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1. Background

Following the preparatory phase of the project during which the documentation presented by the Management of EU Funds Directorate was reviewed the experts visited Bulgaria during the period 12 – 15 May 2003.

The overall objective of the project is to improve the absorptive capacity in view of the increased financial assistance and to strengthen the institutional structures for the management of the Structural Funds and the Cohesion Fund.

The immediate objective of the project is to strengthen the administrative capacity of the Management of EU Funds Directorate within the Ministry of Finance in view of its responsibility to overall coordination for planning, programming and management of the pre-accession financial instruments.

The work during the visit primarily focused on interviews with staff of relevant Bulgarian ministries and institutions. An annex is attached to this report with detailed information of people met.

The interviews were structured in a way that gave the experts the opportunity to obtain further information about the status of the Bulgarian preparation for EDIS and for the administration of Structural Funds and Cohesion Fund and, at the same time, allowed the experts to pass on the experience from their work in Lithuania and Latvia including advice to the Bulgarian staff on how to proceed.

The visit was concluded by a meeting with Director Boriana Pencheva and Head of Department Daniela Shaptcheva where the results of the work of the experts were summarized and a plan for the study visit to Lithuania was discussed.

2. Observations and recommendations

2.1 Legal Basis

A Strategy for the participation of the Republic of Bulgaria in the Structural Funds and the Cohesion Funds of the EU was adopted by Council of Ministers’ Decision 312/28 May 2002. The need for developing the Strategy was determine by:

· Agenda 2000, where the Commission outlined 

· An in depth strategy for the pre-accession process of the candidate countries;

· Change in the orientation of the European Union programmes – from project-oriented to problem-oriented

· Need for defining, specifying and putting in place the structures necessary for the purposes of the regional and structural policy

· The successful implementation of EU’s pre-accession instruments (PHARE, ISPA and SAPARD) is a necessary precondition for the country’s preparation for the absorption and managing of the assistance from the Structural Funds and of the Cohesion Fund after the accession. 

With the amendments to the Decree 33 of the Council of Ministers, which came into effect on 5 September 2002, the responsibilities of National Aid Coordinator /NAC/ and National ISPA Coordinator /NIC/ from the Ministry of Foreign Affairs and Ministry of Regional Development and Public Works respectively were transferred to the Ministry of Finance. The Minister of Finance of Republic of Bulgaria - is the NAC and NIC. The Deputy Minister of Finance was appointed as a National Authorising Officer. 

By virtue of the Council of Ministers Decree 173/2 August 2002 the MoF Rules of Procedure were amended and from 16 August 2002 within the MoF, Management of the EU Funds Directorate(MEUF) was established. It comprises of three departments: Planning and Co-ordination of EU Funds, Management of PHARE Funds and Management of ISPA Funds. Management of the EU Funds Directorate consists of 25 experts. 

The main responsibilities of the directorate are: 

· To carry out the overall coordination of planning, programming and management of the pre-accession financial instruments /PHARE and ISPA/;

· To act as a single representative of the Republic of Bulgaria before the European Commission in regard to overall planning, programming and management of financial aid, granted from the EU;

· To co-ordinate the joint mechanism for monitoring implementation of the programmes financed by the pre-accession instruments of the EU and acts as a Secretariat of JMC.  

In accordance with the above mentioned amendments the Minister of Finance is assigned to organise the effective and lawful management of the EU Structural Funds in compliance with the pre-accession policy of the Republic of Bulgaria. Therefore, upon accession the MEUF Directorate will act as a Managing Authority for the EU Structural Funds and the Cohesion Fund. 

2.2 Pre-Accession Financial Instruments

Bulgaria is currently working under the assumption that EDIS for ISPA could be implemented in May/June 2005. Technical assistance will be made available under the ISPA programme but the process has been delayed. 

As far as preparation of EDIS for PHARE is concerned technical assistance will be provided through the horizontal facility. The self-assessment has been carried out but the concrete technical assistance has not yet been tendered.

As a supplement to the assistance under Stage 2, Gap Plugging, Bulgaria should take advantage of the work currently being made by the countries preparing for membership in 2004 where the EDIS preparation on ISPA and PHARE should be completed by October 2003.

Based on the experience in other candidate countries it is the opinion of the experts that the facilities available for technical assistance are sufficient to ensure the timely preparation for EDIS provided that the Bulgarian institutions involved allocate qualified staff to work already in “Stage 0” and throughout the whole process.

2.3 Structural Funds and Cohesion Fund

The five grant schemes already under implementation and the planned regional grant scheme provide a good basis for the first preparation in relation to the management of Structural Funds.

The general capacity of the relevant ministries will be strengthened through the on-going institutional building project at the Ministry of Labour – a German/Swedish twinning project – and the institution building projects planned under PHARE 2003 for additional three ministries.

Further assistance is expected to be allocated through Special Preparatory Programmes and an investment project for building the necessary IT system.

The Ministry of Finance must be prepared to play an important and very time consuming co-ordination role during the preparation for the structural funds, including the delegation of as many tasks as possible to the line ministries etc. The preparation for the structural funds in due time is the precondition for maximum usage of the funds in the first programming period. The Strategy for the participation of the Republic of Bulgaria in the Structural Funds and the Cohesion Fund of the EU and the Action Plan for the Implementation of the Strategy (Decision of the Council of Ministers from 22 May 2003)are very important tools for co-ordination of the preparatory work and should be revised from time to time to ensure conformity with political priorities and changed conditions. 

2.4 Other observations and recommendations

2.4.1 Action Plan for preparation of Structural Funds and Cohesion Fund

A detailed action plan for preparation of Bulgaria’s participation in the Structural Funds and the Cohesion Fund was presented.

In order to make the action plan operational the tasks should be broken down to the level of steps required for each task to be completed, with an indication of the activities needed, deadlines and a clear indication of the person/unit responsible.

A programme  management structure should be established with a Steering Committee and working groups and with strict procedures for reporting and follow-up on the progress.

As a supplement to the assistance under the Special Preparatory Programme it could be appropriate to seek technical assistance for the initial work on the action plan and the following coordination of the work.

2.4.2 Draft Operations Manual for the Management of EU Funds Directorate

The experts made a brief review of the draft operations manual. The manual is well structured and would establish a very good basis for the further development of the Directorate. Although the time did not allow a more detailed study of the manual a few specific comments could be made.

ISPA

The manual should be updated in accordance with the amendments to the Financing Memoranda signed earlier in 2003 in order to align the conditions for the management of ISPA funds with the conditions for management of the Cohesion Fund.

ISPA – MRFC Report

In accordance with the Financing Memoranda for ISPA each country has, each year by 30 June, to submit to the Commission a report for the previous year on the activities in relation to the Minimum Requirements for Financial Control (MRFC). The responsibility for the preparation of the MRFC report should be described in the manual (NIC, NAO or PIFCA) and a procedure developed for collection of information to this report, together with a procedure for preparation and for submission of the report to the Commission as well as distribution within Bulgaria.

Delegation of functions to Final Beneficiaries

The conditions for delegation of functions to Final Beneficiaries by SAO/PAO should be described, if not in detail at least by outlining the principles. Delegation can be made only following an assessment of the capacity and capability of the Final Beneficiary and upon approval by the NAO. See page 41 in the draft manual regarding the delegation by SAO.

Irregularities

The issue of Irregularities is a very difficult one and not very well defined. However, each country have to develop comprehensive procedures for prevention and treatment of irregularities and the Directorate, on behalf of NIC and NAC, should take an initiative to coordinate the process involving first of all the PIFCA. A number of political and practical issues would also have to be discussed with line ministries and other parties involved.

Annexed to this report is a matrix with a specification of some of the relevant issues.

Checklists

It is recommended that a number of checklists be developed for the various tasks that have to be performed by the staff of the Directorate.

2.4.3 Preliminary Training Needs Assessment

The Directorate has prepared a preliminary training needs assessment in which 17 main topics covering 8 target groups have been identified. The paper is a good basis for further planning of more detailed training plans for each institution.

It is recommended that the third target group including NAC staff and Implementing Agencies with topics related to project preparation and training on EDIS include Final Beneficiaries.

This training needs assessment should be followed by more detailed training plans for each institution. For example, an important element of the EDIS accreditation will be an assessment of the actual capability of the staff and the training plan for the institution. The Management of EU Funds Directorate has already made a first self assessment analysis but before other institutions are requested to make a similar analysis it would be advisable to further detail the topics and to consider how the training could be made available, e.g. IB projects, training courses, study visits, self-studies.

2.4.4 Staff issues

In nearly all interviews the high turnover of staff was mentioned as a problem for the continuity of the work and the sustainability of technical assistance. The experts understood that the Government is well aware of the problem and that measures are being considered to cope with the issue.

3. Planning the study visit to Lithuania 

In accordance with the Terms of Reference a two day study visit to Lithuania should be organised and a detailed programme prepared between the Lithuanian and Bulgarian Ministries of Finance and the Danish Consultants.

It is planned that five civil servants from the Directorate, including the Director, should visit the Lithuanian Ministry of Finance in July 2003.

The proposed programme for a two working day visit is as follows:

· Lithuanian experience with  management and co-ordination of the pre-accession instruments

· Status in Lithuania and Latvia of the preparation for Structural Funds and Cohesion Fund, including the Lithuanian experience with technical assistance under the Special Preparatory Programme

· Presentation of the functions and experience of the Financial Assistance Department at the Lithuanian Ministry of Finance in relation to programming, monitoring etc.

A detailed final programme and revised budget will be submitted to the Danish Ministry of Foreign Affairs for approval.

CHECKLIST FOR PREPARATION OF PROCEDURES FOR IRREGULARITIES

	Measures
	Activities and

Procedures
	Institutions involved
	Comments, 

reference to manuals etc.

	PREVENTION
	
	
	

	Legislative framework
	EU Regulations

National legislation

Definitions

Institutions 
	MOF, PIFCA
	

	Organisational structure
	Separation of powers and functions
	NAO, IA, FB
	

	Systems
	Proper systems in place

IT security
	PIFCA, NAO, IA, FB
	

	Procedures
	Four-eyes principle

Complicated procedures avoided
	PIFCA, NAO, IA , FB
	

	Staff
	Selection procedures

Qualifications

Job descriptions

Training programmes
	NAO, IA, FB
	

	Verifications
	Procedures applied

Verification levels
	PIFCA, NAO, IA
	

	System audits
	Proper systems in place

Systems correctly used
	PIFCA, INTERNAL AUDIT, NAO
	

	Management audits
	Programme objectives met

Proper and efficient use of funds
	PIFCA, INTERNAL AUDIT, NAO
	


	Measures
	Activities and

Procedures
	Institutions involved
	Reference to manuals etc.

	DETECTION
	
	
	

	Verifications 
	Definition of verifications for each level (ex ante and ex post)

Documentation, audit trail

On the spot checks (ex post)
	PIFCA, INTERNAL AUDIT  NAO, IA, FB
	

	Sample checks (ex post)
	Risk assessment

Sampling

Documentation
	PIFCA, INTERNAL AUDIT
	

	Internal audit
	Internal audit units at each level

Overlapping internal audit
	PIFCA,  INTERNAL AUDIT
	

	External audit
	State Control Office

EU auditors

Outsourcing of external audit
	SCO, EC
	

	TREATMENT
	
	
	

	Request for investigation
	
	
	

	Criminal charges
	
	Public Prosecutor
	

	Administrative sanctions
	Suspension of payments

Suspension of projects
	NIC, NAC, NAO, Line ministries
	

	Recovery of funds
	Claims against debtors

Follow-up procedures
	IA, NAO
	

	Change of procedures
	Simplification/clarification of complicated procedures
	PIFCA
	

	REPORTING
	
	
	

	Reporting levels
	Institutions responsible

Recipients

Frequency

Amount limits, if any
	NIC, NAC, NAO, PIFCA
	

	Reporting requirements
	Report forms

Documentation
	PIFCA
	

	Confidentiality/publicity 
	Policy of internal and external communication
	NIC, NAC, NAO, Line ministries
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Ministry of Finance

Management of EU Funds Directorate
Director Boriana Pencheva







Head of Department Daniela Shaptcheva







Head of Department Dobrinka Krasteva







Chief Expert Maria Nedelcheva









Chief Expert Dimitrina Yaneva







Junior Expert Viara Nintcheva

Budget Directorate, Investment Division
Head of Division (?)







Head of Sector Nikolai Georgiev

Public Internal Financial Control Agency
Head of Department Ekaterina Tegova

Ministry of Labour and Social Policy

Pre-Accession Funds and International
Junior Expert Eli Manolova

Programmes and Projects Directorate 
Junior Expert Irina Parvanova

Ministry of Regional Development and Public Works

ESC Sector Programming Department
Head of Department Vladimir Penevski

Delegation of the European Commission to Bulgaria

Advisor, Regional Development and

Konstantinos Soupilas

Cross Border Co-operation 

Royal Danish Embassy

Ambassador




Christian Faber-Rod

Project Co-ordinator



Lyudmila Stratieva

Phare Project “Mid-term restructuring of Management of EU Funds Directorate”

Team Leader




John Melville

