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· INTRODUCTION
In the process of Republic of Bulgaria’s accession to the European Union some new requirements came to the fore in the area of financial management and control, including the need of a clear definition of managerial accountability in the public sector. The Financial Management and Control in the Public Sector /FMCPS/ Act provided for a legal definition of managerial accountability, specifying the responsibilities of the managers of public organizations for its implementation. 
These Instructions are issued pursuant to Article 7, Paragraph 2, in connection with § 3 of the Transitional and Final Provisions of FMCPS Act and shall be applied by the managers of organizations referred to in Article 2 /hereinafter referred to as “managers”/. Managers shall mean the persons managing the organisations referred to in Article 2 who perform managerial functions and have managerial accountability. 
These Instructions develop further the legislative requirements provided for in Chapter Two “Managerial Accountability” of the FMCPS Act, while simultaneously making references to the methodological guidelines on the financial management and control components pursuant to Article 10 Paragraph 3 and the Ordinance on the format, content, procedure and deadlines for submitting the information on the condition of the financial management and control systems in the public sector pursuant to Article 8 Paragraph 2 of the FMCPS Act.

The Instructions lay down the framework whose compliance by the managers would enable them to fulfill their managerial accountability and meet the requirements prescribed by the lawmaker in their capacity as persons managing public funds. 
Managers shall apply these Instructions in accordance with the specifics of the respective organization and in compliance with effective normative acts. 
The objectives of the instructions are:
· to introduce a thorough general understanding of the responsibilities of the managers from the public sector;
· to assist the managers in the implementation of their managerial accountability under the FMCPS Act.
To ensure consistency between the statutory requirements and these Instructions, managers shall review, update and supplement existing policies, procedures and practices in the organization relating to the implementation of their managerial accountability and introduce new ones, where necessary.   
II. ESSENCE OF MANAGERIAL ACCOUNTABILITY
The managers are directly responsible for the overall management and development of the organization.
 Their basic functions involve planning and organization of the activity, introduction of the risk management process, exercise of ongoing supervision and maintenance of adequate internal control to obtain reasonable assurance that the goals and objectives of the organization will be achieved. They shall set up and maintain an organizational culture including the respective ethical norms which can contribute to the better understanding of the risks in the organization and the implementation of a strategy for managing these risks.
Managerial accountability applies to all activities and processes in the organisation and therefore managers must understand more broadly the concept of financial management and control, which is not limited only to the financial aspect of the organisation’s activities. Managers shall promote this concept among the staff of the organisation as it provides them with a sounder basis for assessment of the efficiency and effectiveness of the overall activity of the organisation in line with the goals and objectives set. 
 In addition, the managers have the responsibility to report their actions and the results of their activity. In this regard all managers shall report on the adequacy of the financial management and control systems in the organizations managed by them. In order to ensure publicity and transparency, the consolidated annual report on the condition of internal control in the public sector under Article 20 of   FMCPS Act shall be submitted to the National Assembly and the National Audit Office of the Republic of Bulgaria. 

1.
Definition of Managerial Accountability
In accordance with the FMCPS Act, the managerial accountability can be defined as an obligation of the managers to perform certain activities aimed at achieving the goals and objectives of the organizations, while adhering in each of their actions to the principles of legality, sound financial management and transparency, including to report their actions and the results thereof to those who assigned the managerial accountability to them. 

To manage in accordance with the law is the main requirement to the activity of the managers of the organizations. In all their actions aimed at achieving the goals and objectives of the organizations they shall adhere and be guided by the effective normative acts. 
A basic principle on the basis of which the financial management and control in the public sector organizations is implemented is the sound financial management. Sound financial management is a managerial process aimed at maximum utilization of resources and organization of the activities in a manner conductive to the achievement of the goals and objectives of the organization while adhering to the principles of economy, efficiency and effectiveness:

1. economy requires that the necessary resources for the implementation of the activity of the organization be acquired at lowest costs and in compliance with the requirements for quality, quantity and timeliness; 
2. efficiency is the degree of achieving the goals and objectives of the organization comparing the actual to the expected results from its activities;
3. effectiveness is the achieving of maximum results from the resources used in the implementation of the organization’s activities;
The Financial Management and Control in the Public Sector Act explicitly requires that the managerial accountability be implemented in compliance with the principle of transparency. The principle of transparency requires that each managerial decision be understood by the employees at all levels of the organizations for the sake of the precise and timely fulfillment of their obligations and reporting of the results achieved, whereas simultaneously with this the managers shall present before the public truthful information about the activity implemented by them.
2.
Delegation of Powers
It is not always possible for the managers themselves to carry out the duties associated with achieving the goals and objectives of the organization. In such cases the FMCPS Act allows the managers to delegate powers related to the coordination and operational allocation of duties concerning the implementation of managerial accountability.

The delegation includes imposing obligations, granting rights and requesting reports. The powers can be delegated to officials from the relevant organisation who possess the necessary competencies and are in the relevant positions allowing them to carry out adequately the powers delegated to them. The delegation shall be in conformity with the applicable normative framework. The officials, who have been delegated certain powers, may not re-delegate/cede them without the consent/approval of the person who delegated the powers to them. The delegation does not relieve the head of the organisation from his/her responsibility for discharging the delegated rights. The delegation must be interrelated with the reporting because such an interrelation enables the manager of the organization to exercise control and to receive feedback from his/her subordinates concerning their work for fulfilment of the tasks assigned to them.  Each person must report on the things that he/she is responsible for. Therefore, “reporting” is the obligation of the organizations’ managers and of the subordinates with delegated powers to report their achievements and, simultaneously with this, the managers can determine whether the delegated powers were exercised correctly. 

In the cases of delegation, the manager must issue an internal act, in which he/she must specify:
-
the officials exercising the delegated powers (individually or jointly);
-
the scope of the delegated powers. No duplication and/or gaps shall be allowed which could have a negative impact on the coordination and efficiency of the work. The delegating manager may not delegate powers falling outside his/her scope of powers.
-
The requirements to the reporting of the exercising of delegated powers. Reporting shall enable the head to exercise control and receive feedback from officials to whom he/she has delegated powers for execution of the tasks assigned.

-
The requirements to the acceptance of the discharge of delegated powers and to the relief of responsibility.
Revocation of delegated powers shall be carried out by an internal act of the manager. 
3.
Implementation of managerial accountability in second- and lower-level spending units
When there are organizations that are second- or lower- level spending units pertaining to the organizations referred to in Article 2 of the FMCPS Act, the following shall be applied when implementing the managerial accountability in these organizations:

-
these instructions shall be communicated to the heads of second- or lower-level spending units by the higher-level manager;
-
additional instructions on implementation of managerial accountability issued by the higher-level manager and in conformity with the FMCPS Act, these instructions and the specifics of the activity of lower-level spending units. The absence of additional instructions shall not be grounds for non-fulfillment of the obligations stemming from the FMCPS Act.
Every head of a lower-level spending unit shall report to the higher-level spending unit on the application of these instructions and the instructions issued by the higher-level spending unit in accordance with the specifics of the organization. 
4.
Managerial accountability in programs and projects in which more than one public sector organization and/or structure is involved
In managing programs and projects in which more than one public sector organization and/or structure is involved, pursuant to Article 6 Paragraph 2 of the FMCPS Act the managers of the organizations involved shall agree on the scope of the managerial accountability borne by each of them. In order to comply with this requirement, the heads shall sign an agreement, which must contain:
-
clearly and specifically formulated scope of the managerial accountability of each separate head of organization;

-
the means for coordination between the heads of the organizations in connection with - the implementation of the responsibilities;

-
the process of reporting on performance.
The agreement shall be drawn up in writing and shall be signed by the heads of the organizations. The agreement can be supplemented and/or amended only by annexes, drawn up in writing and signed by the heads of the organisations.
III.
REQUIREMENTS TO MANAGERS IN TERMS OF MANAGERIAL ACCOUNTABILITY
These Instructions specify requirements to the managers for the implementation of which they have managerial accountability in accordance with the FMCPS Act.  The managers shall create the necessary organization for the application of these requirements and shall control their implementation. 

For the purposes of implementation of managerial accountability and in accordance with the specifics of the organization the managers shall set up, develop and ensure operation of the following five components: control environment; risk management; control operations; information and communication; monitoring – whereby financial management and control are performed. These components are interrelated, they complement each other and they have a bearing on all the units, activities and processes in the organization.
These Instructions relate managerial accountability with the integrated control framework, comprised of the five financial management and control components. The components are explained in detail in the methodological guidelines issued on the grounds of Article 10, Paragraph 3 of the FMCPS Act.  In implementing their managerial accountability heads of public sector organizations will therefore apply both documents, as well as any other methodological guidance and instructions issued by the Minister of Finance, concerning financial management and control.  

1.
Managerial accountability and control environment
The control environment is the financial management and control component determining the fundamental values to be observed in an organization. Heads of organizations must ensure that a good control environment is built up, covering: personal and professional commitments of the management and staff of the organization; managerial philosophy and working style; human resource policy; setting up an appropriate organizational structure; a proper division of responsibilities and the formulation of clear reporting rules and levels. It is a responsibility of the managers to set up and develop a control environment in the organization that will contribute to the achievement of the goals and will form a positive attitude in the employees towards the financial management and control. 

The managers are responsible for the clear definition of the strategic goals and operational objectives of their organizations.  The goals and objectives must be: 

-
specific and clearly defined;
-
measurable, i.e. there must be clearly defined indicators of their achievement;
-
accepted and understood at all levels of the organization;
-
realistic/feasible, i.e. they must be achievable;
-
time-specific – with defined deadlines.
The planning, management and reporting of the public funds is a factor for achieving the goals of the organization. The managers shall ensure that a system for planning, management and reporting of public funds is in place in a manner that gives reasonable assurance that the organization’s goals and objectives will be attained. 

The efficient management of the staff and the maintaining of its competence level is an important factor for performing the activities of the organization and for achievement of its goals and objectives. The efficient management entails the need for policies and practices associated with the appointment, introduction, training, evaluation, counselling, promotion, remuneration and on-the-job discipline of the staff.

An important component of the control environment is the existence of a suitable organizational structure. The structure of an organization can be defined as a framework within which the activities aimed at achieving the goals and objectives are planned, carried out and reported.  It must be set up in a way that avoids duplication of functions and lack of structures/employees responsible for a particular activity.
The managerial accountability of the managers includes their obligation to introduce and ensure the adequate operation of the internal audit activity in the organization in compliance with the requirements of the Internal Audit in the Public Sector Act.

The managers' actions aimed at detecting administrative shortcomings, omissions and violations, that create conditions for corruption, fraud and irregularities, are of special importance. In order to minimize these risks, the managers shall ensure the application of efficient internal rules, procedures and activities for detection, registration, reporting, examination and taking actions/measures for prevention and/or correction of the non-compliance. In cases where the operations of the organization have a bearing on EU financial interests, the internal rules should also specify a procedure for reporting any frauds and irregularities detected - of concern to said financial interests – to the national AFCOS coordination structure. 

The essence and the basic requirements to the control environment as a component of financial management and control are laid down in point 1 of Section III in the methodological guidelines issued pursuant to Article 10 Paragraph 3 of the FMCPS Act. 

2.
Managerial accountability and risk management
The next element in financial management and control is risk management. The overall process of identification, assessment and monitoring of risks which could affect the achievement of the goals and objectives of the organization and introduction of the necessary control activities for the purpose of reducing risks to an acceptable level is called risk management.  
The management of any organization includes attainment of its goals and objectives. As a matter of general principle, the purpose of public sector organizations is the provision of a service or the achievement of a beneficial outcome in the public interest. Organizations are confronted to a multitude of risks which may impact how their objectives are achieved. Managers are responsible for the identification of risks, the assessment of the likelihood of their occurrence, as well as of the evaluation of risk impacts, but they also must decide what action should be taken in order to reduce risks to an acceptable level. 

Best practices show that the risk management process shall be an integral part of the management process, not an addition at a later stage. This way managers create conditions for assessment, ranking of risks by priority and taking decisions before implementing the activity.  
In execution of their managerial accountability, the managers must introduce a system for identification, assessment and management of the risks that jeopardize the attainment of the goals and objectives of the organizations.
The essence and the basic requirements to the risk management process are laid down in point 2 of Section III in the methodological guidelines issued pursuant to Article 10 Paragraph 3 of the FMCPS Act.
3.
Managerial accountability and control activities
The control activities, as a financial management and control component, include the policies, rules, procedures and activities aimed at reducing the impact of risks on the achievement of the goals and objectives of the organisation and contributing to the implementation of the decisions of managers.  

Depending on the identified risks, the managers of the organizations shall determine the number and the nature of the control activities to be introduced in a given organization. The control activities shall be adequate and the cost of their implementation shall not exceed the expected benefits. 
Article 13 Paragraph 3 of the FMCPS Act stipulates the mandatory control activities, which must be instituted and implemented in the public sector organizations.  In order to minimize risk and have public sector organizational objectives achieved, managers could also introduce other control operations, depending on the specific operations of the organization concerned.
One control activity required by the FMCPS Act is to introduce rules and procedures ensuring that the organization’s assets and information will be protected from destruction, theft, unauthorized access and abuse.  This control activity reduces significantly the risk of unauthorized use or loss of the assets. These rules and procedures shall be communicated to the employees of the organisation.
Another control activity mandated by law as a responsibility of the managers is the segregation of responsibilities in a manner precluding one employee from having responsibility for the approval, implementation, accounting and control in order to minimize the risk of errors, fraud, irregularities and violations. The segregation of responsibilities requires that the heads introduce written policies and procedures and establish the necessary organizational routines through which the possibility of one person or structure controlling all key activities and processes in the organization is precluded.  

The managers must ensure comprehensive, truthful, accurate and timely accounting of all operations. It is their responsibility to ensure that the accounting operations in the organization are performed in accordance with the requirements stipulated in the statutory instruments and in the approved internal rules/procedures associated with the accounting and reflecting the specific nature of the respective organization.
The scope and basic requirements to the control activities laid down in the FMCPS Act are set out in point 3 of Section III in the methodological guidelines on financial management and control components, issued pursuant to Article 10 Paragraph 3 of the Act. 
4.
Managerial accountability and information and communication
In execution of their managerial accountability, the managers must set up and apply reliable information and communication systems including documentation of all operations and actions and ensuring traceability of the processes in the organization.

This component of the financial management and control includes also the obligation of the managers to account for their actions and to report each year to the Minister of Finance on the condition of the financial management and control systems in the organizations that they are in charge of. The accountability and reporting on the condition of the financial management and control systems in the organizations referred to in Article 2 Paragraph 2 of the FMCPS Act, with the exception of the Supreme Judicial Council and the National Audit Office, shall be performed under the terms and according to the procedure set out in the Ordinance adopted by the Council of Minister on the grounds of Article 8 Paragraph 2 of the FMCPS Act.
Information and communication as a financial management and control component are laid down in detail in point 4 of Section III in the methodological guidelines on financial management and control components, issued pursuant to Article 10 Paragraph 3 of the FMCPS Act.
5.
Managerial accountability and monitoring
One of the components of the financial management and control is the monitoring. It is a comprehensive examination of the financial management and control activities in the organization and its goal is to guarantee that the control mechanisms are functioning as intended and that they are modified appropriately when the conditions change. Managers shall ensure ongoing monitoring and updating of the financial management and control systems, reporting of the monitoring results and undertaking of measures to improve them.
Where necessary, managers shall ensure the preparation of special evaluations as to the adequacy and efficiency of the financial management and control systems.
The scope, forms of monitoring and basic requirements to monitoring process are laid down in point 5 of Section III in the methodological guidelines on financial management and control components,  issued pursuant to Article 10 Paragraph 3 of the FMCPS Act.
IV.
BASIC REQUIREMENTS
Included in these Instructions is a list of requirements in accordance with the FMCPS Act for the implementation of which the managers of public sector organisations have managerial accountability. The list of requirements covers the five components set out in Part III of the Instructions. The essence and the scope of the financial management and control components are explained in detail in the methodological guidelines, issued pursuant to Article 10 Paragraph 3 of the Act.
Managers of public sector organizations are recommended to take the following steps, in order to implement the requirements set out below: 
- review existing organizational policies, procedures and practices for their compliance with basic FMCPS Act requirements and with those specified hereunder;
- develop an action plan with specific, realistic timelines for implementation in the event of detected incompliance/omissions or the current condition of financial management and control systems in the organization is dissatisfactory. The purpose of planned action is to update extant policies, procedures and practices and to bring them in line with the requirements of FMCPS Act and these Instructions. 

 - obtain opinions from internal auditors on the level of implementation of the above action plan and on the adequacy of introduced changes.
In connection with his/her managerial accountability, every manager of a public sector organization:
1. Must define in a strategic plan the goals representing the long-term priorities of the organization. The strategic goals must be consistent with the objectives and tasks stipulated in the primary legislation and in the sub delegated legislation regulating the organization’s activity, in the economic program of the government, in national strategies and in the municipal development strategies, forecasts and programs adopted by the respective municipal councils etc. 
2. Must define the operational objectives of the organization which must be structured in an operational plan, which should facilitate the achievement of the strategic goals;
3. Must acquaint the organization’s employees with the strategic goals and operational objectives and approved plans and must specify specific deadlines for achieving the goals and objectives, as well as indicators for measuring the results achieved;
4. Must ensure the proper functioning of a system for efficient planning, management and reporting of the achievement of results and spending of public funds;
5. Must ensure consistency between the processes of goal definition and resource planning;
6. Must ensure control over the spending of the public funds in compliance with the principles of sound financial management, legality and transparency;
7. Must set up systems for management and development of the staff and for maintaining their competence level;
8. Must ensure regular evaluations of the organizational structure in order to adapt it to the changing conditions;
9. Must ensure the introduction and adequate operation of internal audit in the organization in compliance with the requirements of the Internal Audit in the Public Sector Act;
10. Must develop and introduce internal procedures, including a system of preventative measures, a corruption alert, fraud and irregularity verification, detection and registration system, and a system for all officers to account for and report on all discrepancies found by them;
11. Must develop and introduce procedures for immediate reporting by the internal audit team (in compliance with Article 30 of the Internal Audit in the Public Sector Act) of detected signs of fraud, when the organization's activities have a bearing on the financial interests of the EC;

12. Must introduce a control system and must monitor the procedures for selection of contractors as a result of public procurement procedures, tenders or competitions;

13. Must ensure adequate segregation of responsibilities among officers and structures in the organization, as well as the separation of decision-making, performance and control responsibilities. Said segregation and division must be regulated by internal written rules. In organizations where the separation of decision-making, performance and control responsibilities is impossible, additional control operations must be introduced. 

14. Must endorse a code of ethics/rules of ethics regarding the employees' conduct, which must be consistent with the generally accepted rules of conduct and the specific nature of the organization and exercise control for compliance therewith;
15. Must ensure the development of policies, internal rules and procedures for financial management and control in compliance with the requirements set out in the FMCPS Act and in the Methodological Guidelines issued pursuant to Article 10 Paragraph 3 of the Act and must bring the developed documents to the attention of the staff and provide for a mechanism for their timely updating;

16. Must ensure the presence and operation of a reliable system for the management of risk built upon an approved risk management strategy and review the strategy on a regular basis;
17. Must make sure that the control activities introduced in the organization are appropriate, cost efficient, comprehensive, sensible and conducive to attaining the organization’s goals and objectives;

18. Make the necessary arrangements for access of the assets and information of the organization  for authorized individuals only, ensure their physical protection and identify assets and information that are critical/very important for the organization or those particularly vulnerable from the perspective of loss, theft, or unauthorized access, and to introduce strict control over the use and disposal thereof;
19. Must ensure full, truthful, accurate and timely accounting of all the operations in compliance with the established statutory requirements;
20. Must organize the setting up and operation of an information system, which must allow timely and accurate registering of the data regarding the organization’s activities and movement of the information flows required for efficient management vertically and horizontally through the hierarchy;
21. Must institute, by means of internal rules, a system for documenting and archiving, as well as the requirements thereto, including those to leaving an audit trail;
22. Must account for and report on an annual basis to the Minister of Finance on the condition of the financial management and control in the organization, according to the procedure and within the deadlines stipulated by the Ordinance referred to in Article 8 Paragraph 2 of the FMCPS Act;
23. Must regularly monitor the activities and data associated with the financial management and control;
24. Based on the information gathered through the monitoring activities, must take appropriate measures for maintaining and improving the adequacy and efficiency of the financial management and control systems.
V.
ROLE OF THE CENTRAL HARMONIZATION UNIT FOR FINANCIAL MANAGEMENT AND CONTROL – MINISTRY OF FINANCE 
These Instructions for Implementation of Managerial Accountability in Public Sector Organizations have been developed by the Central Harmonization Unit for Financial Management and Control (CHUFMC), which in accordance with Article 16 Paragraph 2 of the FMCPS Act assists the minister of finance in the implementation of his tasks relating to the coordination and harmonization of financial management and control in the organizations under Article 2 of the Act. 
In addition to the methodology development activities the CHUFMC carries out regular monitoring of the application of the requirements set out in the FMCPS Act and the acts issued on the grounds thereon, systemizes and summarizes the information submitted under Article 8 of the Act on the state of the financial management and control systems in public sector organizations and prepares the annual report on the state of financial management and control under Article 20 of  the FMCPS Act.
The Central Harmonization Unit for Financial Management and Control also studies and analyses the needs for training in the area of internal control. On the basis of these studies, the CHUFMC prepares, organizes and conducts training of the managers and employees of the public sector organizations on topics related with the managerial accountability and the financial management and control components.
Any questions relating to the application of these Instructions as well as proposals for their updating and elaboration and for delivering training in this area shall be communicated to the Central Harmonization Unit for Financial Management and Control Department of the Internal Control Directorate at the Ministry of Finance. www.minfin.bg.

Prepared by:
/P. Pavlova – Head of CHUFMC/

/L. Rangelova – Head of CHUIA/

Agreed with:

/D Mihailova  – Director of Internal Control Directorate/
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