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I.1 PRINCIPLES

I.1.1 General principles

Accounting of transactions relating to CF 1164/94/ISPA is based on a double entry, analytical and accrual basis accounting system. The accounting system shall:

· allow entry, classification and recording of data and presentation of statements reflecting a true and fair view of the assets and liabilities and financial position. 

· ensure a complete, provable and correct record of all accounting transactions;

· ensure simplicity and method of durability of accounting records.

I.1.2 Accounting principles

Accounting principles :

· are formulated in the national accounting legislative acts [mainly the Law on Accounting and the National Accounting Standards, applicable to budgetary organisations],

· comply with the requirements of the State Budget Act applicable to budget and extra-budget institutions,

· comply with generally accepted accounting principles, and

· Integrate the following principles :

Principle of accruals : incomes and expenses are recorded as they are incurred on transactions, irrespective of the receipt or payment of the cash and these are recognised in the Financial Statements in the period they relate to.
Principle of prudence : prudence concept means assessment and recognition of all the presumed risks and the expected eventual losses when accounting for the transactions with the aim to true and fair result from the transactions.
Principle of consistency : management should apply consistently the accounting policies from period to period. Accounting rules and procedures should be maintained in consistency. Any change in the accounting rules must be justified (See I.5 - Evolution of the accounting system).
Principle of substance over form : transactions should be accounted for following the substance of the transaction and its impact on accounts, rather than following the legal form of the transaction.
Matching principle  : expenses incurred are accrued in the period for which they relate and the income is accrued in the period in which the related expenses were recorded.
I.1.3 Language

The accounting system is operated in Euro and Bulgaria Leva (BGN) and the Control Documents are printed in Bulgarian.

I.1.4 Financial year

The financial year starts on January 1st and ends on December 31st.

I.2 AUTHORITY


· Law on Accounting
-    National Accounting Standards, applicable to budgetary organisations
-    Chart of accounts for budgetary organisations in its latest version
-    Guidance for application of the Chart of accounts for budgetary organisations
I.3 RESPONSIBILITIES

I.3.1 
Scope

The accounting system is designed to account for:

Commitments

-
Commitment from and to the National Fund
-
Commitment from and to Contractors.
Transactions on bank sub-accounts

-
Incoming transfers on the sub-accounts,

-
Outgoing transfers from the sub-accounts,

Note 1: 
analytical breakdown of the accounts shall allow for identification of projects and, at the same time shall be able to give details of transactions up to individual and payment level.

Note 2: 
the accounting system is structured in such a way as to ensure separate accounting for EU funds from accounting of other sources of co-financing.

I.3.2 Positions and responsibilities

Accounting operations must be :

-
operated by Accountant,
-
controlled by Director of “Finance and Administrative Activities” Directorate,
-
approved by Head of MA

The duties and responsibilities of the positions involved in the accounting process are defined in their respective job descriptions.
I.4 Accounting process

	1. Transmission to the Accountant of primary documents from all MA departments or from servicing banks (e.g. bank statements)

	

	2. Accountant records the transactions upon receipt of primary documents in the Accounting system

	

	3. Accountant prints Control documents, checks Control documents and formalises controls on check-list *

	

	4. Accountant transmits control documents and check-list to the Director of “Finance and Administrative Activities” Directorate


	

	5. Director of “Finance and Administrative Activities” Directorate reviews the operations performed and signs the Control documents / check-list. Transmits to MA Director

	

	6. MA Director approves the operations performed and formalises review on Control documents / Control form / check-list. Transmits to the Accountant


	

	7. Accountant files Primary documents / Control documents / Control form / check-lists


The whole process should be audited by the Internal Audit function of the MA/IA and other audit institutions (i.e. National Audit office].

EC control bodies and/or authorised EC representatives may control the accounting process or conduct on-the-spot checks of the accounting process at any time.

Operations and controls of the accounting system are supported by checklists and forms which are described in the respective operational procedures.

I.5 Evolution of the accounting system

Accounting rules and procedures should be consistent from one period to another. 
If any change in the accounting system is required (e.g. new national regulations) or wished (e.g. envisaged improvement of the system), the change will have to be approved by the Head of MA prior to implementation.  In case of any change, the PIM / POG will be amended accordingly.

I.6 RECORDS AND CONTROLS

I.6.1 Computer based system / Accounting software

Accounting of transactions of the MA is kept by means of a computer-based system developed under SAP. Accounting of transactions of the Intermediate Body is kept under separate code in SAP/R3.The responsible accountant from the MA observes in SAP/R3 all transactions on the Intermediate Body in their code. 

Each accounting item entered in the data processing system is referenced on the Primary documents
 (cf. I.6.7 Cross-referencing).

The software provides for functions necessary for the execution of the accounting procedures and checks. 

To ensure protection and integrity of accounting information, the following measures are taken:

a)
Access controls
Access to the accounting software is controlled by user password. The users of the accounting software shall not communicate their password to any colleague / third party.

b)
Modification or deletion of data
Accountant ensures a regular closing off treatment to all recorded transactions which does not allow any further modification or deletion of records (See I.6.10 – Closing-off), 

c)
Back-up procedures
The security and back-up procedures for the accounting software include daily back up of the accounting database. 

I.6.2 Chart of accounts
For the purpose of the accounting of transactions related to CF 1164/94/ISPA projects, the MA must use the Chart of accounts of the Paying Authority (NF) as consolidation unit based on the Government Chart of Accounts approved by the Minister of Finance.


Accounts are divided into major groups identified by the first digit of the account number:

1 : 
Financial results and equity accounts

2 : 
Fixed assets accounts

3 : 
Inventories accounts

4 : 
Receivables and payables accounts

5 : 
Financial assets accounts

6 : 
Expense accounts
7 : 
Income accounts (e.g. interest income, gains arising from differences in foreign exchange rates) 
9 – 
Off-balance sheet accounts (commitments and contingent items)

I.6.3 Exchange rate

Conversion between Euro and Bulgarian Leva is made on the basis of a fixed exchange rate : 1 Euro = 1,95583 BGN.

Yet, transactions operated by the banks must be recorded at the rate officially set by the bank on the day the transaction (payment, transfer of funds) is performed. This leads to differences between the actual balances in bank accounts and their value in the accounting system.

Monetary assets and liabilities denominated in Euro must be retranslated at the rate prevailing on the balance sheet date.

I.6.4 Check-lists and control forms 
I.6.4.1 Check-list

The accounting process must be controlled on the basis of a Check-list reflecting the input (recording, controlling, approving accounting records) of the respective interveners (see I.3.2 – Positions and Responsibilities).

I.6.4.2 Control form

When receiving Primary documents for recording, Accountant attaches a form on which he/she reports on performed records. 

Controls performed by Director of “Finance and Administrative Activities” Directorate and approval of the records by MA Director must be formalised on the form.

I.6.5 Journals and ledgers

In the computerised accounting system, as soon as data entries are made, the journal records, the ledger records and the trial balance are updated, as a real time data processing. 
The accounting journals are clearly defined (numbered). Journal entries are posted to the ledger, broken down in accordance with the chart of accounts number. 

I.6.6 Primary (or source) documents 

Primary documents (or source documents) are the documents certifying the business transactions.  According to the Law on Accounting, the primary document must contain the following information:

· preparation date,

· registration number,

· content and basis of the transaction (name and number of document),

· figures relating to the transaction (quantity, price and total amount);

· names and addresses, seats of the parties to the transaction;

· signatures of the persons responsible for ensuring that the data on the source documents are correct.

After recording, the number of the corresponding accounting entry must be reported on the Primary document (See I.6.7 Cross-referencing).
The following source documents are used to support the recording of transactions:

· Contracts and related addenda
· Invoices and Credit notes,
· Payment orders issued by the MA,

· Internal accounting documents

· Bank statements

Filing and storage of the primary documents are ensured by Accountant (See I.6.11 - Filing accounting documents). 
I.6.7 Identification and cross-referencing

On every primary document recorded in the Accounting system, the Accountant should put an identification number on the top right corner.  
To ensure an efficient cross referencing, the following information will be mentioned on each document recorded:

-
Account(s) debited: number, amount and exchange rate

-
Account(s) credited: number, amount and exchange rate

-
Signature of person responsible for recording.

I.6.8 Control documents and Financial Statements

I.6.8.1 Control documents

Control documents are documents issued by Accountant after the accounting process is finalised. The following control documents are processed by the Accounting software:

-
Journals


-
Balances



-
Ledgers

-
Financial Statements.
I.6.8.2 Financial Statements

Requirements

The accounting information, presented in the financial statements must respect the following requirements:

1. 
Completeness : all transactions occurring in the scope of CF/ex-ISPA programme must be recorded and no important information has been omitted.

2. 
Accuracy : correct names and reference are given to projects (CF/ISPA FM), contracts,  invoices and accounts.

3. 
Relevance: information should be useful for its recipients, it must therefore be complete and reliable and contain the data necessary for decision-making. Accounting information cannot always provide a totally true picture of economic activity; it must therefore give a reasonable approximation.

4. Reliability: information do not contain any important mistake or misrepresentation; are free from bias, are neutral and can be relied upon by users because they faithfully represent the facts, those they should express or those they can be justifiably expected to express.

5. Understandability: information should be readily understandable by its recipients. It must be clear, readable and uniform, so that its recipients find it easy to use.

6. Punctuality: means that all operations are recorded at the time of their occurrence and sufficient controls have been developed to ensure that mistakes are detected and corrected not later than three months after their occurrence. The records serve the needs of users at times of decision-making.

7.
Principle of balance continuity and comparability: account balances as at the balance sheet cut-off dates are equal to account balances as at the first day of the following financial period. 

8. 
Comparability: information for two equal periods must be comparable, i.e. recorded and presented using the same method.

Components of the Financial Statements 
Following the provisions of the Accountancy Law, on the territory of the Republic of Bulgaria shall be in effect the National standards for financial reports, approved by the Minister of Finance. The National standards for financial reports shall include: National Accounting Standards, National Financial Reporting Standards. The National standards for financial reports shall include also the follow up amendments and supplements of these standards, the future standards and the interpretations for their application. The Financial statements are required to present fairly the financial position, financial performance and cash flows of the enterprises.

The Financial statements prepared under National Financial Reporting Standards should comprise:

· Balance Sheet (Assets and Liabilities) 

· Income Statement

· Cash-flow statement

· Statement on the own capital

· Notes to the Financial Statements.

The Notes to the financial statements should give all information of significant importance in order to supplement and comment on information given in the financial statements. They should be numbered and cross-referenced to the financial statements. 

It is important to understand that the Notes to the financial statements require professional judgement in their preparation and therefore cannot be produced by simply activating a command in accounting software. The balance sheet, income statement and the cash flow statement are largely mathematical and are produced by the accounting software. But the Notes to the financial statements are mostly text based, and must be written with a good understanding of the financial statements and some creativity.

Following the provisions of the Accountancy Law for the budget enterprises the Minister of Finance shall approve accountancy standards and chart of accounts, which are in compliance with the requirements of the European Union for the accounting, the statistics and the budgeting f the public sector; the accountancy framework, the principles and the concepts of the Methodical guide for state financial statistics, issued by the International Monetary Fund; the international accountancy standards for the public sector of the International accountants’ federation and the requirements of the Bulgarian legislation with regard to the budgeting, the accounting and the fulfilment of the consolidated fiscal programme and the management and the control of the resources and the expenses of the budget enterprises. For issues, not regulated in the standards and the chart of accounts for the budget enterprises may be applied the provisions of the standards, applicable for the other enterprises, by an order, determined by the Minister of Finance.

The form and the content of the annual and intermediate (if applicable) financial statements of the budget enterprises are determined by the Minister of Finance. Currently they comprise of:

· Balance Sheet (Assets and Liabilities) 

· Cash-flow statement

· Notes to the Financial Statements.

Income statement can be produced upon request. Trial Balance is available upon request also.
The Financial statements are transmitted for consolidation to the National find directorate within the Ministry of finance.

According to the current instructions of the Ministry of Finance, the Bulgarian state budget organizations prepare yearly financial statements and quarterly intermediate trial balances 

More information is given on the web side of the Ministry of Finance:

Responsibilities

Financial Statements must be:
-
prepared by
Accountant,
-
controlled by
Director of “Finance and Administrative Activities” Directorate 
-
approved by
MA Director.

I.6.9 Correction procedure

If corrections are required for adjusting entries, they must be done under the following procedure:

-
Preparation by the Accountant of a Journal entry (using a Correction Form),
-
Posting a record to reverse the initial mistake, 

-
Posting the right record,

-
Referencing the journal entry to the primary documents which were supporting the operation to correct,
-
Control of the new record by
Director of “Finance and Administrative Activities” Directorate, 

-
Approval of the new record by MA Director.
Control documents must be reprinted. Date(s) and signature(s) of the review and approval on control documents will validate the final version of the documents.

Without prejudice to the information maintained by the accounting software, the file on reversed accounting operations must contain information on:
-
the date on which the reversed operation has been taken, 
-
the amount of the reversed operation, 
-
the reference number of the document which is the basis for the operation, and 
-
any explanation necessary to be made in connection with the reversed operation. 

I.6.10 ‘Closing-off’ procedure

Closing-off is a process by which journals are blocked to prevent from any change or amendment of the previously recorded transactions. This process must be clearly distinguished from the closing off the books ( i.e. account number 6 and 7) at year end.

Accountant ensures a regular closing off treatment to all recorded transactions within the limits of the accounting software. The procedure must be applied at latest at the 7th working day of the month following the month that is being closed. Any exceptions to this must be approved by the Chief accountant and the Director of the MA. Once the close-off procedure is applied, recordings cannot be cancelled. 

Where an error is made and an incorrect entry is recorded a correcting entry should be made by journal entry (see I.6.9 – Correction procedure). 

Where a transaction date corresponds to a period already closed off, the relevant transaction is recorded at the opening date of the period not yet ended, with explicit reference to its date of occurrence.

I.6.11 Filing accounting documents

In order to allow for sufficient audit trail, the following separate files of source documents must be maintained [as a minimum]:

· Requests for funds from the MA to the PA/NF,

· Letters for approval of limits received from PA/NF

· Contracts and related addenda,

· Invoices and Credit notes,

· Payment orders issued by the MA,

· Bank advices / Bank statements,

· Justification for Off-Balance sheet operations,

· Correction Forms.

For each year, an ACCOUNTING CONTROL FILE must be maintained. It should contain a 12 position index (one per month of the year) and for each month, the content will be:

· Trial Balances

· Journals 

· Ledgers 

· Financial statements (when applicable)

Only the Accountant and the Director of “Finance and Administrative Activities” Directorate have full access to the accounting documents. 

All the files will be stored in a locked filing cabinet and a set of two keys will be made available to Accountant and the Director of “Finance and Administrative Activities” Directorate.
I.7 MAIN ENTRIES

Book entries must be:
· processed on the basis of relevant source documents,

· made in an understandable, clear and lasting manner,

· Arranged in a manner enabling the verification of all accounting transactions in each month of the financial year in order to prevent any unauthorised changes and modifications of these entries.

I.8 RECONCILIATION

The following reconciliation must be performed: 
I.8.1  Daily reconciliation of Bank accounts vs. MA books

The bank reconciliation is the process of counter-checking bank transactions appearing on the bank statement against the records in the accounting system. The status of the account versus the books is shown in a bank Reconciliation Form. Any differences have to be traced and cleared. The Bank reconciliation serves to: 

-          verify the receipt and proper entry of transfers of funds in the bank account(s)

-          verify the entry of all payments made from the account in the books
-          trace, and subsequently rectify, any errors or omissions in the bank statement or the records.
I.8.2 
Monthly reconciliation of Bank accounts vs. MA books

The bank reconciliation is the process of counter-checking bank transactions appearing on the bank statement against the records in the accounting system. The status of the account versus the books is shown in a bank Reconciliation Form. Any differences have to be traced and cleared. The bank reconciliation serves to: 

· update records with previously-unknown amounts, i.e. bank charges and interest

· verify the receipt and proper entry of transfers of funds in the bank account(s)

· verify the entry of all payments made from the account in the  books

· trace, and subsequently  rectify, any errors or omissions in the bank statement or the records.

As part of the bank reconciliation, turnovers of accounts are also checked against bank statements. 

A bank Reconciliation Form has to be produced at the end of each month to ensure that the bank accounts are regularly checked.

I.8.3 
Reconciliation of financial data vs. accounting books

As part of the process of preparation of Financial Reports, any financial data reported must be reconciled with the financial information recorded in the books.

I.8.4 
Reconciliation of analytical accounts and root accounts

As part of the regular control of accounting process, sub-accounts/analytical accounts and main/general accounts are reconciled. The related controls must be formalised on the Accounting check-list [see I.6.4 check-list).


I.8.5 Monthly reconciliation of limits

The reconciliation of limits is the process of counter-checking closing balance at the end of the month in MA general ledger accounts for limits against the balance of limits in servicing bank letter. 

The status of the limits in the bank versus the books is shown in a bank Reconciliation Form. Any differences have to be traced and cleared. The bank reconciliation serves to: 

· verify the receipt and proper entry of transfers of funds in the bank account(s)

· verify the entry of all payments made from the account in the  books

· Trace, and subsequently rectify, any errors or omissions.

The related controls must be formalised on the Accounting check-list [see I.6.4 check-list).

Head of the Managing Authority notifies with letter the Head of the Paying Authority for the results of the Monthly reconciliation of the limits.

The Intermediate Body notifies with letter the Managing Authority and Paying Authority for the results of the Monthly reconciliation of the limits in the IB.

I.8.6 
Reconciliation of MA books and National Fund books

Reconciliation between the Managing Authorities and the PA/NF has to be made on a regular basis. 
Once a month, the PA/NF should receive a copy of the Trial balance printout from the General Ledger from all Implementing Agencies and reconcile the transactions as recorded in the NF books and as recorded in the Implementing Agencies books. 
The reconciliation process is documented in the PA/NF. In case any discrepancy in noticed, the PA/NF informs the MA in writing and ensures a follow-up until all issues are cleared out.

I.9. ACCOUNTING REPORTS
The Managing Authority reports to the NF monthly and quarterly under the Unified Budget Classification. The Managing Authority submits to the NF Monthly and Quarterly Report and Trial balance and Annual Balance sheet.
I.9.1.Monthly and Quarterly Report Under Unified Budget Classification      (Head of MA under CF 1164/94 to Head of PA)
Because EC grants (including Cohesion Fund (CR 1164/94)/ISPA) allocated to Bulgaria are treated as extra-budgetary funds, the Managing Authorities must report to the NF monthly and quarterly on the expenditure under the Unified Budget Classification:

· as per the instructions given by the Budget and Treasury Directorate of the Ministry of Finance,

· only on expenditures using the activities and paragraphs for expenditure under the Unified Budget Classification. In exceptional cases income, exchange rate differences or transfers may be reported. 

The NF consolidates the data received and submits the consolidated report to the Budget and Treasury Directorate of the Ministry of Finance (monthly) and to the National Audit Office for approval (quarterly).

Reports under the Unified Budget Classification are cumulative: they reflect the total expenditure from the beginning of the year till the end of the reporting period. 

The format of the Monthly and Quarterly Reports under the Unified Budget Classification are defined by the Budget and Treasury Directorate of the Ministry of Finance which provides for instructions as relevant in case of any changes.

There is a possibility to generate the reports under the Unified Budget Classification automatically by the SAP system.
The Intermediate Body prepares Monthly/Quarterly Reports for cash implementation under Unified Budget Classification on functions and activities as required by the National Fund at the Ministry of Finance and submits information by e-mail and on paper to the Managing Authority and Paying Authority up to 5/7-th working days after the end of the current period.

The Managing Authority comments and corrects the Monthly/Quarterly Reports for cash implementations under Unified Budget Classification for the current reporting period and submits this information to the National Fund and to the Intermediate Body up to 3-rd working day, after receiving the Reports from the IB. 

-The related controls must be formalised on the Accounting check-list [see OP I.6.4-06 check-list).


I.9.2. Monthly and Quarterly Trial balance 
The MA prepares Monthly/Quarterly Trial balance as required by the National Fund at the Ministry of Finance and submits information by e-mail and on paper up to 5/7-th working days after the end of the current period.
There is a possibility to generate the Monthly Trial balance automatically by the SAP system. The Quarterly Trial balance is in respective form, as required by the National Fund
The Monthly and Quarterly Trial balance shall be prepared by an Accountant assigned to the task, controlled by the Director of “Finance and Administrative Activities” and approved by the MA Director.

The related controls must be formalised on the Accounting check-list [see I.6.4 check-list).

The Intermediate Body submits by e-mail and on paper to the Managing Authority and Paying Authority Trial balance from SAP R/3, for monthly/ quarterly reconciliation on turnovers and balances, up to 5/7-th working day after the end of the current period.
The Managing Authority comments the Trial balance and if applicable informs the PA and the IB to take corrections. The Intermediate Body submits to MA and PA correct Trial Balance up to 3-rd working day, after receiving the letter from the MA. 

The related controls must be formalised on the Accounting check-list [see I.6.47 check-list).


I.9.3. Annual Balance sheet
The Annual Balance sheet shall be prepared by an Accountant assigned to the task, controlled by the Director of “Finance and Administrative Activities” and approved by the MA Director. There is a possibility to generate the Annual Balance sheet automatically by the SAP system.

The related controls must be formalised on the Accounting check-list [see I.6.4 check-list).

The Managing Authority comments the Annual Balance Sheet and if applicable informs the PA and the IB to take corrections. The Intermediate Body submits to MA and PA correct Annual Balance Sheet up to 3-rd working day, after receiving the letter from the MA. 
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