mil. The decision was made on the
basis of the Law on financing BiH institutions and on the basis of the Law on the BiH Council of Ministers,
at the proposal of the BiH Ministry of Justice. Although all requests for redistribution/restructuring are
initiated by the budget users and do not qualify for scoring as per PEFA methodology, their number is
known to have gone up due to Covid as reflected in score C on PI-2.2.

When a decision on the redistribution of funds between budgetary units was proposed, respective
budgetary units participated in the process, and the decision was made by the BiH Council of Ministers
and published in the BiH Official Gazette. Adjustments to budget allocations took place once and are done
in a transparent and predictable way. Hence, the score for the present dimension is A.

This indicator measures the extent to which there is a stock of arrears and the extent to which a systemic
problem in this regard is being addressed and brought under control. Coverage is BCG for the last
completed fiscal year (2021) for PI-22.1 and at time of assessment for PI-22.2.

Indicator/Dimension Score Brief justification of the score
PI-22. Expenditure arrears (M1) A
22.1. Stock of expenditure arrears A No outstanding liabilities are reported in the financial
statements.
22.2. Expenditure arrears monitoring A Considering overall soundness of commitment
controls (PI-25.2 is A) and payments (PI-25.3 is A), the
arrears monitoring meets the A score requirements.

According to the Law on Financing of BiH Institutions'® unpaid obligations are considered to be any
obligation that needs to be paid and which has not been fully paid on the day the payment is due.

In practice, BiH institutions plan the budget based on their obligations and implement strict discipline
in terms of payments. There are no delays in payment because the Treasury pays every week all due
obligations that the budgetary units have entered into the ISFU and so far there have been no problems
with liquidity because the revenues collected and belonging to the Institutions of BiH are recorded on a
cash basis, i.e. in accordance with the relevant provisions of the Law on Financing of BiH Institutions
and the Rulebook on Accounting with Accounting Policies and Procedures for Budgetary Units of BiH
Institutions (Rulebook on Accounting)'®. Salaries are paid by the 10" of the current month for the previous
month.

The BiH institutions have no outstanding liabilities. There is a question if it can happen that a budgetary
unit does not timely enter the obligation in ISFU, and this causes a delay in payment and arrears
accordingly. However, based on the Law on Financing of BiH Institutions and the Rulebook on Accounting,

109 https://www.parlament.ba/law/l awDetails?lawld=1116
110 https://www.mft.gov.ba/Content/OpenAttachment?id=67fdf496-3128-4c78-a7e4-e1eb7d49e9d7&lang=bs
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the responsibility for planning and creating obligations within the approved budget rests exclusively with
the budgetary unit, i.e., the authorized person of the budgetary unit. It is prescribed that budgetary units
are not allowed to create obligations, i.e., expenditures or burdens of budget positions if the funds for
those expenditures or burdens of budget positions are not approved within the amount allocated for
that budgetary unit. Although the Rulebook on Accounting defines that "attention must be paid to all
types of accounting documents and efforts must be made to make their path to accounting as short as
possible', in practice, situations may occur where budgetary units are late in entering their obligations into
the information system, which further makes delays in payments made by the BiH Ministry of Finance and
Treasury. On-demand, reports on arrears (if any) can be created from the system.

22.1. Stock of expenditure arrears

The BiH institutions do not have outstanding liabilities™" for 2019, 2020, and 2021. Although the budget
was not adopted in 2021, the execution was based on temporary financing throughout 2021, and no
outstanding liabilities were accumulated because the already established spending program continued at
the level from 2020, in accordance with the relevant provisions of the Law on Financing of BiH Institutions
related to temporary financing. The reported stock of arrears for 2019, 2020 and 2021 in the budget
execution reports was nil. Available data from the audit report does not raise this issue within the reported
findings. Hence, the score for the present dimension is A.

22.2. Expenditure arrears monitoring

Performance on monitoring of arrears falls outside of the PEFA criteria: the data on any potential arrears
can be generated on demand from ISFU but formal reports are not generated. There are no reported
arrears in the budget execution reports and the issue of payments due and not settled is not raised in any
of the financial and compliance audit report for the period. Score A on this dimension is assigned on the
basis of the PEFA Fieldguide based on the satisfactory performance of commitment controls (PI-25.2
scored A) and payment controls (PI-25.3 scored A).

This indicator is concerned with the payroll for public servants only. Wages for casual labor and
discretionary allowances that do not form part of the payroll system are included in the assessment of
non-salary internal controls, PI-25. Coverage is CG at time of assessment for PI-23.1, 23.2 and 23.3 and
for last three completed fiscal years for PI-23.4 (2019, 2020, and 2021).

Indicator/Dimension Score Brief justification of the score
PI-23. Payroll controls (M1) C+
23.1. Integration of payroll and personnel B Reconciliation of the payroll with personnel records
records takes place automatically, at least monthly. All changes

are made based on the decision of the Council of
Ministers. New employment and promotions are
checked against the approved budget and a list of
approved staff positions.

23.2. Management of payroll changes A Personnel records and payroll are updated at least
monthly and retroactive adjustments are under 1
percent.

23.3. Internal control of payroll C Sufficient control exists to ensure the integrity of

the payroll data. However, the procedure itself is
nonexistent.

23.4. Payroll audit A Financial and compliance audits cover payroll all
budgetary units every year.

111 Payments are made every week.
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Based on the information from the BiH MoF T, within the system for Centralized calculation and payment of
wages and allowances (COIP) in the institutions of BiH, there is a Personnel records module that contains
data on employees in the institutions of BiH (employee register). There are no reported reforms planned
regarding payroll processing.

23.1. Integration of payroll and personnel records

Salaries are calculated and paid through the COIP system on the basis of data entered in the personnel
records, and the system supports reconciliation of payroll with the employee register automatically at
least once a month. Before each recruitment, checks are carried out whether the funds for the specific
position are planned in the Budget of the BiH institutions, which provides the number of approved staff
positions. BiH MoFT gives its opinion on the proposed decision. Every new employment is approved by
the Council of Ministers of BiH . All changes in personnel records, as well as the entry of data for the
calculation of wages and allowances, are entered by budgetary units. The processes are automated. Also,
recruitment and promotion are carried out in accordance with the adopted systematization of positions
(approved staff positions) of each institution individually. Hence, the score for the present dimension is B.

23.2. Management of payroll changes

Based on the information from the BiH MoFT, personnel records and payroll are updated at least monthly.
Retroactive adjustments are rare since the reconciliation of payroll with the employee register is done
automatically at least monthly thus limiting the possibilities for arrears (as indicated in PI-22). Retroactive
adjustments remained under 1 percent as per internal reports made available by the Treasury. Based on
the available evidence, the score for the present dimension is A.

23.3. Internal control of payroll

The updating of personnel records (based on documentation) and automatically the payroll is carried out
by budgetary units, which happens as part of the system of internal control.

The process (using the example of the BiH MoFT as a budgetary unit) entails:

- Employees of the Department for Legal, Personnel, General and Common Affairs (Department)
maintain personnel records through the OCEAN personnel records system.

- All personnel changes, starting from the establishment of an employment relationship, internal
transfers, promotion through internal vacancies, and termination of the employment relationship,
are managed through the personnel records.

- Advancement through pay grades and changes in transport decisions are also entered as changes
through personnel records.

- Theemployees of the Department are obliged to update the personnel records and enter the basic
data about the employee, the coefficient for calculating the salary, and the amount of compensation
for transportation costs. The data on the previous work experience of the employee is especially
important because the amount of past work (years of work experience) that is calculated based
on this.

- The salary calculation officer in the Department for Financial and Accounting Affairs, based on the
data entered in the Department for Legal, Personnel, General, and Common Affairs, performs the
salary calculation through the OCEAN system.

- Salary calculation cannot be carried out without updating the data in the personnel records. The
salary calculation is done on the basis of data from the personnel records. The procedure itself is
not prescribed, but the changes are entered on the basis of acts (decisions, certificates, etc.) to
the employee register and in accordance with the technical requirements of the software itself.
Based on these data, salary calculation is performed, which reconciles the personnel register and
the payroll.
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Based on this process and its system of internal control, sufficient control exists to ensure integrity of the
payroll data. However, the procedure itself is not documented.

Hence, the score for the present dimension is C.

23.4. Payroll audit

BiH institutions are subject to external audit, which includes programs for auditing payroll, which is
performed annually for all institutions. The audits include tests that would discover any potential fictitious
employees and provide an insight into the weaknesses relating to internal controls. The auditors verify
whether the controls over staff employment (irregularities in employment and remuneration, control
of existence of staff or the so called ‘ghost workers’), calculation and payment of salary, as well as
occurrence of any personnel data irregularities, have been implemented as foreseen through compliance
and financial audits. This implies a strong system of audits of the payroll system that expose control
weaknesses, resulting in score A for the present dimension.

This indicator examines key aspects of procurement management. It focuses on transparency of
arrangements, emphasis on open and competitive procedures, monitoring of procurement results, and
access to appeal and redress arrangements. Coverage is CG for the last completed fiscal year (2021).

Indicator/Dimension Score Brief justification of the score
PI-24. Procurement (M2) C+
24.1. Procurement monitoring A The stipulated information was accurately

prepared and published through E-Public
Procurement Portal for all contracts.

24.2. Procurement methods C The percentage of awarded contracts through
competitive methods in the 2021 fiscal year was
64.56%.

24.3. Public access to procurement C The requirements are met for 3 elements out of

information possible 6 the score for the present dimension is C.

24.4. Procurement complaints management C The requirements are met in 3 out of 6 required

instances hence the score for this dimension is C.

The existing BiH Procurement system has been anchored in the Public Procurement Law which was
adopted in 2004 with the aim of establishing an efficient and effective procurement system in BiH. Since
than the law has seen two major updates, namely one in 2014 and the most recent one in 2022.

The law defined rights duties and responsibilities of the participants in the public procurement procedures
at all levels of government in BiH (BiH Institutions, RS, FBiH, BD, Cantons, and Municipalities), established
legal protection and procurement review procedures, as well as competencies of the key institutions
responsible for the management of public procurement system, namely BiH Public Procurement Agency
(PPA) and BiH Procurement Review Body (PRB).

As explained in the general description, all levels implement the legislative framework in line with their
competencies (including decisions on procurement method used), while the functions for procurement
monitoring, public access to information and appeals are centralized at the level of the Institutions of BiH.

The reform process of the PP system in BiH has mostly been implemented within the EU-funded IPA
framework. Below is a summary table listing key technical assistance projects implemented since 2004:
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Table 24.1.A: Technical assistance projects in PP domain since 2004

Technical assistance projects in PP domain since 2004 Implemgntatlon ERISe! \{a!ue (iRl
Period Million)

EU Support to the Public Procurement System of BiH - Phase I 2004-2007 1.99
Strengthening the institutional capacity of the Public Procurement 2007-2008 0.24
Review Body of Bosnia and Herzegovina
Strengthening the institutional capacity of the Public Procurement 2008-2009 0.2
Agency of Bosnia and Herzegovina
Development of an information system for public procurement 2009-2011 0.09
notices (GO-PROCEDURE)
Strengthening Public Procurement in BiH 2014-2016 1.37
Strengthening the Public Procurement System in Bosnia and 2019-2021 1.94
Herzegovina

The projects focus on establishing a functional PP system in BiH and bringing it in line with the relevant
provisions of EU Acquis.

Additional assistance was also provided through a GiZ-funded project “Support to Public Institutions of
BiH" which supported the establishment of the E-Public Procurement Portal (E-PP), a database of all
relevant information on public procurements at all levels of government in BiH.

Further procurementreform efforts are foreseen by the 2021-2025 PFM Reform Strategy of BiH Institutions.
Specific measures have been laid out within Pillar IV of the document and contained under measure V.5 -
Strengthening Public Procurement. The measure is to be implemented through five activities:

»  Further align the legal framework with EU legislation,

+  Develop and strengthen a system for monitoring public procurement procedures,
*  Develop training capacities in the public procurement system,

* Improve legal protection in the public procurement system,

»  Ensure further development of e-procurement.

24.1. Procurement monitoring

This dimension assesses the extent to which prudent monitoring and reporting systems are in place
within government to ensure value for money and promote fiduciary integrity and in particular concerns
the extent of information that is available on contracts awarded. The highest score for this dimension
requires that there is a database of records maintained for all contracts including data on what has been
procured, the value of procurement, and who has been awarded contracts. The data needs to be accurate
and complete for all procurement methods for goods, services, and work.

In the case of BiH, this data is available through the E-Public Procurement Portal which can be easily
accessed by the public and is presented in the form of a contract award notice which contains all three
key required segments of information. Moreover, for all contracts concluded in the 2021 fiscal year a
public award notice containing the stipulated information was accurately prepared and published through
E-Public Procurement Portal, as verified by the BiH PPA.""? EPP Portal contains the information from
all government levels. As per PPL, Article 36 there is no threshold under which specific procurement
procedures could be exempt from the obligation of being reported through the EPP Portal. Hence, the
score for this dimension is A.

112 Further information is available in Report on the monitoring of public procurement procedures for the year 2021 which can be
accessed via the following link:
https://cms-ajn.azureedge.net/documents/8d9fa42a-fbfe-44f2-97e5-50763455359¢.pdf.
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24.2 Procurement methods

This dimension analyzes the percentage of the total value of contracts awarded with and without
competition. A good procurement system ensures that procurement uses competitive methods, except
low-value procurement under an established and appropriate threshold. The highest score requires
that 80% or more of the total value of contracts in the last completed fiscal year are awarded through
competitive methods.

The total value of contracts awarded through open competitive procedure is provided in the table below:

Table 24.2. A Total value of contracts awarded through open competitive methods in 2021

Government level Value of contracts in open competition (in BAM) Project Value (in EUR Million)
Institutions of BiH 125,312,656.17 6.92%
RS 758,293,569.09 41.89%
FBiH 895,302,586.06 49.46%
Bréko Distrikt 31,428,871.57 1.74%
Total for all levels 1,810,337,682.89 100%

Source: Annual report on awarded contracts in public procurement procedures in 2021, PPA, 2021

Hence, for Bosnia and Herzegovina as a whole (i.e., using the procurement data covering all the levels of
government) the amount of BAM 1,810,337,682.89 which is stated in the table above represents 64.56%'"
of the total value of contracts awarded in the 2021 fiscal year. Hence the score for this dimension is C.

24.3. Public access to procurement information

This dimension reviews the level of public access to complete, reliable, and timely procurement information.
Public dissemination of information on procurement processes and their outcomes are also key elements
of transparency. Information should be accessible without restriction, without the requirement to register,
and free of charge.

Table 24.3.A Key procurement information to be made available to the public

Met
Element/ Requirements Evidence used/Comments
(Y/N)
(1) legal and regulatory framework Y The information on the regulatory framework for procurement is
for procurement available on the website of BiH PPA:https://www.javnenabavke.gov.

ba/bs-Latn-BA/legislation

(2) government procurement plans N BIH PPA does not publish this information. This is under the
purview of each contracting authority per PPL. Even though the
government procurement plans are under the purview of each
contracting authority there is nothing preventing BiH PPA from
presenting this information on either its website or E-PP.

(3) bidding opportunities N According to BiH PPA access to the e-auction is possible only for
qualified bidders in the specific public procurement procedure.

(4) contract awards (purpose, Y As explained under the previous dimension.

contractor and value)

(5) data on resolution of Y Data on the resolution of procurement complaints for each

procurement complaints particular case can be accessed through E-Procurement Portal:

https://www.ejn.gov.ba/Resolution/ResolutionSearch

(6) annual procurement statistics N Annual procurement statistics are usually provided in the form of
Annual report on the monitoring of public procurement procedures.
However, the last such report was published for the fiscal year
2019: https://www.javnenabavke.gov.ba/sr-Cyrl-BA/reports

113 The Annual Report can be accessed at: https://cms-ajn.azureedge.net/documents/8d9fa42a-fbfe-44f2-97e5-50763455359c¢.pdf
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Moreover, the government stopped publishing annual procurement monitoring reports in 2019 due to the
following reasons. The monitoring report for 2020 was not adopted by the Council of Ministers of Bosnia
and Herzegovina as the report in its proposal form did not receive the required majority. Moreover, the
proposal of the Report on the monitoring of public procurement procedures for 2021 has been sent for
adoption, but it has not yet been put on the agenda of the session of the Council of Ministers of BiH. Given
that the requirements are met for 3 elements out of possible 6 the score for the present dimension is C.

24.4. Procurement complaints management

This dimension assesses the existence and effectiveness of an independent, administrative complaint
resolution mechanism.

In Bosnia and Herzegovina complaints are reviewed by BiH PRB which fulfills the following key criteria for
measuring performance under this dimension:

Table 24.4.A: Key criteria for measuring performance of procurement complaints management

Met
Element/ Requirements (V/N) Evidence used/Comments
(1) is not involved in any capacity Y See BiH PPL.
in procurement transactions or in
the process leading to contract
award decisions

(2) does not charge fees that N PRB does charge fees. The actual amounts are defined under Article
prohibit access by concerned 108 of PPL and can range from BAM500 to BAM10,000 and are tied
parties to the estimated value of the procurement (or if this information is

not available as part of the tender documentation are set at a fixed
level of BAM2000 per complaint). The fees were instituted in 2014
to discourage unwarranted complaints and could subsequently be
reclaimed by the complaining parties if the complaint was found to
have merit however the way the relevant provisions were defined

in effect seems to have been designed to discourage complaints
altogether. In spite of this, the complaints have risen three-fold since
2014 when the new PPL was adopted with complaints reaching
record levels in 2020 (3868 cases as compared to 1132 cases
registered in 2014)"4.

(3) follows processes for N The process is defined under PPL, Articles 107-114 though
submission and resolution of clarity of these provisions is questionable and may be subject
complaints that are clearly to interpretation. Hence given the lack of clarity of the relevant
defined and publicly available provisions the answer is No. There are no by-laws or guidelines

in place which help clarify and explain the relevant process in a
straightforward and user-friendly fashion.

(4) exercises the authority Y See for example the latest Procurement Review Board Annual
to suspend the procurement Report for 20271 which on p. 10 and in Table 6 indicates a number
process of which 1790 resolved cases out of 3782 complaints received all

together. It is not clear however how many of these have resulted in
the suspension of the procurement process'®. On the other hand,
the fact that there are so many cases that have been rejected on
purely administrative grounds is a further indicator of a lack of
clarity and transparency in the entire process. Moreover, roughly 1

in 10 of the PRB decisions are successfully challenged in court. The
information on the actual value of these cases and hence the extent
of their negative impact on the governance system in BiH which
could indeed be sizable is not provided in the PRB Annual Report.

114 Procurement Review Board Annual Report for 2021:
https://www.urz.gov.ba/izvjestaji/izvjestaj%200%20radu/Izvjestaj o_radu_2021.pdf

115 Request for information sent to PRB has not yielded any specific explanation for their “yes” or “no” answers.
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(5) issues decisions within the N The timeframe for the issuance of decision was only loosely defined
timeframe specified in the rules/ under Article 111 of PPL. Namely, deadlines were defined only
regulations with respect to the receipt of the complaints submitted through

the contracting authority only (as defined under Article 107) and

not from the point of submission of the actual complaint to the
contracting authority (which could hypothetically delay forwarding of
the actual complaint and thus stall the entire process.

Once the contracting authority forwards a complaint to PRB then
the PPL stipulates deadlines for the issuance of final and binding
decision of either 30 days or a maximum of 60 days in the event that
the case is deemed to be complex.

In the latest version of the law adopted in 2022 article 107 which
stipulated that the complaints could only be submitted through
the contracting authority was deleted together which presumably
means that the complaints from now on can be submitted directly
to PRB.

The PRB generally processes the cases within the stipulated
timeframe of either 30 or 60 days from their receipt from the
contracting authority however given that there was a lack of clarity
on the timeframe under which the contracting authority could
withhold the submitted complaints the answer for this aspect is No.

(6) issues decisions that are Y These elements are defined under article 111 of PPL and the latest
binding on every party (without annual report mentioned above.

precluding subsequent access to
an external higher authority)

Inadequate implementation of the Public Procurement Law and inconsistency of the decision-making of
the Public Procurement Review Board has been reported as major problems in the PP domain according
to the latest 2021 SIGMA Monitoring Report for BiH.

The concern is with the treatment and processing of complaints which have been steadily rising since
2014 to the record level of 3868 in 2020. This impacts on the effectiveness of PP system in BiH which has
yet to see an effective institutional remedy. Moreover, subsequent decisions of the Public Procurement
Board (PRB) are often challenged in BiH courts, an issue which has also been Highlighted in the latest
2021 SIGMA Monitoring Report.

What the report does not state however is the actual value of the procurement decisions which are
appealed through the BiH court system which may be significantly higher than the percentage quoted
above thereby bringing into question the overall benefit of the entire procurement system which has been
implemented in Bosnia and Herzegovina to date.

These findings are further corroborated by the latest BiH SAl Performance Audit Report on Procurement
which notes that the identified weaknesses in the public procurement system and especially the aspects
which concern the performance of the Public Procurement Review Board, diminish citizens' trust in the
work of institutions and undermine value for money for BiH taxpayers.

The requirements are met for element (1), (4) and (6) hence the score for this dimension is C.

116 BIH Supreme Audit Institution: Problems and Shortcomings of Institution of Bosnia And Herzegovina in the Public Procurement
System, December 2021. The findings concerning the performance of the PRB are covered on pp. 42-44. The report is available at:
http://www.revizija.gov.ba/Content/DownloadAttachment?ld=028f7eae-3164-4a48-bfe4-7c6e7c5b16cc&langTag=hr

95



https://www.sigmaweb.org/publications/Monitoring-Report-Bosnia-and-Herzegovina-May-2022.pdf
https://www.revizija.gov.ba/Content/DownloadAttachment?Id=028f7eae-3164-4a48-bfe4-7c6e7c5b16cc&langTag=hr

This indicator measures the effectiveness of general internal controls for non-salary expenditures.
Specific expenditure controls on public service salaries are considered in PI-23. Coverage is CG at time of
assessment.

Indicator/Dimension Score Brief justification of the score

PI-25. Internal controls on non-salary A

expenditure (M2)

25.1. Segregation of duties A Clear segregation of duties throughout the
expenditure process has been established.

25.2. Effectiveness of expenditure A Controls on the expenditure side are

commitment controls systematically established through the ISFU
system.

25.3. Compliance with payment rules and A The procedure that exists in practice is respected

procedures in all payments. All exceptions have proper

authorization and reasonable justification.

The Strategy for Improving PFM in Institutions of BiH 2021-2025 has identified the following needs:

- strengthen commitment controls (review and update procedures for multi-annual commitments;
ensure records to enable a review of contractual obligations and monitoring of the implementation
thereof - timely access of the BiH MoFT to up-to-date records of contractual obligations).

25.1. Segregation of duties

When entering and approving the obligations of budgetary units, there is a separate person who enters
the obligations in the ISFU system and a separate person who approves the obligations in the ISFU
system. The Law on the Budget of BiH Institutions™” stipulates that budgetary units are obliged to adopt
internal procedures for creating obligations. Internal procedures determine the process, procedures, and
responsible persons for logging, entering, and approving the obligations of the budgetary units that are
submitted to the BiH Ministry of Finance and Treasury. They also provide for separation of responsibilities
in specific processes (i.e., authorization, registration, custody of assets, and reconciliation) whereas audit
is the responsibility of internal and external auditors as assessed in Pls 26 and 30 below.

At the request of the budgetary units, the BiH Ministry of Finance and Treasury assigned to each budgetary
unit special authorizations for entry and approval, which are systemically regulated through the ISFU
system.

In addition, the payment function in the ISFU system is a separate function that is performed separately
from the entry and approval of obligations. There is clear internal Instruction on the allocation of officials
and the payment procedure through transaction accounts with commercial banks and the BiH Central
Bank (Internal instruction), where the segregation of the payment process is visible. Payments are carried
out separately in the TSA in the BiH Ministry of Finance and Treasury, which does not have the authority
to either enter or approve obligations.

The Annual Consolidated Report on the System of Financial Management and Control in the Institutions
of Bosnia and Herzegovina for the Year 20218 confirms that 92% of institutions use written procedures
to ensure the application principles of segregation of duties, i.e., insures that the same person does not
perform planning, procurement and contracting activities, accounting records, payments and controls.
This includes separation of responsibilities for (a) authorization; (b) registration; (c) custody of assets; and
(d) reconciliation or audit.

117 http://www.sluzbenilist.ba/page/akt/oruyMxUgogztz5k76kjn45ho=
118 https://chj.mft.gov.ba/Content/OpenAttachment?id=2d8b2622-e021-4293-bee8-b8e5802fe16b&lang=bs
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Clear segregation of duties throughout the expenditure process has been established. Hence, the score
for the present dimension is A.

25.2 Effectiveness of expenditure commitment controls

Controls on the expenditure side are systematically established through the ISFU, i.e., through treasury
operations, so that the BiH MoFT has budgetary control of expenditures by organizational codes,
economic codes (on synthetic accounts according to the chart of accounts), source of funds classification
(according to financing sources) and the project classification (for earmarked funds). The classification
is defined by the Rulebook on Accounting with Accounting Policies and Procedures for Budgetary Units
of BiH Institutions™".

Commitments entered into ISFU by budget users are automatically controlled against the annual budget
as well as the approved monthly operational plans of budgetary units (see PI-21.3) that align with the
projected cash flow.

Hence, the score for the present dimension is A.

25.3. Compliance with payment rules and procedures

Based on information from the BiH MoFT, exceptions to payments that did not follow the procedure are
almost nonexistent in practice. The Internal instruction provides an exemption for payments only at the
request of the budgetary unit and upon approval of the assistant minister if it is an urgent payment, such
as a VAT payment, or when it comes to the registration of an institution’s car whose registration has
expired or will expire in a day or two. These payments are in any case very rare and insignificant in terms
of the number of payments and their amount. Payment orders for the first six months of 2022, which refer
to the payment of the obligations of the five largest budgetary units, were carried out in accordance with
the aforementioned Internal instruction. The documentation was signed by the assistant minister and the
minister.

The payment procedure regulated by Internal instruction is respected in all payments, with the exceptions
reported by the Treasury at under 0.07 percent at the time of the assessment. All such exceptions have
had proper authorization and reasonable justification, also in accordance with the Internal instruction.
Hence, the score for the present dimension is A.

This indicator assesses the standards and procedures applied in internal audit. Coverage is CG at time of
assessment for PI-26.1 and 26.2, for the last completed fiscal year, 2021, for PI-26.3, and for PI-26.4, for
audit reports that should have been issued in the last three fiscal years (2019, 2020, and 2021).

Indicator/Dimension Score Brief justification of the score
PI-26. Internal audit (M1) C+
26.1. Coverage of internal audit B Internal audit is operational for central government

entities representing 80% of the total budget
expenditure and 83% of total budget revenues.

26.2. Nature of audits and standards applied B Internal auditors in all internal audit units respect
and adhere to the prescribed work methodology,
Code of Ethics, and Internal Audit Standards,
which are focused on evaluations of the adequacy
and effectiveness of internal controls.

119 https://www.mft.gov.ba/Content/OpenAttachment?id=67fdf496-3128-4c78-a7e4-e1eb7d49e9d7&lang=bs
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26.3. Implementation of internal audits and A Annual audit programs exist. 130 regular and
reporting follow-up audits out of 142 planned audits in 2021
were realized, or the percentage realization is 92%.

26.4. Response to internal audits C Budget users are required by the law to prepare
an annual financial report and submit it to the
MoFT no later than March 1st of the current year
for the past year, together with information on the
implementation of the system of internal controls
during the year and the activities undertaken to
implement the audit recommendations from the
previous year. Up to 57% of the recommendations
are implemented in 2019, 2020, and 2021.

Central Harmonization Unit (CHU) which is established in accordance with the Law on Internal Audit of
BiH Institutions and Stabilization and Association Agreement between the European Communities and
their Member States and BiH, has the obligation to establish and develop the system of internal financial
controlin the institutions of BiH, and as a separate segment of this system is the structure of internal audit
in the institutions of BiH. The decision on criteria for establishing internal audit units in BiH institutions is
adopted in August 2019, and prescribes that internal audit units will be established in the institutions that
fulfill the following criteria:

- Total annual budget greater than 10 million BAM,

- The number of employees in the institution is higher than 200, or that the number of employees
is higher than 150 if the institution is organized in such a way that it has more than two regionally
established organizational parts,

- Thelevel of completed transactions or collected revenues from activities that, in total, exceed the
amount of 15 million BAM,

- The level of risk involved, which represents the probability of an event occurring that may affect
the achievement of the organization's goals.

Support for the introduction and development of public internal financial control in Bosnia and Herzegovina
was also provided by the European Union through the implementation of technical assistance projects
financed from the IPA (Instrument for Pre-Accession Assistance) support funds for Bosnia and
Herzegovina.

The PFM Strategy 2021-2025 aims to ensure the quality and application of software solutions to improve
internal audit process to meet international standards, fill vacant posts in internal audit units, and to focus
internal audit on ensuring added value in high-risk areas.

26.1. Coverage of internal audit

As of the end of 2021, in the 19 institutions of Bosnia and Herzegovina and in 1 public enterprise, the
internal audit has been either fully functionally established and staffed or is in the process of being
established in accordance with the applicable regulations.

In the following tabular overview, depending on the level of functional and personnel establishment of the
internal audit, which is regulated by the Law on Internal Audit in the Institutions of Bosnia and Herzegovina,
the Decision on Criteria for the Establishment of Internal Audit Units in the Institutions of Bosnia and
Herzegovina, and the Rulebook on the Employment of Internal Auditors in the Institutions of Bosnia and
Herzegovina, institutions are classified into three groups, while the fourth part of the table contains data
for a public enterprise in which an internal audit has also been established in accordance with the relevant
regulations.
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Table 26.1.A: Number of BiH institutions with established internal audit unit

Number of institutions in which the internal audit unit is fully functional and 10
staffed in accordance with regulations in the field of internal audit

Number of institutions in which the internal audit unit was established in 6
accordance with the regulations but was not fully staffed

Number of institutions where internal audit has not been established in 3
accordance with the relevant regulations

Public enterprises in which the internal audit unit is fully functional and 1
staffed in accordance with regulations in the field of internal audit

Source: Annual Consolidate Report on Internal Audit for 2021

Ten |AUs perform the internal audit function in only one parent institution, and nine IAUs perform the
internal audit function for the parent institution and several other BiH institutions, as stipulated by the
Decision on Criteria for Establishing IAUs in BiH Institutions and based on the agreement on performing
internal audit function. IAUs, which have the full headcount as required by the staffing scheme, cover
66.38% of the budget of BiH institutions. IAUs, which are partially staffed, cover 18.45% of the budget of
BiH institutions.

Institutions with the largest budget share are institutions in which, in accordance with the Decision on
the criteria for establishing internal audit units in the institutions of BiH, the internal audit unit performs
the role of internal audit only in that (parent) institution. The 16 institutions where IAU is established and
functional account for 80% of the total budget expenditure and 83% of total budget revenues.

Therefore, the internal audit is fully operational for government entities representing most of the total
budgeted expenditures (80%) and most of the budgeted government revenue (83%).

Based on the analysis and supporting evidence, the score for the present dimension is B.

26.2. Nature of audits and standards applied

The function of internal audit in BiH institutions is clearly defined and established by the Law on Internal
Audit of BiH Institutions, and in the uniform and harmonized work methodology for internal auditors,
which also includes internal audit standards.

The Code of Ethics of Internal Auditors in the Institutions of BiH, the Charter of Internal Audit, the Manual
for Internal Audit, the Standards of Internal Audit, and the Agreement on the Performance of the Internal
Audit Function define the basic principles and relationships of service providers - internal auditors and
managers of internal audit units, and users of internal audit services - institution management.

In order to assess the effectiveness and efficiency of internal audit activities and identify opportunities
for its improvement, the Internal Audit Standards mandate the adoption and maintenance of the Internal
Audit Quality Assurance and Improvement Program, which, among other things, includes the constant
monitoring of the performance of internal audit activities by the head of the internal audit unit, as well
as external evaluation by a qualified, independent evaluator or team of evaluators, which is conducted at
least once in five years. External evaluation of internal audit can give real results only in internal audit units
that are fully staffed, i.e. they have a manager of the internal audit unit and one or more internal auditors.
As of 2021, six institutions were understaffed. The Rulebook on the Internal Audit Quality Assurance and
Improvement Program was adopted at the end of 2021.

Through the annual reports of the internal audit units of the institutions of BiH and on the basis of constant
communication with the internal audit staff, which takes place through meetings, training, issuing opinions
and notifications to inquiries, the CHU performs supervision over compliance with the methodology of
internal audit work and monitors the performance of units for internal audit of BiH institutions.
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According to the data obtained from the annual reports of the internal audit units, in the internal audit units
that are fully staffed, an internal quality assessment and supervision of the audit engagement was carried
out in the reporting period in full or partially, while in internal audit units that have only one internal auditor,
the consistent implementation of prescribed procedures was not possible.

According to the Annual Consolidated Report prepared by the CHU, internal auditors in all internal audit
units respected and adhered to the prescribed work methodology, Internal Audit Standards, and Code
of Ethics during the audit engagements. Furthermore, the method of internal audit units' organization
in the institutions of BiH is based on a decentralized model alongside the principles of "3E" (economy,
effectiveness, and efficiency), with clearly defined competencies of the internal audit units regarding the
performance of the internal audit function in the Institutions of BiH.

Based on the analysis and supporting evidence, the score for the present dimension is B.

26.3. Implementation of internal audits and reporting

All internal audit units in BiH institutions are required under Art. 15.19. of the Law on Internal Audit of BiH
Institutions, to prepare and submit to the BiH MoFT CHU annual internal audit reports. Based on annual
reports submitted 1AUs, the BiH MoFT CHU prepares an annual consolidated report on internal audit in
BiH institutions, which includes basic data on the internal audit system in BiH institutions, data on IAUs
and internal auditors, data on audited institutions, data on internal audits performed by the IAU institutions
of BiH, data on activities undertaken to implement the conclusions of the BiH Council of Ministers, as well
as data on the activities of the BiH MoFT CHU.

The internal audit units submit to the CHU, through annual reports, their work plans approved by the
head of the institution, as well as information on all performed internal audits, including information on
compliance with regulations during the audit.

All internal audit units, in which SAl BiH conducts audits, noted that they cooperated with the auditors
of the SAI BiH, both through the exchange of audit documentation and audit reports, as well as through
support for the implementation of given recommendations for the improvement of the PIFC (public
internal financial control) system.

The following table provides information on the number of planned internal audits by internal audit units,
and the number of realized regular and follow-up audits. The follow-up audits refer to internal audits
through which the implementation of recommendations given in earlier reports was monitored.

Table 26.3.A: Number of planned and realized internal audits

Number of Number of Number of Percentaqe
Internal Audit Units planned internal | realized regular | realized follow- entag
. . . . . realization
audits internal audits | up internal audits

Parliamentary Assembly of BiH 8 4 4 100%
Ministry for Human Rights and 7 3 4 100%
Refugees of BiH
Ministry of Foreign Affairs of BiH 1 78%
Border Police of BiH 86%
State Investigation and Protection 100%
Agency of BiH
Intelligence-Security Agency of 4 4 100%
BiH
Indirect Tax Authority of BiH 4 3 100%
Agency for Identification 4 100%
Documents, Registers and Data
Exchange of BiH
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Service for Common Affairs of 7 4 2 86%
the Institutions of BiH

Court of BiH 1 1 100%

Central Internal Audit Unit of 21 10 8 86%

MoFT BiH

Ministry of Defense of BiH 17 8 9 100%

Ministry of Justice of BiH 2 3 100%

Ministry of Civil Affairs of BiH 4 2 2 100%

Ministry of Foreign Trade and 6 3 2 83%

Economic Relations of BiH

Ministry of Communications and 6 2 3 83%

Transport of BiH

Ministry of Security of BiH 6 2 2 67%

Directorate for Coordination of 4 4 100%

Police Bodies of BiH

Bosnia and Herzegovina Air 6 3 2 83%

Navigation Services Agency

BHRT 4 3 1 100%

TOTAL 142 74 56 92%
130

Hence, the score for the present dimension is A.

26.4. Response to internal audits

Budget users are required by the law to prepare an annual financial report and submit it to the MoFT no
later than March Tst of the current year for the past year, together with information on the implementation
of the system of internal controls during the year and the activities undertaken to implement the audit
recommendations from the previous year.

Based on the Annual Consolidated Report for 2021, it can be seen that in 2021, 20 internal audit units
performed a total of 133 audits in which 457 recommendations were made, which compared to 2020,
when 19 internal audit units prepared 100 reports and gave a total of 302 recommendations, representing
an increase in the average number of performed audits per internal audit unit, by 1 audit. From 5.3 audits
per internal audit unit, as averaged by internal audit units in 2020, there was a slight increase to 6.6 audits
per internal audit unit in 2021. In 2019, 102 internal audits were conducted, and 308 recommendations
were issued.

In 2021, 49.5% of given recommendations were implemented, while 22.5% of recommendations were
not implemented. Based on the data for the year 2020, more than half of the total recommendations
were implemented (169 recommendations out of 302, or 56%), while 39 recommendations were partially
implemented, and the deadline for implementation has not yet expired for 32 recommendations. The
percentage of unrealized recommendations in 2020 was 20%. Based on the data for 2019, 56.2% of
recommendations were implemented, 8% of recommendations were partially implemented, 12% of
recommendations were not implemented, and 24% of given recommendations were still in the process
of implementation.

In general, the largest number of recommendations made by internal auditors in their reports for 2019,
2020 and 2021 refer to recommendations related to improving the process of financial management
and control, public procurement process and realization of contracts based on public procurement, and
improvement in high-risk areas specific to the work of institutions.
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According to the Audit Report on the Consolidated Budget Execution Report of the BiH Institutions for
2021, the Council of Ministers did not analyze the efficiency of the work of the internal audit units of BiH
institutions, in terms of the scope of audit activities that are carried out on an annual level. Furthermore,
in 2021, the Council of Ministers did not ensure the conditions for conducting quality control of internal
audit work because the Rulebook on the Internal Audit Quality Assurance and Improvement Program in
BiH institutions, proposed by the Central Harmonization Unit, was adopted only at the end of 2021.

Based on the analysis and supporting evidence, the score for dimension is C.
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This pillar analyzes whether accurate and reliable records are maintained and whether the information is
produced and disseminated at appropriate times to meet decision-making, management, and reporting needs.

Overall performance: key strengths and weaknesses

Timely bank account reconciliation is facilitated by comprehensive coverage of the TSA. Reconciliation
of advance accounts takes place at least monthly, within a month of the end of each month. All advance
accounts are cleared in a timely way.

ISFU is used to produce in-year budget reports that provide a consolidated picture of all revenues and
expenditures and progress against the approved budget. The Law on Financing of BiH Institutions
establishes a modified accrual basis as a basis for recording budget revenues and expenditures of BiH
institutions. The modified accrual basis implies accounting records of income in the period when they
become available and measurable, and expenses at the time of the commitment. Budget execution
reports are prepared quarterlywithin 8 weeks of the end of each quarter, but published several months
after. Coverage and classification of reports allow direct comparison to the original budget. The IPSAS
standards have not yet been officially adopted and there are no adequate accounting policies at the
level of BiH institutions, which can cause the same accounting issue to be treated differently in different
institutions.

Financial reports for the budgetary central government which contain full information on revenue,
expenditure, financial and tangible assets, liabilities, guarantees, and long-term obligations supported by
reconciled cash flow statement are prepared annually and are comparable with the approved budget.
Financial reports for the budgetary central government are usually submitted for external audit within 6
months of the end of the fiscal year, with the exception of 2021 when financial reports were submitted
against the deadline prescribed by the law. The standards used in preparing annual financial reports are
not disclosed.

Since the accounting and reporting in the Institutions of BiH are supported by a number of information
systems, which are not fully integrated, the PFM strategy 2021-2025 aims to enable further integration
of the PFM IT systems to minimize the possibility of errors and delays in the preparation of reports.
Furthermore, the PFM Strategy envisages the implementation of IPSAS accounting standards by 2025.

This indicator assesses the extent to which treasury bank accounts, suspense accounts, and advance
accounts are regularly reconciled and how the processes in place support the integrity of financial data.
Coverage is CG for PI-27.1 and BCG for PI-27.2,27.3 and 27.4. Time period is at time of assessment for all
four dimensions, specifically covering the preceding fiscal year (2021) for PI-27.1, 27.2 and 27.3.

Indicator/Dimension Score Brief justification of the score
PI-27. Financial data integrity (M2) A
27.1. Bank account reconciliation A Bank reconciliation for all active central

government bank accounts takes place at least
weekly at aggregate and detailed levels, usually
within one week from the end of each week.

27.2. Suspense accounts N/A There are no suspense accounts in use.

27.3. Advance accounts A Reconciliation of advance accounts takes place
at least monthly, within a month from the end of
each month. All advance accounts are cleared in a
timely way.

27.4. Financial data integrity processes B Access and changes to records are restricted and
recorded and results in an audit trail.
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Key PFM processes are supported by a number of information systems:

+  Financial Management Information System (ISFU) for recording income, expenses, assets, and
transactions

+  Centralized Payroll Information System (COIP)
+  Budget Planning and Management Information System (BPMIS)

« Information system for public investment management and monitoring of donor activities (PIMIS)
with modules for public investment projects and medium-term planning of BiH institutions

« Information system for recording and monitoring of concluded international agreements (SOFI)
«  Other management and accounting information systems in individual institutions of BiH.

Incomplete integration of the IT systems currently in use requires manual transmission and processing of
data, and increases the possibility of errors and delays in the preparation of reports.

A higher degree of integration of these IT systems would enable the introduction and implementation
of systematic controls in the budget planning processes, transaction records, and budget execution
reporting. This would facilitate monitoring and decision-making in order to ensure fiscal discipline,
strategic allocation of resources, and operational efficiency of the use of public funds. Therefore, the PFM
strategy 2021-2025 aims to enable further integration of the PFM IT systems.

27.1. Bank account reconciliation

Consolidation is carried out daily, after the delivery of bank statements in electronic format and loading
into the ISFU system, which is defined by technical memoranda with commercial banks. Part of the
accounts in the Central Bank of Bosnia and Herzegovina (these accounts are not used for payments) are
recorded with manual entries and their processing (mainly foreign currency accounts) is done in a period
of 5-7 days. At the end of the year, 10S (balance of assets and liabilities) must be exchanged with all
commercial banks, and sometimes for the purposes of external audits of banks and other internal audits,
the above data is exchanged at shorter intervals.

The Ministry maintains auxiliary books for all accounts that are part of the TSA, in which changes in
balance are visible on a daily basis. The bank statements are also reconciled with the balance in the
Treasury's General Ledger. If there is any discrepancy between the data received from the bank and
the books maintained by the Ministry, they are immediately investigated (internally/with the bank) and
resolved without any delay (very often by the end of the day).

Bank account reconciliation is conducted daily, with every change in the account, and usually at most
within a week from the end of each week. Hence, the score for the present dimension is A.

27.2 Suspense accounts
There are no suspense accounts at the level of Institutions BiH.

Hence, the score for the present dimension is N/A.

27.3. Advance accounts

It should be emphasized that the MoFT does not have separate advance accounts in the single treasury
account system, but that the payment of advance invoices is made as well as the regular payments of
budget users from the transaction accounts of commercial banks. Advance invoices are defined by the
respective Contracts concluded between budget users and suppliers (usually for larger capital expenditures
and up to 20% of the stipulated contract). They are recorded on the advance accounts that are regulated
by the Rulebook on Accounting and are closed by budget users when the appropriate conditions are met
or when temporary or final situations from the respective individual contracts are issued.

There are also advances for travel orders, and their reconciliation is done in accordance with the Decision
on the amount of per diems for official travel in the institutions of BiH, which prescribes both the method
and the deadline for justifying the expenses of business trips. As it was confirmed by the Sector for
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Treasury MoFT BiH, reconciliation of advance accounts takes place at least monthly, within a month from
the end of each month. The amount of advance payments at the end of 2021 was BAM 305,031 (0.03%
of the budget) which are cleared by the end of January 2022. All advance accounts are cleared in a timely
way and there were no reported audit findings suggesting otherwise.

Hence, the score for the present dimension is A.

27.4. Financial data integrity processes

The integrity of financial data is ensured by restricting access to the ISFU system, and only persons with
assigned access data can enter data and make changes, where the trace of those changes is visible and
linked directly to the person making the changes (audit trail). There is no team that monitors data entry
and changes. There are documented procedures that regulate access to the ISFU system and data entry
and changes. Hence, the score for the present dimension is B.

This indicator assesses the comprehensiveness, accuracy, and timeliness of the information on budget
execution. In-year budget reports must be consistent with budget coverage and classifications to allow
monitoring of budget performance and, if necessary, timely use of corrective measures. Coverage is BCG
for the last completed fiscal year, 2021.

Indicator/Dimension Score Brief justification of the score
PI-28. In-year budget reports (M1) D+
28.1. Coverage and comparability of reports A The in-year reports include a budget execution

report, which includes revenues and expenditures,
information on debt servicing, and debt stock, as
well as the balance sheet. The data in the report
is prepared in the same format as the annual
budget - that is, by economic and administrative
classifications. Coverage and classification of
data allow direct comparison to the original
budget. Information includes all items of budget
estimates. There are no de-concentrated units at
the level of Institutions BiH.

28.2. Timing of in-year budget reports D Budget execution reports are prepared quarterly
within 60 days after the end of the quarter but
published several months after (for 1st, 2nd, 3rd,
and 4th quarter of 2021, reports were published in
June 2021, July 2022, July 2022, and August 2022,
respectively).

28.3. Accuracy of in-year budget reports C There may be concerns regarding data accuracy.
The report issued for the end of the second
quarter contains the analysis of trends and issues
and it is useful for analysis of budget execution.
Information on expenditure is covered at the
commitment stage.

The MoFT is responsible for ensuring the functioning of the system for the adoption and application of
accounting procedures, preparation of reports on the execution of the IBiH budget, reporting by budget
beneficiaries, and management of the Single Treasury Account and the Treasury General Ledger system.
Reports on the execution of the Institutions of BiH budget are prepared in accordance with the Rulebook
on Financial Reporting for BiH Institutions, while accounting records in the Treasury General Ledger
are made in accordance with the Rulebook on Accounting with accounting policies and procedures for
beneficiaries of the Budget of BiH institutions.
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The PFM strategy 2021-2025 aims to improve financial reporting by ensuring consistent application of
prescribed classifications throughout the budget cycle.

28.1. Coverage and comparability of reports

In-year budget execution reports are prepared in accordance with the relevant provisions of the Law on
Financing of BiH Institutions (Article 22), the Rulebook on Financial Reporting, and the relevant instructions
issued to budget users by the BiH MoFT. Reports are prepared by the MoFT after the end of each quarter
— that is, for the first three, six, and nine months of the financial year — and they are submitted to the
Council of Ministers for consideration and adoption within 60 days after the end of the quarter.

The reports prepared by the MoFT during the year include a report on the execution of the budget, which
includes revenues and expenditures, information on debt servicing, and debt stock, as well as the balance
sheet. The data in the report is prepared in the same format as the annual budget - that is, by economic
and administrative classifications. Coverage and classification of data allow direct comparison to the
original budget. Information includes all items of budget estimates. Hence, the score for the present
dimension is A.

28.2. Timing of in-year budget reports

In-year budget reports can be produced on a daily basis in the treasury ISFU system, to which budget
users have direct access. Full quarterly reports are produced for submission to the Council of Ministers
within 60 days after the end of each quarter. In-year consolidated reports on the budget execution of the
institutions of BiH and the international obligations of BiH for 2021 were prepared within 60 days after the
end of the quarter, but dates of publication were as follows:

First quarter — publication date 24" June 2021
Second quarter — publication date 3 July 2022
Third quarter — publication date 4" July 2022
Fourth quarter — publication date 4™ August 2022.

Hence, the score for the present dimension is D.

28.3. Accuracy of in-year budget reports

Based on the data available for assessment, the in-year reports appear to be complete and comprehensive.
The report issued for the end of the second quarter contains analysis of trends and issues. |IPSAS
standards have not yet been officially adopted and there are no adequate accounting policies at the
level of BiH institutions, which can cause the same accounting issue to be treated differently in different
institutions. These are not disclosed in the actual in-year reports but has been noted by the external
auditors. Information on expenditure is covered at both commitment and payment stages. Hence, the
score for the present dimension is C.

This indicator assesses the extent to which annual financial statements are complete, timely, and
consistent with generally accepted accounting principles and standards. This is crucial for accountability
and transparency in the PFM system. Coverage is BCG for the last completed fiscal year (2021) for PI-
29.1, the last annual financial report submitted for audit for PI-29.2, and the last three years’ financial
report for PI-29.3 (2019, 2020, and 2021).
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Indicator/Dimension Score Brief justification of the score

PI-29. Annual financial reports (M1) D+

29.1. Completeness of annual financial A
reports

Financial reports for the budgetary central
government are prepared annually and are
comparable with the originally approved budget.
They contain full information on revenue,
expenditure, financial and tangible assets,
liabilities, guarantees, and long-term obligations,
and are supported by a reconciled cash flow
statement.

29.2. Submission of reports for external audit C Financial reports for the budgetary central
government for 2021 were submitted for external
audit within 9 months of the end of the fiscal year,

on August 17th, 2022.

Accounting standards applied to all financial
reports are consistent with the country’s legal
framework and ensure consistency of reporting
over time. The standards used in preparing annual
financial reports, however, are not disclosed.

29.3. Accounting standards D

The Law on Financing of BiH Institutions establishes a modified accrual basis as a basis for recording
budget revenues and expenditures of BiH institutions. By adopting and applying international public sector
accounting standards whose translation, publication, and monitoring under the Law on Accounting and
Auditing of BiH is the responsibility of the BiH Commission for Accounting and Auditing, the conditions
for harmonized coverage and processing of accounting data and comparison of financial statements for
the public sector in BiH will be met.

The PFM Strategy 2021-2025 aims to prepare a roadmap and preparatory activities to implement the
International Public Sector Accounting Standards (IPSAS), prepare relevant standards for consolidated
fiscal reporting, and develop and strengthen the accounting profession in BiH institutions.

29.1. Completeness of annual financial reports

Annual reports for 2021 are comprehensive for institutions at the level of Bosnia and Herzegovina and
include information on revenues, expenditures, financial and non-financial assets, liabilities (and long-
term liabilities), guarantees, as well as reconciled cash flow. All the reported information is provided in the
same format as the originally approved budget.

Table 29.1.A: Financial reports of the Institutions of BiH

Content of annual financial report (Y/N): .
Reconciled
Date annual report . . -
. . . Expenditures Financial and cash flow
Financial report submitted for . Guarantees
. and revenues non-financial statement
external audit . and long-term
by economic assets and .2 (Y/N)
. . P obligations
classification liabilities
Annual budget | August 17,2022 Y Y Y Y
execution report

Financial statements also include detailed information on foreign debt servicing, which provides detailed
data on the funds provided for foreign debt servicing, as well as data on realized payments, with a
comparison of execution in relation to the budget repayment plan, as well as the state of foreign debt of

Bosnia and Herzegovina at the end of the reporting period.

Hence, the score for the present dimension is A.
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29.2. Submission of reports for external audit

The Consolidated report on the budget execution of the institutions of BiH and international obligations
of BiH for the year 2027 was submitted to the Supreme Audit Institution of BiH on August 17, 2022,
against the legal deadline which is June 30, 2022. One of the reasons for the delay is that the budget for
BiH institutions for 2021 was not adopted. For 2019 and 2020, the Consolidated report on the budget
execution was submitted to the SAI within the deadlines prescribed by the law. Hence, the score for the
present dimension is C.

29.3. Accounting standards

Annual financial reports are prepared in accordance with the Rulebook on Accounting and the Rulebook on
Financial Reporting for BiH Institutions. The Law on Accounting and Auditing of BiH, which was adopted
back in 2004, defined that until the publication of international accounting standards for governments
and other legal entities from the public sector, budgets, budget users, and extra-budgetary funds in BiH
will apply the valid regulations of the institutions of BiH, entity and District on accounting and financial
reporting. The aforementioned international accounting standards for the public sector have not been
adopted even in 2021. By adopting and applying international accounting standards for the public sector,
the implementation, publication, and monitoring of which, in accordance with the Law on Accounting
and Auditing of BiH, is entrusted to the Commission for Accounting and Auditing of BiH, the conditions
for compliance and processing of accounting data of the public sector would be met, as well as the
possibility comparing financial reports for the public sector in Bosnia and Herzegovina.

According to the Audit report of the Consolidated Budget Execution Report of the institutions of BiH and the
international obligations of BiH for 2021, there has been a long-standing slowness in the implementation
of activities on the adoption of international accounting standards for the public sector - IPSAS. The
standards used in preparing annual financial reports are not disclosed. Hence, the score for the present
dimension is D.
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Public finances are independently reviewed and there is an external follow-up on the implementation of
recommendations for improvement by the executive.

Overall performance: key strengths and weaknesses

External audit and scrutiny in the Institutions of BiH are conducted by the SAl BiH and the Parliamentary
Assembly of BiH. The SAIl BiH performs financial, compliance, and performance audits. In line with the
legislation, the SAl BiH audits 74 institutions and the Consolidated budget execution report of the IBiH
each year. Financial reports including revenue, expenditure, assets, and liabilities of all central government
entities have been audited using ISSAIs during the last three completed fiscal years. The audits have
highlighted relevant material issues and systemic and control risks.

The SAIl BiH performs audits diligently and submits the audit reports to the Parliamentary Finance and
Budget Committee within three months after receiving the financial statements from audit subjects. A
system for follow-up of audit recommendations by the auditees is foreseen in the legislation but most
of the given recommendations have been repeated for several years, and are the result of the lack of
management responsibility of the institutions for their non-implementation, the absence of systemic
solutions, the lack of appropriate law and by-law procedures; and additional restrictions due to non-
adoption or delays in the adoption of the budget of BiH institutions.

Through the analysis of the given recommendations and their implementation over several years, it can
be concluded that mostly the recommendations are implemented in cases where the action of the single
institution to which it was given is needed.

The SAl operates independently from the executive with respect to procedures for the appointment and
removal of the Head of the SAl, the planning of audit engagements, arrangements for publicizing reports,
and the approval and execution of the SAl's budget. This independence is assured by law. However, SAl
BiH does not have a foundation in the Constitution. The SAl has unrestricted and timely access to records,
documentation, and information.

The PFM strategy 2021-2025 envisages the introduction of new audit methodologies aligned with
international standards, constitutional positioning of the SAI BiH, development of an audit management
information system, development and implementation of SAl's communication strategy, and strengthening
the systematic monitoring of issued recommendations and audit reports.

This indicator examines the characteristics of external audit. Coverage is CG for the last three completed
fiscal years for PI-30.1, 30.2, 30.3 (2019, 2020, and 2021) and at time of assessment for PI-30.4.

Indicator/Dimension Score Brief justification of the score
PI-30. External audit (M1) C+
30.7. Audit coverage and standards A Financial reports including revenue, expenditure,

assets, and liabilities of all central government
entities have been audited using ISSAls during
2019, 2020, and 2021. The audits have highlighted
relevant material issues and systemic and control

risks.
30.2. Submission of audit reports to the A Audit reports were submitted to the legislature
legislature within three months from receipt of the financial

reports by the Supreme Audit Institution for 2019,
2020 and 2021.
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30.3. External audit follow-up C A formal response was made by the executive or
the audited entity on audits for which follow-up
was expected, during 2019, 2020, and 2021. Most
of the given recommendations have been repeated
over the assessed period (2019-2021), and are the
result of the lack of management responsibility

of the institutions for their non-implementation,
the absence of systemic solutions, the lack of
appropriate law and by-law procedures; and
additional restrictions due to non-adoption or
delays in the adoption of the budget of BiH

institutions.
30.4. Supreme Audit Institution A The SAl operates independently from the executive
independence with respect to procedures for the appointment

and removal of the Head of the SAl, the planning
of audit engagements, arrangements for
publicizing reports, and the approval and execution
of the SAl's budget. This independence is assured
by law. The SAI has unrestricted and timely access
to records, documentation, and information.

The SAIl BiH is required by the law to conduct a financial audit of budget beneficiaries (74 institutions
in total). The Supreme Audit Office BiH is legally required to apply and adhere to the standards of the
International Organization of Supreme Audit Institutions (INTOSAI) - the so-called ISSAI framework which,
since 2019, has been transformed into INTOSAI Professional Pronouncements Framework (IFPP).

The PFM strategy 2021-2025 aims to develop a strategic development plan for the Audit Office of the
Institutions of BiH 2021 — 2025, maintain compliance of current and introduce new audit methodologies
in line with the requirements of international standards, advocate for the constitutional positioning of the
Audit Office of the Institutions of BiH in accordance with INTOSAI regulations, develop and implement an
information system to manage the audit process, and build capacity for specific audit areas.

30.1. Audit coverage and standards

All audit reports prepared by SAl BiH for 2019, 2020, and 2021 (financial audit and performance audit),
with the exception of the audit report of the Intelligence-Security Agency of BiH, which is not public and
is prepared by the special committee in the Parliamentary Assembly of BiH, and submitted through the
special procedure, can be found on the website of the SAI BIH. In 2021, the SAI BiH audited 74 institutions
that are financed from the budget of the Institutions of BiH. Annual reports for 2021, as described in 29.1.A
are comprehensive for Institutions BiH and include information on revenues, expenditures, financial and
non-financial assets, liabilities (and long-term liabilities), guarantees, as well as reconciled cash flow, and
as such, were subject to external audit by SAI BiH.

The SAl's financial audit work methodology is based on the Financial Audit Guide, which describes the audit
procedures. The methodology of the financial audit chronologically shows the procedures and actions in
all stages of the audit, starting with the regulations related to the acceptance of the engagement, the
planning of the audit, and the execution of the audit and reporting on the performed audits, as well as the
disposal of documentation. All procedures are aligned with the International Standards of Supreme Audit
Institutions (ISSAI). Given that these standards are continuously updated, the audit methodology is also
subject to changes and represents a "living matter" that is constantly supplemented and refined. Starting
with the audit cycle for 2016, the Financial Audit Guide and a new methodology are applied, the approach
to the audit is based on risk and reliance on the auditee's internal controls. Thus, the audit work focuses
on significant risks and key issues, which contributes to a smaller volume of necessary detailed testing in
the event that the internal controls of the subject of the audit function well. Also, a once-documented audit
process, according to this approach, enables the use of the same documents that are updated in the next
audit cycle, which makes the audit process more efficient and saves audit resources.
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The financial audit methodology was changed for the audit cycle for 2018 when, in accordance with the
then-amended reporting standards, chapters on "key audit issues" were included in the financial audit
reports for audit subjects that have the largest share in the budget of BiH institutions, which contributes
to a better understanding financial audit reports. Namely, the key audit issues are those issues which,
according to the auditor's professional assessment, are of the greatest importance in the audit of the
financial statements of the current period, and these issues are focused on in the context of the audit
of the financial statements as a whole and when forming an opinion. In 2021, activities were carried
out to improve the IT audit methodology and the IT audit manual. The basis of the performance audit
methodology consists of ISSAI performance audit standards, Performance Audit Guide, and Quality
Assurance Guide in Performance Audit. The SAl, according to existing standards and guides, intends to
continue to develop specific procedures for each important stage of performance review.

The quality of the financial audit is ensured through mandatory steps in the audit process, which are
supported by the financial audit methodology. These steps cover the different stages in the audit process
(planning, execution, and reporting). Internal work instructions and checklists have been prepared for each
stage of the audit. The quality control system consists of quality control and quality control monitoring.
Quality control during the financial audit process is performed at the level of the audit team for each audit
and in all stages of the audit. Quality control includes policies and procedures that, at the time of the audit,
ensure that the audit process is carried out in accordance with audit standards, rules, and procedures.

The absence of appropriate software for managing audit activities that provide the possibility of electronic
approval of documents, download of subsequent documents afterapproval,andvisible traces of corrections
significantly complicate this first level of quality control. As a temporary solution, until the establishment
of software for monitoring the audit process (Audit Management System - AMS), the Department for
Development, Methodology, and Quality Control has prescribed electronic monitoring of the audit process
through the audit folder in the existing Windows program with appropriate permissions to access these
folders. In connection with the establishment of the audit management system (AMS), activities aimed
at its implementation continued and the preparation of the project task for the implementation of AMS
within the IPA Il program started.

Quality monitoring is performed through an independent internal review (hot review) and quality assurance
(cold review). A hot review is a control that is carried out during the audit and, accordingly, enables
corrections to be made in the audit activities immediately during the audit cycle or before the audit reports
become final. During 2021, all draft financial audit reports for 2020 were subject to independent internal
review by those not involved in the audit process. This control gave additional value to the audit reports,
considering the corrections made in the text of the report regarding the findings and recommendations of
the audit, and the compliance of the report itself with the adopted report model. A cold review is a control
that is carried out after an audit has been completed and implies an independent assessment of quality
control procedures and an independent internal review in order to improve the entire audit process. This
quality control is performed by a person, or a team, who did not participate in either the audit process that
is the subject of the review or the independent internal review.

In 2021, in accordance with ISSAI standards, the office carried out an almost complete rotation of audit
staff with the aim of reducing the risk of getting closer to the organization being audited, as well as the risk
of endangering the auditor's professional skepticism due to long-term engagement with the same entity.
The rotation takes place after 3 to 5 years of involvement in the audit of an institution.

The following table shows the audit opinions for the period 2019-2021:
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Table 30.1.A: Audit coverage

Number of budget beneficiaries
Audit Opinion
2019 2020 2021
Unqualified opinion 21 22 21
Unqualified opinion with emphasis of matter 44 43 44
Qualified opinion 2 0 0
Qualified opinion with emphasis of matter 7 8 8
Adverse opinion 0 0 0
Disclaimer opinion 1 1 1
TOTAL: 75 74 74

Source: http.//www.revizija.gov.ba/Content/Read/skraceni-izviestaji

Hence, the score for the present dimension is A.

30.2. Submission of audit reports to the legislature

Every year, the SAl is obliged to submit to the Parliament of BiH an audit report on the Consolidated
budget execution report of the Institutions of Bosnia and Herzegovina and the international obligations
of Bosnia and Herzegovina for the previous year, within 90 days after receiving the annual report on the
Budget execution.

The following table shows the dates of receipt of annual reports on budget execution and the dates of
submission of audited reports to the Parliament of BiH:

Table 30.2.A: Timing of audit reports submission to the legislature

Bl e Dates of receipt of thg financial reports Dates gf submission of th_e financial
by the audit office audit reports to the legislature
2019 June 29,2020 September 28, 2020
2020 June 11, 2021 September 9, 2021
2021 August 17,2022 November 15, 2022

The Ministry of Finance and Treasury of BiH submits annual reports on budget execution to the SAl by the
end of June in accordance with the Law on the Budget, and the SAl reports to the Parliament by the end
of September each year. The deadlines were met, except in the case of 2021, for which the budget was
not adopted, financing was carried out on the basis of temporary financing decisions during 2021, and the
delivery of the Consolidated Budget execution report of the institutions of BiH for 2027 was also delayed,
therefore the audit report is submitted to the BiH Parliament on 15th November 2022.

Hence, the score for the present dimension is A.

30.3. External audit follow-up

Audited institutions are obliged to send a response to the SAl and the Ministry of Finance and Treasury
of BiH within 60 days of receiving the audit report, which states the actions taken by that institution to
overcome the weaknesses, irregularities, and violations identified in the audit report. In the financial audit
report for each individual institution, the SAl states whether the institution submitted this response in
relation to the financial audit report for the previous year.

Inrelationtotheaudit reports for 2019, out of 74 audited institutions, three of them did not submit aresponse
stating the actions taken by that institution to overcome the weaknesses, irregularities, and violations
identified in the audit report, while the reports for nine institutions did not contain recommendations, so
they were not obliged to submit answers in accordance with Article 16 of the Law on the Audit of BiH
Institutions. As far as the report for 2020 is concerned, in the reports on the performed financial audit,
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out of 73 audited institutions, four institutions had no recommendations, and therefore no obligation to
submit responses, four institutions did not submit responses, and of the remaining 65 institutions that
submitted responses, 13 of them submitted them outside the deadline or not in the prescribed manner.
As far as the audit for 2021 is concerned, the analysis of the implementation of recommendations and
responses has not yet been performed (the audit cycle for 2022 has just begun, at the time of writing the
PEFA report).

Through the analysis of the given recommendations and theirimplementation over assessed period (2019,
2020, and 2021), it can be concluded that mostly the recommendations are implemented in cases where
the action of the single institution to which it was given is needed. For recommendations that are common
to a number of institutions, certain activities are undertaken, but they have not yet been implemented
to the extent that they can be evaluated as implemented. These are mainly recommendations that
depend not only on the subjects of the audit but also on the other relevant institutions. In addition, with
larger budget users, business processes are more diverse and complex, and often the implementation
of recommendations depends on several entities and requires the adoption of systemic solutions from
higher levels of government. The largest number of recommendations refer to the auditor's findings in the
audit reports, for which a qualified opinion with emphasis of matteris given, and they refer to: inefficiency in
the process of harmonizing the rulebook on the internal organization of BiH institutions with the decisions
of the Council of Ministers of BiH; an insufficiently transparent recruitment process by engaging persons
on a certain period of time without the implementation of the competition procedure with interruptions
or without interruption of the employment contract and the hiring of persons on the basis of the work
contract for systematized workplaces; weaknesses and shortcomings in the application of the Law on
Public Procurement; weaknesses in the control system of the collection of receivables; weaknesses in
carrying out the census assets and liabilities; insufficiently efficient and effective implementation of long
term capital projects, unresolved status of state property; weaknesses in the functioning of the IT system,
etc.

Most of the given recommendations have been repeated over the assessed period (2019-2021), and are
the result of the lack of management responsibility of the institutions for their non-implementation, the
absence of systemic solutions, the lack of appropriate law and by-law procedures; and additional restrictions
due to non-adoption or delays in the adoption of the budget of BiH institutions. The implementation of
the SAl's recommendations increases financial discipline and responsibility in the disposal of the funds
available to the institutions of BiH.

Based on the analysis and supporting evidence, the score for the present dimension is C.
30.4. Supreme Audit Institution independence
Table 30.4.A: Elements of SAl independence

Element/ Requirements (\I\(A;:) Evidence used/Comments

1.The SAl operates independently

from the executive with respect

to:

- procedures for the appointment Y The Law regulates the appointment and removal of the AG and DAG.

and removal of the head of the SAI Both positions are appointed by the Parliament after implementing
a clearly defined application and selection procedure and are
appointed for a term of seven years without the possibility of re-
appointment. The appointment procedure is carried out through the
parliamentary selection committee.

- the planning of audit Y SAl can decide on their work programs without external interference.

engagements

- arrangements for publicizing Y SAl has appropriate legal rights and obligations to report on their

reports work and to make their reports public.

113




- the approval and execution of Y
the SAl's budget.

Laws satisfactorily enable the financial independence of the audit
office. Also, when it comes to changes to the budget during the year,
and the execution of payments to the audit office, the MoFT has a
role in this and can potentially reject requests.

and timely access to records,
documentation, and information
for all audited entities:

2. This independence is assured Y Supreme audit institutions in BiH do not have a foundation in the

by law. Constitution. Although the independence of the Auditor General and
Deputy Auditor General does not have a constitutional foundation,
the laws provide a satisfactory level of independence protection for
the AG and DAG.

3. The SAl has unrestricted Y SAl has appropriate statutory powers to access the documents,

information, and premises and this is respected in practice.

Hence, the score for the present dimension is A.

This indicator focuses on legislative scrutiny of the audited financial reports of the central government,
including institutional units, to the extent that either (a) they are required by law to submit audit reports to
the legislature or (b) their parent or controlling unit must answer questions and take action on their behalf.
Coverage is CG for the last three completed fiscal years (2019, 2020, and 2021).

Indicator/Dimension

Score

Brief justification of the score

PI-31. Legislative scrutiny of audit reports (M2)

C+

31.71. Timing of audit report scrutiny

C

Scrutiny of audit reports on annual financial
reports for 2019, 2020, and 2021 has been
completed by the legislature within two, eleven,
and four months from receipt of the reports,
respectively.

31.2. Hearings on audit findings

In-depth hearings on key findings of audit
reports that received qualified or adverse
opinion take place regularly with responsible
officers of the audited subjects that received
qualified or adverse audit opinion or disclaimer
and with the SAl representatives.

31.3. Recommendations on audit by legislature

The legislature issues recommendations on
actions to be implemented by the executive.
Budget users are required to report to
Parliament on the actions they take to
implement the recommendations. Feedback
indicates, however, that the degree of
recommendations implementation is limited.

31.4. Transparency of legislative scrutiny of
audit reports

The Committee sessions are attended by the
Auditor General, the Deputy Auditor General,
the audit team leaders, representatives of the
institutions, and media representatives. The
meeting minutes and reports of the Committee
are available on the website of the Parliament
of BiH.

The PFM Strategy 2021-2025 aims to develop and implement a communication strategy in the Audit
Office of the Institutions of BiH, strengthen systematic monitoring of compliance with recommendations
as issued and audit reports, and improve cooperation with stakeholders in order to implement audit

recommendations.
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31.1. Timing of audit report scrutiny

The Law on the Audit of BiH Institutions (Article 16) prescribes the dates for submission and adoption
of the audit report of the SAI BiH for BiH institutions. The audit reports of the Institutions of BiH and the
Audit report of the Consolidated Budget Execution Report are submitted for audit review to the Finance
and Budget Committee of the House of Representatives and to the Finance and Budget Committee of the
House of People.

The following table contains information on the dates of submission and adoption of the Audit report of
the Consolidated Budget Execution Report of BiH institutions for the period 2019-2021.

Table 31.1.A: Actual dates of audit report submission and adoption by the BiH Parliament

Date of Audit Report Adoption by the

The fiscal year Parliamentary Assembly of BiH

Date of Audit Report Number of months to

covered by the . .
Submission House of Represen- complete scrutiny
report . House of Peoples
tatives
2019 September 28, 2020 October 14, 2020 November 24, 2020 Under 2 months
2020 September 9, 2021 April 27,2022 August 29, 2022 Under 11 months
2021 November 15, 2022 January 31, 2023 March 28, 2023 Under 4 months

Sources: Website of Parliamentary Assembly of BiH
Hence, the score for the present dimension is C.

31.2 Hearings on audit findings
The Finance and Budget Committees classifies audit reports into two groups:

- First group: audit reports with unqualified opinion and unqualified opinion with emphasis of the
matter. These are exempt from the Committee procedure until the last session devoted to the
consideration of audit reports, where the Committee's opinions on these reports will be adopted.

- Second group: audit reports with qualified opinion, qualified opinion with emphasis of the matter,
and adverse opinion. These are considered by the Committee during the public hearings which
are attended by the representatives of the subjects of the audit that received qualified opinion or
qualified opinion with emphasis of the matter, or adverse opinion.

Table 31.2.A: Number of budget users that attended public hearings

. Budget users
The year covered | Total number of Unqqa_llﬁed Qualified opinion Adyc-z_rse that attended
by the report budget users opinion opinion . .
public hearings
2019 74 65 9 0 9
2020 73 65 8 0 0
2021 73 65 8 0 0

Sources: Website of Parliamentary Assembly of BiH

In-depth hearings on key findings of audit reports take place regularly with responsible officers from all
audited entities that received qualified or adverse audit opinion or disclaimer.

Hence, the score for the present dimension is A.

31.3. Recommendations on audit by legislature

Audit reports include the recommendations of the Supreme Auditor on the actions to be taken by the
government and responsible institutions. The Parliamentary Assembly of BiH usually adopts these reports
without amendments.
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In 2020, the Committee delivered a letter to the institutions whose audit reports were classified into
the second group. The letter contained questions related to institutions explaining the reasons for
repeating unrealized audit recommendations and the reasons for partial implementation of financial
audit recommendations for the year 2018, for each institution to separately assess whether it needs the
development of a multi-year program to eliminate certain deficiencies and problems that were constantly
or occasionally repeated in the annual audit reports and that the institutions state any systemic measures
that can help solve the problems stated in the audit reports on their financial operations. As a result, all
nine institutions from the second group submitted the required information to the Committee. Budget
users are required to report to Parliament on the actions they take to implement the recommendations.
Feedback indicates, however, that the degree of recommendations implementation is limited.

Monitoring of the implementation of financial audit recommendations for the previous year takes place
on an annual basis and is published in the institution's financial audit report (chapter implementation of
recommendations), while performance audit recommendations are monitored after a certain period of
time has passed since the publication of the report.

In the Annual Report on the Main Audit Findings and Recommendations for 2021, it is stated that the
Parliamentary Assembly of Bosnia and Herzegovina should, depending on the competencies of the
institutions of Bosnia and Herzegovina, insist on the implementation of the SAl's recommendations, which
would raise to a higher level the institutions' seriousness and responsibility in undertaking measures to
implement the audit recommendations.

Hence, the score for the present dimension is C.

31.4. Transparency of legislative scrutiny of audit reports

The Committee sessions are attended by the Auditor General, the Deputy Auditor General, the audit team
leaders, representatives of the institutions, and media representatives. The meeting minutes and reports
of the Committee are available on the website of the Parliament of BiH.

Hence, the score for the present dimension is C.

2.A.3. Effectiveness of the internal control framework

The internal financial control system in the public sector (PIFC) in BiH is composed of the following basic
elements: financial management and internal control (FMC), functionally independent internal audit
(IA), Central Unit for harmonization and coordination of financial management and control system and
methodologies of internal audit (CHU).

On the annual level, the Institutions of BiH conduct self-assessment survey on the state of financial
management and control in their respective organizations. The summary of survey findings based on
COSO framework, and FMC reports are presented below.

Control Environment

According to the data from the self-assessment survey of the institutions of Bosnia and Herzegovina,
65.94% of the answers are positive to questions in the field of ethics and integrity. 40 institutions have
clearly defined rules (internal acts) regarding potential conflicts of interest and how to proceed. Regarding
the competencies, a framework for the competencies of civil servants was introduced, which should
ensure that employees possess the knowledge and skills necessary to fulfill work tasks. However,
competencies are not subject to the annual assessment, so it is not possible to confirm how well the civil
servants satisfied the work tasks in terms of possessing and implementing the required competencies. In
addition, the annual assessment does not include the issues of delegation of responsibility and the degree
or quality of the fulfillment of delegated tasks. Sixty-seven institutions have established the tasks of the
person/working group appointed for financial management and control by an internal act, and of these, in
63 institutions, the appointed persons have been assigned the responsibility of regularly reporting to the
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head of the institution on the situation in the field of financial management. In practice, most controls in
public finance management processes are carried out by financial departments.

CHU MFoT BiH adopts the Training Program in the field of financial management and control in BiH
institutions every year. Professional development plans for employees are prepared by 59 institutions, and
records of attendance at training are kept by 57 institutions. Still, not all institutions refer their employees
to training in areas that are crucial for the improvement of internal controls.

Risk Assessment

A countrywide management information system for risk management, internal control, and monitoring
and reporting of the financial management and control activities is in place (PIFC application) and needs
to be used for risk assessment, risk mitigation, and internal audit. The testing of the PIFC application
was completed in 2021. An insight into the PIFC application was carried out and it was determined that
in the course of 2021: 44 institutions completed the Business Process Map in the PIFC application, 35
institutions completed the Risk Register in the application, 6 institutions partially formed the Business
Process Map, 4 institutions partially formed the Risk Register, 71 institutions prepared an annual report
on the FMC system for 2021. However, risk management is not yet seen as a management activity and
remains not incorporated in the decision-making cycle. Measures, i.e. a risk management plan, were
adopted in 48 institutions and were implemented in only 39 institutions. One of the recommendations of
the Consolidated FMC Report for 2021 is that is necessary to perform an analysis of the causes of the risk
and an assessment of the risk according to the probability of occurrence and impact. The potential of the
internal audit function is not sufficiently used to provide information on high risks and recommendations
for mitigating them. Recommendations of CHU MoFT BiH, SAl BiH, and the conclusions of the BiH Council
of Ministers are numerous and are not fully and timely implemented by the BiH institutions.

Control Activities

During 2021, only 44 institutions updated their internal procedures as a result of response/measures to
some of the identified risks. Mechanisms for monitoring the application of internal procedures have been
established at 57 institutions in BiH.

Eventhough the principle of segregation of dutiesis applied in 68 institutions, it has not yet been established
and applied in accordance with the requirements of the Standards of Internal Control in the Institutions of
BiH. Application of the principle of segregation of duties is not ensured even through internal procedures.
Segregation of duties in IT systems is only ensured at 29 institutions.

Key processes in public finance management are supported by a large number of separate information
systems, which are not mutually integrated, and this imposes the need for manual data transfer and
processing, increasing the possibility of errors and delays in the preparation of reports. The missing links
between the existing IT systems for budget preparation and execution do not allow for monitoring of
program execution.

Information and communication

More than 50% of institutions believe that the existing information systems (ISFU, PIMS, BPMS, COIP)
meet their reporting needs, although the same data is often manually entered into different information
systems. This takes a lot of time and increases the possibility of error.

Monitoring

Continuous monitoring is a process carried out by all employees of the institution, performing the activities
and processes for which they are in charge. Another type of monitoring is self-assessment, which is
carried out through the preparation of annual reports on the FMC system and their submission to the CHU
MoFT BiH. The third type of monitoring is an internal audit.

The current system of monitoring and reporting on financial management and control (FMC) and internal
audit (IA) does not link the collected data presented in annual consolidated reports with findings on specific
deficiencies of the internal control system from third-party reports (e.g. audits) that can relate both to
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individual users and to systemic weaknesses that are characteristic of a large number of institutions
and which are related to key processes in the field of management and control. Although they deal with
closely related issues, the Council of Ministers of BiH currently considers the consolidated annual report
on FMC and the consolidated annual report on |A as two separate documents. The SAl BiH concluded
that an efficient system of the FMC has not yet been established in accordance with the Law on Financing
of Institutions of BiH and the by-laws adopted by the CHU MFoT BiH.

2.A.4. Impact of PFM performance on budgetary and fiscal outcomes

Aggregate fiscal discipline

Aggregate fiscal discipline aims to align the levels of revenue and expenditures without creating significant
fiscal deficits which could jeopardize fiscal sustainability and manage spending within the available fiscal
space.

Aggregate expenditure and revenue outturn does not deviate significantly from the approved budget. Fiscal
discipline is affected by the comprehensiveness of budget documentation, which is relatively good for BiH
institutions with room for improvement. However, public availability of fiscal information is limited in terms
of timeliness of information. Overall, the budget classification is satisfactory, the budget documentation is
comprehensive and enables budget decisions, transactions, and performance of service delivery.;

The extent to which asset and liability management contributes to fiscal discipline varies at the BiH level.
There is no adequate monitoring, reporting of fiscal risks, especially in the area of public corporations,
which can undermine fiscal discipline. There is no efficient and effective management of public investment
resources. On the other hand, the management of public assets and debt follows the principles of good
practice and has positive bearing on fiscal discipline.

Fiscal strategy and policy-based budgeting influence fiscal discipline through macroeconomic and fiscal
forecasting, fiscal strategy, and medium-term perspective in expenditure budgeting. Macroeconomic
and fiscal forecasts are relatively robust for the BiH level, and on the basis of this, a fiscal strategy is
prepared that supports aggregate fiscal discipline. However, there is room for improvement, especially in
the area of legislative scrutinization, reporting on fiscal results, and program budgeting. The integrity of
the budgeting process is hindered by significant deviations from the budget calendar. On the other hand,
forward estimates that are used to anchor the preparation of the budget ceiling for the following years
through MTEF works to benefit aggregate fiscal discipline.

Predictability and control in the budget execution contribute to fiscal discipline through administration,
accounting, expenditure arrears, and control of expenditure and payroll. Accounting of revenues is
performed efficiently through TSA. There are no expenditure arrears, which is a significant positive
influence of fiscal discipline. Effective expenditure control has been established, while internal control
related to payroll control lacks support of adequate procedural framework. The integrity of financial data
is relatively sound for BiH institutions, while the availability of comprehensive annual financial reports and
regular in-year reporting is at a basic level.

Strategic allocation of resources

Allocating resources in line with strategic priorities contributes to maximizing the impact of public
spending for an efficient public sector and economic growth.

The reliability of the budget contributes to the strategic allocation of resources, through reliable revenue
forecasting, whereby the revenue outturn does not deviate significantly from the approved budget.

The predictability of in-year resource allocation is relatively good at the BiH level, which enables consistence
in implementation of priorities set forth by the budget. Simultaneously, efficient payroll control does not
allow for ad hoc increase in payroll costs or salary arrears. Frequent political disputes, however, deteriorate
the integrity of the budget process preventing efficient controls by the legislature. Allocation of resources
in the budgetary process is ideally performance driven. However, both program budgeting and strategic
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planning are in the early stages of development which takes this important input for efficient resource
allocation out of the picture. Plans are prepared and published for the majority of budgetary units, but the
reporting of performance and results achieved is suboptimal.

Public investment management framework is underdeveloped. Specifically, the lack of clear and
consistently applied project prioritization and selection criteria undermines support for the government’s
goals of economic development. On the other hand, recording and reporting of the incurred debt follows
the best practice and positively affects the ability to strategically allocate resources.

Macroeconomic and fiscal forecasts, including fiscal strategy and medium-term budgeting, remain at
basic development level and do not contribute sufficiently as prerequisites that enable the BiH Council of
Ministers to plan budget allocations in accordance with priorities. Legislative scrutiny is also weak, which
further impedes the BiH Council of Ministers' accountability for its decisions on budget policies.

There is a reliable external audit at the BiH level. Efficient and effective external audit and legislative
scrutiny are also prerequisites for the government’s accountability for allocating resources in accordance
with the approved budget.

Efficient service delivery

The manner in which the funds for service delivery are prioritized, budgeted, spent and evaluated, is a key
success factor for efficiency of the public services which the government provides to citizens and society.

No significant deviation of the expenditures from the planned budget were observed, which enables
efficient provision of envisaged services. However, weaknesses identified in the transparency of fiscal
information and reporting on the performance of service delivery units undermine the ability of monitoring
the efficiency of service delivery. This pertains mostly to the underdevelopment of performance
measurement framework and weak public investment prioritization mechanisms.

Revenue administration including risk management procedures add to the efficiency of service delivery
at the level of BiH institutions. Mechanisms put through the TSA enable efficient and comprehensive
information on revenue collection, their transfer and reconciliation. In-year resource allocation scheme
entailing consolidation of balances and cash management provide for smooth implementation of the
budget. Also, internal audit structures in place fulfill their mandate by providing assurance that systems
are functioning to achieve objectives efficiently and effectively.

On the downside, there is significant room for development of the procurement system especially in the
areas of complaint management and transparency. Also, while integrity of fiscal data is sound, reporting
frequency is not optimal while timeliness of submission of annual financial reports of BiH Institutions
for external audit impairs efficiency of the service delivery process through frequent delays and failure to
provide consistent information that feeds back into the budget preparation process. The Supreme Audit
Institution responsible for the external audit of BiH Institutions is found to be strong, well established
and sufficiently independent to act professionally and to keep the government accountable for allocating
public funds in accordance with the approved budget.
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2.B.1. Structure of the public sector

Central government sector is made up of the budgetary central government, social security funds, and
extrabudgetary units. The budgetary central government of Federation BiH comprises of 67 budgetary
units. In addition, the central government includes two social security funds, the FBiH Institute of Health
Insurance and Reinsurance and the FBiH Institute for Employment. The FBiH Pension and Disability Fund
is included in the budget since 2020. There are 7 extrabudgetary entities (regulatory and other agencies),
plus a number of entities legally organized as public corporations.

Sub-national levels of government include cantonal level (10 cantons) and local self-governments (which
include 22 cities and 58 municipalities). Sub-national governments are autonomous in the execution of
their budgets, and they are financed from their own revenue, portions of central level revenues which
are by legislation assigned to the local level, and transfers from the central level. Each canton has its
ministries, extrabudgetary units, social security funds, and public corporations. Cantons are responsible
for the provision of most of the main public services, including health protection, education, culture, and
social protection. The broader public sector includes public corporations but there is no register/list of
public companies in the FBiH. Therefore, the number of public companies is unknown.

Table 2.B.1.1: Structure of the public sector (number of entities and financial turn-over)

Public sector
Year Government subsector Som;l;z:unty Public corporation subsector
Nonfinancial . . .
2021 Budgetary unit Extrabu@getary public Financial Publlc
units - corporations
corporations
Federation level 67 7 2 33 3
Cantonal level There are ten cantons, and each canton has its budgetary units, extrabudgetary units, social
security funds, and public corporations.
Municipal level There are 80 local governments (cities and municipalities) that have their public corporations.

There are seven extrabudgetary units at the FBiH level, namely , Public Company FBiH Roads, Public
Company FBiH Motorways, FBiH Environmental Protection Fund, FBiH Agency for Water Areas, FBiH
Tourist Associations, FBiH Trade Chambers, Fund for Professional Rehabilitation and Training of Persons
with Disabilities. Two EBUs on this list are legally incorporated as public corporations (Highways and
Roadways) but are considered EBUs in terms of their financing (in line with CBBiH and IMF classification
of entities). Two social security funds on the FBiH level are the FBiH Institute of Health Insurance and
Reinsurance and the FBIH Institute for Employment (both extra-budgetary funds).

Table 2.B.1.2: Financial structure of central government — actual expenditure (in BAM)

Year Central government

2021 Budgetary unit Extraz:ggetary Socizfallj::gurity Total aggregated
Revenue 4,583,546,129 376,035,433 213,579,586 5173,161,159
Expenditure 4,012,423,809 not available not available 4,012,423,809
Transfers to (-) and from (+) other (348,189,261) . . (348,189,261)
units of general government 3,183,265 not available not available 3,183,265
Liabilities 7,041,415,302 not available not available 7,041,415,302
Financial assets 926,993,056 not available not available 926,993,056
Nonfinancial assets 1,167,783,750 not available not available 1,167,783,750

Since the Consolidated budget execution reports present the spending by functional classification, it
was noted that the largest participation in the total realized expenditures refers to allocations for social
contributions and general public services.
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Table 1.B: Overview of the scores of the PEFA indicators - FBiH

PFM performance indicator

I. Budget reliability

Scoring
method

Pl scores

IV.

Overall
score

lll. Management of assets and liabilities

PI-1 Aggregate expenditure outturn M1 B B
PI-2 Expenditure composition outturn M1 B A C+
PI-3 Revenue outturn M2 B A B+
Pl-4 | Budget classification M1 D D
PI-5 Budget documentation M1

PI-6 gsg;[gla?;)evsg;tr;ent operations outside M2 D* D D* D
PI-7 Transfers to subnational governments M2 B C
PI-8 | Performance information for service delivery M2 C D D+
PI-9 Public access to fiscal information M1 D* D

PI-10 | Fiscal risk reporting M2 D* C D D+
PI-11 | Public investment management M2 C D D D+
PI-12 | Public asset management M2 C C D D+
PI-13 | Debt management M2 A B B+
IV. Policy-based fiscal strategy and budgeting

PI-14 | Macroeconomic and fiscal forecasting M2 C C C C
PI-15 | Fiscal strategy M2 D* B D D+
PI-16 | Medium-term perspective in expenditure budgeting M2 A D D C+
PI-17 | Budget preparation process M2 B A D

PI-18 | Legislative scrutiny of budgets M1 C D C B

PI-19 | Revenue administration M2 B D* D* D* D+
PI-20 | Accounting for revenue M1 A C+
PI-27 | Predictability of in-year resource allocation M2 A B C A B+
PI-22 | Expenditure arrears M1 A A

PI-23 | Payroll controls M1 D* D* D* A D+
PI-24 | Procurement management M2 NA NA NA NA NA
PI-25 | Internal controls on non-salary expenditure M2 B

PI-26 | Internal audit M1 C C+
VI. Accounting and reporting

PI-27 | Financial data integrity M2 A N/A B A

PI-28 | In-year budget reports M1 A C C+
PI-29 | Annual financial reports M1 A A D D+
VII. External scrutiny and audit

PI-30 | External audit M1 C C+
PI-31 | Legislative scrutiny of audit reports M2 D B D C D+




2.B.2. Assessment by pillar, indicator and dimension

PILLAR ONE: Budget reliability

This pillar analyzes whether the government budget is realistic and implemented as intended. This is
measured by comparing actual revenues and expenditures (the immediate results of the PFM system)
with the original approved budget.

Overall performance: key strengths and weaknesses

With the inclusion of the Pension Insurance Fund in the scope of the budgetary central government, both
budget revenues and expenditures almost doubled in 2020 compared to 2019. Another reason for the
budget increase in 2020 compared to 2019 is a threefold increase in planned debt.

Overall evidence suggests that the aggregate budget is generally reliable, given that the deviation between
the adopted budget and the budget execution was 7% in 2019, 5% in 2020, and 10% in 2021. The variance
of expenditure composition by function remained below 15% in 2019 and 2021 but exceeded 15% in 2020
as a result of COVID. The variance of the expenditure composition by economic type was relatively low,
under 10% in 2019 and 2020 and a bit over 10% in 2021. Expenditures from contingency reserves were
low, on average at 1.26% of the original budget.

The largest part of the budgetary central government revenues in the FBiH budget is from the pension
contributions collected by the FBiH Tax Administration and indirect taxes collected by the Indirect Tax
Authority. Indirect taxes are forecasted by the Macroeconomic Analysis Unit (MAU), which is part of the
Governing Board of the Indirect Tax Authority, taking into account macroeconomic forecasts prepared by
the Directorate for Economic Planning. Social security contributions, income taxes, and other revenues
are forecasted by the FBiH Ministry of Finance. Aggregate revenues show relatively little variation. In 2019,
the variation was minimal. In 2020, actual revenues were lower than budgeted by 8%, higher than expected
due to COVID. In 2021, actual revenues were higher than budgeted by 12% mainly due to conservative
forecasting of indirect taxes by the MAU and lower debt repayment, but also due to a more favorable
economic situation. Regarding the variance by the composition of revenues, it was low, below 5% in 2019
and 2021, while the higher figure in 2020 due to COVID still remained under 10%.

Given the onset of the COVID-19 pandemic at the end of the first quarter of 2020, almost all activities
of the FBiH Government, MoF, and budget beneficiaries were aimed at the emergency response to the
pandemic. The Government declared a state of natural disaster was declared, adopted the Law on
Mitigation of Negative Economic Consequences was declared (including a number of revenue measures
to protect the economy), and revised the 2020 budget accordingly.

Plans are in place to establish program budgeting. It is also planned to improve planning to enable the
linkage of sectoral strategies and medium-term financial planning. Another planned reform is related to
an improved legal framework for public revenue.

PI-1. Aggregate expenditure outturn

This indicator measures the extent to which aggregate budget expenditure outturn reflects the amount
originally approved, as defined in government budget documentation and fiscal reports for the last three
fiscal years (2019, 2020, and 2021).

Indicator/Dimension Score Brief justification of the score
PI-1. Aggregate expenditure outturn B
1.1. Aggregate expenditure outturn B Total expenditures were 93.5% and 104.6% of

the originally approved budget in 2019 and 2020,
respectively, which means the total expenditure
outturn did not deviate by more than 10% in at
least two of the three observed years.
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FBiH central government spending consists mainly of salaries and allowances (5%), employer's
contributions (0.5%), expenditures for materials and services (2%), current transfers and other current
expenditures (73%), interest expenditures (2%), capital expenditures (0.30-0.75%), capital transfers (1.5-
2%), financial asset expenditures (up to 1%), and debt repayment expenditures (15%). Expenses for debt
repayment were excluded from total expenses, and the accrual accounting basis was used to show total
expenses. The largest allocations of current transfers and other current expenditures (which are the
largest expenditure category) refer to regular monthly transfers: payment of pensions, health insurance
contributions at the expense of pensions, payment of benefits for physical disability, funeral expenses,
civilian victims of war, military disability benefits, transfer for the implementation of the Law on the Rights
of Demobilized Veterans - monetary subsistence allowance, transfer for the implementation of the Law
on special rights of recipients of war awards, civil disability benefits. Furthermore, it includes transfers
to other levels of government, transfers for healthcare, transfers to non-profit organizations, subsidies to
public companies, subsidies to private companies and entrepreneurs, current transfers abroad, and other
current expenditures.’?°

1.1 Aggregate expenditure outturn

Total expenditures were 93.5% and 104.6% of the originally approved budget in 2019 and 2020, respectively,
which means the total expenditure outturn did not deviate by more than 10% in at least two of the three
observed years. From 2020, the Pension and Disability Insurance Fund is an integral part of the FBiH
Budget. Consequently, there is an almost double increase in the Budget on the expenditure and revenue
side compared to 2019. Another reason for the Budget increase is the threefold increase in planned debt
in 2020.

Table 1.1.B Total budget and actual expenditure

2019 2020 2021
Budget 1,683 3,997 4,477
Actual 1,574 4,180 4,012
% Deviation 93.5% 104.6% 89.6%

Source: Adopted Budgets and Budget Execution Reports for 2019, 2020, and 2021.

Based on the analysis and supporting evidence, the score for the present dimension is B.

PI-2. Expenditure composition outturn

This indicator measures the extent to which reallocations between the main budget categories during
execution have contributed to variance in expenditure composition. Coverage is BCG for the last three
completed fiscal years (2019, 2020, and 2021).

Indicator/Dimension Score Brief justification of the score
PI-2. Expenditure composition outturn (M1) C+
2.1 Expenditure composition outturn by C Variance in expenditure composition by
function administrative classification was less than 15% in

at least two of the last three years, 9.1% and 14%
in 2019 and 2021, respectively.

2.2 Expenditure composition outturn by B Variance in expenditure composition by economic
economic type classification was less than 10% in at least two

of the last three years, 6.8% and 8.5% in 2019 and
2020, respectively.

120 The data analyzed excludes the spending of cantons (which are responsible for providing the majority of public services,
including health care, education, culture, and social care) and local self-government units.
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2.3 Expenditure from contingency reserves A Expenditure from the contingency reserve was 1%
in 2019, 2.7% in 2020, and 0.1% in 2021, therefore
the average amount of expenditure from the
contingency reserve for the assessed period 2019-

2021 was 1.26%.

Thebudgetofthe Government of FBiH is prepared and adopted onthe basis of organizational/administrative
and economic classification. The functional classification is presented only in the Consolidated Budget
Execution Report.

The FBiH PFM strategy 2021-2025 aims to establish program budgeting and improve planning in order to
better link sectoral strategies with medium-term financial planning. Furthermore, a special priority is the
inclusion of extra-budgetary funds and road directorates in the relevant budgets in the FBiH.

Also, modification of thefiscal rulesinthe process of budget adoptionand execution and the implementation
thereof at all levels of government is one of the activities to be implemented as envisaged by the PFM
Strategy.

2.1. Expenditure composition outturn by function

The differences between the originally adopted budget and the budget execution at the end of the year
are determined according to the organizational/administrative expenditure structure. The total number
of divisions (i.e., "budget heads”) in the FBiH Government Budget is 42, and for the 20 largest divisions
(which account for 96% of the total budget), the difference is shown individually, while for the remaining
22 divisions, the difference is shown against the total sum of the originally adopted budget and the sum
of budget execution.

Table 2.1.B: Variance in expenditure composition by administrative structure

2019 2020 2021
Actual . Actual . Actual .
.. Variance o Variance . Variance
realization realization realization
Central government FBiH 1,461 132 3,979 707 3,930 549
Variance as % of total 9.1% 17.8% 14%

Source: Adopted Budgets and Budget Execution Reports for 2019, 2020, and 2021.

In addition to significant differences between the originally adopted and the executed budget, significant
reallocations of spending took place, especially in 2020 and 2021. The largest variance in the execution
of expenditures by organizational/administrative classification is in 2020, as a result of the COVID-19
pandemic, which resulted in a significant redistribution of budget items and transfer payments in
accordance with the Law on Mitigating the Negative Economic Consequences Caused by the COVID-19
Virus. Based on the analysis and supporting evidence, the score for the present dimension is C.

2.2. Expenditure composition outturn by economic type

The variance in the structure of expenditure execution by economic classification was less than 10% for
at least two of the three assessed years. In 2019, 2020, and 2021, the variance was 6.8%, 8.5%, and 11.9%,
respectively. Hence, the score for this dimension is B.

2.3. Expenditure from contingency reserves

The budget contingency reserve is planned in the amount of BAM 5,155,000 for each year in the period
2019-2021 (0.1% of the total budget). The budget reserve is used for urgent and unforeseen budget
spending that occurs during the budget execution phase. In line with the accounting rules, the budget
reserve is planned as a single sum on a separate budget line (since the planned reserve is general, there
is no specific type of spending to which it is dedicated in the budget plan), while the budget execution
reports show spending in multiple budget lines in accordance with the purpose of spending (e.g., social
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transfers). Consolidated budget execution reports provide a detailed overview of the use of the budget
reserve. During 2020, funds in the amount of 109.4 million BAM were approved from the FBiH Budget as
a result of the COVID-19 pandemic.

Expenditure from the contingency reserve was 1% in 2019, 2.7% in 2020, and 0.1% in 2021, therefore the
average amount of expenditure from the contingency reserve for the assessed period 2019-2021 was
1.26%. Based on the analysis and supporting evidence, the score for this dimension is A.

PI-3. Revenue outturn

This indicator measures the change in revenue between the original approved budget and the end-of-year
outturn. Coverage is BCG for the last three completed fiscal years (2019, 2020, and 2021).

Indicator/Dimension Score Brief justification of the score
PI-3. Revenue outturn (M2) B+
3.1 Aggregate revenue outturn B Actual revenue was between 94% and 112%

of budgeted revenue in at least two of the last
three years, 100% and 111% in 2019 and 2021,
respectively.

3.2 Revenue composition outturn A Variance in revenue composition was | 4% in 2019
and 2021.

The revenues of the FBiH Budget consist of tax revenues (income taxes and indirect taxes) which account
for 35% of the total revenues, non-tax revenues (a wide range of administrative, judicial, special fees and
charges, fines, and other revenues, which are defined by general and special legal regulations, which
account for up 10% of the total revenues), current transfers and donations (less than 1%), and starting
from 2020, contributions for pension and disability insurance (45% of the total revenues). FBiH MoF,
Sector for Tax Policy, Public Revenues and Games of Chance is charged with forecasting direct taxes,
non-tax revenue and grants under the legislation at the FBiH level (including revenues of the FBiH and its
lower government levels).

The PFM Strategy for FBiH 2021-2025 aims to improve the legal framework for public revenue through
harmonization of the regulations on taxation of property possession and sale in the FBiH, harmonization
of legislation on games of chance with international regulations, improvement of tax administration
regulations, and improvement of the system for revenue distribution in the FBiH.

The Law on the Assignment of Public Revenue was adopted in 2006. The FBiH Government recognized a
need to conduct a comprehensive analysis of the situation within the FBiH with a view to understanding
the current revenues, spending, and the legal framework for allocating competencies within the FBiH. The
analysis is expected to provide proposals for allocation models that would better meet the needs within
the FBIH.

3.1. Aggregate revenue outturn

The integration of the Pension and Disability Insurance Fund in the FBiH Budget was implemented in 2020.
Furthermore, the emergence of the COVID-19 pandemic influenced the adoption of a number of measures,
among others, the budget rebalancing that would enable the implementation of the anti-corona law, i.e.
subsidizing contributions for mandatory insurance, establishing a guarantee fund, supporting the health
system and a number of other activities that were undertaken in 2020, all with the aim of suppressing
negative pandemic consequences on the economy.

Compared to 2019, the aggregate revenue outturn, receipts, and funding increased by 109% in 2020,
as a result of the integration of the Pension and Disability Insurance Fund into the Budget, resulting in
BAM 2,022.5 million collections of contributions for pension and disability insurance, which accounts for
42.69% of the aggregate revenue, receipts, and financing. Also, in addition to the integration of the Pension
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and Disability Insurance Fund, the debt in 2020 significantly raised compared to 2019 (from BAM 214,780
to BAM 672,071).

The following table shows the actual revenues compared to the planned revenues, with revenue realization
ranging from 94% to 112% in the assessed period.

Table 3.1.A: Aggregate revenue outturn (in million BAM)

2019 2020 2021
Budget 2,023 4254 4105
Actual 2,030 3,905 4,583
% Deviation 100% 92% 111%

Source: Adopted Budgets and Budget Execution Reports for 2019, 2020, and 2021.
Based on the analysis and supporting evidence, the score for this dimension is B.

3.2. Revenue composition outturn
The variance in the FBiH budget revenue structure was 4% in 2019, 7.6% in 2020, and 4% in 2021.

Table 3.2.B: Revenue composition variance

2019 2020 2021

BCG revenue composition

A 4% 7.6% 4%
variance

Source: Adopted Budgets and Budget Execution Reports for 2019, 2020, and 2021.

On the other side, revenues from corporate income tax and indirect taxes in 2020 were realized in a
significantly smaller amount compared to the previous year, as a result of the situation caused by the
COVID-19 pandemic.

Comparing the aggregate revenue outturn at the end of the fiscal year 2021 with the planned revenue for
2021, the revenue from indirect taxes was higher by 12%. This is explained as a result of conservative
planning of total VAT revenues by the MAU in October 2020 and the lower realization of public debt
repayment compared to what was plannedinthe Budget for 2021 (9% lower realization of debt repayments).

Furthermore, corporate income tax revenue was realized by 2% less compared to the budget for 2021.
The aforementioned result was generated by significantly reduced payments by banks and other financial
institutions, which in the "pandemic" year offered affected persons the possibility of a moratorium on loan
repayments, but due to the influence of extraordinary collections realized in December 2021, the total
execution still reached the closest amount of planned income.

The total revenue realization from contributions for pension and disability insurance in 2021 was 9% higher
compared to the planned revenue for 20271 due to a much more favorable realization of macroeconomic
indicators related to the labor market compared to the official forecasts used. During 2021, the labor
market in the Federation of BiH recorded a much faster growth in the number of employees, compared
to the assumed, and due to the lack of qualified labor in certain industries, a continuous increase in
wages was also recorded during the year. In addition, extraordinary collections contributed to the higher
realization of these revenues, as a result of the application of the Law on the Amount of Default Interest
on Public Revenues in the Federation of Bosnia and Herzegovina, which enabled the write-off of default
interest on previously settled debts.

Therefore, based on the analysis and supporting evidence, the score for the present dimension is A.
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PILLAR TWO: Transparency of public finances

This pillar analyzes whether the information on public financial management is comprehensive, consistent,
and accessible to users what should be achieved through comprehensive budget classification,
transparency of all government revenue and expenditure including intergovernmental transfers, published
information on service delivery performance, and ready access to fiscal and budget documentation.

Overall performance: key strengths and weaknesses

The used budget classifications are mainly administrative and economic, and to some extent functional,
which is at a satisfactory level. Administrative and economic classifications are used in the budget and
outturn, while the functional (COFOG) is used in outturn only even though it is prescribed by the FBiH
reporting rules.. Improvement of financial reporting is planned through the reform strategy.

Budget documents are comprehensive as per PEFA criteria, but it is still missing the data on financial
assets, implications of new policies, and tax expenditures.

Regarding transfers to lower levels of government, they were rule-based, but the information on transfers
was not timely.

Performance information on service delivery is weak. Program budgeting is at an early stage of
implementation and there is a lack of orientation towards strategic goals and policies. Provisions on
program budgeting are included in the FBiH Budget Law in 2022. Also, further improvements are planned
with the support of the EU. Performance plans are published annually for the majority of budgetary users.
However, the reporting of results is weak, as is their evaluation.

Public access to fiscal information is difficult to assess, not in terms of availability, but rather in terms of
the unavailability of information when documents are published. Regarding budget coverage, it is also
difficult to assess because not sufficient data have been provided, but extra-budgetary revenues are at
least 13% of total FBiH budget revenues in 2021. Besides the extra-budgetary units, donor-funded projects
remain off the budget. Plans are in place to include social security funds in the budget and improve the
records on donor-funded projects.

Pl-4. Budget classification

This indicator assesses the extent to which the government budget and accounts classification is
consistent with international standards. Coverage is BCG for the last completed fiscal year, 2021.

Indicator/Dimension Score Brief justification of the score
PI-4. Budget classification D
4.1. Budget classification D Functional classification (COFOG) is recognized

and required by reporting rules at Federation BiH,
but in practice, only budget execution (outturn) is
presented in functional classification.

The FBiH Government presents its budget showing the economic breakdown of the expenditure of each
administrative unit. Functional classification (COFOG) is recognized and required by reporting rules at
Federation BiH, but in practice, only budget execution (outturn) is presented in functional classification.

The government maintains a treasury system through which all transactions are recorded, and which
provides for consistent reporting by administrative and economic classifications. FBiH MoF in cooperation
with IMF started working on a comparative overview of the Analytical Chart of Accounts for the FBiH
Government budget in GFS 2014 classifications/ESA 2010 classifications. So far, a comparative review is
made for class 6-Expenditure, 7-Revenue and 8-Capital transaction.
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According to the Federation BiH Strategy for Improving Public Finance Management, 2021-2025, in
order to improve financial reporting, it is necessary to identify problems in the reporting process, chart of
accounts, and data coverage. This activity should be completed by 2025.

4.1. Budget classification

According to government counterparts, FBiH had changed its accounting rules to be better aligned with
GFS 20174. But given that FBiH MoF consolidates data from the lower levels of government (cantons and
municipalities), where data reported by lower government levels are not fully aligned to GFS, this partially
reflects difficulties in adapting their accounting systems to meet the full requirements of the new adopted
accounting standards.

Current reporting templates in FBiH already require functional reporting from all government levels in FBiH
in line with COFOG, but in practice, this is the case only at the FBiH government, for outturn presentation.
The approximation of total spending of each budget user (head) is assigned to functional classification —
one function that best describes its responsibilities of main functional categories is done for the purposes
of preparing FBiH Medium term expenditure frameworks (MTEFs). In addition, lower levels of government
have a broad approximation, with possible errors. Hence, the score for the present dimension is D.

PI-5. Budget documentation

Indicator/Dimension Score Brief justification of the score
PI-5. Budget documentation Cc
5.7. Budget documentation C 6 of the 12 applicable elements are met.

This indicator assesses the comprehensiveness of the information provided in the annual budget
documentation to the legislature for scrutiny and approval asking whether 12 specific pieces of information
are presented alongside the government’s detailed proposals for revenue and expenditure in FY 2022.
Coverage is BCG for the last budget submitted to the legislature.

Table 5.1.A: Budget documentation elements

Basic elements Included Evidence used/Comments
1. Forecast of the fiscal deficit Y A forecast of fiscal deficit or surplus is recognized and
or surplus or accrual operating presented in budget documents but without much detail
result about the reasons for having a surplus or the causes behind a
deficit.

http://www.fmf.gov.ba/v2/stranica.php?idstranica=
147&idmeni=15

The 2022 Budget Proposal contains an explanation that
presents a forecast of deficit financing (carry-forward from
previous years).

2. Previous year's budget Y The previous year’s budget outturn is presented in the same
outturn, presented in the format as the budget proposal document.

same folrmat as the budget http://www.fmf.gov.ba/v2/stranica.php?idstranica=
proposals. 1478&idmeni=15

3. Current fiscal year's budget Y The current fiscal year's budget is presented in the same
presented in the same format format as a budget proposal document.

as the budget proposals http://www.fmf.gov.ba/v2/stranica.php?idstranica=

147&idmeni=15
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expenditures

4. Aggregated budget data for N The 2022 budget, which is available on the FBiH MoF

both revenue and expenditure website, shows the current fiscal year's budget for 2022 and

according to the main heads the previous year 2021 in line with the main heads of the

of the classifications used, administrative classification. Under each head, the proposal

including data for the current provides estimates of expenditure by economic classification

and previous year with a only.

detailed breakdown of revenue http://www.fmf.gov.ba/v2/stranica.php?idstranica=

and expenditure estimates. 147&idmeni=15

Additional elements Included Description

5. Deficit financing, describing N The budget proposal does not identify how the deficit is to be

its anticipated composition. financed.

6. The macroeconomic Y MTEFs, which contain a section on macroeconomic

assumptions, including at assumptions are submitted regularly to the FBiH Parliament.

!e?]stAaggregdatE GDPhgrowth, In addition, the budget proposal for 2022 contained a Budget

Inflation, and the exchange explanation document that has a macroeconomic chapter

rate. including a discussion on GDP growth.

7. Debt stock, including details Y Apart from MTEFs that contain information on debt stock, the

at least for the current year Budget proposal for 2022 contained a detailed explanation
of debt stock for the current year as well as medium-term
projections.

8. Financial assets, including N There is scant information available.

details at least for the

beginning of the current year

9. Summary information N This information is part of MTEF 2022-2025 delivered to the

on fiscal risks including legislation without going into much detail.

contingent liabilities

10. Explanation of budget N The 2022 budget documents contain some explanations

implications of new policy of new public investment projects but without regard to the

initiatives and major new potential effects of new government policy initiatives.

public investments

11. Documentation of the Y MTEF 2022-2025 as an initial budget document contains a

medium-term fiscal forecasts medium-term forecast of both revenues and expenditures.

12. Quantification of tax N No information could be found.

Source: Ministry of Finance FBiH

The requirements are met for all 3 basic elements . Hence, the score for the present dimension is C.
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PI-6. Central government operations outside financial reports

This indicator measures the extent to which government revenue and expenditure are reported outside
FBiH central government financial reports. Coverage is CG for the last completed fiscal year (2021).

Indicator/Dimension Score Brief justification of the score
PI-6. Central government operations D
outside financial reports (M2)
6.1.Expenditure outside financial reports D* No sufficient information to assess.
6.2.Revenue outside financial reports D Revenue outside government financial reports is
at least 13%.
6.3.Financial reports of extrabudgetary units D* No sufficient information to assess.

Social security funds and public companies that are financed from public revenues as well as those for
which the government issues guarantees, have the obligation to report within the prescribed deadlines to
the FBiH MoF in accordance with the Rulebook on financial reporting and annual budget calculation in FBiH.

The FBiH MoF receives reports from all EBUs and consolidates information on revenue collection. The
total amount of actual revenues outside the FBiH budgetary financial report in 2021 is 589,615,019 BAM™'.
The total FBiH BCG actual revenues in 2021 are 4,583,546,129 BAM (as presented in PI-3).

Regarding expenditure, the MoF has not provided sufficient information for the assessment, while they
are presumed to exist.

Besides, development and investment projects funded by donors are usually not included in the budget
and are identified in special purpose accounts that are not part of the TSA.

Table 6.1.B: Revenues and expenditures outside the government’s financial reports

for unemploy-
ment

Estimated Estimated
Type of
amount of . amount of
Type of expenditure .
revenue expenditure
revenue reported reported reported
Entity outside FBiH A . outside FBiH - . Evidence and reporting
. outside FBiH . outside FBiH
BCG financial . BCG financial .
BCG financial ) BCG financial
reports . reports in .
reports in 2021 reports in
2021'2 2021
Extrabudgetary Units'?®
FBiH Institute of | Social security | BAM No sufficient No sufficient FBiH Institute of
Health Insurance | contribution 159,075,095 information information Health Insurance and
and Reinsurance | for health Reinsurance is a social
security fund that is a
legal entity financed from
mandatory contributions.
FBIH Institute for | Social security | BAM No sufficient No sufficient FBiH Institute for
Employment contributions | 54,504,491 information information Employment is an extra-

budgetary fund thatis a
legal entity financed from
mandatory contributions.

121 http:/fmf.gov.ba/WEB_15072020/Konsolidacija/Tabelarni%20pregled%202021.pdf

122 The assessment team used the data published on the website of the FBiH Ministry of Finance:

http:/fmf.gov.ba/WEB_15072020/Konsolidacija/Tabelarni%20pregled%202021.pdf.

123 http:/fmf.gov.ba/WEB_15072020/Konsolidacija/Tabelarni%20pregled%202021.pdf
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Public Company | -revenues BAM BAM No sufficient
FBiH Roads from indirect 100,076,192 141,729,584'%* | information
taxes
-road fee
Public Company | -revenues BAM BAM No sufficient
FBiH Motorways | from indirect 211,914,928 562,526,466'%5 | information
taxes
-fee for using
motorways
FBiH fee for BAM No sufficient No sufficient
Environmental environmental | 16,430,074 information information
Protection Fund | protection
-water fees
FBiH Agencies -water fees BAM No sufficient No sufficient
for Water Areas 21,532,652 information information
FBiH Tourist tourist fee BAM No sufficient No sufficient
Associations “membership 83,719 information information
fees to tourist
associations
FBiH Trade -membership | BAM No sufficient No sufficient
Chambers fees to trade 1,130 information information
chambers
Fund for -nontax BAM No sufficient No sufficient
Professional revenues 25,996,738 information information
Rega}bll{tatlonf -transfers and
an rammgho grants from
Persgrljs' wit other levels of
Disabilities government
Donor funded No sufficient No sufficient No sufficient No sufficient
projects information information information information
TOTAL without BAM
donor funded 589,615,019
projects

Source: http./fmf.gov.ba/WEB_15072020/Konsolidacija/Tabelarni%20pregled%202021.pdf

The PFM Strategy in FBiH 2021-2025 has identified the following needs :

- include social security funds at the FBiH level into the FBiH budget

- work on managing donor-funded projects and how to record and disclose the details of such

projects in the FBiH.

6.1. Expenditure outside financial reports

There is insufficient information available to assess this dimension. There is no centralized point of
information for expenditures of extrabudgetary units, and establishing the one was beyond the scope
(impractical collection of information). Hence, the score for the present dimension is D*.

6.2. Revenue outside financial reports

Based on the analysis and supporting evidence, the score for the present dimension is D. Revenue outside

FBiH Consolidated report on budget execution is at least 13%.

124 MF FBiH
125 MF FBiH
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6.3. Financial reports of extrabudgetary units

EBUs, that are obliged to report to FBiH MoF in accordance with the Rulebook on financial reporting and
annual budget calculation in FBiH, submit financial reports by the 5th of March of the current year for the
previous years. The FBiH MoF claims that they fulfilled the deadline. However, there is no information
about other extra-budgetary units (other than social security funds and public companies). Hence, the
score for the present dimension is D*.

Table 6.2.B: Financial reports of some extrabudgetary units that were audited by the Supreme Audit
for 2021

Dateof | Date of annual | Content of annual financial report (Y/N): | Expenditure as

Name of annual financial . - : a percentage

extrabudgetary | financial report Er)l(gern\c,ilt:res Em:_?.l(:a:la?c: G::;a:g;e%s of total EBU
unit'2e report received by andrevenues | no ancia 9 expenditure
completed cG by economic | assets and term (estimated)
classification liabilities obligations

FBiH Institute
of Health No info No info Y Y Y No info
Insurance and
Reinsurance
FBIH
Institute for No info No info Y Y Y No info
Employment
Public
Company FBiH ) ) )
Roads No info No info Y Y N No info
FBiH Agencies . . :
for Water Areas No info No info Y Y Y No info

PI-7. Transfers to subnational governments

This indicator assesses the transparency and timeliness of transfers from central government to
subnational governments with direct financial relationships to it. It considers the basis for transfers from
central government and whether subnational governments receive information on their allocations in
time to facilitate budget planning. This covers CG and the subnational governments with direct financial
relationships with CG for the last completed fiscal year 2021.

Indicator/Dimension Score Brief justification of the score

PI-7. Transfers to subnational governments C

(M2)

7.1. System for allocating transfers B All current and capital transfers are allocated by a
transparent rule-based system, while the most are
budgeted in a transparent and rule-based system.

7.2. Timeliness of information on transfers D Subnational governments receive information
about transfers during the current year, and not
when preparing their own budgets.

The aggregate amounts for transfers to lower levels of government are planned in the MTEF. In the annual
budget, the transfers are again presented in aggregate by economic classification. The details of criteria
for allocation are available only based on the decisions made in the course of the fiscal year. However, in

126 Source: Supreme Audit
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the written communication with the FBiH MoF, assessors received the information that the transfers for
cantons are budgeted based on the population by cantons.

For 2021, the transfers to lower levels of government in the FBiH were based on:

- decisions on determining the criteria, methods, and procedures for the allocation of funds
determined by the FBiH Budget for 2021 to the FBiH MoF from the positions current/capital
transfers to other levels of government and funds,

- decisions on the distribution of funds determined by the FBiH Budget of the Federation of Bosnia
and Herzegovina for 2021 to the FBiH MoF from the positions current/capital transfers to other
levels of government and funds.

Subnational governments receive information on transfers during the current year, not when preparing
their own budgets. Above mentioned decisions are adopted only during the current year when the budget
is implemented. Those decisions are made every year and change year-on-year.

Reporting on transfers is part of the financial reports which is regulated by the Rulebook on financial
reporting and annual accounts budget in the FBiH.

7.1. System for allocating transfers

Table 7.1.B: System for allocating transfers for 2021

. Budget Actuals
Category of horizontal
transfer Transparent and Transparent and
AL (A rule-based (Y/N) G (2.5 rule-based (Y/N)
Transfers to 10,000,000 (current N 10,000,000 (current Y
municipalities and cities | transfers) transfers)
37,450,100 (capital N 20,000,000 (capital Y
transfers) transfers)
5,416,500 (capital N
transfers)
Transfers to cantons 200,000,000 (cur- Y 200,000,000 Y
rent transfers; IMF (current transfers;
RFI) IMF RFI)

Source: decisions on determining the criteria, methods, and procedures for the allocation of funds; decisions on the
distribution of funds, Form 4 from the FBiH Budget Execution

All (98%) current and capital transfers are allocated by a transparent rule-based system, while most (81%)
are budgeted in a transparent and rule-based system. Based on the analysis and supporting evidence, the
score for the present dimension is B.

7.2. Timeliness of information on transfers

It can be seen that subnational governments receive information about transfers during the current year,
and not when preparing their own budgets. Based on the analysis and supporting evidence, the score for
the present dimension is D.

PI-8. Performance information for service delivery

This indicator examines the service delivery information in the executive’s budget proposal or its supporting
documentation, and in year-end reports or performance audits or evaluations, as well as the extent to
which information on resources received by service delivery units is collected and recorded. Coverage is
CG for all four dimensions and for PI-8.1, performance indicators and planned outputs and outcomes for
the next fiscal year (2022); for PI-8.2, outputs and outcomes of the last completed fiscal year (2021); and
for PI-8.3 and 8.4, last three completed fiscal years (2019, 2020, and 2021).
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Indicator/Dimension Score Brief justification of the score

PI-8. Performance information for service D+

delivery (M2)

8.1 Performance plans for service delivery C Information is published annually on the activities
to be performed under the programs for the
majority of ministries in the evaluated sample.

8.2 Performance achieved for service D Information on service delivery performance is not

delivery published for most of the ministries.

8.3 Resources received by service delivery C At least two large ministries — the Ministry

units of Labor and Social Policy and the Ministry of
Veterans and Disabled People, have information
on all resources received by its service delivery
units. There is no evidence of the annual report
compiling the information.

8.4 Performance evaluation for service D The Supreme Audit Office of the FBiH is the

delivery only institution which conducts performance
audits in Federation BiH. Examination of these
reports indicates that they are focused on specific
functions or policies rather than institutions as
such. The number and institutional coverage of
performance audits is less than required fora C
score.

MoF efforts to introduce program budgeting in the FBiH, with donor support, have been underway for
many years (almost a decade). PFM Strategy in FBiH 2021-2025 identifies the EU-funded project "Further
Support to Public Financial Management in Bosnia and Herzegovina', launched in July 2020, tasked to
assist the MoF in introducing program budgeting at the FBiH and cantonal levels.’?

At the level of the Federation of Bosnia and Herzegovina, the Federal Ministry of Finance is currently
conducting activities on the development of the program budget in cooperation with international project
partners. It is important to emphasize that the readiness at the level of the policy makers has been
previously ensured, i.e. the introduction of program budgeting is also the goal of the Government of the
Federation of Bosnia and Herzegovina within the "FBiH Development Strategy for 2021-2027" and within
the FBiH Public Finance Management Reform Strategy for 2021-2025.

Currently, MoF uses Budget Planning and Management Information System (BPMIS) for the purpose of
drafting and monitoring of budgets based on activities/projects and programs identified in the process of
drafting medium-term plans, and for monitoring and reporting on budget execution.

The change planned through the PFM Strategy, and especially through Pillar II - Budgeting entails the
need to refine the IT systems used by the MoF in the process of budget preparation and execution so that
reforms in the budget process can be implemented. Without an upgrade, the budget planning system
cannot be automatically linked to the budget execution system. If the two systems are not linked, the
program budget will make little sense since budget execution, monitoring, and reporting cannot be
prepared in the program format (to be completed by the end of 2023).

127 In order to improve the program budgeting on FBiH level and cantonal levels, the PFM strategy of FBiH 2021-2025 aims to:
Strengthen the HR capacities of the MoF’s Department of the Budget and Public Expenditures, Amend secondary legislation to
implement program budgeting, Prepare a methodology for the integrated budget planning system related to public policies, Prepare
and implement action plans to identify budget programs based on policies and service provision areas, Provide assistance to budget
beneficiaries in identifying programs and their elements, in analyzing programs and program elements, and in their final processing,
Develop a methodology for measuring performance and its implementation, Training in the concepts and methodology of program
budgeting, Strengthen the capacities at the local government level for program budgeting.
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8.1. Performance plans for service delivery

Until recently, program budgeting was not prescribed by the Law on Budgets in FBiH. In March 2022 the
amendments to the Law on Budgets in FBiH were adopted, which require the Government to produce a
special part of the budget, consisting of the plan of expenditures of budget users, expressed by program,
economic, functional, and classification according to the source of funds, in accordance with strategic
plans, goals, and tasks of budget users.

Each year, budget users are obliged to submit their financial requests to the MoF's Sector for Budget and
Public Expenditure through the BPMIS application and in hard copy. Ministries in the FBiH Government
prepare an annual and a three-year plan of activities for which financial resources are requested.

Forthe purpose of assessing this indicator, the 14 largest budget users in terms of their budget expenditure
are selected as the sample. In 9 out of 14 budget beneficiaries service delivery programs are identified.
These nine institutions which partially represent service delivery units have published the Annual plan of
activities for 2022 on their website. EBUs on the FBiH level publish neither annual plans of activities nor
performance reports on their websites.

The Annual plan of activities contains details on operational goals and activities in relation to specific
strategic goals, together with information on performance indicators, deadlines, expected results, and
funding sources. Therefore, information is published annually on policy or program objectives, key
performance indicators, outputs to be produced, and the outcomes planned for majority ministries,
disaggregated by program or function. For ministries that did not publish the Annual plan of activities, we
were not able to determine whether they represent service delivery units.

Based on the analysis and supporting evidence, the score for the present dimension is C.

8.2. Performance achieved for service delivery

Only three out of 14 ministries have published the Performance reports on the Annual plan of activities for
20271. Hence, the score for the present dimension is D.

8.3. Resources received by service delivery units

The MoF FBiH was in regular possession of up-to-date information on funds received by all budget
users through the BPMIS information system in the last three completed fiscal years. Furthermore, the
consolidated annual report on the execution of the FBiH Budget contains the information on resources
received by services delivery units (data maintained in the BPMIS for budget execution). Also, the
information on the resources received by service delivery units, disaggregated by the sources of funds
could be found in Performance Reports for 2019, 2020, and 2021. At least two large ministries — the
Ministry of Labor and Social Policy and the Ministry of Veterans and Disabled People - have information
on all resources received by its service delivery units. Service delivery units report on resources used by
source of funds but there was no evidence that report was compiled.

Hence, the score for the present dimension is C.

8.4. Performance evaluation for service delivery

The Supreme Audit Office of the FBiH is the only institution which conducts performance audits in
Federation BiH.

Performance audits conducted in the last three completed fiscal years are provided in Table 8.4B.
Examination of these reports indicates that they are focused on specific functions or policies rather than
institutions as such. The number and institutional coverage of performance audits is less than required
fora C score.
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Table 8.4B: Performance Audits Covering 2019-2021 Period

2019

Management of Employment Co-financing Programs
Activities of Competent Institutions in FBiH to Reduce Air Pollution

Monitoring the Implementation of the Recommendations from the Performance Audit Report "Improving
capacities for planning development projects in cantons in FBiH"

Monitoring the Implementation of the Recommendations from the Performance Audit Report "Insufficient forest
restoration in the Federation of Bosnia and Herzegovina as a consequence of an ineffective forest management
system"

2020

Monitoring the Implementation of the Recommmendations from the Performance Audit Report "Budget Planning of
FBiH Government'

Managing Interventions in Case of Accidental Pollution of the Adriatic Sea

Monitoring the Implementation of the Recommendations from the Performance Audit Report "Efficiency of the
procedure for issuing building permits in local administration"

Efficiency of Bankruptcy Proceedings in Federation BiH

Monitoring the Implementation of the Recommendations from the Performance Audit Report "Management of
accommodation capacities of budget users in FBiH"

2021

Monitoring the Implementation of the Recommendations from the Performance Audit Report "Transparency of
employment in public enterprises in FBiH"

Monitoring the Implementation of the Recommendations from the Performance Audit Report "Effectiveness of
water loss management in water supply companies”

Effectiveness of Planning and Implementation of Measures to Mitigate the Economic Consequences of the
Covid-19 Pandemic

Monitoring the Implementation of the Recommendations from the Performance Audit Report "Efficiency of work
of municipal courts”

Establishment of an Efficient System of Management and Adoption of FBiH Strategies

Memorandum on Withdrawal of the Main Performance Audit Study "Effectiveness of Measures to Mitigate the
Economic Consequences of the Covid-19 Pandemic"

Monitoring the Implementation of the Recommendations from the Performance Audit Report "Management of
employment co-financing programs”

Soruce: https.//www.vritbih.ba/?lang=en#1609925924728-a3f24050-489¢

Based on the analysis, and supporting evidence the score for present dimension is D.

PI-9. Public access to fiscal information

This indicator assesses the comprehensiveness of fiscal information available to the public based on
specified elements of information to which public access is considered critical. Coverage is BCG for the
last completed fiscal year (2021).

Indicator/Dimension Score Brief justification of the score
PI-9. Public access to fiscal information D
9.1. Public access to fiscal information D* No sufficient information to assess
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9.1. Public access to fiscal information

Table 9.1.B: Public access to fiscal information

Element/ Requirements (\I\(A;Lt) Evidence used/Comments

Basic elements

1. Annual executive budget No sufficient | The budget proposal for 2022 is published on the website

proposal documentation. A information | of the FBiH MoF, but it is not clear when and how much

complete set of executive budget time passed from the budget proposal submission to the

proposal documents (as presented legislature to the publication.

|n'P|'—5) is available to the pUbl,'C , However, in the written confirmation from the FBiH Ministry

W'th'n, one week of the executive's of Finance, the assessment team was informed that the

subm|33|on of them to the budget proposals are available to the public the same day as

legislature. when they are adopted by the FBiH Government. Since the
budget proposal is not published for 2023 on the website
of the FBiH Ministry of Finance, the assessment team
concluded that it is not the practice to publish the document
on the same day as the team was informed.

2. Enacted budget. The annual Y The budget was published on the FBiH MoF website'?, but it

budget law approved by the cannot be seen when it was published. FBiH MoF informed

legislature is publicized within two the team in written that this happens on the same day when

weeks of passage of the law. it is adopted.

3. In-year budget execution No sufficient | The quarterly reports on budget execution in 2021 are

reports. The reports are routinely information | published on the FBiH MoF website'?, but it is not evident

made available to the public within when. %0

one month of their issuance, as

assessed in PI-28.

4. Annual budget execution No sufficient | The unadopted report is available on the website of the

report. The report is made information | House of Peoples™'. The date of the report publication is not

available to the public within six available. The report was not adopted at the FBiH Parliament.

months of the fiscal year's end. 32The Report is published on the FBiH MoF website. The date
of the report publication is not available.

5. Audited annual financial report, Y The report for 2020 was published on July 30, 20213, which

incorporating or accompanied by is within the twelve months of the fiscal year's end.

the external auditor’s report. The

reports are made available to the

public within twelve months of the

fiscal year's end.

Additional elements

6. Prebudget statement. The No sufficient | No information is available when the MTEF 2022-2024 was

broad parameters for the executive | information | published on the FBiH MoF website™*.

budget proposal regarding

expenditure, planned revenue,

and debt is made available to the

public at least four months before

the start of the fiscal year.

128 http://www.fmf.gov.ba/v2/stranica.php?idstranica=147&idmeni=15

129 http://www.fmf.gov.ba/v2/stranica.php?idstranica=147&idmeni=15

130 For the third quarter, only Form 8 was published, without a written report, so it is not even possible to see when the report was prepared.
131 https:/parlamentfbih.gov.ba/v2/bs/propis.php?id=661

132 https:/parlamentfbih.gov.ba/v2/userfiles/file/pisma_pd_18_22/Pismo-PD-izv_izvr-budzeta-2020(1).pdf

133 https://www.vrifbih.ba/pretrazivanje-izviestaja/?wpv_post_search=izvri%C5%A1enj&wpv_aux_current_post_id=1789&wpv

aux_parent_post_id=1789&wpv_view_count=4716
134 http://www.fmf.gov.ba/fmf20212021/Dokument%200kvirnog%20budz%CC%8Ceta%20FBIH%202022-2024-final-BOS.PDFE
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7. Other external audit reports.
All non-confidential reports on
central government consolidated
operations are made available to
the public within six months of
submission.

All individual audit reports are made available to the public as
soon as approved by the SAl management’®. Qualified and
adverse are sent to the competent parliamentary committee.

8. Summary of the budget
proposal. A “citizen’s budget”, and
where appropriate translated into
the most commonly spoken local
language, is publicly available
within two weeks of the executive
budget proposal’s submission

to the legislature and within one
month of the budget’s approval.

There is a “citizens’ budget”'®¢ for 2021 which was published
on the website of the FBiH MoF'¥, but there is no evidence
of when that happened. In the written communication with
the FBiH MofF, the "citizen’s budget” is published immediately
upon the budget adoption.

9. Macroeconomic forecasts. The
forecasts, as assessed in PI-14.1,
are available within one week of
their endorsement.

Macroeconomic forecasts are approved by the Fiscal Council
and published in the BiH GFF' and the FBiH MTEF. There
was no adoption of BiH GFF in 2021. The GFF 2022-2024
was adopted and published in 2022. However, FBiH MTEF
2022-2024 was prepared, approved and published in May
2021.1%°

Available evidence suggests that the requirements are met for 2 basic elements out of 5 and 3 additional

elements out of 4.

For the majority of elements, there is no sufficient information to assess, hence, the score for the present

dimension is D*.

135 https://www.vrifbih.ba

136 http://www.fmf.gov.ba/v2/stranica.php?idstranica=147&idmeni=15

137 http://www.fmf.gov.ba/v2/stranica.php?idstranica=147&idmeni=15

138 https://www.mft.gov.ba/Content/Read/globalni-fiskalni-okvir

139 https://www.fmf.gov.ba/Content/Open/100433?n=Dokument_okvirnog_bud%C5%BEeta_FBIH_2022-2024. _godina.pdf
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PILLAR THREE: Management of assets and liabilities

This pillar analyzes whether the effective management of assets and liabilities ensures that public
investments provide value for money, assets are recorded and managed, fiscal risks are identified, and
debts and guarantees are prudently planned, approved, and monitored.

Overall performance: key strengths and weaknesses

Fiscal risk reporting is weak against the PEFA criteria. There is a list of public corporations at charge from
the FBiH FIA (Financial-Information Agency). The FBiH Ministry of Finance receives financial reports only
from companies with which it has fiscal relations (some of them are also assessed in PI-6, pillar Il). The
Ministry of Finance also receives reports from lower levels of government (cantons and municipalities/
cities). The same applies to social security funds (see pillar II). Based on information from the FBiH Ministry
of Finance, public corporations that are required to report to the Ministry submit reports in a timely manner
(beginning of March for the previous year). The reform strategy recognized the necessity of improving
the monitoring of public companies and provided for the establishment of the Unit for the supervision of
public companies within the Prime Minister's Office. As for the lower levels of government, the majority
of financial reports have been published within nine months of the end of the fiscal year. Regarding the
contingent liabilities, there is no sufficient information and those are not reported in the financial reports.

Public investment management is an area of weakness. The FBiH Ministry of Finance prepares the
Public Investment Program, which is a strategic document that includes an overview of three-year public
investment projects. Economic analysis is not mandatory for projects financed from the budget and there
are no guidelines on how to proceed with it. Regarding externally funded projects, there is the application of
higher standards for economic analysis. However, the final decision is not based on an economic analysis,
even though the projects are externally financed (see Chapter 3 for further discussion).

Criteria for selecting projects exist and are used by the FBiH PIP Commission, but the final selection rests
with the FBiH Government, which does not have to be in accordance with the Commission’s selection.
Information on project costs is very limited in budget documents. Monitoring is done annually but is not
publicly available. Through the PFM reform strategy, it is planned to improve the framework and process,
build capacity and improve the IT system, all within the framework of the EU project.

Public asset management is at a basic level. Monitoring of financial assets is carried out in such a way
that the FBiH Ministry of Finance keeps records only by main categories, without other information. The
situation is similar to non-financial assets. There is a register of fixed assets (via modules in the ISFU
information system) excluding land and to some extent other necessary information is available. Also, the
asset disposal is not transparent considering information availability in budget documents.

Debt management practices are generally sound. There is a good system for recording and reporting
of debt and guarantees. There are clear policies and procedures to follow when approving debt and
guarantees. There is a three-year debt management strategy that is public. Although debt management is
in a good position, there is room for improvement, such as: reporting in accordance with ESA 2010, human
resources, and software improvements. There are improvements in this area compared to the previous
PEFA assessment, as a debt management strategy is prepared, and new loans are made alongside the
strategy.

PI-10. Fiscal risk reporting

This indicator measures the extent to which fiscal risks to the central government are reported. Fiscal
risks can arise from adverse macroeconomic situations, financial positions of subnational governments or
public corporations, and contingent liabilities from the central government’'s own programs and activities,
including extra-budgetary units. They can also arise from other implicit and external risks such as market
failure and natural disasters. For the last completed fiscal year, this indicator covers CG-controlled public
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corporations for PI-10.1, subnational government entities that have direct fiscal relations with CG for PI-
10.2, and CG for PI-10.3.

Indicator/Dimension Score Brief justification of the score
PI-10. Fiscal risk reporting (M2) D+
10.7. Monitoring of public corporations D* No arrangements for consolidated review of the financial
position of public companies including to whom and
when they report.
10.2. Monitoring of subnational governments C There are published financial reports for the majority

of subnational governments within nine months of the
end of the fiscal year.

10.3. Contingent liabilities and other fiscal D Contingent liabilities are not reported in the financial
risks reports.

List of public companies along with their expenditures is available from FBiH Financial-Information Agency
(FBiH FIA) at a charge. There are 38 companies with FBiH's ownership greater than 50% (two telecoms,
two electricity companies, three financial companies and so on; two of these are already assessed as EBUs
under PI-6 so the final number of public companies considered for PI-10 is 36). There is no centralized
point of evidence to whom and when those companies report, and if their financial reports are audited
or not. The FBiH MoF receives periodic reports from public companies that are financed from public
revenues, as well as from companies for which the FBiH Government provides guarantees for borrowing,
in accordance with t'%° The same Rulebook regulates the submission of annual and periodic reports of all
levels of government in the FBiH, as well as extra-budgetary funds.

The PFM Strategy in FBiH 2021-2025 has identified the following needs:

- set up a state-owned enterprises oversight unit within the Office of the FBiH Prime Minister,

- ensure that all public sector entities apply the new fiscal rules on borrowing and guarantees for
all public sector entities.

10.1. Monitoring of public corporations

Table 10.1.B: Financial reports of public corporations in 2021

Are contingent
Date of audited . As a % of total I|aI?|I|t|es @ th_e
. . . Total expenditure . public corporation
Public corporations financial expenditure of . .
(BAM) h . disclosed in the
statements publiccorporations .
financial report?
(Y/N)
FBiH Railways
(FBiH MoF receives No info 117,967,468 4% No info
reports)
3 financial companies No info 38,961,140 1% No info
2 telecoms No info 582,294,346 18% No info
2 electricity
companies + 2 mines No info 1,539,641,914 49% No info
connected with
electricity company
2 post offices No info 124,114,487 4% No info
Other No info 746,635,789 24% No info

Source: FBiH FIA

140 FBiH Official Gazette: 69/14, 14/15, 4/16,19/18 and 3/21
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Based on the information from the FBiH MoF, public corporations (that are obliged) submit their financial
statements to the FBiH MoF by the 5" of March.

Since there are no arrangements for a consolidated review of the financial position of public companies,
including to whom and when they are reporting (impractical collection of information; establishing the
register is beyond the scope), the score for the present dimension is D*.

10.2. Monitoring of subnational governments

There are two lower-level tiers of government in FBiH, cantons and municipalities. There are audited
reports for only 4% out of 10 cantons for 2021. All these reports are published within nine months
of the end of the fiscal year. Expenditures of those four cantons in 2027 are as follows: BAM 958 mil
(Sarajevo Canton), BAM 213 mil (Una-Sana Canton), BAM 218 mil (Canton Srednja Bosna) and BAM 95 mil
(Zapadno-hercegovacki Canton). Total expenditures for all ten cantons are BAM 2,527 mil."*? Therefore,
for 59% (majority) of cantonal governments, audited reports were published within nine months of the
end of the fiscal year.

Regarding municipalities, assessors took Sarajevo Canton municipalities as sample due to the number
of municipalities in the FBiH. There were no audited municipal reports for Sarajevo Canton municipalities
for 2021. Five out of nine municipalities published their unaudited reports on websites. Expenditures of
those five municipalities in 2021 are as follows: BAM 33 mil (Centar), BAM 16 mil (Stari Grad), BAM 20 mil
(Novo Sarajevo), BAM 24 mil (llidza) and BAM 13 mil (Hadzi¢i). Total estimated expenditures for all nine
municipalities are BAM 139 mil."* Therefore, for 76% (most) of municipalities, unaudited reports were
published within five months of the end of the fiscal year.

Based on the analysis and supporting evidence, the score for the present dimension is C.

10.3. Contingent liabilities and other fiscal risks

Based on the Information on the state of public indebtedness of Bosnia and Herzegovina in 2021'#4, the
FBiH level balance of the debt under the guarantee amounts to zero. There is no other available information.
Contingent liabilities are not reported in the financial report. Hence, the score for this dimension is D.

PI-11. Public investment management

This indicator is designed to assess the essential elements of the PIM framework, namely the economic
appraisal, selection, costing, and monitoring of public investment projects by the government, with
emphasis on the largest and most significant projects. The coverage is Central Government and the
period of assessment is the last completed fiscal year.

Indicator/Dimension Score Brief justification of the score
PI-11. Public investment management (M2) D+
11.1. Economic analysis of investment C Economic analysis is conducted as part of
projects feasibility studies for at least 50% of major
investments.

However, no formal guidelines on how economic
analysis is conducted exist at the level of FBiH.

141 Sarajevo Canton, Una-Sana Canton, Canton Srednja Bosna, Zapadno-hercegovacki Canton
142 Central Bank data

143 Estimated based on the total expenditures for all municipalities in FBiH (data from the Central Bank) and allocated based on
population in Sarajevo Canton

144 https://www.mft.gov.ba/Content/OpenAttachment?id=c56e4f18-9189-42d4-b0d0-4e9e9a7/2b67e&lang=hr
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11.2. Investment project selection C

Each investment project application with a

value of BAM 1 million or more is reviewed by

the Public Investment Commission and scored
against standard criteria which are published.
Project application review findings of the Public
Investment Commission are not published except
for average scores assigned by the Commission
for each project application. These scores are
included in a Draft Public Investment Program
covering a period of 3 years. Some of those
projects appraised by the FBiH PIP Commission
may or may not be prioritized by the FBiH
Government. Explanations and justifications

for such FBiH Government decisions are not
published and included in the adopted PIP. In fact,
the list of projects appraised by the Commision
serves as a basis for the Government for
negotiations with IFIs which in turn identify and
select projects to fund on the basis of their own
respective mandate and or preference.

11.3. Investment project costing D

A sufficient cost overview of the public
investment projects is not included in the budget
documentation.

11.4. Investment project monitoring D

Financial and fiscal monitoring is conducted by
an implementing agency and is reported annually.
This information is not publicly available.

This indicator defines major investment projects as projects satisfying both of the following criteria:

»  The total cost of the project amounts to 1 percent or more of the total annual budget expenditure,

« The project is among the largest 10 projects (by investment cost) for each of the five largest
central government units, measured by the units’ investment project expenditure.

Ten projects satisfied the above criteria in the last completed fiscal year (2021). They are shown in the

table below.

Table 11.1.B: List of major investment projects

# Project description

Ministry in charge

Project cost

1 Employment Generation Support

Ministry of Labor and
Social Policy

BAM 98,378,249

2 Water supply and waste water drainage in the
Federation of Bosnia and Herzegovina

Ministry of Agriculture,
Water Management and
Forestry

BAM 210,881,768

3 Construction of the highway on the VC corridor,
Donja Gracanica subdivision (Pecu;j tunnel) -
Klopce, Nemila - Zenica (Klopce) section

Ministry of Transport and
Communications - Public
Company FBiH Motorways

BAM 321,403,845

4 Construction of the highway on corridor Vc,
subdivision Pocitelj-Zvirovi¢, section Mostar
south - Zvirovié

Ministry of Transport and
Communications - Public
Company FBiH Motorways

BAM 239,603,861

5 Construction of the highway on the Vc corridor,
Subdivision Vranduk-Ponirak, section Nemila-
Zenica (Klopce)

Ministry of Transport and
Communications - Public
Company FBiH Motorways

BAM 161,051,352

6 Construction of the highway on corridor Vc,
subdivision Pocitelj-Zvirovici, section Mostar
south - Zvirovici

Ministry of Transport and
Communications - Public
Company FBiH Motorways

BAM 230,484,433
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7 Construction of block 7-450 MW TPP Tuzla Ministry of Energy, Mining BAM 1,812,941,930
and Industry - Public
Company Elektroprivreda
BiH
8 Construction of the highway on the Vc corridor, | Ministry of Transport and BAM 147,586,529
Ponirak-Vraca subdivision (Zenica tunnel), Communications - Public
Nemila-Zenica section (Klopce) Company FBiH Motorways
9 Construction of the highway on the Vc corridor, | Ministry of Transport and BAM 267,802,988
section Tarc€in - lvan Communications - Public
Company FBiH Motorways
10 | Construction of the motorway on the Vc Ministry of Transport and BAM 168,681,659
corridor, Zenica-Donja Grac¢anica tunnel Communications - Public
subsection (Pecuj tunnel), Nemila-Zenica Company FBiH Motorways
(Klopce) section

FBiH has had a centralized approach to PIM since 2014 when a formal application process for public
investment projects valued at BAM 1 million or more was introduced. It required that all such projects be
considered within the framework of the newly introduced regulation before they could be either included
in the budget/financed from FBiH government’s own revenues or considered for a loan application. In
particular the new regulation defined steps and assigned responsibilities in the process of preparation
of a Public Investment Program (PIP), a three-year document splitting projects into three category types:

Candidate projects (projects which have passed the formal application process)

2. Approved projects (projects selected for funding from the submitted list of projects which have
been subjected to prior appraisal, subsequently warranting their inclusion into the budget proposal
for funding out of own government revenues or considered for loan application)

3. Projects in implementation (projects for which funding has been secured and implementation
started)

The regulation introduced a formal evaluation/review process which was to be conducted by the FBiH
Government PIP Commission for which the FBiH Ministry of Finance was assigned the role of a formal
administrator. However, the relevant unit responsible for administering PIM procedures and processes is
located under the Debt Management Department of the Ministry of Finance. This skews the financing of
public investments towards debt and as such is potentially unsustainable in the long term. On the other
hand, the countries which have been the most successful in managing public investment projects in
terms of their development results have had the development policy planning function integrated with the
public investment appraisal function.

Major interventions to reform the PIM process are planned within the EU Funded capacity-building project
“PIPMS — Strengthening the Public Investment Management for Results”. Project interventions are aligned
with FBiH PFM Reform Strategy and the bulk of the project interventions have been planned for the years
2023 and 2024. Namely, PIM-related general objectives within the 2021-2025 FBiH PFM Reform Strategy
have been laid out within Pillar lll of the document and contained under measure 111.5 = Improve public
investment management and reporting.’®

11.1. Economic analysis of investment projects

Economic analysis of investment proposals is not mandatory and there are no formal guidelines that
prescribe how such analysis should be conducted for investment projects funded and implemented by
the FBiH Government. Economic analysis, however, is performed as part of feasibility study for at least
50% of the major investments, by value. This share pertains to project 7'# and which therefore constitutes

145 The measure is to be implemented through three activities: Improve the legal framework and processes within institutions at all
levels in the FBiH, Build capacities for public investment planning, management, and monitoring, and Improve the PIMIS [T system.

146 Feasibility Study completed by Delphos International, Washington DC in November 2016.
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50% of the total value of the portfolio of major investment projects presented in the table above (i.e. BAM
3,688.8 million.) In addition, there also exist feasibility studies for other projects from the list especially
those related to the construction of specific sections of the motorway on the Coridor Vc. It is just that the
documentary evidence was not provided for them within the timeframe of the assessment. These are
carried out in line with international standards of practice and based on the source of funding (e.i. EIB,
and EBRD). On the other hand, the studies are not checked for robustness and affordability quality by the
Ministry of Finance. None of the feasibility studies are published.

Based on the analysis and supporting evidence, the score for the present dimension is C.

11.2. Investment project selection

Each investment project application with a value of BAM 1 million or more is reviewed by the 7-member
Public Investment Commission (the central entity) and scored against standard criteria which are
published as Annex to the Decree. The criteria and assessment principles for public investment project
applications are specified in the PIM Order' and include Project relevance, Level of project preparedness
for implementation, Feasibility, Sustainability, and Urgency. Each of these criteria is assigned a certain
number of maximum points for an overall total of 100 points. The criteria are applied during a formal
project evaluation process. Each member of the PIP commission conducts its own scoring. At the end
of the evaluation process, each score is averaged to produce the final project application score, which is
included in the Draft PIP, a document submitted to FBiH Government for deliberation and approval.

Project application review findings of the Public Investment Commission are not published except for
average scores assigned by the Commission for each project application. These scores are included in
a Draft PIP covering a period of 3 years. Some of those projects appraised by the FBiH PIP Commission
may or may not be prioritized by the FBiH Government and it is only at the point at which debt financing
is secured that a project with a candidate status is planned/included in the annual budget. Therefore, as a
medium-term policy planning and decision-making tool, the PIP, as it stands now, plays a rather marginal
role. Moreover, an explanation of expected benefits for society from such projects as well as justifications
for such decisions are not elaborated on nor are included in the adopted Draft PIP (i.e., not published).
FBiH Government can and does make its own prioritization of projects which is not necessarily aligned
with the above-described appraisal/prioritization conducted by the PIP Commission.

Hence, based on the evidence provided the score for the dimension is C.

11.3. Investment project costing

This dimension evaluates whether the budget documentation includes medium-term projections
of investment projects on a full-cost basis and whether the budget process for capital and recurrent
spending is fully integrated.

Proper budgeting of major capital projects has been one of the main challenges of the FBiH PFM system
as the investment projects for which loans had been secured have not been properly reflected in the
budget documentation. Given the fact that most projects which are included in the three-year FBiH PIP
program are either implemented by public companies such as FBiH Motorways Company'® which is in
charge of managing the construction of the Corridor VC (a key transport infrastructure project of FBiH)
as well as by major public utility companies such as Elektroprivreda BiH (i.e. for investments in renewable
energy projects such as solar and wind farms) detailed financial information about these projects has not
been included in the budget documentation. Such transfers are recorded as lump sum amounts in the
draft budget under the “Capital transfers” heading. The recorded lump sum amounts are derived from a
loan disbursement schedule as part of a loan agreement that the FBiH Government has entered into either

147 FBiH Regulation on the method and criteria for preparation, development, and monitoring of the implementation of the public
investment program. Available at:
http:/fotoart.ba/1_fmf/Januar%202023/1zmjena%20Uredbe%20iz%202019_27sl.pdf

148 Public corporation as per its articles of incorporation, otherwise treated as EBU for GFS needs.
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as loan guarantor or direct debtor. No additional details about the financing of the project is provided in the
draft budget which is submitted to Parliament for approval.

On the other hand, there are a few capital-investment projects which are directly managed by the budget
users (i.e. line ministries or agencies). However, even for such projects the financial information which is
presented to the Parliament for approval is equally sparse.

Even the financial information that is presented within the medium-term budget documentation of the
MTEF is equally sparse. This is likely due to the fact that PIP and MTEF preparation schedules have not
been sufficiently reconciled and integrated in the past. This problem has been partly addressed with the
recent adoption of the Amendments to the Law on Budgets in FBiH. Furthermore, there are ongoing
efforts initiated by the FBiH Ministry of Finance to develop Guidelines/Instruction for multiannual capital
expenditure planning and reporting which in the future should ensure that the MTEF and PIP preparation
processes are integrated, and more detailed financial information is provided within the budget
documentation. Based on supporting evidence, the score for the present dimension is D.

11.4. Investment project monitoring

Information on the implementation of major investment projects is prepared annually in the form of a
Project Implementation Progress Report, with the following three headings that describe the project
implementation status: Activities planned, Activities implemented, and Reasons for deviation from the
plan. However, this information is not publicly available — neither at the institutional nor Government (i.e.
aggregate) level.

The major issue is that the cost monitoring is not integrated with the physical monitoring whereby it can
lead to significant project cost over-runs as was recently the case with the major transport infrastructure
project to build a tunnel connecting the Cities of Sarajevo and Gorazde.

Information on the ongoing portfolio of investments containing only financial progress (i.e. expenditure
incurred so far) without any reference to the physical progress of capital investment projects is aggregated
and published annually as part of the PIP reporting process.’ Based on the analysis and supporting
evidence, the score for the present dimension is D.

PI-12. Public asset management

This indicator assesses the management and monitoring of government assets and the transparency of
asset disposal. For the last completed fiscal year (2021), coverage is CG for PI-12.1, BCG for PI-12.2, and
both CG and BCG for PI-12.3.

Indicator/Dimension Score Brief justification of the score
PI-12. Public asset management (M2) D+
12.1. Financial asset monitoring C The government maintains a record of its holdings

in major categories of financial assets. There is no
information on the performance of the portfolio
of financial assets on an annual basis, apart from
what can be concluded from the balance sheet
and Consolidated Budget Execution Report.

149 See for example Information on the expenditure of funds in 2021 per projects included in Public investment program of the
Federation of Bosnia and Herzegovina 2021-2023:
http://fotoart.ba/1_fmf/Maj%202022/Informacija%200%20utrosku%20sredstava%20u%20%202021.%20godini%20kojima%20
su%20finansirani%20projekti%20uklju¢eni%20u%20PJI1%20FBiH%202021.-2023.%20godine.pdf
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12.2. Nonfinancial asset monitoring C The government maintains a register of its
holdings of fixed assets through the fixed assets
module in the ISFU system and collects partial
information on their usage and age.

12.3. Transparency of asset disposal D Procedures and rules for the transfer or disposal
of non-financial assets are established. However,
asset disposal is not transparent.

12.1. Financial asset monitoring

In the Consolidated Budget Execution Report, the FBiH Ministry of Finance reports on income from
dividends and income from annuity refunds. The balance sheet is prepared on an annual basis and
contains an overview of the categories of financial assets: cash, securities, loans, and receivables owned
by the government. There is no information on the performance of the portfolio of financial assets on
an annual basis, apart from what can be concluded from the balance sheet and Consolidated Budget
Execution Report. Hence, the score for the present dimension is C.

12.2. Nonfinancial asset monitoring

The implementation of the software module for managing non-financial assets/fixed assets (FA module)
with the aim of tracing changes in non-financial assets owned by the FBiH Government began in 2021
and was completed in 2022.

All major budget users have implemented a software module for managing non-financial assets. In
the specified module for managing non-financial assets, budget users enter the following information:
inventory number, category, month and year of acquisition, purchase value, depreciation for the current
year, total depreciation, and present value. Information on usage and age is recorded in the fixed assets
module in the ISFU system. In the annual Consolidated Report on budget execution for 2021, the MoF
enables the presentation of synthetic accounts of fixed assets by major budget units. Also, the report
contains information on the receipts from the sale of fixed assets as well as expenditures for the purchase
of fixed assets. However, the Audit report on the Consolidated Budget Execution Reports for 2021 notes
that beginning and ending balances were not shown for all asset accounts. There is no complete published
information on fixed assets usage and age. Hence, the score for the present dimension is C.

12.3. Transparency of asset disposal

The transfer of fixed assets between budget users as well as the transfer between the budget user and
the non-budget entity must be approved by the FBiH Government. As for the transfer and disposal of
fixed assets, each budget user has its own documented procedures for how this is conducted. Partial
information on fixed asset disposal is included in budget documents (information on the sale of fixed
assets). Since the information on the original purchase cost is not provided in the report, the score for the
present dimension is D.

PI-13. Debt management

This indicator assesses the management of domestic and foreign debt and guarantees. It seeks to
identify whether satisfactory management practices, records, and controls are in place to ensure efficient
and effective arrangements. Coverage is CG for all three dimensions - at time of assessment for PI-13.1,
for last completed fiscal year (2021) for PI-13.2, and at time of assessment with reference to the last three
completed fiscal years (2019, 2020, and 2021) for PI-13.3.
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Indicator/Dimension Score Brief justification of the score

PI-13. Debt management (M2) B+
13.1. Recording and reporting of debt and B Domestic and foreign debt and guaranteed debt
guarantees records of FBiH are complete, accurate, and

updated quarterly. Most information is reconciled
quarterly with the BiH MFoT which is in charge of
the reconciliation of debt information with creditors.
Comprehensive management and statistical reports
covering debt service, stock, and operations are
produced annually.

13.2. Approval of debt and guarantees A The Sector for Debt within the FBiH Ministry of
Finance is authorized to borrow, issue new debt,
and issue loan guarantees on behalf of the central
government. Documented policies and procedures
provide guidance to borrow, issue new debt and
undertake debt-related transactions, issue loan
guarantees, and monitor debt management
transactions by a single debt management entity.
The procedure prescribed by the Law is followed in
the practices and FBiH Government approves annual
borrowing plans.

13.3. Debt management strategy B A current medium-term debt management strategy,
covering existing and projected government debt,
with a horizon of at least three years, is publicly
reported. The strategy includes target ranges for
indicators such as interest rates, refinancing, and
foreign currency risks. The last available report on
the implementation of DMS is from 2020. The draft
version of the report for 2019 was prepared, but it was
neither adopted nor published. The report for 2021
was not prepared. The annual borrowing plans for
2019, 2020, and 2021 were aligned with FBiH DMS.

Debt management in the FBiH has seen significant progress in the last decade. However, the two main
challenges for the MoF’s Debt Department include a lack of HR capacity and a lack of IT debt management
solutions.

The public debt of the Federation BiH includes all credit agreements with external creditors for which the
Federation of BiH has incurred debt, and whose repayment is the responsibility of the Federation of BiH.
The goals of debt management in the Federation of BiH are securing financial resources for financing
government needs with acceptable costs and risks in the medium and long term and developing the
domestic securities market of the Government of the Federation of BiH. The legal framework regulating
the area of debt and borrowing in the Federation of BiH is complex.

The proposal of the FBiH Law on Debt, Borrowing, and Guarantees has been carried over the legislative
process before the FBiH Parliament for several years now. The proposed Law on Debt, Borrowing, and
Guarantees introduces a number of fiscal rules that are binding on all beneficiaries of public funds within
the FBiH. For example, FBiH public debt is capped to a maximum of 60% of FBiH GDP, and total debt caps
are introduced for cantons and local governments (LGs); the rule is introduced that cantons and LGs may
not borrow, or issue guarantees without the prior consent of the MoF, public debt should be monitored
according to the rules of EU statistical methodology.

Also, through the PFM Strategy in FBiH 2021-2025, the following activities are to be implemented by the
end of 2025: implement a new IT debt management system in the FBiH and consider introducing it in
cantonal governments, identify and implement the steps necessary to ensure debt reporting in accordance
with ESA 2010, and to make other improvements in the debt management process.
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13.1. Recording and reporting of debt and guarantees

In accordance with the provisions of the Law on Debt, MoF is responsible for debt and guarantees records,
based on the data provided by other competent Federation institutions, cantons, cities, municipalities, and
public companies. To reflect the current situation, the established records are updated quarterly based on
the data submitted to the Ministry on prescribed forms.

The FBiH Ministry of Finance keeps records on the public debt of the Federation with the help of the
Access Database. The public debt database is located on the ministry's server and is accessed by several
people in charge of working on the database. This Database is functional and enables the monitoring
of most of the necessary operations for recording public debt, recording obligations for payment of the
domestic debt, and recording completed payment transactions for debt service. In addition to the above
functions, the Access Database of Public Debt also records the following data:

« withdrawals (engagement of credit funds - by withdrawal dates, amounts, and currencies of debt).

+ installment payment plan of principal, interest, and other expenses, repayment dates-repayment
dynamics (mostly in half-yearly installments), calculation currency and currency of payment of
obligations (mostly they are the same, but there are cases when they are different, e.g. loans in
SDR currency).

* installment payments to creditors. These records are related to records of obligations and confirm
annuity payments according to statements from banks in accordance with repayment plans and
payment requests-invoices from creditors.

» daily exchange rate lists of foreign currencies from the Central Bank of BiH,
» daily data on interest rates from the interbank capital market,
e data on debtors who are the end users of the loan.
All the above-mentioned data on loans also have subdivisions for end users, i.e.,when the loan is

transferred to the end user, the same loan data is entered only for subnational governments: cantons,
cities, municipalities, and public enterprises.

The Database outputs are Reports, which are publicly available on the website of the FBiH Ministry of
Finance, on:

+ the stock of the public debt of the Federation on a given day - mostly they are produced on the last
day of the quarter,

+ debt servicing (the basis for posting in the Treasury's General Ledger),

* guaranteed revenues for external debt servicing,

* revenues from end-users,

» the withdrawal of funds in a certain period,

»  projections of future obligations, from the beginning to the end of the repayment period

» settled obligations of end-users,

» outstanding obligations of end users when certain users do not pay their obligations on time.
Reports on the debt of the Federation of Bosnia and Herzegovina are published quarterly on the website

of the FBiH Ministry of Finance. Information on the foreign and domestic debt of the FBiH is published on
an annual basis.

Domestic and foreign debt and guaranteed debt records are complete, accurate, and updated quarterly.
Most information is reconciled quarterly with the MFT BiH which is in charge of the reconciliation of debt
information with creditors. Comprehensive management and statistical reports covering debt service,
stock, and operations are produced at least annually. Based on the analysis and supporting evidence, the
score for the present dimension is B.
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13.2. Approval of debt and guarantees

According to the legal framework, the FBiH Ministry of Finance is responsible for carrying out borrowing
procedures, issuing guarantees, and managing the debt of the Federation of BiH. All transactions related
to debt and guarantees within the FBiIH MoF are carried out by the Debt Management Sector, which is
managed by the Assistant Minister, and is directly responsible to the Minister of Finance.

The Law on Debt establishes the competence regarding the implementation of the procedure of borrowing
and debt management of the Federation, as well as the limits for borrowing that are related to the annual
amounts of debt servicing. The annual debt service of the Federation is limited to 18% of the consolidated
revenues of the Federation and the cantons generated in the previous fiscal year. The amount of debt
servicing for cantons, cities, and municipalities is limited to 10% of their revenues from the previous fiscal
year.

Any indebtedness of the canton, municipality, and city based on external debt is subject to the prior
consent of the Parliament of the Federation of Bosnia and Herzegovina and the Parliamentary Assembly
of Bosnia and Herzegovina, while any external indebtedness of public companies must have the prior
consent of the Parliament of the Federation of BiH. On the proposal of the Government of the Federation
of BiH, the Parliament of the Federation of BiH decides on the amount and purpose of the internal debt
of the Federation each year by adopting the law on budget execution. The procedure for the debt and
guarantees approval as prescribed by the Law was followed in the practice. Hence, the score for the
present dimension is A.

13.3. Debt management strategy

The Annual Borrowing Plan, the Mid-Term Debt Management Strategy, and the Public Investment Program
of the Federation of BiH are basic documents that promote better coordination and communication with
other state institutions and government levels in Bosnia and Herzegovina, and at the same time make it
easier for creditors, i.e. investors and the public to become better acquainted with the goals and policies
of the debt management of the Government of the Federation of BiH.

The debt management strategy (n+2) is updated on an annual basis, which obliges the FBiH Ministry of
Finance to apply the guidelines for future borrowing. The strategy contains plans for financing the needs
of the Government of the Federation of BiH in the next three years, both on the foreign and domestic
markets, as well as indicative measures and tools needed to achieve the adopted strategic goals (inclusive
of target ranges for the selected indicators: interest rates, refinancing, and foreign currency risks). The last
reports on the implementation of debt management strategy are published in 2017, 2018, and 2020 and
were adopted by the FBiH Government. The draft version of the report for 2019 was prepared, but it was
neither adopted nor published. The report for 2021 was not prepared.

The annual borrowing plans for 2019, 2020, and 2021 were prepared in accordance with the guidelines and
goals defined by the respective Debt Management Strategy of the Federation of Bosnia and Herzegovina.
Hence, the score for the present dimension is B.
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PILLAR FOUR: Policy-based fiscal strategy and budgeting

The pillar measures whether the fiscal strategy and the budget are prepared with due regard to government
fiscal policies, strategic plans, and adequate macroeconomic and fiscal projections.

Overall performance: key strengths and weaknesses

Macroeconomic forecasts are prepared in spring and fall by the BiH Directorate for Economic Planning.
These forecasts are available for three fiscal years and are published in the BiH Global Framework of
fiscal balance and policies and the FBiH Medium-term expenditure framework. They are reviewed by the
Fiscal Council and presented as information to the FBiH Parliament. However, the MTEF 2020-2022 was
not adopted due to the late adoption of the GFF. Revenue forecasts are prepared by the Macroeconomic
Analysis Unit of the Governing Board of the Indirect Tax Authority and the FBiH Ministry of Finance for
a three-year period. They are also part of the GFF and MTEF. Alternative scenarios are only partially
available (qualitative assessment). The PFM reform strategy recognizes the need to improve macro-fiscal
forecasting.

In the area of fiscal strategy, it is presented through the MTEF (failure to adopt MTEF 2020-2022) and the
Economic Reform Program (ERP). As already mentioned the MTEF is presented in the Parliament, while
the ERP is adopted only by the BiH Council of Ministers. MTEF includes qualitative and quantitative fiscal
objectives. However, there are no reports on progress in the implementation of the fiscal strategy.

Expenditure estimates are presented for the budget year and two subsequent fiscal years according to
administrative, economic, and functional classification. The work programs are linked to the budget only
in some cases. The reform strategy recognizes the need to improve the link between strategic goals and
the budget (program budgeting). Performance is satisfactory inasmuch as the forward estimates are
used to anchor the preparation of the budget ceiling for the following year. MTEF 2022-2024 was adopted
before the first budget circular for 2022 was issued. The explanation of the budget compared to the
previous year's estimates is available to some extent in the ERP.

The budget preparation process is in good shape. The budget calendar is respected. The first annual
budget reflects the expenditure ceilings approved by the government. The budget is usually submitted to
the Parliament one month before the start of the new fiscal year.

Legislative scrutiny of budgets is weak. In recent years, hearing committees were not given enough time
to analyze the documents due to budgets that were adopted according to fast track procedures. There
is also a lack of technical capacities of hearing committees. There are also no public hearings. Thus,
the overall role and power of the legislature are very limited, which shows deterioration compared to the
previous PEFA assessment.

PI-14. Macroeconomic and fiscal forecasting

This indicator measures the ability of a country to develop robust macroeconomic and fiscal forecasts,
which are crucial to developing a sustainable fiscal strategy and ensuring greater predictability of budget
allocations. It also assesses the government’s capacity to estimate the fiscal impact of potential changes
in economic circumstances. For the last three completed fiscal years, coverage is whole economy for PI-
14.1 and CG for PI-14.2 and 14.3.
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Indicator/Dimension Score Brief justification of the score

PI-14. Macroeconomic and fiscal C
forecasting (M2)

14.1. Macroeconomic forecasts C Available forecasts of key macroeconomic
indicators for the budget year and the two
following fiscal years with underlying assumptions;
updated at least once a year and reviewed by the
Fiscal Council; although the FBiH MTEF for 2020-
2022 is not adopted, macroeconomic forecasts
are available in the BiH GFF for 2020-2022 but not
sent to the legislature.

14.2. Fiscal forecasts C Available forecasts of revenue, expenditure,

and the budget balance for the budget year and
the two following fiscal years with underlying
assumptions; also an available explanation of
the main differences from the forecast made in
the previous years' budget; although the FBiH
MTEF for 2020-2022 is not adopted, macro-fiscal
forecasts are available in the BiH GFF for 2020-
2022 but not sent to the legislature.

14.3. Macro-fiscal sensitivity analysis C Available alternative scenarios with qualitative
assessment

Macroeconomic forecasts are made by the BiH Directorate for Economic Planning (BiH DEP) twice during
the year, in the spring and the fall. Besides these forecasts, the FBiH Ministry of Finance also takes into
account the forecasts of international financial institutions. The three-year macroeconomic forecasts are
part of the BiH Global framework of fiscal balance and policies and the FBiH Medium term expenditure
framework. The BiH GFF is reviewed and adopted by the Fiscal Council of BiH, while the FBiH MTEF is
adopted by the FBiH Government and sent to the FBiH Parliamentary as information. For the last three
completed fiscal years, the BiH GFF was adopted for the three periods 2020-2022, 2021-2023 and 2022-
2024. BiH GFF 2022-2024 was adopted only in 2022. FBiH MTEF was adopted for two periods 2021-
20230 and 2022-2024"". FBiH MTEF was not adopted for 2020-2022 because of the late adoption of
the BiH GFF.

The BiH GFF and FBiH MTEF show that the three-year forecasts are made for GDP growth, inflation, and
interest rates. As mentioned above, the FBiH MTEF is submitted to the FBiH Parliament as information.
There are no forecasts for the exchange rate. However, the local currency is pegged to the euro.

Although macroeconomic forecasts and underlying assumptions are not available in the budget
documents package submitted to the legislature'®?; they are available in the BiH GFF and FBiH MTEF. As
already mentioned, FBiH MTEF is submitted to the FBiH Parliament as information which is also part of
the budget process.

Fiscal forecasts for indirect taxes are prepared by the Macroeconomic Unit of the Governing Board of the
Indirect Tax Authority (ITA), while direct taxes and non-tax revenues are prepared by the FBiH Ministry of
Finance. Fiscal forecasts for 20217% (+2 years) and 2022 (+2 years) are published in FBiH MTEF and BiH
GFF, while for 2020 (+2 years) are published in the BiH GFF.
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Fiscal forecasts of revenues and expenditures are presented by type. The budget balance is also presented
for three fiscal years. The underlying assumptions on the basis of which the fiscal forecasts were made
are also presented in FBiH MTEF and BiH GFF.

Fiscal forecasts in FBiH MTEF and BiH GFF are normally made based on the spring macroeconomic
forecasts. Those are normally updated in fall for the annual budget purposes.

An explanation of the main differences from the forecast made in the previous years’' budget is provided
to some extent in the ERP' prepared by the DEP and adopted by the BiH Council of Ministers. Although
ERP is not sent to Parliament, that is one of the foundations for preparing FBiH MTEF.

Fiscal forecasts and risks are presented in FBiH MTEF for the budget year and the two following fiscal
years. Alternative scenarios are not presented in the FBiH MTEF and there is no information about any
indication of considering alternative scenarios in that document. However, alternative macroeconomic
scenarios, as well as sensitivity analysis of the budgetary projections to alternative scenarios, and risks
are presented to some extent in the ERP.

The PFM Strategy in FBiH 2021-2025 has identified the need toimprove revenue and expenditure projections
for the purpose of MTEF and budget drafting in FBiH (strengthen the capacity for macroeconomic
analysis, improve the presentation and clarification of macroeconomic parameters; improve coordination
and accountability between all levels of government with regard to preparing public revenue projections;
improve the inputs for public revenue projections; introduce electronic monitoring of the execution of
public revenue projections).

14.1. Macroeconomic forecasts

The forecasts of key macroeconomic indicators are available for the budget year and the two following
fiscal years together with the underlying assumptions; forecasts are updated at least once a year and
reviewed by the Fiscal Council of BiH. Macroeconomic forecasts and underlying assumptions are not
available in the budget documents package submitted to the legislature®, they are available in the BiH
GFF and FBiH MTEF. As already mentioned, FBiH MTEF is submitted to the FBiH Parliament as information
which is also part of the budget process. Although the FBiH MTEF was not adopted for 2020-2022, the
macroeconomic forecasts are available in the BiH GFF for 2020-2022 but not sent to the Parliament.
Hence, the score for the present dimension is C. If BiH GFF and FBiH MTEF had been timely adopted for
all three periods, the score would have been A.

14.2. Fiscal forecast

The forecasts of revenue (by type), expenditure, and the budget balance for the budget year and the
two following fiscal years together with the underlying assumptions are available. Fiscal forecasts and
underlying assumptions are not available in the budget documents package submitted to the legislature™®,
they are available in the FBiIH MTEF, which is, as already mentioned, submitted to the FBiH Parliament as
information that is also part of the budget process. Also, an explanation of the main differences from
the forecast made in the previous years' budget is available in ERP. ERP is not sent to Parliament but is
one of the inputs for preparing FBiH MTEF. Although the FBiH MTEF for 2020-2022 is not adopted, fiscal
forecasts are available in the BiH GFF for 2020-2022 but not sent to the Parliament.

Hence, the score for the present dimension is C. If BiH GFF and FBiH MTEF had been timely adopted for
all three periods, the score would have been A.
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14.3. Macro-fiscal sensitivity analysis

The alternative macroeconomic scenarios, as well as sensitivity analysis of the budgetary projections to
alternative scenarios, and risks, are published in the ERP in terms of qualitative assessment. Hence, the
score for the present dimension is C.

PI-15. Fiscal strategy

This indicator provides an analysis of the capacity to develop and implement a clear fiscal strategy. It also
measures the ability to develop and assess the fiscal impact of revenue and expenditure policy proposals
that support the achievement of the government'’s fiscal goals. Coverage is CG for the last three completed
fiscal years for PI-15.1 and the last completed fiscal year for PI-15.2 and 15.83.

Indicator/Dimension Score Brief justification of the score
PI-15. Fiscal strategy (M2) D+
15.1. Fiscal impact of policy proposals D* No sufficient information to assess.
15.2. Fiscal strategy adoption B The FBiH Government submits the fiscal strategy

to the legislature (MTEF) that includes qualitative
and quantitative fiscal objectives

15.3. Reporting on fiscal outcomes D Neither the FBiH Government nor the FBiH MoF
prepares reports on fiscal outcomes, and the FBiH
MoF does not prepare the report on achieved
fiscal goals from the MTEF and ERP for its own
need.

15.1. Fiscal impact of policy proposals

By the end of March of the current year, budget users are required to deliver to the FBiH Ministry of
Finance priority proposals for the next year needed for the MTEF drafting. In accordance with the Law on
Budgets in the FBiH budget users draft budget requests which include requests for budget expenditures
with data on the budget user's current activities and services and requests for additional funds for budget
expenditures whose financing cannot be aligned with the ceilings included in the FBiH MoF's instructions,
and with priority proposal that should be reviewed during the budg*et adopting for the next fiscal year.
Within the explanation that the budget users deliver to the FBiH MoF, the description and reason for
performing activities, which need additional funds, are included.

The Law on Budgets in the Federation of Bosnia and Herzegovina prescribes a statement on the fiscal
assessment of policy changes. Based on that, the Rulebook on the Procedure for Drafting a Statement
on the Fiscal Assessment of Laws, Other Regulations, and Planning Acts on the Budget's” was adopted.
This rulebook, among other things, clearly prescribes for each participant the procedures for making a
statement on fiscal assessment, the form, content, and method of filling it out.

Given that the fiscal assessment of regulations was a new area in the budget process, the FBiH MoF
and the cantonal ministries of finance established software platforms for fiscal assessment, which were
integrated into the information system for budget planning and management at the level of the Federation
of Bosnia and Herzegovina. In this way, all ministries and budget users are enabled to carry out fiscal
assessments of regulations according to the same standards and balanced with their annual and mid-
term expenditure frameworks.

Within the ERP BiH for which the MTEF is the baseline, a description of the fiscal impact of structural
reformsisincluded. However, ERP BiH does not reflect fiscal impact of all policy proposals. The information
on the fiscal impact of all policy proposals was not provided to the assessors by the FBiH MoF. Therefore,
the score for this dimension is D*.
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15.2. Fiscal strategy adoption

Fiscal Strategy of the FBiH level is included in the Medium-term Expenditure Framework that should be
adopted annually for three fiscal years. On the proposal of the FBiH MoF, the FBiH Government should
adopt the MTEF by the end of June, as prescribed by the Law on Budgets in the FBiH and should be
published on the website of the FBiH MoF. The adoption of MTEF for 2022-2024 has been slightly delayed
(mid July 2021, instead of end of June 2021).

The purpose of the MTEF is to set a strategic framework and upper ceilings for resources, within which
an annual budget should be prepared. Preparation and drafting of the FBiH Budget for the next fiscal year
is based on the MTEF, which provides projections of revenue, expenditure and financing for the three-
year period. The MTEF includes time-bound and quantified fiscal goals, with qualitative objectives and
descriptions for the MTEF's specific period. Quantified goals relate to macroeconomic framework, total
public revenue and expenditure, planned deficit/surplus, public debt projection and capital spending.

The MTEF is connected to a document relating to the ERP. The ERP similarly defines a medium-term
framework for macroeconomic and fiscal policy, with updated data collected up to its drafting. The FBiH
Government adopts the MTEF and sends it to the FBiH Parliament as information (not adoption). ERP is
not sent to Parliament.

Based on the analysis and supporting evidence, the score for this dimension is B.

15.3. Reporting on fiscal outcomes

The Law on Budgets in the FBiH does not prescribe the obligation to draft separate reports on progress
made during the implementation of fiscal goals included in the MTEF and ERP, nor does it prescribe
drafting of the analysis of the disparities from the defined goals. The adopted MTEF and ERP do not
include reasons for disparities from the suggested goals, defined in previous versions of the documents.
Neither the FBiH Government nor the FBiH MoF prepares mentioned reports, and the FBiH MoF does not
prepare the report on achieved fiscal goals from the MTEF and ERP for its own needs. Hence, the score
for the present dimension is D.

PI-16. Medium-term perspective in expenditure budgeting

This indicator examines the extent to which expenditure budgets are developed for the medium-term
within explicit medium-term budget expenditure ceilings. It also examines the extent to which annual
budgets are derived from medium-term estimates and the degree of alignment between medium-term
budget estimates and strategic plans.

Indicator/Dimension Score Brief justification of the score
PI1-16. Medium-term perspective in C+
expenditure budgeting (M2)
16.7. Medium-term expenditure estimates A Federation BiH MTEF for 2022 - 2024 presents

an annual budget and two following fiscal years
allocated by administrative, economic and
functional classification.

16.2. Medium-term expenditure ceilings A Federation BiH Government had adopted MTEF
2022-2024 including aggregate and budget heads
expenditure ceilings for the 2022-budget year and
two following fiscal years before the first (2022)
budget circular was issued

16.3. Alignment of strategic plans and D FBiH government institutions are preparing their
medium-term budgets three-year work programs that, in some cases, are
linked directly to budget heads’ budget programs.
but, as strategies are not costed, it'is not possible
to establish a materiality threshold as required.
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16.4. Consistency of budgets with previous D Budget documents provide an explanation
year's estimates between the last two macro-fiscal and expenditure
projection periods but with no specific data

The FBIH MoF has set out to modernize its budget planning processes and systems through the
introduction of a medium-term budget planning and preparation framework™®.

Good practice (defined in accordance with international practices and standards) in medium-term budget
planning requires each annual budget to be developed and presented as a “rolling” three-year budget plan
i.e. the annual budget estimates for the forthcoming fiscal year plus the preliminary estimates of the
two following fiscal years (referred to as ‘forward estimates’ in the manual). The Medium-term Budget
Planning and Preparation framework for FBiH is based on this concept of “rolling” three-year budget and
forward estimates. Rolling three-year budget and forward estimates are intended to simplify and improve
the transparency of budget preparation as well as to improve the predictability of budget funding in order
to facilitate the planning process of activities and priorities of budget users.

According to the FBiH PFM Reform Strategy 2021-2025, the FBiH Government has committed to complete
the following activities:

« Improve the scope of consolidated expenditures at all levels of government in the MTEF (2023),
+  Expand cantonal MTEFs to include lower levels of government (and funds)(2024),

+ Include extrabudgetary funds at the FBiH level into the FBiH budget (2023),

+  Prepare amethodology for the integrated budget planning system related to public policies (2023).

16.1. Medium-term expenditure estimates

Medium-term expenditure estimates have been in budgeting practice in Bosnia and Herzegovina since
2005. At the level of Federation BiH, a multiyear (medium-term) fiscal forecasts are produced as part of
the budget process leading to the preparation of a MTEF, including forward estimates of expenditure for
each budget user (i.e., estimates for the forthcoming budget year and the two following fiscal years).

Based on the Global Framework, Federation BiH Government prepares a medium-term Economic and
Fiscal Guidance™ that is the key input for the Federation BiH MTEF. Federation BiH MTEF represents
the draft budget for the forthcoming and two following years, prepared in accordance with the Law on
Budgets of the Federation BiH and serves as the basis for drafting and adopting the annual budget of
the Federation BiH and lower levels of government (FBiH Cantons and municipalities). Once approved,
the budget years estimates establish the budget heads’ budget ceilings for the forthcoming budget year.
Forward estimates are used to anchor the preparation of the following year's budget ceilings - medium-
term budget estimates are updated annually using ‘a three-year rolling model’ of budget planning, where
each year MoF prepares the MTEF based on the previous year's budget and estimates. Once approved,
MTEF is sent to FBiH Parliament in the form of information. However, the annual budget proposal sent to
FBiH Parliament in early November is presented in economic and administrative classification only and
does not include forward-year estimates. Based on the analysis and supporting evidence, the score for
the present dimension is A.

Federation BiH medium-term expenditure estimates for 2022-2024 present the initial 2022 budget and two
following fiscal years allocated by administrative, economic, and functional classification. The document
contains macroeconomic forecasts, revenue projections, spending policies, and budget ceilings for

158 Federation BiH medium-term budget planning process is one that: has a clearly defined budget timetable and responsibilities,
sets out a clear fiscal strategy based on the level of resources available to FBiH government, prioritizes the allocation of scarce
resources to the FBiH most important economic and social policy objectives, improves the predictability of budget policy and
funding, ensures more effective and efficient use of Government resources, improves transparency and accountability of Government
policies, programs and decision-making; and ensures that the financial impacts in future years are taken into account when making
policy decisions and that such decisions are made during the budget planning cycle.

159 https://www.scribd.com/document/545780758/Smjernice-ekonomske-i-fiskalne-politike-FBiH-za-period-2022-2024
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budget heads for the forthcoming year and the following two fiscal years. It constitutes a preliminary draft
budget including an overview of budget users' priorities and indicative expenditure ceilings'°.

16.2. Medium-term expenditure ceilings

As stated above, Federation BiH medium-term expenditure estimates (MTEF document) present the initial
forthcoming budget and two following fiscal years allocated by administrative, economic, and functional
classification. FBiH MoF produces a budget statement within MTEF including program classification,
based on information submitted by budget users through Budget Instruction No. 1. Once MTEF is adopted
by the FBiH Government, it presents a draft annual budget including budget ceilings for forthcoming
and two following years determined at the level of budget beneficiaries (budget heads) by economic
and functional classification. According to the budget calendar, presented within Budget Instruction No.1
every year, MTEF should be approved by the Federation BiH Government by the end of June each year.
In July, MoF issues Budget Instruction No. 2 which includes budget ceilings for forthcoming and two
following years representing the FBiH government final budget ceilings by each budget user with small
chances to be changed unless some new political decisions/decrees (expenditure proposal) are adopted.
By the end of October, MoF prepares the Federation BiH Government draft budget in the form of a budget
proposal and sends it to FBiH Parliament for approval. Hence, the score for the present dimension is A.

16.3. Alignment of strategic plans and medium-term budgets

The strategic development planning process has significantly improved over the last decade at the
Federation BiH level of government. Apart from the fact that the program budgeting structure has not
yet been fully implemented (budget users are preparing their budgets in administrative, economic,
and program classification, but the FBiH government and FBiH Parliament adopt an annual budget in
administrative/economic classification only), the costed strategic planning process is now part of budget
planning medium-term process including specific strategic objectives and indicators.

FBiH adopted the FBiH Development Strategy for 2021-2027'%", which is an umbrella document used
in drafting sectoral strategies, the work program of the FBiH government, the annual work plan of the
FBiH government, FBiH MTEF, annual budgets, and the FBiH public investment program (PIP). Also,
FBiH Strategy provides the basis for the development of development strategies of cantons and local
self-governance units in the FBiH. Thanks to the FBiH Law on Development Planning and Development
Management'®?, adopted in 2017, the FBiH government envisages the connection between strategic and
budget planning. Indicators for each level (strategic objectives, priority, and measure) in both development
strategy and sectoral strategies should be the same without distinction in terms of the indicators' type.
In line with the Law on Development Planning, in the last few years, FBiH government institutions are
preparing their three-year work programs that, in some cases, are linked directly to budget heads’ budget
programs. To be fully embedded into the MTEF/annual program budget process, a detailed methodology
with possible adjustments in terms of a clear structure connecting strategic documents with the FBiH
MTEF/annual budget planning process needs to be defined. This ongoing activity has planned to be
completed by the end of 2022'%%. As strategies are not costed, it's not possible to establish a materiality
threshold as required, therefore, based on the analysis and supporting evidence, the score for the present
dimension is D.

16.4. Consistency of budgets with previous year’s estimates

Once approved by the FBiH Government, the budget year estimates establish the budget users' budget
ceilings for the forthcoming budget year. However, there is no evidence that the forward estimates are used

160 http://www.fmf.gov.ba/fmf20212021/Dokument%200kvirnog%20budz%CC%8Ceta%20FBIH%202022-2024-final-BOS.PDE
161 https:/parlamentfbih.gov.ba/v2/userfiles/file/Materijali%20u%20proceduri_2021/Strategija%20razvoja%20FBiH%202021-
2027_bos.pdf

162 https:/fzzpr.gov.ba/files/Zakoni/Zakon%200%20razvojnom%20planiranju%20i%20upravljanju%20razvojem%20u%20FBiH.pdf

163 It should be emphasized that the impact of the process in FBiH is limited because the provision of the main public services is
the responsibility of the cantons.
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to anchor the preparation of the following year's budget ceilings. FBIH MTEF is based on a three-year rolling
model but, in practice, budget ceilings from the previous period are not carried forward automatically.
Instead, in most cases, MoF rebases the budget and forward estimates for each budget cycle. However, any
new government policy change is explained and compared with the previous period and budget estimates.
In addition, at the state level, the BiH Directorate for Economic planning issues every year a medium-term
ERP, which is the basis for macro-fiscal medium-term projections for all the levels of government in Bosnia
and Herzegovina. This document explains the variation between the two last periods (the last medium-
term macro-fiscal and expenditure projections with the current one), which is then reflected in Federation
BiH MEFT accordingly, but without specific data. Hence, the score for the present dimension is D.

PI-17. Budget preparation process

This indicator measures the effectiveness of participation by relevant stakeholders in the budget
preparation process, including political leadership, and whether that participation is orderly and timely. It
contains three dimensions.

Indicator/Dimension Score Brief justification of the score
PI-17. Budget preparation process (M2) B
17.1. Budget calendar B At the level of FBiH, a clear budget calendar exists

and is largely adhered to.

17.2. Guidance on budget preparation A Comprehensive and clear first annual budget is
issued with budget ceilings approved by FBiH
Government prior to distribution of Budget
Instructions No.2.

17.3. Budget submission to the legislature D FBiH Government submitted annual budget
proposals to the FBiH Parliament one month
before the start of the fiscal year in 2019 for the
2020 budget year.

In recent years the Federation of Bosnia and Herzegovina (FBiH) has introduced a range of budget process
reforms aimed at strengthening public expenditure management and planning process including a clear
budget calendar and guidance on budget preparation.

In line with the FBiH PFM Reform Strategy 2021-2025, the following measures are to be adopted:

« Improve the budgeting and treasury system software at the level of the FBiH and cantons (2023),
« Improve public investment planning, management, and monitoring (2023),

+  Set up the structures and capacities for management of EU funds (2025),

« Cash management (2024),

»  Accounting and financial reporting (2025).

17.1. Budget calendar
This dimension assesses whether a fixed budget calendar exists and the extent to which it is adhered to.

The FBiH Budget Calendar defines the key dates for preparation of the FBiH Government annual budget
set out in the Law on Budgets in the FBiH. Every year, the budget process begins in February with the
distribution of Budget Instructions (BI) No. 1T which sets out the requirements, responsibilities, and
timelines for each stage of the budget cycle. In addition, Bl No. 1 includes the budget calendar and sets
out each of the main steps, outputs, responsibilities, and deadlines of the annual budget process. Budget
Instructions No. 2 is issued following the adoption of the FBiH MTEF and includes the initial budget
ceilings for the upcoming annual budget for each Budget User approved by the FBiH Government.

The FBiH budgeting process is defined in ten steps covering all the budget activities and dates specified
by the budget calendar, from its preparation until adoption, but in practice, the calendar is not always
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adhered to. In 2021, budget users had 45 days to complete Priority review tables under Bl 1 and one
month to complete their detailed estimates under Bl 2. According to the MoF, Sector for Budget, major
budget users (accounting for majority of expenditure by value) have submitted their detailed estimates
on time.

Table 17.1 sets out the budget calendar as presented in the Law on Budgets and the actual dates of every
task completed during the 2022 budget process.

Table 17.1.B: Budget calendar for the last budget submitted to the legislature

Task Responsibility PEIM T 728 stk it ol 2922 Met/Not met
calendar budget preparation

Distribution of Budget MoF 15 February 2021 15 February 2021 Met
instructions No.1
Submission of Budget | Budget Users 31 March 2021 31 March 20277 Met
User Priority Review
Tables
Global Framework of Fiscal Council 31 May 2021 31 March 2022 Not met (over 8
Fiscal Balance and months)
Policies in BiH
MTEF submitted to the | MoF 15 June 2021 28 June 2021 Not met
FBiH Government by
the MoF
MTEF adopted by the FBiH Government | 30 June 2021 15 July 2021 Not met
FBiH Government
Budget Instructions MoF 15 July 2021 15 July 2021 Met
No. 2 issued (including
budget ceilings)
Submission of Budget Users 15 August 2021 15 August 2027765 Met
estimates under Budget
Instructions No.2
Budget user MoF/Budget Users | 15 Augto 15 Sep 2021 | 30 September 2021 Not met
discussions
Budget submitted to MoF 31 October 2021 23 December 2021 Not met
FBiH Government
Budget adopted by the | FBiH Government 05 November 2021 30 December 2021 Not met
FBiH Government
FBiH Government FBiH Government 05 November 2021 30 December 2021 Not met
submits budget to FBiH
Parliament
BiH Parliament FBiH Parliament 31 December 2021 23 March 20227, Not met
approves budget 31 March 2022'¢7

Source: Ministry of Finance FBiH'¢

Based on the analysis and supporting evidence, the score for the present dimension is B.

164 Confirmed by email correspondence with FBiH MoF

165 Confirmed by email correspondence with FBiH MoF. The same verifies that submission from no major budget beneficiary (that
would account for above 25% of materiality by expenditure) have been delayed.

166 FBiH Parliament, House of Representatives, https://www.paragraf.ba/dnevne-vijesti/31032022/31032022-vijest2.html
167 FBiH Parliament, House of Peoples, https:/parlamentfbih.gov.ba/v2/bs/aktuelno.php?akt id=877; https:/fbihvlada.gov.ba

bs/14-zakon-o-izvrsavanju-budzeta-federacije-bosne-i-hercegovine-za-2022-godinu

168 Sent by MoF, Budget Sector
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17.2. Guidance on budget preparation

Following the submission of the BUPRTs (Budget User priority review tables), the MoF prepares a draft
MTEF that sets out, among other things, the underlying macroeconomic indicators and fiscal outlook,
proposed budget expenditure priorities for the budget and forward estimates period, and budget ceilings
for each Budget User, in administrative and program classification. Once the FBiH Government has
approved the MTEF which contains Government-set ceilings, the MoF issues Bl No. 2 which set out the
Government-approved budget ceilings for each Budget User (in accordance with the approved MTEF)'¢
for the forthcoming year, together with instructions for the preparation of budget requests.

During the month of August, Budget Users are obliged to prepare their detailed budget estimates in
accordance with the adopted budget ceilings. The MoF and Budget Users carry out discussions following
the distribution of BI No. 2 in July. Through the discussions that take place mostly in September, some
adjustments to previously adopted budget ceilings may be permitted but need to be in line with new/
changed government policy priorities and subject to the approval of final budget ceilings by the FBiH
Government.

The comprehensive and clear first annual budget is issued with budget ceilings approved by FBiH
Government prior to distribution of Budget Instructions No.2 Based on the analysis and supporting
evidence, the score for the present dimension is A.

17.3. Budget submission to the legislature
This dimension assesses the timeliness of the submission of the annual budget proposal to the legislative.

The table below presents the dates of submission of the annual budget to FBiH Parliament for the period
from 2020 to 2022

Table 17.3.B: Actual dates of budget submission for the last three completed fiscal years

Task Responsibility Date in Budget calendar g datg fqr U

submission

FBiH Government submits | FBiH Government 05 November 2019 27 November 2019

the 2020 budget to FBiH

Parliament

FBiH Government submits | FBiH Government 05 November 2020 15 December 2020

the 2021 budget to FBiH

Parliament

FBiH Government submits | FBiH Government 05 November 2021 30 December 2021170

the 2022 budget to FBiH

Parliament

Source: Ministry of Finance FBiH

FBiH Government submitted annual budget proposals to the FBiH Parliament one month before the start
of the fiscal year only in 2019 for the 2020 budget, therefore, the score for the present dimension is D.

PI-18. Legislative scrutiny of budgets

This indicator assesses the nature and extent of legislative scrutiny of the annual budget. It considers the
extent to which the legislature scrutinizes, debates, and approves the annual budget, including the extent
to which the legislature’s procedures for scrutiny are well established and adhered to. The indicator also
assesses the existence of rules for in-year amendments to the budget without ex-ante approval by the
legislature.

169 Approved by FBIH Government and sent to FBiH Parliament in the form of information as a part of the budgeting process in
Federation BiH

170 See the attached accompanied documentation
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Indicator/Dimension Score Brief justification of the score

PI-18. Legislative scrutiny of budgets (M1) C+

18.1. Scope of budget scrutiny C FBiH Parliament reviews details of expenditure
and revenue but with limited legislative scrutiny.

18.2. Legislative procedures for budget D In Federation BiH, the legislature’s role and power

scrutiny over the budget process is very limited.

18.3. Timing of budget approval C In Federation BiH, in the last two years, the
legislature was not able to approve the annual
budgets within one month of the start of the fiscal
year.

18.4. Rules for budget adjustments by the B In Federation BiH, clear rules are set up for in-year

executive budget adjustments.

18.1. Scope of budget scrutiny

The Federation BiH Parliament has established a standard procedure for the Budget and Finance
Committees to review the annual budget and report to the FBiH Parliament. In practice, there is very
limited legislative scrutiny that is taking place in both houses.

In the last few years'", both Committees were not given enough time to analyze the draft budget because:
a) the Ministry of Finance does not provide Committees with the draft annual budget, which is in line with
parliamentary procedure, but with the budget proposal, b) FBiH Government requests for a fast (urgent)
adoption procedure. Given the fact that annual budgets weren't submitted in the form of a draft budget,
there were no public discussions nor the Committee’s prior working meetings with relevant entities required
by the standard procedure of legislative budget scrutiny. In addition, FBiH Parliament Committees have
no technical capacity (professional in-house or external staff) to support their work. Hence, the score for
the present dimension is C.

18.2. Legislative procedures for budget scrutiny

According to the Law on Budgets in the Federation BiH, the FBIH government is required to submit an
annual budget (in the form of a draft budget) to the FBiH Parliament for adoption by 5 November each
calendar year, MTEFs are usually submitted to Parliament “for information” early, in July. The Law also
provides for FBiH Parliament to discuss the proposed budget and adopt the annual budget by December 31.

In practice, the legislature’s role and power over the budget process in Federation BiH is very limited or
better say does not exist. As explained earlier — no public budget hearings and debates are taking place;in
addition, parliamentary committees should be able to question the government on all aspects of its budget
proposals but given that there are inadequately technically equipped to do that effectively, the comments/
changes to budget proposals as a response to parliamentary discussions are usually negligible. As an
example, the 2022 budget was adopted by the House of Representatives, Parliament of the Federation of
Bosnia and Herzegovina on 23 March 2022 and a week after, on 31 March 2022, by the House of Peoples!

Table 18.2.B: Actual dates of draft budget submission and adoption by the FBiH Parliament

Date FBIH MoF submitted Date FBiH Government
Budget Year draft budget to FBiH submitted budget proposal
Government to FBiH Parliament

2022 23 December 2021 Dec 2020 | 30 December 2021 23 March 2022 (House of
Representatives) and 31 March
12022 (House of Peoples)

Date FBiH Parliament adopted
budget

Hence, the score for the present dimension is D.

171 https:/parlamentfbih.gov.ba/v2/userfiles/file/arhiva_spisak/usvojeni%20akti-2018-2022_12092022.pdf
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18.3. Timing of budget approval

As stated above, in the assessed period, both Committees were not given enough time to analyze the draft
budget given that they received annual budgets in the form of the budget proposal and were requested by
the FBiH Government for a fast (urgent) adoption procedure.

Table 18.3.B: Actual dates of budget approval for the last three completed fiscal years

Fiscal
year

2020 On 27 Nov 2019 FBiH Government submitted the 2020 annual budget proposal to FBiH Parliament
FBiH Parliament adopted the 2020 budget on 19 Dec 20197
2021 On 15 Dec 2020 FBiH Government submitted the 2021 annual budget proposal to FBiH Parliament

FBiH Parliament, House of Representatives, adopted the 2021 budget on 28 December 202072 in
fast procedure, while the House of Peoples adopted the 2021 budget in fast procedure on 11 January
2021774,

2022 On 30 December 2021 FBiH Government submitted the 2022 annual budget proposal to FBiH
Parliament. FBiH Parliament, House of Representatives, adopted the 2021 budget on 30 March 2022,
while the House of Peoples adopted the same budget on 1 April 202217°

Actual date of approval

(Source: correspondence with FBiH MoF and Secretary of FBIH Parliament Committee for Economic and Financial
Policy of the House of Representatives, official websites FBiH Government and FBiH Parliament)

Based on the available evidence, the score for the present dimension is C.

18.4. Rules for budget adjustments by the executive

Article 33 of the Law on Budgets in the Federation BiH provides for significant amendment budget
allocations within the approved budget without ex-ante approval of the Federation BiH Parliament.

According to the FBiH Law on Budget, Article 33, FBiH MoF, at the proposal of a budget user, can decide
on budget user’ budget adjustments at a maximum of 10% of the total approved budget. Along with
the request for budget redistribution, the budget user must provide adequate documentation for request
supporting the changes. The Law on Budget Execution that accompanies the adopted annual budget
regulates the scope and types of expenditures for restructuring providing certain limitation per budget
lines.

In addition, the Article 33 provides that on an exceptional basis, on a proposal by the MoF, the FBiH
Government may reallocate expenditure between budget users, provided there is no overall increase in
expenditure.

All other budget adjustments require prior legislative approval.

Hence, the score for the present dimension is B

172 https://ba.nlinfo.com/vijesti/a398837-usvojen-budzet-fbih-2020

173 https://parlamentfbih.gov.ba/v2/userfiles/file/pisma_pd_18_22/Pismo-PD_Budzet_2021.pdf

174 https://parlamentfbih.gov.ba/v2/userfiles/file/pisma_dn_18_22/Pismo_DN_Budzet_Federacije-21.pdf
175 https:/parlamentfbih.gov.ba/v2/bs/aktuelno.php?akt_id=877
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This pillar analyzes whether the budget is implemented within a system of effective standards, processes,
and internal controls, ensuring that resources are obtained and used as intended.

Overall performance: key strengths and weaknesses

The FBiH Tax Administration is responsible for the administration of direct taxes, social security
contributions, and part of fees and charges; the largest part of revenues - 47.6%. Although the FBiH TA
administers the largest part of revenues, it covers less than 50% and in terms of materiality presents
the agency administering some of the revenues. The FBiH Tax Administration provides taxpayers with
information about their rights and obligations. FBiH Tax Administration prepares documents that deal
with risk management, but they are not made available to PEFA assessors. The situation is the same with
the revenue audit and investigation. The share of arrears in collected revenues in 2027 was 36% for the
entire FBiH (the age of the arrears is unknown). The reform strategy recognized the need to improve the
legal framework for public revenues and administrative barriers.

Budget revenues under the jurisdiction of the FBiH level are collected directly through a treasury single
account. EBU’s own their own accounts. Revenues from indirect taxes collected on a single account
are distributed to the four levels of government on a daily basis, while reconciliation is done monthly.
Cross-checking the data from the treasury single account and the FBiH Tax Administration is on a basic
level. There is insufficient information exchange between the FBiH Ministry of Finance and the FBiH Tax
Administration.

Consolidation of bank accounts is done daily. Cash forecasting is done quarterly, expressed by months.
Commitment ceilings for actual spending are available to budgetary units one month in advance.
Regarding budget reallocations, evidence was not available to the PEFA assessors.

Expenditure arrears are low for the FBiH level, up to 1% of total expenditures. Reports are produced
quarterly. Also, in the previous assessment, all liabilities were not properly recorded and paid due to lack
of funds. The reform strategy recognized the need to settle outstanding liabilities and improve reporting.

Payroll and personal records were not assessed due to evidence not being available to PEFA assessors.
Regarding the payroll audit, it is regularly performed as part of the financial audit of the FBiH Government
budgetary units (occasionally for EBUs) by the Supreme Audit Institution.

Regarding procurement, it is regulated by legislation at the level of BiH for all levels of government (BiH,
FBiH, RS, and BD, but also cantons and municipalities) and is covered by the PEFA at the level of BiH.

The internal control of non-salary expenditures looks good. There is a segregation of duties. Expenditure
control is automatically regulated through the ISFU information system, however, small arrears still exist
as noted above. There are payment rules and procedures that are followed. With the introduction of
internal audit units in most institutions, procedures and rules are stronger.

Internal audit is operational for central government entities representing all of the total budgeted
expenditures and for central government entities collecting most of the budgeted government revenue.
The internal audit is focused on the adequacy and effectiveness of internal controls, which was not the
case in the previous PEFA assessment. There are internal audit plans that are followed. Internal audit units
distribute reports with recommendations to interested parties. Management responses to internal audit
recommendations in most cases. This happens for most auditees within twelve months. In this area of
internal audit, the reform strategy recognizes the need to introduce the function of internal audit in more
institutions, as well as the need for improvement in the field of IT technologies and the strengthening of
human capacities.
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This indicator covers the administration of all types of tax and non-tax revenue for the central government.
It assesses the procedures used to collect and monitor central government revenues. Coverage is CG at
time of assessment for PI-19.7 and 2 and for the last completed fiscal year for PI-19.3 and 19.4.

Indicator/Dimension Score Brief justification of the score

PI-19. Revenue administration (M2) D+

19.1. Rights and obligations for revenue B FBiH Tax Administration as an entity administering

measures the majority of revenues collected at this level
(74.3%). It provides taxpayers with access to
comprehensive and up-to-date information on
obligations and rights.

19.2. Revenue risk management D* No sufficient information for assessment.

19.3. Revenue audit and investigation D* No sufficient information for assessment.

19.4. Revenue arrears monitoring D* No sufficient information for assessment.

The FBiH Tax Administration (FBiH TA) is an entity that administers 47.6% (the largest part of revenues) of
the collected budgetary and EBUs’ revenues (in line with PI-3 and PI-6). FBiH TA only administers collection
of revenues, it is not a collecting entity (revenues are paid directly either to TSA or accounts of EBUs).

The Law on FBiH TA'® states that FBiH TA administers taxes, social security contributions, some fees,
and charges.

Indirect taxes are administered and collected by the BiH Indirect Tax Authority, which is at the state level
and is covered by PEFA for the BiH level. Indirect taxes are collected on a single account and allocated to
FBiH.

Table 19.7 shows the collected revenues of FBiH CG in 2021 from taxes, social security contributions,
grants, and other revenues:

Table 19.1.B: Collection of FBiH budget revenues

. . Collected
Administration o
o revenue % of total
Amount % and/or . -
Type of revenues (BAM) of total collectin administered administered
ot 9 by FBiH by FBIH
y amount FY21
FBiH Budget revenues
Corporate income 71,557,301 1.4% FBiH TA 71,557,301 2.4%
tax; other taxes
Pension social 2,177,822,134 42.1% FBIH TA 2,177,822,134 73.4%
security contribution
Indirect taxes 1,618,255,310 31.3% BiH ITA / /
Grants and other 715,911,384 13.8% Other entities 715,911,384 24.1%
revenues
TOTAL Budget 4,583,546,129 / / 2,965,290,819 64.7%
revenues
FBiH EBUs' revenues
Health and 213,579,586 41% FBiH TA 213,579,586 60.7%
unemployment social
security contributions

176 http://www.pufbih.ba/v1/public/upload/zakoni/5d0e4-zakon-o-poreznoj-upravi-fbin-preciscen-tekst-novi-22.pdf
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Indirect taxes 237,862,201 4.6% BiH ITA / /

Membership fees to 84,758 0.0% FBiH TA 84,758 0.0%
tourist associations
and trade chambers

Grants and other 138,088,475 2.7% Other entities 138,088,475 39.3%
revenues

TOTAL EBUS’ 589,615,019 / / 351,752,819 59.7%
revenues

GRAND TOTAL 5,173,161,148 100% / 3,317,043,638 64.1%
(Budget + EBUs)

Based on the calculations above, the FBiH TA qualifies as the revenue collecting entity that collects 74.3%
of FBiH CG revenue collected at this level, i.e., the majority (over 50% as per PEFA criteria).

The PFM Strategy in FBiH 2021-2025 has identified the following needs:

- improve the legal framework for public revenue (improve tax administration regulations - Laws
governing the activities and competencies of the FBiH TA, tax administration and procedures in
the FBiH should be separate, as is the practice in most countries; these laws should establish a
platform and legal basis for the necessary reforms in the FBiH TA, considering that the current
organization of the FBiH TA is inefficient (with 10 cantons and 73 branches), where reorganization
is necessary to ensure the efficiency of the FBiH TA)

- improve the business environment by removing administrative barriers (improve the process
of e-filing; improve taxpayer services by the FBiH Tax Administration; improve the public revenue
collection process; reduce current tax debt; improve the taxpayer registration process in the FBiH TA.

19.1. Rights and obligations for revenue measures

Based on the information from the FBiH TA as an institution that is in charge of collecting the majority
of FBIH CG revenues, communication channels used to inform taxpayers are as follows: electronic,
printed, online media, website of the FBiH TA""7, social networks (Facebook'’8, YouTube channel'”), public
information campaigns, info desks, specialized publications (instructions, guides), meetings, thematic
round tables, advertising and marketing, web presentations, public presentations. These channels are
used for the purpose of more transparent and clear communication with the public and for providing the
highest quality and best services to taxpayers, but also for the purpose of strengthening tax awareness
and discipline, depending on what the goal is to be achieved.

By looking at the website of the FBiH TA, taxpayers can find information about the obligations. However,
most of the information is available through laws, bylaws, forms/tax declarations. There is a guide
(brochure) for some types of obligations, as well as deadlines for filing the tax declarations'® and other
forms’™'. Information on the rights of taxpayers, that is, information related to the appeal procedure, is
only available in the Law on FBiH TA, without additional promotion through easier access. All information
is up to date. The Facebook page is updated, but the information is mostly on the work of the FBiH TA.
The YouTube channel is not updated with new videos.

FBiH TA as an entity collecting the majority of revenues provides taxpayers with access to comprehensive
and up-to-date information on obligations and rights, resulting in score B.

177 http://www.pufbih.ba/v1

178 https://www.facebook.com/PoreznaUpravaFBiH

179 https://www.youtube.com/channel/UCphlPyiwtQmAfrwpSodjCéw
180 http://pufbih.ba/v1/stranica/16

181 http://www.pufbih.ba/v1/stranica/2

165



http://www.pufbih.ba/v1/
https://www.facebook.com/PoreznaUpravaFBiH/
https://www.youtube.com/channel/UCphlPyiwtQmAfrwpSodjC6w
http://pufbih.ba/v1/stranica/16
http://www.pufbih.ba/v1/stranica/2

19.2. Revenue risk management

Based on information from the FBiH TA, when it comes to documents related to risk management/
assessment, the FBiH TA has these documents, but given that they contain data that represent a tax
secret and/or can be linked to taxpayers whose data are tax secrets, those documents cannot be made
available.

There is insufficient information to assess this dimension since the necessary document is confidential.
Hence, the score for the present dimension is D*.

19.3. Revenue audit and investigation

Same as in Revenue risk management, based on information from the FBiH TA, when it comes to
documents related to public revenue collection plan, the FBiH TA has these documents, but given that
they contain data that represent a tax secret and/or can be linked to taxpayers whose data are tax secrets,
those documents cannot be made available. According to the Work strategy of the FBiH TA and the three-
year Work plan, the public revenue collection plan is prepared as a separate document for the three-year
period, and adjustments are made every year for the following three years. The purpose of this document
is to monitor the activities that are necessary for the realization of the institution's goals, i.e., whether the
set activities sufficiently impact the increase in the collection of public revenues as a key strategic goal,
and what is the percentage of collection realization compared to the projected one. In addition, data
on collected revenues for all types of revenues under the jurisdiction of the FBiH TA are monitored and
analyzed quarterly. For example, for 2021 the FBiH TA reported 6,131 tax audits carried out, resulting in
additional assessments of BAM 121 million in taxes due and nearly BAM 7 million in fines.'® Intelligence
and investigation work of the FBiH TA resulted in 29 criminal charges raised, acting upon request of the
prosecutors in 342 instances and upon other bodies and authorities in over 2,750 instances.

There is insufficient information to assess this dimension since the necessary document is confidential
and there is no publicly available information that compare plans and execution of tax audits and
investigations. Hence, the score for the present dimension is D*.

19.4. Revenue arrears monitoring

On the website of the FBiH TA, there is a report on revenue arrears'®. The report shows arrears of over
BAM 50,000 by taxpayers for taxes, social security contributions, fees, and charges as of 31 December
2021. Arrears related to lower levels of government are also included in the report, so it is not possible to
calculate the share of FBiH revenue arrears in relation to the total collected FBiH revenues. It is possible to
calculate for the entire FBiH for revenues that are under the authority of FBiH TA. The ratio of arrears on 31
December 2021 and collected revenues in 20218 is 36%. However, the age of the arrears is not specified
either. Hence, the score for the present dimension is D*.

Thisindicator assesses procedures for recording and reporting revenue collections, consolidating revenues
collected, and reconciling tax revenue accounts. It covers both tax and nontax revenues collected by the
central government. Coverage is CG at time of assessment.

182 Konferencija za medije (pufbih.ba)
183 http://pufbih.ba/v1/public/upload/files/31_12_2021_.pdf

184 http://pufbih.ba/v1/public/upload/files/Prezentacija%20rada%20PU%20FBiH%20za%202021%2090d%2001_11_%202022
1).pdf
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Indicator/Dimension Score Brief justification of the score

PI-20. Accounting for revenue (M1) C+

20.7. Information on revenue collections A FBiH budgetary revenues, which are under the
authority of the FBiH level, are collected through
the Treasury Single Account by type of revenues
and can be put into a report on a daily basis.
Information on revenues that are not part of TSA,
but also on revenues that are part of TSA, are
available in RAS files by revenue type and can

be put into report on a daily basis. Indirect taxes
are distributed to the FBiH on a daily basis which
provides information on revenues daily, but also
the Indirect Tax Authority prepares the monthly
reports with reconciled data.

20.2. Transfer of revenue collections A The FBiH budgetary revenues, which are under
the authority of the FBiH level, are paid to the
Treasury Single Account through banks, and funds
are made available immediately. EBUs' revenues
are not transferred to TSA, but are EBUs’ own
revenues. In some cases, revenues from TSA are
transferred to EBUs. Revenues from indirect taxes
are transferred on a daily basis.

20.3. Revenue accounts reconciliation C Treasury is not cross-checking the data with
and not receiving reconciled data (including
assessments and arrears) from the FBIH Tax
Administration.

Based onthe FBiH Law on Treasury'®®, Treasury Single Account (TSA) is a system of budget bank accounts
through which payments of revenues and receipts, and payments of expenditures are made and recorded
in the Treasury General Ledger system. TSA consists of a deposit account opened in a commercial
bank, an investment account, one or more transaction accounts, one of which is the main account from
which payment orders are executed in accordance with the Law on Internal Payment Transactions’,
accounts in the Central Bank, a special account for the management of development funds as well as
special accounts for the management of debt and international agreements and, if necessary, transaction
accounts for cash. All these accounts must be kept on behalf of the ministries of finance'™’ or the finance
departments’®. The TSA system centralizes control over all public revenues in the ministries of finance,
i.e, in the finance departments. Public funds are funds collected on the basis of tax revenues, social
security contributions, fees, revenues from the provision of public services and activities, receipts from
issued securities, credits and loans, transfers, and donations. All public funds must be paid to TSA. The
Treasury is the basic organizational unit within the FBiH Ministry of Finance, the cantonal ministries of
finance, the financial departments of municipalities, cities, and extra-budgetary funds, which, among
other things, manages the TSA.

Every change in the account balance comes to the FBiH Ministry of Finance through a bank statement
in electronic format and uploads to the Financial Management Information System (ISFU system). That
means it can be every day or once a month, depending on the bank transactions. The account balance is
known every day.

185 https://www.paragraf.ba/propisi/fbih/zakon-o-trezoru-u-federaciji-bosne-i-hercegovine.html
186 https://advokat-prnjavorac.com/zakoni/Zakon-o-unutrasnjem-platnom-prometu-FBiH.pdf
187 FBiH Ministry of Finance and cantonal ministries of finance

188 Finance departments in municipalities, cities and extra-budgetary funds.
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Also, on the other hand, FBiH Tax Administration receives the RAS' files from the banks on a daily basis,
by type of revenues. The FBiH Ministry of Finance also has a Reporting Tool that takes over RAS files data
and produces necessary reports. RAS files contain data for all revenue sources (budgetary and extra-
budgetary except for indirect taxes) based on the FBiH Rulebook on payment methods and allocation of
public revenues in the FBiH®.

Some of the revenues that belong to EBUs are paid to TSA and allocated to EBUs, but some are paid
directly to separate EBUs accounts.

Indirect taxes and the Indirect Tax Authority are described in PI-20, part of the PEFA which covers BiH

level.

20.1. Information on revenue collections

Table 20.1.A: Information on revenue collection (BiH Institutions Budget)

Frequency of Transferred data characteristics (Y/N):
. Total amount
Collecting Category of collected™ in data transfer Broken down
entity revenue to the central Consolidated .
2020 by revenue | Consolidated
agency into a report
type
FBiH TA (ad- | -Corporate BAM Directly paid Y Y Y
ministration income tax 2,463,043,779 | to TSA (taxes,
entity) _Other taxes (47.6%) pension
_ social security
- Social contributions);
security also available
contributions through RAS
- Membership files from banks
fees to tourist including those
associations revenues that
and trade are not part of
chambers the TSA
BiH ITA Indirect taxes | BAM Daily because Y Y Y
(collecting 1,856,117,511 | the distribution
entity) (35.9%) of revenues is
on a daily basis;
consolidated
into areporton a
monthly basis
Other entities | Grants BAM Directly paid to Y Y Y
(adminis- and other 853,999,859 TSA; otherwise
tration and/ | revenues (16.5%) also available
or collecting through RAS
entities) files from banks

FBiH budgetary revenues that are under authority of the FBiH level are collected through the TSA by type of
revenues and can be put into report on a daily basis. Information on revenues that are not part of TSA, but
also on revenues that are part of TSA, are available in RAS files by revenue type and can be put into report
on a daily basis. Indirect taxes are distributed to the FBiH on a daily basis which provides information
on revenues daily, but also the Indirect Tax Authority prepares the monthly reports with reconciled data.
Based on the analysis and supporting evidence, the score for the present dimension is A.

189 Revenue allocation system

190 https:/feb.ba/wp-content/uploads/2022/05/87462-precisceni-pravilnik-o-nacinu-uplate-pripadnosti-i-raspodijele-javnih-
prihoda-u-fbih-novi-preciceni-34-22 pdf

191 As described under PI-19 to determine the materiality
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20.2. Transfer of revenue collections

Table 20.2.B: Transfer of revenue collections

Collecting entity

Category of revenue

Frequency of revenue collections
transfer to the Treasury

FBiH TA (administration entity)

- Corporate income tax
- Other taxes
- Social security contributions

- Membership fees to tourist
associations and trade chambers

Direct payments to TSA through
banks for budgetary revenues;
for EBUS' revenues no transfers
to Treasury, these are own EBUs
revenues

entity)

BiH ITA (Single Account; collecting

Indirect taxes

Daily

Other entities (administration and/
or collecting entities)

Grants and other revenues

Direct payments to TSA through
banks; for EBUs’revenues no
transfers to Treasury, these are own
EBUs revenues; there are cases

of transfers from TSA to EBUS'
accounts

Source: Law on FBiH TA; FBIiH Law on Treasury,; BiH Law on payments on a single account and revenue allocation;
Rulebook on payment methods and allocation of public revenues in the FBiH, information from the FBiH MoF

The FBiH budgetary revenues (57% of total FBiH CG revenues) that are under authority of the FBiH level are
paid to TSA through banks and funds are made available immediately. EBUs’ revenues are not transferred
to TSA, but are EBUS’ own revenues. In some cases, revenues from TSA are transferred to EBUs" accounts.
Revenues from indirect taxes are transferred on a daily basis.

Hence, the score for the present dimension is A.

20.3. Revenue accounts reconciliation

Table 20.3.B: Revenue accounts reconciliation

Type of reconciled data (Y/N):
Collecting | Category of imeli
entity revenue AC ) Timeline Assess- . Transfers
Collections Arrears
ments to Treasury
FBiH TA -Corporate Daily (for NA N Y N Direct
(admin- income tax revenues payment
istration _ Other taxes with direct to TSA; for
entity) ) payments EBUs' no
- Social secu- | 1 TSA); for transfers to
rity contribu- | those that TSA
tions are not part
- Membership of the TSA is
fees to tourist | unknown to
associations | @SS€sSSOrs;
and trade but no cross
chambers checking
with the Tax
Administra-
tion
BiH ITA Indirect taxes | Monthly End of Y Y Y Y
(collecting month for
entity) previous
month
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Other Grants Daily (for NA NA Y NA Direct
entities and other revenues payment
(admin- revenues with direct to TSA; for
istration payments EBUs' no
and/or to TSA); for transfers to
collecting those that TSA
entities) are not part

of the TSA is

unknown to

assessors

Source: Law on FBiH TA; FBiH Law on Treasury; BiH Law on payments on a single account and revenue allocation;
Rulebook on payment methods and allocation of public revenues in the FBiH; information from the FBiH MoF

The Indirect Tax Authority makes reconciliations on a monthly basis. Since all budgetary revenues under
the authority of the FBiH level are paid to TSA through banks, the reconciliation of accounts is available
on a daily basis. The data on inflows to the TSA from the banks is received simultaneously by the FBIH
TA and the Treasury at the FBiH MoF by means of RAS files. FBiH TTA has an accounting system to track
assessments, collections, arrears of all taxpayers. Hence, the score for the present dimension is C.

This indicator assesses the extent to which the central MoF is able to forecast cash commitments and
requirements and to provide reliable information on the availability of funds to budgetary units for service
delivery. Coverage is BCG at time of assessment for PI-21.1 and for last completed fiscal year for PI-21.2,
21.3and 21.4.

Indicator/Dimension Score Brief justification of the score

PI-21. Predictability of in-year resource B+

allocation (M2)

21.17. Consolidation of cash balances A All bank and cash balances are consolidated on a
daily basis

21.2. Cash forecasting and monitoring B Cash flow planned quarterly, expressed by month,
based on actual cash inflows and outflows

21.3. Information on commitment ceilings C Commitment ceilings available one month in
advance

21.4. Significance of in-year budget A In-year budget adjustments are rules-based and

adjustments transparent, carried out in limited number of

instances across the year.

The PFM Strategy in FBiH 2021-2025 has identified the need to adopt and implement procedures for
preparing cash flow projections in ISFU.

21.1. Consolidation of cash balances

Accounts consolidation is performed with every change in the account, i.e., if payment is made from that
account or to the account. Every change in the account balance comes to the FBiH MoF through a bank
statement in electronic format and uploads to the ISFU system. The account balance is known each and
every day. The interest is calculated on the account balance at the end of each month.
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Table 21.1.B: Consolidation of cash balances

Bank and cash - List of accounts Frequency of reconciliation
Union bank — part of TSA + earmarked + donor Daily, i.e., with every change in the account
transaction accounts
ASA bank — part of TSA Daily, i.e., with every change in the account
PBS bank — part of TSA Daily, i.e., with every change in the account
ISP bank — part of TSA Daily, i.e., with every change in the account

Based on the analysis and supporting evidence, all bank and cash balances are consolidated on a daily
basis, i.e., with every change in the account, so the score for the present dimension is A.

21.2. Cash forecasting and monitoring

According to the FBiH Law on Treasury, the FBiH MoF Treasury Department is responsible for the
preparation of annual and quarterly cash flow plans, expressed by month, which forecast the TSA inflows
and outflows, which is the basis for executing the budget. When creating the cash flow plans, the Treasury
Department uses information from various sources, including historical data on inflows and outflows.
Some of them are the final balance on TSA for the previous period, forecasts of revenues and expenditures,
debt, and macroeconomic indicators, commitment ceilings. The approved cash flow plans serve as the
basis for drafting operational plans of expenditures of budgetary units.

Cash flow is planned quarterly, expressed by month, based on actual cash inflows and outflows as well as
other relevant parameters described above. Hence, the score for the present dimension is B.

21.3. Information on commitment ceilings

Based on the FBiH Law on Budget Execution for 202192, budgetary units are obliged to submit quarterly
financial plans to the FBiH MoF. Quarterly plans are framework plans. However, budgetary units are
obligated to submit a proposal for the monthly operational plan for the next month by economic codes
determined in the budget for budgetary units. Based on the Instruction on the method of drafting proposals
for operational plans for the Budget execution of the FBiH for 2021, they are also obliged to submit annual
plans as well.

Expenditures of each budgetary unit cannot exceed the allocated budget amounts approved for each
month or other time period, which is determined by the FBiH Ministry of Finance, except with the consent
of the FBiH Ministry of Finance. Certain budgetary units (who have access to equipment and licenses) can
see their ceilings through the ISFU system. Budgetary units that do not have the equipment and access to
the ISFU system immediately receive information about available funds via phone or email.

Commitment ceilings are available one month in advance. Hence, the score for the present dimension is C.

21.4. Significance of in-year budget adjustments

Within the rules discussed in PI-18.4, the Government, upon formal requests of budget users channeled
through the FMF, approved nine decisions on budget reallocations between users of the FBiH Budget in
the course of 2021. The net effect of these changes was nil in terms of the aggregate volume of revenue
and expenditure, i.e., the redistribution was done within the ceilings approved in the annual budget. In total,
BAM 120 million was transferred between budget users, representing around 2.7 percent of the original
approved budget/3 percent of the actual outturn for the year.

Only two of those in-year changes were significant, in the order of magnitude of BAM 105 million for
stabilization of the economy and BAM 12 between budget users in the health sector. The other seven
decision totaled BAM 3 million altogether, mainly for out-of-court settlements. The changes did have

192 http:/parlamentfbih.gov.ba/v2/userfiles/file/Usvojeni%20materijali_2021/Zakon%200%20izvr%C5%A1a_%20budze_%20
FBiH%207a%202021%20-%20bos.pdf
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some effect on the outturns on higher level of aggregation in terms of expenditure composition by
administrative classification (score C on PI-2) but not as much on the economic classification (score B on
PI-2). Nevertheless, all changes have been made in line with transparent procedures, published the Official
Gazette and on the Government web site with other materials from the session.

Ultimately, it is possible for the Government to propose and for the Parliament to approve a budget
rebalance (supplementary budget) in the course of the year, mainly in response to revenue and expenditure
trends. Such budget rebalancing follows the same provisions accorded to the passing of the annual
budget. There were, however, no budget rebalances in 2021. There have, likewise, been no instances in
2021 of FMF freezing spending in line with Article 22 the Law on Budgets.

Considering significant in-year changes were limited and carried out transparently, the score for the
present dimension is A.

This indicator measures the extent to which there is a stock of arrears, and the extent to which a systemic
problem in this regard is being addressed and brought under control. Coverage is BCG for the last
completed fiscal year for PI-22.1 and at time of assessment for PI-22.2.

Indicator/Dimension Score Brief justification of the score
PI-22. Expenditure arrears (M1) A
22.17. Stock of expenditure arrears A The share of stock of expenditure arrears is 1% and
0.8% for 2020 and 2021, respectively.
22.2. Expenditure arrears monitoring A Data on the stock, age to a certain extent and to

some extent the composition of expenditure arrears
for BCG are generated quarterly within four weeks of
the end of each quarter. Although the age is reported
as +90 days and reports by responsible entities are
generated on demand, everything is available in the
system.

Based on the FBiH Law on Financial Operations'®, payment arrears are defined as those that exceed 90
days from their due date. Form (Template) 7 of the FBiH budget execution is the Register of Arrears. In
addition to the arrears shown in Form 7, there are also arrears that are managed off-balance because no
budget funds have been planned for them. They refer to labor disputes (CoA line item 191313), and court
verdicts and enforcement decisions (CoA line item 191314).

The report on expenditure arrears is generated quarterly within four weeks of the end of each quarter
together with the quarterly report on budget execution. The report includes the stock of arrears and
arrears by type. The age of arrears is only generated as +90 days'®*. On demand, a report on arrears by a
responsible entity can be generated.

The PFM Strategy in FBiH 2021-2025 has identified the need to clear outstanding liabilities (amend reporting
on outstanding liabilities; document the stock of outstanding liabilities at all levels of government and
prepare a report; provide support to beneficiaries of public funds in managing the existing and preventing
the accumulation of new outstanding liabilities).

193 https://advokat-prnjavorac.com/zakoni/Zakon-o-finansijskom-poslovanju-FBiH.pdf

194 Budgetary units are required to enter obligations into ISFU within 8 days of receipt of the invoice, according to the Instructions
on budget execution from TSA.

https:/mrsri.ks.gov.ba/sites/mrsri.ks.gov.ba/files/uputstvo_o_izvrsavanju_budzeta_sa_jrt broj 34 16.pdf
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22.1. Stock of expenditure arrears

Table 22.1.B: Stock of expenditure arrears: breakdown by different categories

2019 2020 2021

Stock of arrears for Category 1: employees’ wages 9,536 389 1,654
Stock of arrears for Category 2: goods and services; 173,122 146,895 152,341
liabilities for non-financial assets 3,680 3,680
Stock of arrears for Category 3: transfers to extra- 7,568 7,568 981
budgetary funds
Stock of arrears for Category 4: transfers to individuals 227,101 865,394 499,815
Stock of arrears for Category 5: subsidies 1,544,282 1,562,160 366,391
Stock of arrears for Category 6: other transfers 658,142 15,542 3,339
Stock of arrears for Category 7: labor disputes, and 1,760,891 848,270 314,085
court verdicts and enforcement decisions
Stock of arrears for Category 8: other current liabilities 53,011 2,860
Stock of arrears for Category 9 (off-balance): labor No info 39,197,880 34,004,134
disputes, and court verdicts and enforcement decisions
Total stock of arrears at the end of the FY (i) No info due to 42,647,778 34,138,280

missing data for

Category 9 (off-

balance) above
Total actual expenditure for the FY'*5 (ii) 1,574,816,060 4,180,602,200 4,012,423,809
Ratio (i)/(ii) No info 1% 0.8%

Source: Form 7 - Register of Arrears (FBiH Budget Execution); off-balance evidence

Beyond budgetary central government arrears, there are known weaknesses in comprehensiveness in
accuracy of data arrears collected from other general government units in the public sector of FBiH,
including other central government entities. The share of stock of expenditure arrears for the budgetary
central government is 1% and 0.8% for 2020 and 2021, respectively. The issues of arrears was discussed
with both an NGO and SAl. It was confirmed that the Government pays in due time salaries and approved
invoices from contractors and there are no delays. The issue of budgetary central government arrears has
not been raised specifically in the audit reports for the assessed period. Hence, the score for the present

dimension is A.

22.2. Expenditure arrears monitoring

Table 22.1.B: Stock of expenditure arrears: breakdown by different categories

Data generated (Y/N):
Category of arrears Frequency Timeline
SIS Age Composition
(KM; 2021)

Category 1: employees’ 1,654 +90 To some extent Quarterly | Within four

wages weeks of the end
of each quarter

Category 2: goods and 152,341 +90 To some extent Quarterly | Within four

services; liabilities for non- weeks of the end

financial assets of each quarter

195 As described under PI-1
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Category 3: transfers to 981 +90 To some extent Quarterly | Within four
extra-budgetary funds weeks of the end
of each quarter

Category 4: transfers to 499,815 +90 To some extent Quarterly | Within four
individuals weeks of the end
of each quarter

Category 5: subsidies 366,391 +90 To some extent | Quarterly | Within four
weeks of the end
of each quarter

Category 6: other transfers 3,339 +90 To some extent Quarterly | Within four
weeks of the end
of each quarter

Category 7: labor disputes, 314,085 +90 To some extent Quarterly | Within four

and court verdicts and weeks of the end

enforcement decisions of each quarter

Category 8: other current 2,860 +90 To some extent Quarterly | Within four

liabilities weeks of the end
of each quarter

Category 9 (off-balance): 34,004,134 +90 To some extent | Quarterly | Within four

labor disputes, and court weeks of the end

verdicts and enforcement of each quarter

decisions

Source: Form 7 - Register of Arrears (FBiH Budget Execution); off-balance evidence

Data on the stock, age to a certain extent and the composition of type of arrears are generated quarterly
within four weeks of the end of each quarter but not consolidated into a report. Although the age is
reported as +90 days and reports by responsible entities are generated on demand, all the information for
budgetary central government is available in the system. Hence, the score for the present dimension is A.

This indicator is concerned with the payroll for public servants only: how it is managed, how changes are
handled, and how consistency with personnel records management is achieved. Wages for casual labor
and discretionary allowances that do not form part of the payroll system are included in the assessment
of non-salary internal controls, PI-25. This indicator contains four dimensions. Coverage is CG at time of
assessment for PI-23.1, 23.2 and 23.3 and for last three completed fiscal years for PI-23.4.

Indicator/Dimension Score Brief justification of the score
PI-23. Payroll controls D+
23.7. Integration of payroll and personnel D* Insufficient information to assess CG practices. BCG
records practices would merit score B.
23.2. Management of payroll changes D* Insufficient information to assess CG practices would

merit score B.

23.3. Internal control of payroll D* Insufficient information to assess CG practices. BCG
practices would merit score B.

23.4. Payroll audit B Financial audits are partly directed to payroll audits
for budgetary units (and occasionally for EBUS) so
payroll audit is considered to have taken place in
stages.

The FBiH Civil Service Agency has not responded to the data request related to dimensions 23.1., 23.2.
and 23.3. The FBiH MofF clarified that the Ministry performs centralized calculation of payroll in line with
the Law on Treasury and its internal procedure from 2016.
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For BCG payroll, the Department for Centralized Payroll and Benefits at the FMF performs the centralized
calculation of salaried in the auxiliary ledger of the FMIS. The responsibilities are shared between the
FMF and the budget users. The Treasury houses the Main Operating Centre (MOC), with Ancillary
Operating Centers (AOCs) in 10 budget users that are largest by size in terms of staff, such as the FBiH
Tax Administration, Ministry of Internal Affairs, the court system, or the Ministry for Justice (including the
prison system).

Social security funds and EBUs operate independent payrolls that are not centrally controlled. Payrolls of
these institutions are less material than payroll of the BCG so they have not been included in the sample.

23.1. Integration of payroll and personnel records

As described on this indicator, the payroll and personnel records for BCG appear closely integrated (based
on the internal rules in force), but there is no information to assess this dimension for the entire CG.
Hence, the score for the present dimension is D*.

23.2. Management of payroll changes

It is the responsibility of budget beneficiaries to maintain up-to-date records (decisions) that determine
the salary calculation parameters (e.g., changed workplace, new hires, promotions) and communicate
them to the AOCs, where they are stored in permanent files. Payments are made based on monthly
attendance sheets submitted by the budget users to the AOC which inputs the data relevant for the
month’s payroll. Once data is inputted, trial lists are ran from the system which the budget beneficiaries
are required to control for accuracy. Any errors are reported back to the AOC and processed before the
budget benefiaciries submit their payment requests. Clerks in the MOC generate corresponding invoices
on behalf of the budget users and transfer them electronically for execution through the FMIS where they
undergo standard approvals procedure. Information to assess EBU practice is mising for this dimension,
resulting in score D*.

23.3. Internal control of payroll

For BCG payroll, there are a number of control activities split between the FMF and the budget beneficiaries.
Key controls include that all information is up to date (done at budget beneficiaries and AOCs), that the
sum of all payments should match payments by beneficiary institution (done at the MOC). The possibility
of fictitious employment is prevented through integration with Tax Administration records which verify
the physical existence of staff at the time of registration for taxes and mandatory contributions. Records
on payment made are shared with the Statistics Office, the Tax Administration and are retained in internal
files. The documentation is to be kept permanently. Payments are made net to the employees’ commercial
bank accounts with the corresponding withholding taxes and contributions paid to the relevant FBiH TA
accounts. The procedure envisages the possibility of retroactive adjustments and these are reportedly
rare (although no fixed number could be determined). There is no provided information to assess this
dimension for other institutional units in the CG, while presumably at least the activities to prevent ghost
workers would apply evenly across the CG . Hence, the score for the present dimension is D*.

23.4. Payroll audit

Based on the Law on Internal Audit in the Public Sector in the FBiH and the Rulebook on criteria for the
establishment of internal audit units in the public sector in FBiH™® the FBiH Ministry of Finance must
have an internal audit unit that covers the MoF and 30 budgetary central government units (out of 67). On
the basis of information received from the FBiH Ministry of Finance, internal audits of wage calculation
were performed. In 2019 and 2021, internal audits were performed for four budgetary units (for 2019:
the internal audit report gave 10 recommendations for process improvement, 8 were implemented; for
2027: the internal audit report gave 12 recommendations for process improvement, 8 were implemented).
In 2020, there were no internal audits of wage calculations. The internal audit was performed on wage
calculation, only for 13% of budgetary units under the authority of the FBiH Ministry of Finance.

196 https://media.rec.ba/2020/07/Pravilnik-o-kriterijima-za-uspostavljanja-jedinica-za-internu-reviziju-u-javnom-sektoru-u-FBiH.pdf
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The FBiH Government budgetary units, social security funds and largest EBUs are subject to financial
and compliance audits . Auditors are regularly checking during the financial audit work the number of
employees, the calculation and the payment of salaries, lists and accounts to which payments are made,
as well as orders for bookkeeping entries.

Payroll audits covering budgetary units are done regularly (for EBUs occasionally). However, the audit
does not cover requirements such as physical verification that payees exist or usage of national citizen
identification systems, as this is part of the controls assessed on PI-23.3. The auditors verify control of
staff employment (irregularities in employment and remuneration, control of existence of staff or the so
called ‘ghost workers’), calculation and payment of salary, as well as occurrence of any personnel data
irregularities, as part of their financial and compliance audit. Considering not all EBUs are audited each
year, the score for this dimension is B.

This indicator examines key aspects of procurement management. It focuses on transparency of
arrangements, emphasis on open and competitive procedures, monitoring of procurement results, and
access to appeal and redress arrangements.

Indicator/Dimension Score Brief justification of the score

PI-24. Procurement (M2) NA
24.1. Procurement monitoring NA
24.2. Procurement methods NA )

- Please refer to the explanation on IBIH PI-24
24.3. Public access to procurement NA assessment.
information
24.4. Procurement complaints management NA

This indicator measures the effectiveness of general internal controls for non-salary expenditures.
Specific expenditure controls on public service salaries are considered in PI-23. Coverage is CG at time of
assessment.

Indicator/Dimension Score Brief justification of the score

PI-25. Internal controls on non-salary B
expenditure (M2)

25.1. Segregation of duties B Segregation of duties throughout the expenditure
process has been established. Scheme of steps
may need further details in some areas.

25.2. Effectiveness of expenditure B Controls on the expenditure side are

commitment controls systematically established through the ISFU
system for BCG. For CG institutional units
practices are not standardized. Limited arrears still

exist.
25.3. Compliance with payment rules and B The procedure that exists in practice is respected
procedures in all payments. The Rulebook and Instruction are

explained under Segregation of duties and may
need some further details.

The PFM Strategy in FBiH 2021-2025 has identified the following needs:

- Commitment control (train users in how to use the purchase order module (provisioning in the
public procurement system); expand the use of the application through the licensing of other
application users)
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25.1. Segregation of duties

Segregation of duties throughout the expenditure process is defined by the Rulebook on Internal
Organization of the FBiH Ministry of Finance (the Rulebook) and Instruction on Executing the Budget
from the TSA (the Instruction)'’. In the Rulebook and the Instructions the responsibilities are defined and
separated. Individual responsibility in the expenditure process is also defined and prescribed within the
Instructions. Responsibility for planning and creating obligations within the approved budget, i.e. financial
plan, rests exclusively with the manager of the budgetary unit. Responsibility for regularity and accuracy
of data entry is the responsibility of the person who is authorized to enter the data. Certification and
signing of the accounting documents on the basis of which the data are entered is performed by the
manager of the budgetary unit or a person authorized by him/her in writing. Responsibilities are assigned
from the beginning of the process, i.e. from the creation of the obligation, through the entry of data and
invoices for payment into the system, to payment and reporting.

The Instructions also explain the process of processing data and transactions in the treasury system of
operations, from which it can be seen that there are set rules and levels of control. Also, the Instructions
prescribe the form of forms used in the process.

In practice, there is a clear segregation of duties. Based on information from the FBiH MoF, it is as follows:

- Large budgetary units have access to the ISFU system and enter payment documentation into
the system themselves, while the Treasury Department, as the last step in the process, creates a
payment order and, upon approval, makes the payment.

- Small budgetary units who do not have access to the system, bring documentation related to
payment to the Treasury, which then takes the following steps:

- The Department for accounting methodology and keeping the Treasury's general ledger
controls the submitted documentation (first person), and then the invoice is entered into the
system (second person). After that, the Department for liquidity management and budget
execution withdraws the invoice for payment (third person).

- Thepayment order is signed by the official who prepared the order, the head of the Department
for liquidity management and budget execution, the assistant minister who signs the daily
summary order, then the Minister of Finance and the Prime Minister. The bank will not execute
the order without the signature of the Minister of Finance and the Prime Minister.

In practice, segregation of duties throughout the expenditure process has been established. Most of the
details of this process are included in the Rulebook and Instruction. The steps may need further details in
some areas. Hence, the score for the present dimension is B.

25.2 Effectiveness of expenditure commitment controls

For BCG, controls on the expenditure side are systematically established through the ISFU, i.e., through
treasury operations, so that the FBiH Ministry of Finance has budgetary control of expenditures on
organizational and economic codes. In the ISFU, budgeted amounts are entered for each budgetary unit
separately. Later, budgetary units’ requests are received on a monthly basis and the approved operational
plans are entered, which reduces the available funds. The entire process is coordinated between the
Treasury and Budget Departments and the liquidity committee which includes monitoring of the balance
at the Treasury Single Account. The Department for operational budget management and reporting within
the Budget Department sees and compares the state of funds at all times, and there is no possibility of
approving a larger amount and thereby creating a greater liability than the funds planned in the budget
for that purpose. However, based on the arrears records, there were instances when not all liabilities were
paid in full due to a lack of funds.

197 https:/mrsriks.gov.ba/sites/mrsriks.gov.ba/files/uputstvo_o_izvrsavanju_budzeta_sa_jrt broj 34_16.pdf
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In other central government entities, the commitment controls are implemented at the level of each
institution in line with the legal mandate and the financial management and control rules set centrally by
the MoF, but outside of the ISFU and not in relation to BCG cashflows. Separate rules and practices are in
place for EBUs such as Highways and Roadways which are registered and operate as public enterprises
under local legislation. The processes are more heterogeneous than those described for the BCG.

Controls on the expenditure side are systematically established through the ISFU system. However,
limited BCG arrears still exist as seen in PI-22 while the arrears of social security funds as reported on
Form 7 appear limited compared to cantons, but much higher than for the Federation BCG, suggesting
commitment controls may not be as effective. EBUs such as Highways and Roadways are not known
to carry arrears. Based on the available evidence and consideration of the different practices across the
FBIH CG, the score for the present dimension is B.

25.3. Compliance with payment rules and procedures

According to information from the FBiH Ministry of Finance, for BCG there are no exceptions regarding
payments that do not follow the procedure in practice described in the Segregation of duties. On a sample
of five invoices for five major budgetary units as measured by expenditure in 2021, it can be seen that
two different people are involved in the payment process. For other parts of the CG, the compliance with
payment rules is not singled out in the audit report available for review.

The procedure that exists in practice is always respected. The Rulebook and Instruction are explained
under the Segregation of duties and may need some further details. Using arrears as proxy for compliance
with payments in other institutional units of the CG, there may be exceptions in compliance. Hence, the
score for the present dimension is B.

This indicator assesses the standards and procedures applied in internal audit. Since only consolidated
data for the FBiH public sector is available from the MoF CHU, scores on dimensions PI-26.3 and 26.4 are
assigned based on the available figures. CG internal auditors (BUs and EBUs, including the SSFs) account
for the dominant share of audits carried out and recommendations issued. Coverage is CG at time of
assessment for PI-26.1 and 26.2, for the last completed fiscal year for PI-26.3, and for PI-26.4, for audit
reports that should have been issued in the last three fiscal years (2019, 2020, and 2021).

Indicator/Dimension Score Brief justification of the score
PI-26. Internal audit (M1) C+
26.1. Coverage of internal audit B Internal audit is operational for central government

entities representing 90% of the total budgeted
expenditures and for central government entities
collecting 75% of the budgeted government revenue.

26.2. Nature of audits and standards applied B Internal audit is focused on monitoring and
evaluating the system of internal controls that
includes all financial and non-financial processes
in the organization, its adequacy, functionality, and

effectiveness.

26.3. Implementation of internal audits and B Annual audit programs exist. Most programmed

reporting audits are completed (more then 80%), as evidenced
by the distribution of their reports to the appropriate
parties.

26.4. Response to internal audits C Management provides a partial response to audit

recommendations for majority of entities audited
within twelve months of the report being produced.
Up to one-third of given recommendations is
implemented.

178




The establishment of an internal audit and the introduction of public internal financial control is one of the
requirements based on the document of the European partnership with BiH. By signing the Stabilization
and Association Agreement in 2008, BiH committed to developing internal controls in the public
sector by drafting and adopting appropriate regulations, including financial management and controls,
functionally independent internal audit, and independent external audit systems in BiH, in accordance with
internationally accepted control and audit standards, and EU methodologies and best practices.

Central Harmonization Unit in FBiH was founded in 2010 and is authorized for the development of
internal audit and financial management and control, supervision over the implementation of all relevant
regulations in these areas, and coordination of the establishment and development of a comprehensive
system of internal financial controls in the public sector in the Federation of BiH.

Law on Internal Audit (Article 9) prescribes the criteria for establishing the internal audit function, on the
basis of the: level of organizational classification for the budget and budget users of the FBiH, amount of
the adopted budget, number of employees, complexity of transactions, and degree of risk.

IPA project "Improvement of Public Internal Financial Controls in BiH" (the third in order) supported the
development of a new Methodology for the work of internal audit in the public sector in the Federation
of BiH in accordance with international standards, development and installation of software for internal
audit management, including user training for the use of the software (for the purpose of standardization
of internal audit work), and adoption of amendments to the Rulebook on the conditions for performing
internal audit work in the public sector in the Federation of Bosnia and Herzegovina.

The PFM Strategy in FBiH aims to improve the operational value-adding function of the internal audit
through the following activities: introduce internal audit in accordance with applicable regulations and
international standards for professional internal audit practice, adequately position the internal audit
function, strengthen the HR capacity of internal audit, focus internal audit on ensuring added value in
high-risk areas, and harmonize |A regulations and practices in SOEs.

Furthermore, PFM Strategy in FBiH aims to improve the monitoring of the PIFC system effectiveness
through the following activities: automate PIFC reporting with extended sources and data collection
tools, develop and implement a framework for FMC and IA quality control by the CHU, and strengthen the
analysis and coordination capacity of the CHU.

26.1. Coverage of internal audit

In 2021, the number of systematized units for internal audit and hiring of internal auditors have been
somewhat intensified, however, this function is still not recognized, nor is it given adequate importance,
in numerous organizations. Internal auditors have restrictions on free access to data and to the head of
the organization (e.g. not holding meetings between the head of the organization and internal auditors,
access only to the head's assistants and not to the head himself), they are assigned to perform tasks
that are not specified in the applicable regulations for this area what takes them away from their core
activities (perform internal audits and other work related to internal audit). It is important to note that
the establishment of internal audit units and the work of internal auditors is based on law and by-law
regulations, and the failure to establish and lack of support for the internal audit function results in the
violation of regulations for this area.

21 institutions at the federation level are obliged to establish internal audit units (ministries and public
administration bodies, including the Pension and Disability Insurance Fund, and extrabudgetary units),
and all of them have a systematized unit for internal audit in accordance with the regulations for this area.
In 7 out of 21 institutions, there are at least two internal auditors, in 9 institutions there is only one internal
auditor'®®, and in five institutions there are no internal auditors. At the time of assessment, 29 internal
auditors out of 80 planned internal auditors were employed in FBiH institutions.

198 Which does not comply with international standards of internal audit professional practice
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An internal audit unit is operational in the FBiH Ministry of Labor and Social Policy (2 out of 4 planned
internal auditors employed), FBiH Ministry of Finance (3 out of 4 planned internal auditors employed),
FBiH Ministry for Issues of the Veterans and Disabled Veterans of the Defensive-Liberation War (2 out of 4
planned internal auditors employed), FBiH Ministry of Transport and Communications (2 out of 4 planned
internal auditors employed), FBiH Government (1 out of 4 planned internal auditors employed), FBiH
Ministry of Health (1 out of 4 planned internal auditors employed), and Pension and Disability Insurance
Fund (7 out of 7 planned internal auditors employed). When it comes to extrabudgetary units (2 EBU) the
IAUs are established with 1 out of 3 planned internal auditors employed in the FBiH Institute of Health
Insurance and Reinsurance and 2 out of 3 planned internal auditors employed in the FBiH Employment
Agency.

These Federation institutions (ministries, public administration bodies, and EBUs) represent 90% of the
total expenditures. The FBiH TA as the largest revenue-collecting entity in FBiH collects nearly 75% % of
total FBiH revenues. FBiH TA has fully operational and staffed internal audit unit. Therefore, internal audit
is operational for central government entities representing all of the total budgeted expenditures and for
central government entities collecting most of the budgeted government revenue. Based on the analysis
and supporting evidence the score is B.

26.2. Nature of audits and standards applied

The scope of internal audit, in accordance with Article 3 of the Law on Internal Audit, concerns the
assessment of the adequacy and efficiency of the financial management and control system, in terms of:
risk identification, risk assessment, and risk management by the management of the organization,
fulfilling the tasks and achieving the defined goals of the organization,

economical, efficient and effective use of resources,

compliance with established policies, procedures, laws and regulations,

safeguarding the organization's funds from losses as a result of all types of irregularities

integrity and credibility of information, accounts, and data, including internal and external reporting
processes.

S T

Internal auditors must perform a risk assessment, which is a prerequisite for creating their internal audit
plans.

The internal audit in FBiH is conducted in accordance with the following standards: Internal control
standards in the public sector in the Federation of BiH"°, Handbook for risk assessment and internal
audit planning in the public sector in the Federation of Bosnia and Herzegovina?®, Methodology of internal
audit work in the public sector in the Federation of Bosnia and Herzegovina?', Code of Ethics/Code of
Professional Ethics for Internal Auditors in the Federation of Bosnia and Herzegovina?®?, Standards for the
professional practice of internal auditing with clarifications?®, International Standards for the Professional
Performance of Internal Audit from 2017.

Internal audit is focused on monitoring and evaluating the system of internal controls that includes all
financial and non-financial processes in the organization, its adequacy, functionality, and effectiveness,
which is evidenced through IAU reports submitted to the FBiH CHU.According to the submitted internal
audit reports for 20212, internal auditors mostly performed system audits (which have elements of both,
compliance audits and internal control audits), and the performed audits were grouped as follows:

199 Official Gazette of the Federation of Bosnia and Herzegovina, number: 75/16

200 Official Gazette of FBiH number 106/14

201 Official Gazette of the Federation of Bosnia and Herzegovina, no. 13/12,93/13 and 93/15

202 Official Gazette of the Federation of Bosnia and Herzegovina, number: 93/13

203 Official Gazette of the Federation of BiH number: 93/13

204 http://fotoart.ba/1_fmf/juli2022/Konsolidovani%20izvjestaj%?20interne%20revizije%20za%202021%20%20godinu_bos.pdf
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Table 26.2.B: Internal Audit Areas

Internal Audit Areas: 2020 2021
Operational Audit 133 (26.4%) 215 (33%)
Public Procurement 111 (22.1%) 129 (20%)
Budget Planning and Execution 86 (17.1%) 122 (19%)
Transfers, projects, and subsidies 59 (11.7%) 57 (9%)
Other (IT audits, financial statement audits, ad hoc audits, etc.) 114 (22.7%) 125 (19%)
Total 503 648

Source: Consolidated Internal Audit Report for 2021.

The analysis of submitted annual reports indicates that in 2021 significantly more audits were performed
compared to 2020 (anincrease from 503 to 648), but the largest increase was in the number of performed
operational audits, followed by audits of budget/financial plans. Slightly more audits of public procurements
and other audits were performed, but their share in the total number of performed audits was reduced.
The number of audits of transfers and projects has also decreased, which represents a drawback since
these audits have a greater financial significance and therefore a greater impact on the operations.

Hence, the score for the present dimension is B.

26.3. Implementation of internal audits and reporting

Internal auditors in the public sector in the Federation (including cantons, EBUs, public corporations,
and municipalities) planned 684 audits in 2021 and performed a total of 648 audits (95%). Compared to
2020, there is an evident increase in the number of planned and completed audits. The following table
provides information on the number of planned and realized audits in 2021. When it comes to EBUs,
the Consolidated Report on Internal Audit for 2021 provides information for all EBUs on Federation and
cantonal levels, without further separation on Federation and lower government levels.

Table 26.3.B: Internal audit plans and realization

Number
Number of Number of of realized Planned vs
Internal Audit Units planned internal | realized regular unplanned ) ’
. . . . . realized
audits internal audits internal audits
(ad-hoc)
Ministries and public 106 85 8 80%

administration bodies on
Federation level

Extrabudgetary units on 97 83 7 85%
Federation and cantonal levels

Ad hoc internal audits are carried out in exceptional cases, i.e. if a specific process that is not included in
the audit plan needs to be audited urgently or if the internal audit unit was formed during the year and the
annual audit plan has not yet been approved.

The reasons for not carrying out the planned audits are the reduced number of auditors in the internal
audit unit due to retirement, larger than planned and more complex audit volume, circumstances caused
by the pandemic, the increased workload in the sectors that should have been audited, etc.

Based on the analysis and supporting evidence, the score is C.

26.4. Response to internal audits

The head of the internal audit unit is obliged to prepare an annual internal audit report that contains the
data from the audit reports and information on other activities that have been completed or are in progress
as of December 31 and submit the report within 60 days after the end of the year to the organization's
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head and CHU MoF. If the manager has not been appointed or the unit has not been established, then the
annual report is prepared by an employed internal auditor.

In 2019, internal auditors gave 1595 recommendations, out of which 37% were implemented, 10%
unimplemented, and for the remaining 53% the deadline had not expired.

In 2020, internal auditors performed 503 audits and gave 1872 recommendations, out of which 36% were
implemented, 11% were unimplemented, and for the remaining 53% the deadline had not expired.

In 2021, internal auditors in the public sector in the FBiH performed a total of 648 audits in which they
gave 2746 recommendations, which means that this Consolidated Report contains the most extensive
analysis of the results of the work of internal auditors so far. Of the recommendations given in 2021, 797
(29%) have been implemented, and of the 1,949 unimplemented recommendations, 1,447 are still within
the deadline for implementation. There were 502 recommendations whose deadline for implementation
had expired, that is, about 18% of the total recommendations given, which is a significant increase
compared to 11% in 2020. Given that, in accordance with Article 8 of the Law on Internal Audit, the head of
the organization is responsible for the establishment and functioning of an adequate and efficient internal
audit function, as well as for the implementation of given recommendations, it is necessary for managers
to take a more responsible approach to the implementation of given recommendations.

The latest report for 2022 was consulted to ensure the status of issued recommendations for the previous
2019-2021 period that were marked as unexpired. Hence, the information provided in the latest 2022 report
does not demonstrate any change in the number of implemented or unimplemented recommendations.

During the adoption of the Consolidated Internal Audit Report for 2021, the Government of the Federation
at the session held on July 7, 2022. adopted Conclusion V. number: 1043/2022, which among other things,
instructs the heads of the internal audit units to prepare reviews of unrealized recommendations whose
implementation deadline has expired and submit them to the manager/management organizations, so
that managers would more responsibly approach the implementation of given recommendations to
improve operations.

Reasons for not implementing the recommendations, among others, are: lack of understanding of the
proper accounting transactions related to the assets, lack of financial resources, lack of professional
staff, as well as the absence of employees due to sick leave and bad epidemiological situation, change of
management in the organization, dismissal of the Audit Committee and the director of the Internal Audit
Department, and the non-appointment of the new members, the lack of manpower, the current limitation
of the manager on the preparation of the procedures themselves due to the current/increased volume of
work, the implementation of recommendations under the jurisdiction of other institutions or founders,
the implementation of certain recommendations is related to the adoption of the Budget, new rules and
regulations are dependent on the adoption of new Law amendments, etc.

Based on the analysis and supporting evidence, the score is B.
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This pillar analyzes whether accurate and reliable records are maintained and whether information is produced
and disseminated at appropriate times to meet decision-making, management, and reporting needs.

Overall performance: key strengths and weaknesses

Timely bank account reconciliation is facilitated by comprehensive coverage of the TSA. Reconciliation
of advance accounts takes place at least monthly, within a month of the end of each month. All advance
accounts are cleared in a timely way.

ISFU is used to produce quarterly in-year budget reports that provide a consolidated picture of all revenues
and expenditures and progress against the approved budget. They are issued within 8 weeks from the end
of each quarter. Coverage and classification of reports allow direct comparison to the original budget. The
modified accrual basis is used as a basis for recording budget revenues and expenditures in FBiH. The
modified accrual basis implies accounting records of income in the period when they become available
and measurable, and expenses at the time of the commitment. There are some concerns regarding data
accuracy, but the data is useful for analysis of budget execution.

Financial reports for the budgetary central government which contain information on revenue, expenditure,
financial and tangible assets, liabilities, guarantees, and long-term obligations supported by reconciled
cash flow statement are prepared annually and are comparable with the approved budget. Consolidated
annual reports are submitted for external audit within 3 months of the end of the fiscal year. The IPSAS
standards have not yet been officially adopted and the standards used in preparing annual financial
reports are not disclosed.

To ensure better accuracy of data from various reports, the PFM Strategy in FBiH 2021-2025 aims to
upgrade the treasury system, establish a mechanism for continuous updating of the treasury application,
and to digitize quarterly reporting. Furthermore, the introduction of IPSAS standards is foreseen by the
PFM strategy.

This indicator assesses the extent to which treasury bank accounts, suspense accounts, and advance
accounts are regularly reconciled and how the processes in place support the integrity of financial data.
Coverage is CG for PI-27.1 and BCG for PI-27.2,27.3 and 27.4. Time period is at time of assessment for all
four dimensions, specifically covering the preceding fiscal year for PI-27.1, 27.2 and 27.3.

Indicator/Dimension Score Brief justification of the score
PI-27. Financial data integrity (M2) A
27.1. Bank account reconciliation A Bank reconciliation for all active central

government bank accounts takes place at least
weekly at aggregate and detailed levels, usually
within one week from the end of each week.

27.2. Suspense accounts N/A There are no suspense accounts.

27.3. Advance accounts A Reconciliation of advance accounts takes place
at least monthly, within a month of the end of
each month. All advance accounts are cleared in a
timely way.

27.4. Financial data integrity processes B Access and changes to records is restricted and
recorded, and results in an audit trail.
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27.1. Bank account reconciliation

The FBiH Ministry of Finance receives bank statements on a daily basis for balances on open bank
accounts with four commercial banks (Union bank d.d. Sarajevo, Sberbank BH d.d., Privredna banka
Sarajevo d.d. Sarajevo and Intesa Sanpaolo Bank d.d. BiH). The Consolidated Budget Execution Report,
which is prepared on a semi-annual (not published) and annual (published) basis, reports on the balance
of funds in the TSA, in transaction accounts opened with commercial banks, and in earmarked and donor
transaction accounts opened with Depozitna banka - Union banka d.d. Sarajevo.

The Ministry maintains auxiliary tables for all accounts that are part of the TSA, in which changes in
balance are visible on a daily basis. The bank statements are also reconciled with the balance in the
Treasury's General Ledger. If there is any discrepancy between the data received from the bank and
the books maintained by the Ministry, they are immediately investigated (internally/with the bank) and
resolved without any delay (very often, by the end of the day).

Table 27.1.B: Bank account reconciliation

Bank account

Frequency of reconciliation

Timeline for reconciliation

account

Union bank Daily, i.e., with every change in the Usually within a week from the end
account of each week
Sberbank BH Daily, i.e., with every change in the Usually within a week from the end

of each week

Privredna banka

Daily, i.e., with every change in the
account

Usually within a week from the end
of each week

Intesa Sanpaolo Bank

Daily, i.e., with every change in the
account

Usually within a week from the end
of each week

Hence, the score for the present dimension is A.

27.2 Suspense accounts
There are no suspense accounts. The dimension is N/A.

27.3. Advance accounts

Advance invoices are entered into the system according to special procedures, paid from regular
accounts, and upon receipt of the invoice, they are matched with already paid advances, which charges
the appropriate expense account in the system and closes the claim for the advance.

Reconciliation of advance accounts takes place at least monthly, within a month of the end of each month.
The report on the amount of advance payments (together with reconciliation dates) as of the end of 2021
is available as evidence (at the end of 2021, the amount of advance payments is 0.00 BAM). All advance
accounts are cleared in a timely way. Hence the score is A.

27.4. Financial data integrity processes

There are documented procedures that regulate access to the ISFU system and data entry and changes.
The integrity of financial data is ensured by restricting access to the ISFU, and only persons with assigned
access can enter data and make changes, where the trail of those changes is visible and linked directly
to the person making the changes (audit trail). There is no team that monitors data entry and changes. If
there is a need for verification and control, the Budget Inspection is responsible. Hence, the score for the
present dimension is B.
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This indicator assesses the comprehensiveness, accuracy, and timeliness of information on budget
execution. In-year budget reports must be consistent with budget coverage and classifications to allow
monitoring of budget performance and, if necessary, timely use of corrective measures. Coverage is BCG
for the last completed fiscal year (2021).

Indicator/Dimension Score Brief justification of the score
PI-28. In-year budget reports (M1) C+
28.1. Coverage and comparability of reports A The FBiH Ministry of Finance prepares official

reports during the year in the same format as the
original annual budget - that is, by economic and
administrative classification — and they represent
spending in both the commitment phase and the
disbursement phase. These reports are directly
comparable to the original budget. Information
includes all items of budget estimates.

28.2. Timing of in-year budget reports C Budget execution reports are prepared quarterly
and issued within 8 weeks from the end of each
quarter.

28.3. Accuracy of in-year budget reports C There may be concerns regarding data accuracy.

Data is useful for the analysis of budget execution.
Information on expenditure is covered at both
commitment and payment stages.

The FBiH Ministry of Finance is responsible for ensuring the functioning of the system for the adoption
and application of accounting procedures, preparation of reports on the execution of the FBiH budget,
reporting by budget beneficiaries, and management of the Single Treasury Account and the Treasury
General Ledger system. Reports on the execution of the FBiH budget are prepared in accordance with the
Rulebook on Financial Reporting and Annual Budget Calculation in FBiH while accounting records in the
Treasury General Ledger are made in accordance with the Rulebook on Budget Accounting in FBiH.

The MoF is responsible for consolidated quarterly reporting for the FBiH Government. The treasury
operations system was implemented 20 years ago and in 2019 the MoF started fine-tuning the system.
In addition, the system requires upgrade on an ongoing basis. Currently, the MoF does not upgrade the
application on an ongoing basis and does not have policies for upgrading the treasury application, which
the SAI FBIH warned about a long time ago.

To ensure better performance of the treasury application, as well as the accuracy of data from various
reports, the PFM Strategy in FBiH 2021-2025 aims to upgrade the treasury system, establish a mechanism
for continuous updating of the treasury application/program/system, and digitize quarterly reporting.

28.1. Coverage and comparability of reports

The FBiH Ministry of Finance prepares official reports during the year in the same format as the original
annual budget - that is, by economic and administrative classification — and they represent spending in
both the commitment phase and the disbursement phase. Coverage and classification of data allow direct
comparison to the original budget. Information includes all items of budget estimates. There are no units
that qualify as deconcentrated units as per PEFA criteria. Hence, the score for the present dimension is A.

28.2. Timing of in-year budget reports

The Rulebook on Financial Reporting requires that budget execution reports be prepared on a quarterly
basis; quarterly reports for 2021 were prepared and submitted to the FBiH Government within 8 weeks
after the end of each quarter. Publication dates are as follows: | quarter — May 612021, Il quarter — August
19t 2021, Il quarter — November 11, 2021. Monthly reports are also prepared for the needs of the Minister
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of Finance and the IMF. Annual reports on budget execution are submitted to the FBiH. Government and
are published on the website after adoption. Hence, the score for the present dimension is C.

28.3. Accuracy of in-year budget reports

Official reports prepared by the FBiH Ministry of Finance are drawn directly from the treasury system, so
there should not be any doubts about the completeness and accuracy of the information on cash receipts
and expenditures. The reports contain some useful commentary and analysis regarding trends in key
revenue and expenditure categories.

In accordance with the provisions of the Law on the Treasury, the recognition of revenues and receipts, and
expenditures in the General Ledger of the Treasury, is carried out according to the accounting principles of
the modified occurrence of events, according to which revenues are recognized when they are measurable
and available, and expenses are recorded in the period to which they relate.

However, based on the Audit report, the report on the execution of the FBiH Budget for 2021 was not
prepared in accordance with the provisions of the Law on Budgets in the FBiH because it does not contain
explanations of major deviations, the beginning and ending balance of assets, liabilities, and sources
of ownership, and it does not contain data on all changes related to borrowing and debt management.
Therefore, there are some concerns regarding data accuracy, but the data is useful for analysis of budget
execution.

Hence, the score for the present dimension is C.

This indicator assesses the extent to which annual financial statements are complete, timely, and
consistent with generally accepted accounting principles and standards. This is crucial for accountability
and transparency in the PFM system. Coverage is BCG for the last completed fiscal year (2021) for PI-
29.1, the last annual financial report submitted for audit for PI-29.2, and the last three years’ financial
report for PI-29.3 (2019, 2020, and 2021).

Indicator/Dimension Score Brief justification of the score
PI-29. Annual financial reports (M1) D+
29.1. Completeness of annual financial A Financial reports for the budgetary central
reports government for 2021 are comparable with the

approved budget. They contain full information on
revenue, expenditure, financial and tangible assets,
liabilities, guarantees, and long-term obligations,
and are supported by a reconciled cash flow
statement.

29.2. Submission of reports for external audit A Financial reports for the budgetary central
government for 2021 were submitted for external
audit within 3 months of the end of the fiscal year,
on 16th March 2022.

29.3. Accounting standards D The standards used in preparing annual financial
reports are not disclosed. The IPSAS standards
are not yet adopted.

So far modified accrual basis is used as a basis for recording budget revenues and expenditures of the
FBiH Government. The modified accounting basis implies accounting records of income in the period
when they become available and measurable, and expenses at the time of the commitment.

IPSAS is currently not used by the MoF. These standards represent a complex process whose
implementation is time-consuming even in more developed countries. The FBiH Ministry of Finance aims
to start the implementation process, where the first step is to conduct a gap analysis for which donor
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funds have already been secured. An EU project is underway, through which financial and professional
assistance will be provided for the development of an action plan for the implementation of IPSAS.

In order to improve the efficiency of accounting and the use of public funds, the PFM Strategy in FBiH
2021-2025 aims to introduce IPSAS in the FBiH, issue instructions on the methods of bookkeeping,
financial reporting, and annual financial statement for development and investment projects, which are
implemented through earmarked accounts for special transactions that are not part of the FBiH TSA, and
increase the transparency of the use of public funds (recipients of grants and transfers).

29.1. Completeness of annual financial reports

Annual reports for 2021 are comprehensive for BCG and include information on revenues, expenditures,
financial and non-financial assets, liabilities (and long-term liabilities), guarantees, as well as reconciled
cash flow. The annual reports are directly comparable to the approved budget. Annual reports contain also
the detailed information on foreign debt servicing, which includes detailed data on the funds provided for
foreign debt servicing, as well as data on realized payments, with a comparison of execution in relation to
the budget repayment plan, as well as the state of foreign debt of FBiH at the end of the reporting period.

Table 29.1.B: Financial reports of BCG the FBiH Government

Content of annual financial report (Y/N): .
Reconciled
Date annual report . - -
. . . Expenditures Financial and cash flow
Financial report submitted for . Guarantees
. and revenues non-financial statement
external audit . and long-term
by economic assets and .2 (Y/N)
. . PR obligations
classification liabilities
Annual budget 16th March 2022 Y Y Y Y
execution report

Hence, the score for the present dimension is A.

29.2. Submission of reports for external audit

The annual financial statements of the budgetary central government for 2021 were submitted for external
audit within three months after the end of the year, on 16th March 2022 (as shown in Table 29.1.B). Hence,
the score for the present dimension is A.

29.3. Accounting standards

The IPSAS standards, whose implementation was part of the Strategy of Public Finance Management
Reform for the period 2017-2020 in FBiH, are not yet adopted. Therefore, its implementation is also an
integral part of the new Strategy of Public Finance Management Reform 2021-2025. It is planned to
introduce IPSAS standards through three phases containing seven sub-activities, and the deadline for the
last phase is 2025.

According to the information presented by the authorities from the Ministry of Finance, in 2021, a GAAP
analysis was performed for the application of the IPSAS standard. Also, an EU project is underway, through
which financial and professional assistance will be provided for the development of an action plan for the
implementation of IPSAS.

The latest Law on Accounting and Auditing in the FBiH, which entered into force on March 4, 2021, does
not regulate the procedure in cases of non-adoption of IPSAS, while the earlier Law on Accounting and
Auditing in the FBIiH stipulated that until the publication of the IPSAS, budget users and extrabudgetary
funds will apply special regulations for budget users and extrabudgetary funds in the field of accounting
and auditing in the public sector. The standards used in preparing annual financial reports are not
disclosed. Hence, the score for the present dimension is D.
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This pillar analyzes whether public finances are independently reviewed and is there an external follow-up
on the implementation of recommendations for improvement by the executive.

Overall performance: key strengths and weaknesses

The Supreme Audit Institution of the Federation of BiH (SAI FBiH) is obliged to conduct the annual audit of
institutions, cantons, municipalities, and cities, as well as institutes, extrabudgetary funds, and agencies,
and public companies in the Federation of BiH. According to the Registry of entities, the jurisdiction of the
SAI FBiH includes over 2,000 entities in the Federation of BiH. Every year, a financial and compliance audit
of the FBiH Parliament, the President of the FBiH, the FBiH Government, and its ministries are carried out
(a total of 20 mandatory audits). When conducting audits, the standards of the International Organization
of Supreme Audit Institutions (INTOSAI) and auditing standards of the International Federation of
Accountants (IFAC) are applied.

Financial reports including revenue, expenditure, assets, and liabilities of all central government entities
have been audited using International Standards of Supreme Audit Institutions (ISSAls) during the last
three completed fiscal years. The audits have highlighted any relevant material issues and systemic and
control risks. Audit reports were submitted to the legislature within six months from receipt of the financial
reports by the Supreme Audit Institution for the last three completed fiscal years. A formal response was
made by the executive or the audited entity on audits for which follow-up was expected, during the last three
completed fiscal years. Only one-third of the given recommendations are fully implemented. Although the
SAI FBIH has been pointing out problems in the management and disposal of public funds for a number of
years and has accordingly issued recommendations, a significant number of recommendations have still
not been implemented. A large number of unimplemented recommendations are of a systemic nature,
which is why the identified irregularities are repeated year after year. The SAl operates independently
from the executive with respect to procedures for the appointment and removal of the Head of the SA|,
the planning of audit engagements, arrangements for publicizing reports, and the approval and execution
of the SAl's budget. This independence is assured by law. The SAl has unrestricted and timely access to
records, documentation, and information. However, the SAI FBiH is not included in the FBiH Constitution
as provided by the INTOSAI Framework for Professional Disclosures.

The Parliamentary Committee of the FBiH Parliament is responsible for the audit review and hearings
on audit findings of budget users, extrabudgetary units, and public companies, institutes, and agencies.
However, scrutiny of audit reports on consolidated annual financial reports has not been completed
by the legislature in the assessed period. In-depth hearings on key findings of audit reports take place
occasionally, usually in groups, with the SAl representatives and representatives of the subjects of the
audit. The legislature issues recommendations on actions to be implemented by the executive. Committee
reports are published on the official website of the FBiH Parliament.

The PFM Strategy in FBiH 2021-2025 aims to ensure the autonomy, mandate, and organization of the
SAl FBiH through the constitutional and legal frameworks, and ensure compliance in practice, strengthen
the SAl's institutional capacity including greater coverage of relevant entities, continue to strengthen
audit performance by performing high-quality audits and applying the INTOSAI Professional Disclosure.
Furthermore, the PFM Strategy aims to strengthen communication with key actors such as auditees,
legislatures at all levels of government, law enforcement agencies, the media, and public in order to
increase the impact of the audit.
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This indicator examines the characteristics of external audit. Coverage is CG for the last three completed
fiscal years for PI-30.1, 30.2, 30.3 (2019, 2020, and 2021) and at time of assessment for PI-30.4.

Indicator/Dimension Score Brief justification of the score
PI-30. External audit (M1) C+
30.7. Audit coverage and standards A Financial reports including revenue, expenditure,

assets, and liabilities of all central government
entities have been audited using ISSAls during the
last three completed fiscal years (2019, 2020, and
2021). The audits have highlighted any relevant
material issues and systemic and control risks
with a special focus on managing funds during the
Covid-19 pandemic.

30.2. Submission of audit reports to the C Audit reports were submitted to the legislature
legislature within six months from receipt of the financial
reports by the Supreme Audit Institution for 2020
and 2021, while for audit report from 2019 it took
slightly more than 6 months (6 months and 13
days).

30.3. External audit follow-up C Subjects of the audit are obliged to submit a
response on the actions taken to the SAl within
60 days of receiving the final report, in order to
overcome the weaknesses, irregularities, and
violations identified in the audit report. In 2019,
two audit subjects did not submit a response

on the actions taken after the conducted audits,
in 2020, ten audit subjects did not submit a
response on the actions taken. In 2021, five audit
subjects did not submit a response on the actions
taken. Around one-third of recommendations is
implemented each year.

30.4. Supreme Audit Institution A The SAl operates independently from the executive
independence with respect to procedures for the appointment
and removal of the Head of the SAl, the planning
of audit engagements, arrangements for
publicizing reports, and the approval and execution
of the SAl's budget. This independence is assured
by law. The SAl has unrestricted and timely access
to records, documentation and information.

The FBiH SAl's constitutional, functional, operational, and financial independence is laid down in the Law
on Audit of Institutions in the FBiH. Under this Law, the annual budget of the FBiH Audit Office is approved
by the Parliamentary Committee responsible for audit, while the MoF should, upon approval, include it
in the FBiH Budget. The activities undertaken by the Office in the previous period had positive results in
terms of non-interference of the executive branch of government in the work and budget of the Office,
which should be maintained, including the focus on the importance of the independence of the Office.
However, the SAI FBiH is not included in the FBiH Constitution as provided by the INTOSAI Framework for
Professional Disclosures.

The Law on Audit of Institutions in the FBiH authorizes the Auditor General to adopt an annual audit plan
to be submitted to the Parliamentary Audit Committee in the form of an information paper; the FBiH
Parliament or the Audit Committee may require the Office to conduct a special audit (where the financial
means for such audits must be secured).
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The PFM Strategy in FBiH 2021-2025 aims to ensure the autonomy, mandate, and organization of the
SAI FBiH through the constitutional and legal frameworks, and ensure compliance in practice, strengthen
the SAl's institutional capacity to ensure that the audit is conducted in accordance with the INTOSAI
Framework for Professional Disclosures, including greater coverage of relevant entities (strengthen the
SAl's institutional capacity in the HR area and in the area of IT technologies), continue to strengthen
audit performance by performing high-quality audits and applying the INTOSAI Professional Disclosure
Framework (align the methodology with INTOSAI's Professional Disclosure Framework, conduct quality
control activities to ensure that audits are conducted in accordance with INTOSAI standards, implement
systematic monitoring of compliance with the recommendations issued in audit reports in order to
increase accountability, transparency, and efficiency in the public sector).

30.1. Audit coverage and standards

The Supreme Audit Institution of the Federation of BiH (SAI FBiH) is obliged to conduct the annual audit of
institutions, cantons, municipalities, and cities, as well as institutes, extrabudgetary funds, and agencies,
and public companies in the Federation of BiH. According to the Registry of entities, the jurisdiction of
the SAI FBiH includes over 2,000 entities in the Federation of BiH. Every year, a financial audit of the
FBiH Parliament, the President of the FBiH, the FBiH Government, and its ministries are carried out (a
total of 20 mandatory audits). When conducting audits, INTOSAI standards of supreme audit institutions
and auditing standards of the International Federation of Accountants (IFAC) are applied. The FBiH Audit
Office has a total of 72 employees (57 auditors) and is responsible for financial audits, performance
audits, and other specific audits in the FBiH.

Over the last three years, there has been an upward trend in the number of audited entities, from 82
financial audits in 2019 to 101 in 2021. However, with respect to the FBiH central government, the number
of audited subjects increased by three, from twenty-four in 2019 to twenty-seven in 2020. During the audit
in 2021, special attention was given to entities that managed significant funds and programs to mitigate
the negative consequences caused by the COVID-19 pandemic.

Table 30.1.B: Number of audited subjects

. . Total number of audited subjects
Subject of Audit

2019 2020 2021
Report on the financial audit of the 24 24 27
Consolidated Budget Execution Report and
other budget users
Canton and cantonal budget users 15 17 17
Cities and municipalities 8 7 19
Agencies, funds, and other public institutions 17 24 17
Public enterprises 18 17 21
TOTAL: 82 89 101

Source: https.//www.vritbih.ba/izviestaj-o-aktivnostima

Financial audit includes financial statements audit, as well as the compliance of activities, financial
transactions, and information presented in financial statements with laws and regulations. For the sake of
more transparent reporting, two opinions are given: on the reliability of financial reports and on compliance
of activities, financial transactions, and information with laws and regulations. The annual reports that
are the subject of the external audit contain full information on revenues and expenditures, assets and
liabilities, as stated in PI-29.1.B.

When it comes to the structure of audit opinions, the majority of audited entities were given an unqualified
opinion with emphasis of matter, especially in relation to compliance with laws and regulations. The FBiH
Consolidated Budget Execution Report for 2019 and 2021 was given a qualified opinion and for 2020 an
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unqualified opinion. It is noticeable that there is a decrease in the number of entities that were given a
negative opinion, from 17% in 2019 to 10% in 2021.

The financial audit is performed in two parts; the first part is the preliminary audit, which is carried out
from October-January, while the final audit is carried out after the submission of the financial statements,
and the final deadline is determined by the audit plan.

In the preliminary audit, the application of the recommendations from earlier audits is monitored, the
measures taken based on those recommendations are analyzed, and other activities are carried out in
accordance with the methodology. After the completion of the preliminary audit, in accordance with the
International Auditing Standard, important deficiencies in internal controls, discovered during the audit,
are communicated to the manager of the subject of the audit. In the final audit, final tests are performed
and a draft financial audit report is prepared. With the aim of ensuring quality, the expert panel of the SAl
reviews draft reports, and conducts internal discussions with auditors. Reports are discussed by subject
groups, i.e. by their affinity, to ensure consistency. The final drafts of the report are submitted to the
audited subjects for comments. After the declaration, a final report on the performed audit is prepared
and submitted, and published on the website, in accordance with the Law on Auditing. The parliamentary
commission responsible for the audit organizes public hearings of the audited entities, attended by the
SAl representatives. The goal is to listen to the reasons for the identified irregularities and to report and
give conclusions to the FBiH Parliament, which can, based on the findings and recommendations of the
audit, reduce the budget of one or more institutions or take other appropriate corrective measures.

Due to limited human resources, that is, the engagement of available audit staff for the implementation
of the Audit Plan for 2019/2020, in 2020 the planned quality assurance control of the financial audit for
2019 was not carried out.

Hence, the score for the present dimension is A.

30.2. Submission of audit reports to the legislature

Subjects of the audit are obliged to submit annual financial reports to the SAI by the end of June, and the
SAl is obliged to submit revised reports to the FBiH Parliament within 90 days, the latest by the end of
September. The following table shows the submission dates of the FBiH Budget Execution Report to the
SAI FBIH, as well as the submission dates of the audited report to the FBiH Parliament.

Table 30.2.B: Timing of audit reports submission to the legislature

Fiscal years Dates of receipt of th.e financial reports Dates 9f submission of thg financial
by the audit office audit reports to the legislature
2019 March 16,2020 September 29, 2020
2020 March 16, 2021 July 27,2021
2021 March 16, 2022 September 1, 2022

Audit reports were submitted to the legislature within six months from receipt of the financial reports
by the Supreme Audit Institution for 2020 and 2021, while in 2019 it took slightly more than 6 months (6
months and 13 days). Hence, the score for the present dimension is C.

30.3. External audit follow-up

Subjects of the audit are obliged to submit a response on the actions taken to the SAI within 60 days of
receiving the final report, in order to overcome the weaknesses, irregularities, and violations identified
in the audit report. In 2019, two audit subjects did not submit a response on the actions taken after the
conducted audits, in 2020, ten audit subjects did not submit a response on the actions taken. In 2021, five
audit subjects did not submit a response on the actions taken.

When it comes to the evaluation of the undertaken actions according to the given recommendations, it is
not possible to carry out it at every subject of audit, because there is a gap of several years between two
audits, or the audit is being performed for the first time.
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Althoughthe SAI FBIH has been pointing out problems in the management and disposal of public funds fora
number of years and has accordingly issued recommendations, a significant number of recommendations
have still not been implemented. A large number of unimplemented recommendations are of a systemic
nature, which is why the identified irregularities are repeated year after year. The following table provides
information on the recommendations’ implementation over the 2019-2021 period.

Table 30.2.B: Timing of audit reports submission to the legislature

Year reco'\::rw::c;:tfions Implemented imI;Iaer rtriaelrlxe d Unimplemented Expired
2019 1521 27% 21% 46% 6%
2020 1612 40% 18% 37% 5%
2021 1541 39% 15% 39% 7%

Based on the analysis and supporting evidence, the score for the present dimension is C.
30.4. Supreme Audit Institution independence

Table 30.4.B: Elements of SAl independence

Met
Element/ Requirements Evidence used/Comments
(Y/N)

1.The SAl operates independently

from the executive with respect

to:

- procedures for the appointment Y The Law regulates the appointment and removal of the AG

and removal of the head of the SAI and DAGs. Both positions are appointed by Parliament after
implementing a clearly defined application and selection procedure
and are appointed for a term of seven years without the possibility of
re-appointment. The appointment procedure is carried out through
the parliamentary selection committee.

- the planning of audit Y SAl can decide on their work programs without external interference.

engagements

- arrangements for publicizing Y SAl has appropriate legal rights and obligations to report on their

reports work and to make their reports public.

- the approval and execution of N Laws satisfactorily enable the financial independence of the audit

the SAl's budget. office. However, there was no compliance with the law in the
Federation in 2016 and 2019. Also, when it comes to changes to the
budget during the year, and the execution of payments to the audit
office, the MoF has a role in this and can potentially reject requests.

2. This independence is assured Y Supreme audit institutions in BiH do not have a foundation in the

by law. Constitution. Although the independence of the Auditor General and
Deputy Auditor General does not have a constitutional foundation,
the laws provide a satisfactory level of independence protection for
the AG and DAG.

3. The SAl has unrestricted Y SAI FBiH has appropriate statutory powers to access the

and timely access to records, documents, information, and premises and this is respected in

documentation and information practice.

for:

- all audited entities Y

Hence, the score for the present dimension is A.
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This indicator focuses on legislative scrutiny of the audited financial reports of the central government,
including institutional units, to the extent that either (a) they are required by law to submit audit reports to
the legislature or (b) their parent or controlling unit must answer questions and take action on their behalf.
Coverage is CG for the last three completed fiscal years (2019, 2020, and 2021).

Indicator/Dimension Score Brief justification of the score

PI-31. Legislative scrutiny of audit reports D+
(M2)

31.71. Timing of audit report scrutiny D Legislative scrutiny of Audit Report of FBiH Budget
Execution Report for 2019, 2020 and 2021 has not
been completed by the legislature in the assessed
period. Legislative scrutiny of 25 audit reports
from 2019, 43 audit reports from 2020, and 14
audit reports from 2021 was conducted within 3,
6, and 3 months, respectively.

31.2. Hearings on audit findings B In-depth hearings on key findings of most audit
reports that received qualified or adverse opinions
are held regularly with the SAl representatives and
representatives of the subjects of the audit.

31.3. Recommendations on audit by D FBiH Parliamentary Committee in the Sessions’
legislature Conclusions endorses SAlI FBIH recommendations
and refers only to the degree of recommendations
implementation issued by the external auditors.

The Parliamentary Committee in their Report
for 2019 and 2020 particularly points out that
a significant number of recommendations
issued by auditors have not been implemented
or have been partially implemented, which
means that previously addressed failures and
irregularities have not been eliminated. The
Parliamentary Committee did not provide any
information regarding implementation of auditors’
recommendations by the subjects of audit for
2021.

31.4. Transparency of legislative scrutiny of C The Committee sessions are attended by the
audit reports auditor general, the deputy auditor general,

the audit team leaders, representatives of

the institutions, and media representatives.
Committee reports are published on the official
website of the FBiH Parliament.

The Parliamentary Committee of the FBiH Parliament is responsible for the audit review and hearings on
audit findings of budget users, extrabudgetary units, and public companies, institutes, and agencies.

The PFM Strategy in FBiH 2021-2025 aims to continue to strengthen audit performance by performing
high-quality audits and applying the INTOSAI Professional Disclosure Framework through strengthening
communication with key actors such as auditees, legislatures at all levels of government, law enforcement
agencies, the media, and public to increase the impact of the audit.

31.1. Timing of audit report scrutiny

The Law on the Audit of Institutions in the FBiH (Article 16) prescribes the timing for submitting the
financial statements of the SAI FBiH. The Rules of Procedure of the Joint Committee of the FBiH Parliament
for Audit and the accompanying Instructions for Reviewing and Analyzing Audit Reports, which were
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officially adopted in November 2009, prescribe the timing for each step that the Parliamentary Committee
responsible for the audit should undertake in the course of its audit reports consideration. The review
process should begin on July 1T and end by October 31.

In 2019, the Parliamentary Committee dedicated some time to the consideration of audit reports from
2017 and 2018, as it was given priority according to the recommendation of SAI FBiH. For the year 2019,
twenty-five financial audit reports (19 mandatory audit reports and 6 audit reports of the public enterprises,
institutes, and extrabudgetary funds) were submitted by the SAI FBiH until the end of September 2020,
and all of them were considered and adopted by the Parliamentary Committee in November 2020. The
Report on the Budget Execution of FBiH for 2019 and 2021 was never adopted by the FBiH government.

For the year 2020, SAI FBiH submitted 1071 financial audit reports to the Parliament of FBiH by the end of
September 2021, out of which an Audit Report on the FBiH Budget Execution for 2020, 25 audit reports
of budget users, 8 audit reports of extrabudgetary funds and agencies, and 10 audit reports of public
enterprises were considered by the Parliamentary Committee. The audit reports for 2020 considered
by the Parliamentary Committee were adopted in March 2022. Legislative scrutiny of 14 audit reports
(mandatory audit reports of institutions on the level of FBiH) from 2021 was conducted within three
months from the receipt of the audit reports, in October and November of 2022.

The Audit Report of the Consolidated Budget Execution Report of FBiH Government for 2019, 2020, and
2021 was not adopted by the Parliament of FBiH (it was not on the agenda at all), neither by the House of
Representatives nor the House of Peoples, according to the meeting minutes of the sessions held in the
mandate period 2018-2022. Hence, the score for the present dimension is D.

31.2 Hearings on audit findings

During the public hearings of the subjects of the audit in 2019, the Parliamentary committee decided to
omit those subjects that have an unqualified opinion on both the financial reports and compliance with legal
regulations, due to audit reports from 2017 and 2018 that were not previously subject of the audit review.

Public hearings of the subjects of the audit that received qualified opinion or adverse opinion for 2017,
2018, and 2019, were held in October 2020.2%5 Public hearings of the subjects of the audit that received
qualified opinion for 2020 were held in July, November, and December of 2021. There were no adverse
opinions on annual reports in 2020. Public hearings of the subjects of the audit for 2021 is that received
qualified opinion was held in October and November 2022.

Representatives of all invited audited institutions attended the public hearings?®. The members of the
Committee expressed their satisfaction due to the seriousness that the institutions demonstrate on the
matter, with the presence of managers and officials of the highest rank of the audited institution.

In-depth hearings on key findings of audit reports take place with representatives of the most subjects
of audit that received qualified or adverse opinion or disclaimer and with the SAl representatives.
Hence, the score for the present dimension is B.

205 Full list of entities audited is available in Table 30.1.B.

206 In 2020, the following institutions and public companies attended public hearings: Operator for renewable energy sources and
efficient cogeneration, Pretis d.d. Vogosca, Tax Administration of FBiH, Development Bank of BH, Institute of Health Insurance and
Reinsurance of FBiH, Fund for Professional Rehabilitation and Employment of Persons with Disabilities, Institute of Public Health of
FBiH, FBiH Administration of Civil Protection, Report on Budget Execution of FBiH, FBiH Institute for Pension and Disability insurance,
Unis Group company for transport and services, Company of transport devices energetik Tuzla, Zeljeznice FBiH doo Sarajevo,
Institute for the care of mentally disabled persons Drin Fojnica, Institute for the care of mentally disabled children and youth Pazari¢,
FBiH Employment Agency, Protective Fund FBiH, Fund for Environmental Protection FBiH, FBiH Directorate of Commodity Reserves,
FBiH Agency for Management of Confiscated Assets, Service for Joint Affairs of Bodies of FBiH, Elektroprivreda BiH, Elektroprivreda
Croatian Community of Herceg Bosne Mostar, Highways FBiH Mostar, Operator - Terminals FBiH, Business System Vitezit.

In 2021 the following institutions’ representatives attended public hearings: Report on the financial audit of the President and two
vice-presidents of FBiH, Report on the financial audit of the Government of FBiH - General Secretariat, FBiH Ministry of Energy, Mines
and Industry, FBiH Ministry of Environment and Tourism, FBiH Ministry of Transport and Communications, FBiH Ministry of Health,
FBiH Ministry of Finance.

For 2019, only the information on the number of audited subjects that attended public hearings was available (15 in total).
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31.3. Recommendations on audit by legislature

Audit reports include the recommendations of the Supreme Auditor on the actions to be taken by the
government and responsible institutions. The Parliamentary Committee usually adopts these reports
without amendments.

Budget users are required to report to Parliament on the actions they take to implement the
recommendations. Feedback indicates, however, that the degree of recommendations implementation
is limited.

Monitoring of the implementation of financial audit recommendations for the previous year takes place
on an annual basis and is published in the institution's financial audit report (chapter implementation of
recommendations), while performance audit recommendations are monitored after a certain period of
time has passed since the publication of the report.

FBiH Parliamentary Committee in the Sessions’ Conclusions endorses SAl FBIH recommendations and
refers only to the degree of recommendations implementation issued by the external auditors.

The Parliamentary Committee in their Report for 2019 and 2020 particularly points out that a significant
number of recommendations have not been implemented or have been partially implemented, which
means that previously addressed failures and irregularities have not been eliminated. Considering that
a similar situation was in the previous years, the Committee concludes that the implementation of the
recommendations is not at a satisfactory level and that in the coming period, activities and measures
should be taken to implement them, all with the aim of more efficient and effective use of public money.
At the time of assessment, the Parliamentary Committee did not provide any information regarding
recommendations implementation by the subjects of audit for 2021.

Hence, the score for the present dimension is D.

31.4. Transparency of legislative scrutiny of audit reports

The Committee sessions are attended by the auditor general, the deputy auditor general, the audit team
leaders, representatives of the institutions, and media representatives. The meeting minutes and reports
of the Parliamentary Committee are available on the website of the Parliament of FBiH.

Hence, the score for the present dimension is C.

2.B.3. Effectiveness of the internal control framework

The consolidated report on FMC for 2021 was the source of information for assessing the effectiveness
of internal controls in FBiH. It is important to mention that the presented findings refer to the whole public
sector in FBiH, including institutions/organizations on the Federation level, cantonal level, and municipal
level. There was no possibility of presenting findings solely for the level of Federation BiH.

The basic legal and organizational prerequisites for the development of the PIFC have been established,
but it is necessary to take further steps to harmonize work practices, develop capacities and monitor
the effects within the framework of the reform of the PIFC system, which will ensure its development in
accordance with the simultaneous reforms in numerous areas in the public sector in FBiH.

The self-assessment survey filled out by the public sector users in the Federation of BiH as part of
reporting on the functioning of the FMC system in their organization consists of a total of 123 questions
divided into five COSO segments. The summary of survey findings based on the COSO framework and
FMC reports are presented below.

Control Environment

92.58% of users have ethical codes. Over 75% of users supervise the implementation of the code of
ethics and have additional internal instructions regarding the employee’s conduct, however, in case of
non-compliance, measures are taken by 61.48% of users.
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Regarding the organizational structure, 85.51% of users have an appointed coordinator for FMC. However,
in less than half of the users, the manager still delegates tasks related to the development of the internal
control system to employees, and mutual cooperation between the first and second level of users is
insufficiently regulated through internal acts, and it is necessary to undertake further improvement
measures on these issues. When it comes to HRM practices and policies, about 60% of the analyzed
users prepare training plans, keep employee records and refer their employees to training in the field of
FMC. On the other hand, when it comes to evaluating the performance of employees, only half of the users
evaluate the performance of their employees and implement incentive/corrective measures in case of
exceptional/poor performance.

Risk Assessment

The key weaknesses are: a large number of users do not determine and assess risks in key processes,
identified risks are not documented in risk registers, risk registers are not regularly updated and there is
no reporting system for the most significant risks. Only a third of users have updated risk registers and
established system of risk reporting and only about 20% of the organizations that submitted the report
have persons in charge who coordinate and collect data on risks. There is a lack of information about
the causes and possible consequences of risks, without which it is not possible to identify key control
mechanisms for their prevention or to take corrective action in the event that the risk materializes. Less
than half of the users assess the significance and likelihood of risks. About half of the users (49.29%) have
established procedures for the prevention and detection of irregularities and frauds.

Control Activities

Regarding the existence of policies and procedures in public sector organizations, users mostly have
procedures related to procurement and contracting (86.40% of users), and about 70% of users have
developed procedures related to the process of creating and executing the budget/financial plan, records
of business events and transactions, and asset management. About 70% of users apply the principle
of segregation of duties when it comes to planning, procurement and contracting, accounting records,
payments, and control and have an established system of delegation of authority. Only 39.45% of users
apply the segregation of duties principle when it comes to the use of IT systems. The integrity of financial
data is ensured by restricting access to the ISFU system (Financial Management Information System),
and only persons with assigned access can enter data and make changes, where the trace of