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Ladies and Gentlemen ,

| hereby present to Parliament the
2024 Annual Report of the Bulgarian
National Audit Office  in compliance
with article 64, paragraph 1 of the
Bulgarian National Audit Office Act.

This document contains a summary
of the reports on 370 audits finalised
in 2024. They provide a broad and

objective  picture of the state -of-
play of public sector entities in

Bulgaria in 2024, and contain
proposals for the necessary

improvement s in the public sector

management.

The report contains summarized
outcomes of the different types of
audits, findings, conclusions and
recommendations regarding the
improvement in the management of public resources ; information on the execution of our
i nst i tadminisratides penal func tion; on the development and maintenance of its
administrative capacity , and on ensuring publicity of its work .

Our financial audits helped  adjust errors in the financial reports of public sector entities
accounting for 4,1 billion BGN . We conducted compl iance audits on roughly 2.2 billion BGN
of budget spendings by central and local government entities . We checked areas of great
importance for the Bulgarian citizens, namely the quality of school education, maternal and
child healthcare, effectiveness of p ublic registers providing services to citizens, etc.

The Bulgarian National Audit Office followed up on over 570 of its recommendations finding
out that roughly three  -quarters of them were implemented by the audited entities (14% more
compared to the pre  ceding year) .

BNAO presented some of its audit reports to the Speaker of Parliament, Parliamentary
Committees, the State Agency for Financial Inspection, the Public Procurement Agency, the
National Revenue Agency, the Council of Ministers , and Presidents of Municipal Councils.
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OurSAlreferred t o t he Prosecutords Office of the Republic
reports containing allegations of crimes.

We mobilise d our audit teams to conduct audit sin relation to the three types of elections
that took place in 2024 . Thisrequired commitment of significant resources to carry out
financial controls o n the election campaigns for the national parliamentary elections held in
June and October 2024 , and the European parliamentary elections in June.

In recognition of the high professionalism of our auditors , BNAO was appointed for the third
consecutive time auditor of EUROSAIJ the European Organization of Supreme Audit
Institutions.

2024 did not pass without challenges. During this year, in line with article 99, paragraph 5 of
the Constitution of the Republic of Bulgaria , B N A O ®resident was appointed  Caretaker
Prime Minister for the first time . He remained on this position for ten months as a leader of two
consecutive caretaker cabinets . Despite thi s difficulty , the National Audit Office managed

to maintain its high professional standards.

| trust that our annua | report will provide valuable input informing the adequate legal
amendments and oversight practices of the Bulgarian Parliament . | am sure it will also be
quite useful for all stakeholders & public organization s, non-governmental organization s,
media and citizens helping them to draw conclusions and make improvements , and
contributing to  informing society and producing positive public impact

Dimita r Glavchev
President,

Bulgarian National Audit Office
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SECTIONL1: Our institution

1.1. BNAOO6s mandate and regul atory frameworKk

The Bulgarian National Audit Office (BNAO) is the Supreme Audit Institution of the Republic of Bulgaria.

Its mandate is based on article 91, paragraph 1 of the Bulgarian Constituton .BNAOG&6s organi zat.
structure, functions, and organization of activities, as well as its authorities are outlinedin  the Bulgarian

National Audit Office Act.

Being among the institutions uphold ing the constitutional democracy in Bulgaria, the Nat ional Audit
Office enjoys independence in implementing its functions and reports di rectly to Parliament

The National Audit Office

Conducts audits of

THE STATE BUDGET

MUNICIPAL budgets

The budget of the
PUBLIC SOCIAL SECURITY FUNDS

The budget of
The NATIONAL HEALTH INSURANCE FUND

YEYYE
NN AN AN

Other budgets adopted by PARLIAMENT

12. Scope of BNAOOs audit function

The National Audit Office controls the budget and other public spending s and conduct of public
business. We achieve this through checking for reliability and validity of the financial statements o f
public sector entities , and for compliance, effectiveness, efficiency and economy in the
management of public funds and public sector operations
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BNAOOds mandate also caoavers the auditing of
Public entities financed by the national budget and the managem ent of their estate ;

Incurrence and management of public debt, debt guaranteed by the government,
municipal debt and the use of debt instruments ;

The budget spending and budget management of the Bulgarian National Bank;
State -owned enterprises in line with  article 62, paragraph 3 of the Commercial Act ;
Commercial entities with over 50% of state/ municipal holdings in their capital ;

The accounts of the EU funds and of other international programmes and agreements ;

> > > > >

Privatisation of state -owned/ municipal -owne d estate , extended public funding and assets
allocated for use;

A Legal entities taking state -/ municipal - guaranteed loans

BNAO is equipped with tools and authorities to contribute  for the improvement of the public resource
management through the outcomes  of its audits . Our institution is also vested with administrative
penal functions in line with the BNAO Act, the Public Procurement Act , the Political Parties Act and
the Elect ion Code .

A In case of identified irregularities, BNAO issues recommendations aim ed at improving the
financial discipline and accountability

A If its recommendations are not implemented, the Audit Office submits a report containing
proposals for interventions to the National Parliament, Council of Ministers or the Municipal
Councils, r espectively.

A BNAO may put forward a proposal to the Minister of Finance to restrict or suspend transfers,
reduce the limits of the allocations to budget financed public entities violating the budget
discipline .

A BNAO may also put forward proposals for dismi ssal of public officials charged with
governance who se action or inaction has led to legal infringements or failure to comply with
the recommendations issued by the Bulgarian National Audit Office

1.3. B N A Oécsountability

To BNAQO Act
Lag= "
In line with the BNAO Act (artic le 64, paragraph 1) by September 30  th of
each year the President of the National Audit Office submits to Par | i ament a report 0
activities during the preceding year

In line with article 65, paragraph 1 of the BNAO Act, the annual financial stateme nts of the National
Audit Office are audited by an independent committee whose final report is submitted to Parliament
together with BNAOG6s annual r.eport for the respective
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1.4. Composition and decisions of B N A OBosird

The collegian body of the Bulgar ian National Audit Office (its Board) is comprised of its President, two
Vice -Presidents and two members, all of them appointed by Parliament for a seven -year term of
office .

The President manages and organi zes the coicedPuesidentof BNA
are in charge of organizing the audit function and its quality assurance.

The Board Members are representatives of professional organizations o the Institute of Chartered
Accountants and the Institute of Internal Auditors in Bulgaria. They take part in BNAOO®ds Boa
and in the endorsement of the audit reports.

The National Audit Office passes its decisions through an open vote where a majority of 4 votes is
required. The Board members may not abstain from voting. Between 1 January 2024 and 31
December 2024, the Board passed 553 decisions, discussed and endorsed 370 audit reports .

Sessions

Decisions

370

Audit reports

Compliance Performance Specific Financial
audits audits audits audits
29, 5. 10. 326
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Reports referred to various institutions

7 59 124
Prosecutor’s

52
Agency for State Presidents of National
Office of the Financial Municipal Councils Association of
Republic of Inspection Municipalities
Bulgaria

S

National Revenue | Council of Ministers
Agency

Public
Procurement
Agency

—h

171 22

Speaker of Parliament

Education
and Science Committee

Electronic Gevernment

Committee

Economic
Policy Committee

e

S .
‘ iy Parliamentary
I j Committees
Healthcare [ € —
Committee

EU Affairs and Oversight of EU Funds
Absorption committee

EU, Schengen and Eurozone Affairs

Committee D:%j]
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1.5. Capacity and organizational structure of the BNAO

. To facilitate

BNAO®s he adaral lacateddnrSefia in direct proximity to

our key audited entities

our operations in different parts of the country, to ensure more efficient audits and more effective

communications with the audited municipalities, we have deployed our auditors (

in so-called remote

offices) to all cen tral cities of the administrative regions

. We serve the Bulgarian citizens and the

European community

The main structural units of
administrative management

the BNAO are its directorates specialized in specific areas of auditing and
of the institution . This ensures the necessary administrative capacity and

targeted resource management

1.6. Significant changes during the reporting period

the Constitution of t he

r Prime Minister in two interim cabinets following

Based on article 99, paragraph 5o f
was appointed Caretake

Resjplantb | i ¢
the issuance of P residential

Decrees, respectively from 9 April 2024 and 27 August 2024. He stayed in this office until the nomination

of a regular Council of Ministers by the Parliament on
was managed by one of its  Vide -Presidents.

1.7. Products of our work and their users

The main product of our activities are our audit reports. They are publicly available
by providing reliable and verified informatio n regarding the compliant, effective, efficient and
economic management of public funds and conduct of public business

Users of our products are the audited entities and different institutions of the legislative, executive,

16 January 2025. During these periods BNAO

. We bring value

judiciary powers and local gov

ernments, non -governmental organizations

stakeholders .

Executive power Judiciary

= Cenftral government entities
= Government agencies
Legislative power e é’I@‘ B

»  Parliament
= Parliamentary
committees

- . -
, -
’ \ \
\ \ A ~ - L ’ ’ 4
N S P ’ ’
Professional AT Tt TN e -
organizations it T e mmmemm T
Employees
*  Auditors

= INTOSAI
Civil Society

Local

= EURCSAI

= Institute of Certified Public
Accountants, Institute of
Internal Auditorsin Bulgaria

*  Administrative staff

= Citizens
= Media
= NGOs

, Civil society and other

avuthorities

—_— Tl N = Municipal councils
- h = National association of
+  municipalities

N
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SECTION22.BNAOOs FUSICTI ON

2.1Benefits and value of Supreme Audit Institutions (SAls)

Being an INTOSAI! member, the Bulgarian  National Audit Office abides by the prin ciples outlined in
the INTOSAI-P12 that speak of the way SAls demonstrate their value and benefits for the public sector.

The SAls aim at contributing to a positive change in the lives of the ordinary citizens of the ir respective
countries. The main philos ophy of this standard is as follows

Theauditngconduct ed Ihasa@sitvé impact on trustin society
UHTOCAM — M12 because it focuses the minds of the cus'todlans of public reS(?urces on hoyv
e well they use those resources , knowing that they are subject to oversigh t.
i Such awareness supports desirable values and underpins accountability

KbM Noao6pABaHe Ha XWUBOTa

HarpaaativTe mechanisms, which in turn leads  to improved decisions

Mponnpraer i VHTOGHA co
s o ora

) The extent to which the SAls are able to meet the fundament al
e expectations of improving the lives of citizens is underpinned on the
following principles grouped in three pillars

PILLAR 1
Strengthening the accountability, fransparency and integrity of government and public

sector entifies
= Safeguarding the independence of SAls
= Carrying out audits o ensure accountability
= Enabiling those charged with public sector governance to discharge their responsibilities
. Making audit reports public

PILLAR 2
Demonstrating ongoing relevance to citizens, parliament and other stakeholders
O%O . Being responsive fo changing environments and emerging risks
. Communicating effectively with stakeholders
% h‘d ﬁP . Being a credible source of independent and objective insight and guidance to support

beneficial change in the public sector.

PILLAR 3
Being a model organisation through leading by example
= Ensuring appropriate transparency and accountability of SAI
(o) @ . Ensuring good governance of SAl
= Complying with the SAl's Code of Ethics
%DU . Striving for service excellence and quality
. Capacity building through promoting learning and knowledge sharing

2.2 The standards we follow

The BNAO is an active member of INTOSAI and its  working groups. We apply the International
Standards of Supreme Audit Institutions ( ISSAI).For the purpose of our financ ial audits we apply the

1 INTOSAP-12.pdf
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International Standards on Auditing (ISA) issued by the Board of the International Federation of
Accountants (IFAC). These standards are avapageabl e on BNAOGs web

2.3 Our principles

The BNAO Act sets out a number of principles se  rving as a moral and professional foundation of our
operations and followed by all our employees in their daily work

Independence, imparfiality and reliability

Trust, cooperation and constructive behaviour

Professionalism, integrity, impartiality

Publicity and fransparency

Consistency and predictability

aYaTatala
NN

2.4 Our value model

BNAOG6s effective governance is based on the good wunder s
important element  of our endeavour to ensure long -term value for the stakeholders and sustainable

success of our institution . The clear understanding of the system through which we bring value is

beneficial to a broad circle of internal and external stakeholders

Ourvalue model is based on BNAQahdGensuress anoonerakhintegrated  scalture n
throughout the institution .

This model is described in the graph below and outlines the link between the available resources within

the Audit Offi ce (operational reso urces), the method of their use (BNAO -specific processes ), the
outcomes of our operations , incl. our products (reports, recommendations, position papers, etc ), and
the effectand impact  of our work over the public sectorin Bulgaria . The model details the value chain,
i. e. the process through which we ensure high quality audits and provide reliable information to the
stakeholders .
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BNAOOs value model

Operational resources

= Highly qualifies auditors in all auditing
disciplines

Highly qualified adminisirative experts
« Experienced leadership

)

+ Budget approved by Parliament

Financial
resources

Human
resource
.

Headquarters and remote officesin all

« Support from INTOSAI, EUROSAI and
other SAls

< vy

% 8 regional cenfres m « Excellent stakeholder relations
= 5| ¢ [infrastructure - Cooperation with NGOs

8 % * Audit and management software

£ 9

Tools

Social
capital

(

Proprietary audit methodology

In-depth knowledge of the Bulgarian public
sector

Technical expertise in the various audiit types
Institutional strategy

System of external legislative documents
Established organizational processes

= Naturalresources necessary for our
operations: water, energy, efc.

T w
_2&)
T 2
=R

w
o
S
2
<}
2
I

Audit focus on Adequate Analysing the audit Summarised report on the  Interaction with
priority areas for the audit outcomes and financial audit outcomes  stakeholders on the
state methodology issuing audit outcomes

recommendations

Internationally Quadlified Ensuring Follow-up on
recognized audit auditors transparency of recommendations

standards the audit
outcomes

Outcomes and impact
/Ouicomes Impact \

Transparency in the management of public resources
Audi reports

» 3264 financial audit reports

= 29 compliance audit reports Identifying departures from the good governance of the public
5 performance audit reports finances and putting forward recommendations to improve the
» 10 specific audit reports management of public resources
Audit conclusicns contributing to improving the mandate execution

Position papers of the audited enfifies
»  On the report of the Supreme Judicial

Council Continuous building of our knowledge of the public sector
* Onihe c_onso\ido_ied réports conceming Warranted constitutional independence

the public sectorinternal conftrols
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2.5 Stakeholder value

The value we bring to different stakeholders is summarized in thet  able below :

Stakeholders

Bulgarian citizens A In selecting our audit topics w e take into consideration the
issues raised by citizens in the media .

A We publish the outcomes of our audits for further use by the
stakeholders .

A We serve as a model public instit ution with good
administration .

Parliament A We are a source of independent and reliable information
based on deep public sector understanding derived from our
audits.

Public administration A We provide a true representation of  the public sector financial
ma nagement and execution by identifying departure s from
the standards for financial management and the root -causes
thereof .

A We allow audited entities to rectify the identified
discrepancies .

A We issue recommendations to improve the management of
public asset s and resources .

Our employees A We enable our employees to contribute to the good public
sector performance, hence contributing to improving the lives
of Bulgarian citizens

A We provide stable career paths, professional working
environment and good salaries

European community A We support the efforts of the European Union and the regional
organizations to achieve good governance in the member
states by introducing professional standards and practices

INTOSAI, EUROSAI, other A We support SAI$ common effo rts in ensuring publicity,

SAls transparency and good governance globally

A We participate in the exchange of good practices

2.6 Our environment

The environment in which a SAl functions has a great impact on its operations and consequently on
the effective di scharge of its constitutional function . In line with INTOSAI-P12, each SAIl should consider
the expectations of citizens, Parliament and other stakeholders when planning, executing and
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reporting on its activities. This is made possible when SAIl s actively fo llow the changes in their
environment and respond adequately to them and to the emerging risks

We plan our audits in response to the challenges in our environment and seek to ensure a positive
impact on the functioning of public sector entities and the cit i z dives O

To adapt to and develop in the changing environment, we need to understand and analyse it . In
executing our mandate we take heed of the following factors with potential impact on our operations

Need for stable and
effective institutions

Constitutional protection of P
personal dignity and rights P -

\" -
\ W /
\ - /
\\ ‘/"') } //
NN 2=/
N 7 - -
Quick and pervasive \\_ // Dyn.umlc political
technological changes \\\,‘ '/// environment
Dynamic political arena
As an EU member state ,a | arge portion of Bulgari ads driwvdnebythe | and
community goals, which in turn provide s a degree of political and economic stability and regulatory
framework. On the other hand, frequent early parliamentary electi ons may restrict the possibilities for
any S Al iéiteraction with Parliament and its committees, and hamper the introduction of new

regulations and policies

Our audits are based on deep understanding and they offer information on the use of public
resources. The BNAO Act obliges us to provide to Parliament reliable information on the outcomes of

our audits, which in turn informs the pub  lic debate and responsible decision ~ -making. Our strengthened
efforts to address corruption inthe  Bulgaria are conducive to better transparency and accountability,
whichisofgreat i mport ance f or B NA Otfesvaleefoff durcaudits.cy and

One of BNAOGs specific functions is auditing the fina
political parties in line with the Political Parties Act, and the financing of election participants in line
with the Elect ion Code . The <ci ti zens®& hi gh imsttugoasandtheiephanced publict h e
awareness create pressure for better transparency and accountability, which is an important factor
for planning BNAO&s wor k.
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Need for stable and efficient institutions

Having stable institutions that support our constitutional democracy is a key requirement both for our
EU membership and membership in the Organization for Economic Cooperation and  Development
(OECD). Therefore,t he bui l ding and continuous devel opment of

central for our ability to conduct our oversight and control of public resources

Quick and pervasive technological changes

The speed of technological changes in recent years , and specifically digital innovations  , have had an
irreversible impact on the functioning and reporting of public sector entities . Now more than ever ,itis
important for our auditors to use both structured and non -structured information and big data and to

have analytical skills and skills for identifying errors , irregularities , and opportunities for improving the
spending of public resources

The availability of cloud -based technological solutions, robotisati on of processes, computer -aided
audit tools and machine  -learning, and the growing use of Al in the audit profession are changing the
audit landscape making the processes more efficient, precise and predictive . Applying enhanced
audit tools and techniques helps improve many audit processes such as planning, execution,
documentation and follow -up on recommendations, identifying and assessing risks, real -time data
analytics, documenting findings, preparing detailed reports with key recommendations ,etc . They add
to the depth and scope of the audits enabling the analysis of entire data sets instead of samples and

quick identification of patterns and anomalies.

This also enables the audit teams to manage more effectively the audit cycles, to enhance the audit

qu ality, transparency and certainty of the audit opinion , Which inevitably improves the accountability

of the entities spending public money . In conclusion, the new technological hyper -changes result in

the need for building new skills and capacity, which wi 'l be in the focus of BNAO®JSs
Together with multiple opportunities, technological changes also bring new risks . As audits grow

increasingly dependable o n digital data, there is a growing importance of ensuring the safety of
sensitive informati on. Cyber -security and data protection are already in the focus of attention of our
Audit Office .

2.7 Risk management

Ri sk management is a structured, consistent and conti nu
We have adopted an integrated approac h to risk management which enables the centralization of
our assessment of the risks for our structural units, sectors and functional divisions.

BNAOG&s President ensures the implementation of t he Ri
Specialized risk m anagement committee (SRMC) as a permanent body assisting, coordinating and
controlling the riskmanagement efforts in the organization

BNAOGSs Board discusses the reports of the SRMC regar
acceptable level of institution  al risk, adopts a register of B N A O 8trategic risks and passes decisions
regarding the execution of controls for effective management of residual risks exceeding our risk

appetite.
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The following were r outine activities during the reporting period . identi fication of new risks, review of
previously identified risks ; updating and developing new risk registers of the structural units . All structural
units coordinated their efforts for introduction, execution and monitoring of the outcomes of risk
management m easures.

As a result of our efforts in this area, we can report that BNAO has created adequate conditions for

effective risk management , organizational culture and understanding of the need and benefits of risk
management . There is a need for deepening the risk assessment, specifically the analysis of root -
causes, which will enable  our Audit Office to focus its efforts to better manage the latter

In 2024, the key risks were once again related to

,//'/ \“\‘\
,/"4 \\\\
s N
g e
/ Ve “\ A
f/ a T | \\

f /// N . \\ \
Iff // HNEEEE \ 'wll
I — 1 \ ‘

Insufficient Complex legal framework,
administrative diverse audit questions and
capacity audited entities

Investing efforts fo make cur
insfitution and the professicn of
public auditcr more atfractive

requiring high competence of
the auditors and quality
assurance professicnals

BNAOG&s | eader shi p pr ovi Haacingtbhepapddorst Glevel of competericyhy offerimg
trainings and self -learning opportunities tailored to the ir needs ; participation in international fora;
exchange of experience among the audit teams within BNAO and with other SAls, using external

exper tise and other adequate practices.

2.8 Cybersecurity

In the public sector environment in which  BNAO conducts its audits, cybersecurity has a growing
importance parallel  with the growing dependence on digital data and technologies . Auditing
processes use big data analytics and cloud  -based technologies, which increases the risk of security
breaches . Therefore, BNAO invests efforts in capacity -building, deploy ing and enhancing tools for
protecting the information received from the audited entities and its own information .

BNAOS6s cybersecurity system is based on a

processes to ensure the protection of our computer systems, networks and data against unauthorized
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access, attacks or destruction thus preventing the loss of sensitive information, financial damages or
breach of confidence in the institutions

The | evel of B NsAowa@e tochge deplaymanti olsvltrious security solutions corresponding
to the assessed risks, the combination of which ensur  es a reliable level of information security . Below is
a graph of the deployed solutions:

d T ~_
\I\/ B
L / 1 )
Critical IT assets \ T \ / SIEM systems
\k — T -
_ T .
Analysis of the use of critical IT " j/ ™ ' TOOIS for managing information on

/\J the cybersecurity and cyber events
/ providing continuous monitoring of
BNAQO's crificalinfrastructure

assets — network devices, |

operationalsystems, |\ J

databases and applied \\ — — /
software. N\ /

Network traffic analysis
Automated analysis of
the network data and
information flows

2.9 Fighting corruption

BNAO follows closely the changes in the anti -corruption, bribery and money laundering regulatory
framework, including the guidance on its application issued by the competent authorit  ies to make
sure that its internal documents are in line with the updated legislative acts

Our institution has a specialized structural unit ~ responsible for addressing all whistleblowing reports and
complaints in line with the Protection of Persons Who Report or Publicly Disclose Information on
Breaches Act, together with all reports concerning the involvement of institutions and authorities, incl.
BNAO® smployees, in alleged corruption, bribery or money launde ring.

During 2024 there were no such reports filed against BNAO employees

The reviewed reports and queries under the Administrative Procedure Code we re as follows:
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- 68

\
AN

N

—

Receivedreports and
queriesin line with the
Administrative Procedure

Code

Such reports/ complaints were filed by
and contain ed allegations of breache

/

s
/

e ¢ \

( ) V | —

S/ (/)

S/ 7 RN )

/‘I T \\_//

Anonymous Referred Processed
reports reports reports

5 reports were considered
anonymous and were not

processed.

employment rights, property rights, etc.

BNAO sent responses to all entities that filed complaints/ reports, with the exception of the an
responses

ones. The

wer e

n |

22 Reports were referred

ne with

to other organizations for

checks.

central or local government bodies
s in public procurement procedures, competitions,

BNAODJ s

41 reports were
processed and
responded to.

| egal

In 2024, BNAO introduced a Register of all received whistleblowing reports and complaints processed
in line with the Administrative Procedure Code
the procedure for filing reports of alleged corruption

BNAO invests efforts to maintain and enhance

targeted trainings

.The

Swkh -page contains detailed

explanation of

its institutional capacity to fight corruption through

, individu als or legal entities
violated

onymous

mandat
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SECTIONS: Auditing fun ction

31BNAOOGs Audit Strategy

Based on an analysis of the outcomes of it s auditing function during the previous strategic period, in

2024 the Audit Office developed and adopted a 2258at egi
2027. The planned strateg ic goals are aimed at achieving concrete audit results and direct impact of

the audit reports  for the audited entities during the three -year period . The attempt is to enhance  the

benefits of the audit function in social and economic areas of significance f or the Bulgarian society

and to ensure better impact of the audit reports over the public sector governance and

accountability

Therefore, the strategic pl an 20256208 Nrdved)es tagetthg taudityg f unc
(outside the ones mandated by the BNAO Act) in specific priority sectors and additional focus on
horizontal audits .

UN Sustainable Balanced Digital State-delegated Public Estate
development demogrophic  fransformationand  activities andlocal  procurement
goals development e-governance activities
£y (2 =N ra B
PO ¥ olA SH Q1 -}
Education and ‘s‘o'”
skills o
Social Q?o
inclusion (3
Strategic plan on BNAQO's auditing function
£,
Health and c.o
sports ©

Circular @ 2025_202 7
economy
. Y £
gt €500 m D

Justice and <>,
internal affairs Q’@

Extra-sectoral

horizontal fopic :E;

page | 24



2024 BNAO Annual Report

The sectoral focus of the audit function s defined based on the priorities laid down in the National
Development Pr o g r a mmBelgaria 20306 and supplemented by add itional areas of strategic
importance for the country . The list covers crucial public sector areas that are  key for ensuring good
standard of living for the Bulgarian citizens .

The horizontal dimensions of the audit function cover important auditable questions and issues
relevant to several sectoral dimensions. They are linked to the strategic and annual audit planning

BNAO plan sto draft and adopt a new institutional development strategy that will outline the direction
for t he SAI 6s f uttawards nketinge Itsonpwndratégic goals and building upon the
achieved results . The planning o f the audit function will be based on these strategic goals

3.2 Definition of the types of audits conducted by BNAO

The BNAO Act defines auditing as a check pro  viding assessment of the governance and financial
reporting by the audited entit ies in view of their improvement

Definition of auditing (BNAO Act)

Collecting and analysing
3 financial and non-financial
Check information
@ ~
~®
< Evaluating the management of
Findings/ 3 the budget and other public
conclusions/ R funds and operations and the
recommendati f=ul audited enfity’s financial reporting
ons
)
£2
= Improving
Goal ——m op . o

governance

BNAO conducts its audits in line with well -designed, approved and published Annual Audit
Programme .

In selecting which entities to au  dit, BNAO takes into consideration the available human, time and
financial resources and applies criteria to ensure a maximum impact of its audits on the management
of financial and non -financial public sector resources and conduct of public business

By definition, audits are not thorough checks . Using riskbased sampling, they provide  a reliable, valid,
independent and transparent assessment of the audited entities and contribute to increasing the
confidence of the users  of information in the management o  f public resources and conduct of public
business.
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3.3 Outcomes of the financial

audits conducted in 2024

Financial auditing is an expression of an independent audit opinion with a reasonable degree of

assurance on whether the annual financial statement

aspects, with the generally applicable financial reporting framework.
not express certainty about the future viability of the public sector entity, or the efficient and

conduct of its business

s of public sector entities are in line, in all material
The audit opinion on them does

effective

In line with the Internationally accepted standard of auditing, once they have obtained reasonable
assurance, the auditors are required to express an opinion if the financial statements as a whole

contain any material

The audit opinion may be unmodified, modified or adverse.

misstatements, regardless of whether these are due to fraud or error

In rare occasions, when the

circumstances prevent the auditor from performing the necessary audit procedures, the National
Audit Office issues a disclaimer of opinion.

Disclaimer of opinion

Adverse
opinion

Qualified opinion

Unmodified opinion

v

The auditor cannot
conclude whether the
financial statements
provide frue and fair
representafion of the
financial position,
financial performance
and cash flows of the
respective public sector
entity.

Unreliable
information
®

The audited annual
financial statements:

1. do not provide frue and
fair representation of the
financial position, financial
performance, and cash
flows of the public sector
entity.

2. contain material
misstatements or omissions
of important non-financial
information that have a
pervasive effect.

The audited annual
financial statements :

1. Provide true and fair
view of the financial
position, financial
performance, and cash
flows of the public entfifies,
except fo the effect of the
misstatements or omissions.
2. contain material
misstatements or omission of
important non-financial
informaticn, whose impact
is not pervasive.

The audited annual
financial statements :

1. provide a frue and fair
representation of the
financial pesition, financial
performance and cash
flows of the public sector.
2. do notconfain
material misstatements

3. fthenofes fo themdo
not contain any omissions
of non-financial
information of relevance
fo the users.

page | 26

Reliable
information



2024 BNAO Annual Report

Financial reporting framework

Public sector financial reporting in Bulgaria is regulated by the following

Law on Public Finances

Setls out the accounting standards and chart or
accounts, plus guidelines for the public sector
organizations.

A

Accountancy Act

Requires from public sector entifies fo prepare and present
theirfinancial statement in line with the public sector

f

T ‘*.
\ U:fH—

j financial standards
5= National Accounting Standards
() Lay down the accounting practices for the

public sector entifies.

Guidance by the Ministry of Finance

Provides additional clarifications regarding the
accounting practices.

T
4
Uniform Budget Classification

Provides standardization of the cash-based
reporting of budget operations.

) — Other guidelines

Vand Various guidelines issued periodically by the

- Minister of Finance.

The diverse legal requirements, different understanding of the majority of public entit  ies regarding their
key purpose , and the numerous requirements issued by the Minister of Finance create a lot of
difficulties for the reporting entities and for the financial auditors

Below are examples of the complex financial reporting environment

During this reporting period , Letter No 20 dated 14/12/2004 containing guidance on the application
of the National Accounting Standards for public sector entities remained in effect . Between 2004 and
2024, this guidance of fundamental nature for public sect or financial reporting was updated on
multiple occasions by means of additional guidelines issued by the Treasury Directorate and Municipal
Finance Directorate of the Ministry of Finance . The additional guidance regulates various issues
concerning the fina ncial reporting , such as the Uniform Budget Classification for the respective year,

the Chart of Accounts, Guidelines on the monthly, quarterly and annual financial statements,
requirements for information provision and, last but not least, changes in the disclosure of assets,

liabilities, income and expenditure
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The general provisions of the National Accounting Standards that are in effect in the public sector
require from the entities to apply the concept of financial capital maintenance . This is contrad ictory
to the broad understanding that the main purpose of public sector entities is provi ding public services,
rather than generating profit and return for the shareholders. The aforementioned guidelines help
adapt the accounting standards for the public sector, however the framework upon which this is done
remains designed for the private sector

Some of the guidelines by the Minister of Finance introduce requirements that are not always in full
compliance with the principles laid down in the Accountanc y Act. An example isitem 18.1 of
guidance No 20 issued by the Treasury Directorate of the Ministry of Finance in 2004, and item 21
guidance No 10 from 2009 requiring cash -based accounting of taxes, customs duties and tax -related
fees. Therefore, these rev enues and the respective receivables are not recognized on a current basis
but are disclosed upon receipt . This is contradictory to the accrual principle, which requires
recognition of the  effects of transactions and other events and circumstances in the period when they

occur , even if the resulting cash  revenues and payments may ta ke place in a different period . The

disclosure in the financial statement  should be made for the period of occurrence . The reporting of
taxes on an accrual basis is a challenge identified at EU level and described in a number of analyses.
Some future interventions are planned to address this challenge

#
I

BNAO has put forward relevant proposals to the Ministry of Finance for

=
@ ensuring uniform interpretation and application of certainrules.

Where the ISSAlsset out specific responsibilities for the national SAI s, regardless of whether the financial
reporting fram ework contains requirements to that end, BNAO informs the Ministry of Finance and the
audited entities of these responsibilities

An example is the principle of going concern which gained importance after the onset of the Lock -
down in 2020. This principle is defined in article 26, paragraph 1, item 1 of the Accountancy Act,
however, the respective provisions of National Accounting Standard 1 are not applicable to public

sector entities in line with item 7 of Guidance No 20 of the Treasury Directorate of t he Ministry of
Finance , dated 2004. Meanwhile, ISSAI 2570 sets out specific responsibilities for BNAO , regardless of
whether the financial reporting framework contains requirements to that end, or it simply introduces

the going concern principle

The Ministry of Finance is the contracting authority in a project for the development of an Integrated
Financial Information System for Municipalities (MIFIS and a Uniform Integrated Financial Information
System (UIFI$ for the first -line budget spending entitie s. BNAO requested from all relevant entities
information on the overall project in order to identify the current state -of -play, progress and possible
difficulties in the software deployment . Their responses were analysed and BNAO  will continue to
monitor the project 6 slevelopment and report on the challenges in the introduction, use and
application of the two systems
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Adequacy of the public sector financial reporting framework

the terms of audit
provides

International Standard of Supreme Audit Institutions (ISSAI) 2210
engagements 6 set s out t he requirements
consideration of the adequacy of the applicable financial reporting framework

0 OAgreeing

and gui o

The financial statements issued by the public sector organizations in Bu lgaria are general
financial statements and therefore should satisfy the
users.

purpose
general information needs of a broad group of

The qualitative features of the information contained in the financial statements of public sector
organizations are descr ibed in the requirements of the only internationally recognized set of
accounting standards  dthe International Public Sector Accounting Standards (IPSAS) published by the
International Federation of Accountants . These standards cover all key aspects that have to be
reported in the financial statements of public sector organizations

T

Iiil

Application of
accounting standards
not designed for the
public sector

Absence of consolidated
reporiing framework

The financial reporting
requirements of public
sector enfities are based
on the accounting
standards for the private
sector.

EEVI

Numerous generic and
specific reporting
guidelines

A

1

2

N

the internationally recognized financial reporting framework d

S

Bulgaria risks failing to satisfy the strict requirements of
ue to the following two  key factors :

Future de velopment of the public sector financial reporting framework

The

European

Commi ssi on

(EPSAS) aims at achieving harmonization of the

pract ices corresponding to the needs in
for the understanding of the financial positions and execution in public organizations
the transparency of
accounting information contained in them
Commi ssi onds

to increase

EU.

overar chi

ng goal of

0s initiative to
accrual

devel op
principle in the public sector  accounting

the EU. The EPSAS are expected to provide a more solid basis

of all levels, and
me mb énances ana tthe cdmpamhiliby | of the

. This initiative will contribute to the attainment of the
strengthening the
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BNAO supports the initiative for development and adoption of ESPSAs and the introduction of a
consolidated public sector financial reporting framework to replace the current framework consisting
of numerous general and individual reporting guidelines.

BNAO will suppor t the efforts of the Ministry of Finance to modernize public sector accounting
practices and will take active part in forums and events on the topic of public sector financial
reporting. We will also continue to provide an objective evaluation of the curre nt state of play of the
financial reporting practices

~
4 \
/ \

BNAO recommends revising the financial reporting framework in !

Bulgaria, and starting as soon as possible the preparation for adoption

:;— of the International Public Sector Accounting Standards in line with the
)/ Law on Public Finances or the European Public Sector Accounting
Standards.

Execution of the annual financial auditing plan

326 100% 98%

Endorsed audit Audited central Audited municipal

reports government entities budgets _ _ _
All  audits of the 2023 financial

statements of public sector entities planned in the 2024 BNAO Annual Auditing Programme were
completed succes sfully.

The majority were unmodified audit opinions constituting 82% of all audit opinions issued on the
financial statements . This is an indication of the degree of compliance with the applicable financial
reporting framework , but not of the quality of  public sector reporting in Bulgaria, the latter being
conditioned up on the quality of the financial reporting framework
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Audit opinions - all audits

266 271 m2023m2y0.22m2y0.2 1
218
50 50 °9
.. 10 11 10 01 1
LN | N
1 2 3 4

Audit opinion - ministries and

2951 49 agencies
2023 ER022
4 45
200 011
mm - _
1 2 3 4

We are glad to report that in the past two years

the number of modified opinions on the
municipalities has declined and remains relatively
constant (from 30% on the 2021 annual financial
statements down to  21% on the 2022 and 2023
annual financial statement ). A key reason for this
decline is the provided possibility to correct the
misstatements identified by the auditors in the
financial statement in the course of the audits

The detailed analysis of the audit opinions by size

The number of modified opinions regarding

central government

entities and public

universities stays relatively the same over the

pa st 3 years

Unmodified opinion

3- Adverse opinion 4- Disclaimer of opinion

Audit opinions - public universities
and Bulgarian Academy of

335,33

1

Audit opinions

184189

||136

2

40 38 4

2

9

2- Qualified opinion

Science

m2023 WR022

685
ull 001

3

- municipalities

m2023m2y0.2 2M2y0.2 1

8 11 9
= BN

of municipalities shows that the positive trend of increased unmodified and qualified opinions

adverse opinions is valid for municipalities with population
noteworthy that BNAO has managed to issue opinions on all

statements.
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audited annual financial
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Outcomes of the municipal financial audits

Unmodified opinion  Different from  Qualified opinion Different from  Adverse Different from Disclaimer of opinion Total
the previous the previous opinion the previous
year year year
Population over 3 0 0 o
200000 citizens
100% 0% 0% 0%
100001 — 200000 5 0 0 0
citizens
100% 0% 0% 0%
9
50001 - 100000 8% 3 0

citizen

75% 25% =
10001 — 50000 87 16 ﬁ 0 a
citizens
84% 16% 0%
0- 10000 80 ﬁ 2] 8 @ 0
citizens
74% 19% 7% 0%

0% 0%

0%

o

Our a nalysis shows that one o f the reasons for the positive audit outcomes is the provided possibility to
adjust misstatements during the course of the audit . The goal is to ensure that the annual financial
statements provide true and fair representation of the financial positions, financial performance and
cashflow of public sector organizations , and serve as a reliable basis to inform governance decisions
at institutional, regional and national level

In forming its audit opinion , BNAO identifies the impact of each error based on its pervasiveness in the
audited financial statement  s. Errors that have zero impact on the accounts disclosed in the financial
statements are not taken into consideration . Othe r errors have an impact on the reported amounts in
the annual financial statements and result in misstatements. These are identified as findings both in the

Profit and Loss and the Banace Sheet Statements

As a result of the correction of errors identified by BNAOG s a,uht number of financial statements
providing true and fair representation of the financial positions, financial performance and the
cashflow of public sector organizations has increased significantly. Following the corrections, the
number of adverse opinions declined by 89%, while unmodified opinions grew by 39%. The most
significant change is achieved by municipalities where the unmodified opinions grew by 64 (i.e. 53%).
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Number of unmodified audit

Number of adverse audit opinions

oppnions 266 Bg3a0ed dosaoWxzdde C{&SOC{Gng
Hg3a0ded do3oMzsdde dea3adeco 77
184 101
120
89%
39%
49
40 26 33 ) 6 3 10
.. ] | - o (| [ |
d o2 O O0s Kfruosao Kfue 2 O O0s Kfruosaos Kruye

Systemic weaknesses identified during the financial audits of m inistries,
agencies and public universities
The following groups of errors and irregularities were identified in the financial statements
b ® A =7
Wrong Non-compliance Wrong definition of Wrong classification
corrections of with MF guidance depeciation costs of assets, liabilities,
errors income,
” - expenditure and
regarding confracts
L provisions for . Frqnﬂers
Resulting in incorrect advance payments Following the occurrence InPublic Sector Chart of
representation of of events Accounts and the Uniform
amountsin the AFS k\ Classifier /
o3 b o
i R — Incorrect
Incorrect recognition Excessive liabilities Absence of stock- Hing of
ot provisions for to suppliers taking and analysis reporting o
personnel of receivables guarantees
Resulting in incorrect exceeding(;rge admissible Related to advance Resulting in under or
disclosure of amounts in P payments made overreporting of off-
the P&L Statement during previous balance shest assets
reporting periods and liabilities
ak s X ¢
Q A=
Absence of Misrepresentation Non-recognized Changesin
depreciation or of EU funds liabilities for capital
revaluation reviews of reimbursements to
non-current assets Management Incorrect disclosure of
o . Resulting in incorrect Authorities shares and equities, and
Resulting in inability fo entriesin the Balance related revenues
cprroborate significant entries  |sheet, P&L and Cash-Flow
in the annual financial Statement
statements L
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It is noteworthy that certain weaknesses, for example the incorrect calculation of depreciation costs,
inacc urate classification of assets, liabilities, income, expenditure and transfers, incorrect disclosure of
guarantees, securities and commitments, etc. were identified repeatedly over the years

In 2023, the auditors observed less errors in the disclosure o f assets, liabilities, income, revaluation sand
financial transactions with assets and liabilities compared to 2022, while there were more incorrect
disclosure s of transfers . Two central bodies 9 the Ministry of Regional Development and Public Work s
and th e Sofia University St. Kliment Ohridski were responsible for roughly 68% (161,295 thousand BGN )
of the incorrect disclosures of assets in  all balance sheet statements.

Corrected and not corrected misstatements in the Balance Sheet Statements
of central government entities and public universities
(thousand BGN )

330 386
3508000 245 R19
300é000 B 230y 03 Rompada3 oy 23RaD
238 616
2508000
191 201
200¢é0 171 178
15060
100eé0 AR 74N
508000
2023 . 2022 . 2021 . 2023 . 2022 . 2021
assets liabilitie s
During the course of the financial statement audits some errors and irregularities in the reports of

ministries, agencies and public universities were adjusted (as was done in previous years ):

. rﬂi—_/_" -
Corrections of the Corrections of technical Correct classification of
amortization costs errors in the annval assets, liabilities, income,

financial statements expenditure and transfers

Fair representation of the True representation of Correct representation of
balance sheet value of information. the positions in the balance
depreciable assets sheet, P&L and Cash-Flow
Statement
k\\ﬂ from 2018 through 2023. from 2017 through 2023 from 2016 through 2023 Ny

T —

The level of misstated expenditure in the  Income and Expenditure  Statements remain ed roughly

unchanged , while the structural relative share of the non -adjusted misstatements increased

compared to the  adjusted ones from 2% in 2022 to 27% in 2023. In the Income and Expenditure
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Statements, some 62% (215,419 thousand BGN ) of the misstated expenditure , 80% (50,827 thousand
BGN) of the misstated trans fers and 65% (132,083 thousand BGN ) of the misstated revaluations and
other events were identified in the statements of one ministry d the Ministry of Regional Development
and Public Works. In 2023, some 94% (73,45 thousand BGN ) of the misstated transactio ns of financial
assets and liabilities were identified in the statements of the same ministry

Adjusted and non -adjusted misstatements in the Income and Expenditure Statements of central

government entities and public universities

Hf 230y03Roa0Epada3oyo23Ra:

3508000 346 855 347 506

322 628
3006000 299043
2506000 233310
20086000 202270
15086000
10086000
50 & 0 81806 50897 5oas
, I . . l a41 AL

202329222921292329P2229P2129P2329P2229P2129P2329222921 vy

Income Expenditure Transfers Revaluations and other
events

Where our auditors identified instances of non -compliance with the  authorities and regulations, they

applied article 57, paragraph 1 and article 58, paragraph 1 of the BNAO Act referring the matter to

the relevant competent authorities OState Financial Inspecton Agency and t he Officecobecut o
the Republic of Bulgaria  (regarding one ministry) for taking action

In line with article 49, paragraph 3 and art icle 54, paragraph 16 of the BNAO Act , during 2024 some
audit reports were referred to other competent authorities for information and taking action & Ministry
of Finance regarding two central government entities and the National Revenue Agency regarding

one ministry .

Systemic weaknesses identified during the financial audits of municipalities

Numerous groups of errors and irregularities  that were identified in the audits of central government
entities and public universities were also identified repeate dly (some of the since 2016) and remain
uncorrected in the financial statements of municipalities.
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Inadequate classification of assets, liabilities, income, expenditure

and fransfers 2016 till 2023

Inadequate disclosure of municipal shareholdings in commercial
companies 2016 1ill 2023

Wrong calculation of depreciation costs

ARGIE!

2017 till 2023

Absence of underlying documents for transactions

2018 till 2023

@

Zf Undisclosed/ incorrectly disclosed and new obligations for expendi'rur4

>

2019 till 2023

Absence and/ or partial stock-taking of assets and liabilities
2019 till 2023

@

Wrong classification of capital expenditure for construction and repair
of non-current tangible assets
2019 till 2023

Incomplete disclosures of the positions and changes in the assets,
liabilities, income and expenditure

|| (2

2019 till 2023

Other errors identified in the past  2-3 years include :

A Misrepresentation of changes to the purpose of municipal -owned estate allowing for si gnificant
under -reporting of assets (also identified during the audits of the 2022, 2021 and 2020 annual
financial statements ).

A Failure to apply the linear method in recognising revenue from the usage rights on assets under
contracts with water supply and sewage utilities (also identified duringthe 2022 and 2021 annual
financial statements ).

A Non-compliance with fundamental accounting principles laid down in the Accountancy Act
(also identified during the audits of the 2022 and 2021 annual financial statem ents).

A Failure to analyze the advance payments provided to counterparties for the purpose of
determin ing an approximate estimate of the asset acquisition costs ; for initiating checks by
management and the responsible persons regarding completed constructio n and assembly
works and/or other services covered by the advance payments; and where grounds exist A for
seeking reimbursement through legal channels from counterparties for amounts relating to
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unfulfilled deliveries or services. Absence of accounting es timates for construction works in
progress, usually resulting in understating the assets and overstating the receivables (also
identified during the  audits of the 2021 and 2022 annual financial statements).

A Failure to write -off expired bank guarantees (als o identified during the audits of the 2021 and
2022 annual financial statements ).

A Errorsin the consolidation of the annual financial statements in the system of first -line budget
entities, and in entering data into the template  forms of the Ministry of Fi nance (also identified
during the audits of the 2021 and 2022 annual financial statements).

A Non-compliance with the requirements contained in the approved and generally accepted

policies for provisioning of receivables (also identified during the audits of the 2021 and 2022
annual financial statements ).

A Absence of or superficial depreciation or revaluation reviews of non -current assets.

A Reporting incorrectly advance payments under EU projects as short -term interest -free loans.

A Non -compliance with the requ  irements for classification of transfers, income and free -of-charge

transfer of other assets and liabilities from the central to the local government
A Inadequate adjustment  of errors from previous reporting periods

Without prejudice to the audit opinion , the audit reports on the annual financial statements of some
municipalities contain emphasis of matter regarding the use of short -term interest -free loans out of
third -party accounts contrary to the legal provisions

In the cases of identified infring ements of the legal framework, BNAO applied article 57, paragraph 1

of the National Audit Office Act, and referred the matters to the relevant competent authorities State
Financial Inspection Agency for taking action (similar cases were identified during t he audits of the
2022, 2021, 2020 and 2019 annual financial statements ).

Non-compliant change of

M purpose of free funds at year-
5 end
olgife
2 28

Non-compliance with the
financial indicators under

the Law on Public
Finances
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Examples of the above are: non-compliance with the financial indicators, commitments for
expenditure and delinquent debt payments under the Public Finances Act, which are considered
breach es of the budget discipline in linewith A d@the Supplementary Provisions of the Public Finance
Act ; as well as the incorrect change of purpose at year -end of free funds in the municipal budgets
coming from target ed subsidies but being used to financ e other expenditure

In line with article 57, paragraph 1 of the BNAO Act, the State Agency for Financial Inspection informs
regularly the Audit office of itsinitiated financial inspections and the outcomes thereof

In line with article 49, paragraph 3 and article 54, paragraph 16 of the BNAO Act, in 2024, audit reports

were referred also to other competent authorities for taking action & Ministry of Finance, Municipal
Councils and the National Association of Municipalities in Bulgaria . When in the course of the audits
BNAO identified actions that could lead to unlawful collection or spending of budget allocations or

other public funds, or alleged crimes, it applied the provisions of article 58, paragraph 1 of the BNAO

Act referringthema t t er t o the Prosecutords Office

sl

Municipal
councils i .
National Association

f Municipalities
112 °

32

102 '
@ Ministry of Finance @ 3

T Prosecutor's Office

In the course of the financial audits , some misstatements and irregularities were adjusted

V  Adjustments of depreciation costs to achieve fair representation of the carrying value of
depreciable assets (such adjustment s were also introduced in the course of the audits of the 2022,
2021, 2020, 2019 and 2018 annual financial statements ).

V  Disclosing the changes in the municipal shareholdings in commercial entities to achieve
fair representation of the investments in shares and equities and the related revenue (such
adjustments were also introduced in the course of the audits of the 2022, 2021, 2020, 2019, 2018, 2017
and 2016 annual financial statements ).

V Disclosure of commitments (taken and implemented) under contracts and bank
guarantees (such adjustments were also introduced in the course of the 2016 02022 AFS audits). These
corrections helped achieve fair representation and complete disclosure in the financial statements of
off -balance sheet assets and liabilities

V Recognition of non -disclosed assets, liabilities, revenues, and expenses (such adjustments
were also introduced in the course of the 2016 8 2022 AFS audits). These corrections ensured fair
representation and completeness of the financial statements . In 2023 66% (1,060,865 thousand BGN )
of the misstated assets in the Balance -Sheet Satements were due to misstatements made by seven
municipalities .
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V  Adjustment of misstated income and expenditure (such adjustments were also made in
the course of the audits of the 2022, 2021, 2020, 2019, 2018, 2017 and 2016 annual financial
statement s). These corrections helped achieve true and fair representation , and comprehensiveness
of the information disclosed in the financial statements . In 2023, 51% (180,818thousand BGN ) of the
misstated expenditure in the Income and Expenditure Statements were attributable to misstatements
by seven municipalities

V  Correction of errors (mainly technical) made during the consolidation of the financial
statements in the system of first -line budge t entities , the aim being to ensure fair representation (also
adjusted in the course of the 2018 -2022 audits). In 2023, roughly 44% (16,850 thousand BGN ) of the
misstated expenditure in the Cash  -Flow Statement swere attributable to four municipalities

V  Adjusting the classification of assets, liabilities, revenues, expenses and transfers into the
Public Sector Chart of Accounts and the Uniform Budget Classification (also corrected in the course
of the 2016 -2022 audits) resulting in true representation inthe ~ Balance -Sheet, Income and Expenditure,
and Cash -Flow Statements . In 2023, roughly 70% (869,908 thousand BGN ) of all misstated revaluations
and other events int the Income and Expenditure Statements were attributable to five municipalities

In the past th ree years (2021 6 2023), there has been an increase in the identified misstatements of
assets, expenditure, subsidies and transfers and a downward trend in misstating liabilities

Adjusted and non -adjusted misstatements in the Balance Sheet Statements of Municipalities

(thousand BGN )

1608 167
1600€é00
1423711
18400€é0
Bt 230y 03 Roa®pPada32y23RaD
1200é0
1000é0
800é000
600é000 48 468
4
00€000 214 951
100 650 134 119
200é000 -
. - |
2023 . 2022 ¥y. 2021 ¥y. 2023 y. 2022 vy. 2021 ¥y.
assets liabilities

page | 39



2024 BNAO Annual Report

Adjusted and non -adjusted misstatements in the
Income and Expenditure Statements of municipalities

(thousand BGN ) 2279 283

2800068000 Bt 230y 03 Ro®pada32y23RaD

1é500é000 1249 749

672 446

12000é000
376 171

353 327

. 48110 132 647
e 130 207

0é
I I 9677 3461 14013
R . . .

202329P2229P2129P232P222P2129P2329P2229P212P2329P2229P21 ¥y

310 319

Income Expenditure Transfers Revaluations
and other events

Adjusted and noradjusted misstatements
in the Cash Flow statements of municipalities
(thousands BGN )

40000 B 30y 03 Ro®Mpada3oyo23RaD

35000

306000

256000
208000
156000
10600
56000 II II
N

20232P222P212P232P222P212P232P222P212P232P222P21

Income Expenditure Transfers and Financial assets and lia b|||t|es
subsidies transactions
Conclusions from the audits of the 2023 annual financial statements of public sector
entities
There misstatements identified in the 2023 annual financial statements of public entities were 33% less

compared to the 2022 AFS, going down to a total of  4.55 billion BGN . The financial audits of the 2023
AFS contributed to adju stments of misstatements amounting to 4.1 billion BGN, i. e. 90% of all
misstatements . The relative share of misstatements that remained unadjusted is higher compared to

the previous year
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Misstatements in the AFS of public entities —

(thousand BGN [/
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seoooe 4,1 billion BGN
(90%)
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280008 o Corrections of misstatementsin
the course of the financial audits

160006 0

0 | . J—

Similar weaknesses in drafting
the financial statements wer e
identified in all three groups of
audited entities (ministries and
agencies, public universities and municipalities ). The same weaknesses were found during the audits
of the 2022, 2021, 2020, 2019, 2018 and 2017 annual financial statements

There were al so deficiencies in the organization of the accounting processes similar to the ones
identified during the audits of the 2022, 2021, 2020, 2019 and 2018 annual financial statements , while
the first two weaknesses were also found during the audits of the 2017, 2016 and 2015 annual financial
statements .

20232 %222 %212 232 %222 §212 232222 @21
Total Accrual Cash

basis basis

Weaknesses concerning the drafting of financial
statements

5 ~ N —

Incorrect classification of assets

Absence of reviews for Incorrect off-balance sheet Incorrect application of

liabilities, income and depreciation of non- disclosure of commitments accounting principles
expenditure in the Public Sector current assets

Chart of Accounts and the
Uniform Budget Classification

Root cause Root cause Root cause Root cause
Frequent amendments of the Non-compliance with the MF Non-compliance with the MF Problems in identifying and
regulatory requirements, guidance guidance applying the relevant principles
insufficiently detailed guidance laid down in the Accountancy
on their application and Act

additional guidance focusing on
the exceptions to the general
rules.

L

N e
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Weaknesses concerning the organization of the accounting

)

Indications of insufficient
administrative capacity in
municipalities with population of
less than 100 000

Effect
Larger relative share of modified
(qualified and adwverse) opinions

Absence of requirements for
introducing an adequate uniform
electronic database

Effect
Errors in the drafting and summarising
information in the consolidated annual
financial statements and difficulties in
using specialized computer auditing
fools.

Inefficient internal controls in the
first-line budget spending entities

(B8)

Effect
Book-keeping issues and problems
with the budget discipline of
subordinate public entities:
Incomplete and invalid information in
the statements of subordinate public
enfifies.

In recent years, our findings show improved understanding of the accounting processes and financial

discipline by the public sector entities
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Observed positive tfrends in the accounting practices and financial discipline

Appointing audit committee
members

Held competitions for the appointment
audit committee members in
municipalities within the scope of
article 18, paragraph 1 on the Law on
Public Sector Internal Auditing

Appointing internal auditors % Asset valuation
Hue Enacted methodology on

calculating the fair value of

Competitions for infernal non-financial long-term assets
audifors in municipalities with éIg 9

vacanciesin their internal
audit units

Loan accruals @ s Risk management

Accrual at ear-end of the Compliance with article 12 of

current outfstanding share of the Law on the Public Sector

the principal in long-term locns =) Financial Management and
B8 Control in updating Risk

management strategies and
reviewing risk registers

Accounting estimates
Calculating accounting
estimates of the completed
construction works af year-end

Conclusion

Good fina ncial reporting in the public sector brings about numerous benefits d it satisfies the
information needs of a broad group of shareholders, helps improve public sector governance,
contributes to the complian t conduct of public business and increases the citi z e trustdin public
sector management. Therefore financial reporting practices should be improved continuously in line
with the best international practices IPSAs and EPSAs ( under develop ment ). BNAO will continue to
support the efforts of the Ministry o f Finance to that end while providing an objective evaluation of

the current state of play of financial reporting
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3.4 Compliance audits of financial management in 2024

Compliance audit definition
The BNAO Act defines compliance audit as a review of the financial management and control
systems, i ncl . internal audi t function and the | eader
planning, management, reporting and control of the budgetary and other public resources and
activities within the aud ited entity in view of ensuring compliance with the statutory requirements,
internal regulations and the contracts

& 12 aCompliance auditing is the independent assessment of whether a given subject matter is in
compliance with applicable authorities ide ntified as criteria. Compliance audits are carried out by
assessing whether activities, financial transactions and information comply, in all material respects, with
the authorities which govern the audited entity . §8SAI400

Stakeholders using the outco mes of the compliance audits are  : Parliament ; Council of Ministers and
individual ministries ; municipal councils ; heads of agencies and municipal mayors ; local communities,
users of services, etc.

Key high -riskprocesses audited by BNAO
The main focu s of compliance audits that BNAO planned and conducted in 2024 were the
management and control systems for several high -risk processes. They were evaluated for compliance
with the applicable laws, rules and contracts as follows

o) (S

Budgeting process Public procurement Estate management
Administration of revenues Award and implementation Managing and
and expendifure of public procurement disbursement with state-
contracts in line with the and municipal-owned
legislation estate

The nature of complianc e auditing requires a large extent of auditor professional judgement and
individual approach in each audit engagement . Professional knowledge and good auditing skills for
information analysis form the foundations for compliance auditing . The adequate and p rofessional
auditor judgement regarding the state -of-play of management and control systems of the audited
entities is conducive to achieving the goals of each audit engagement . Individual approach in
selecting material audit areas , planning of the scope a nd type of audit procedures, selecting
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adequate audit techniques for testing and reporting of the results ensure the relevance of the audit
for the audited entity

.. Principles for selecting a udit engagements
Public interest and

expectations The strategic areas for compliance audits ar e
linked to the key priorities in the National
Development Programme 0 Bulgaria 2030,
namely : regional development ; education and
skills; institutional framework ; national security ;
health and sports ; finance ; transport connectivity;
culture, legacy andto  urism; justice and homeland
security ; circular low carbon economy; social

inclusion .

Volume of the available
public resources

Role/ /function of the
public sector entity

Significant changes in the
legal framework

Information concerning
irregularities, third-party
reports

Public procurement
contracts awarded without
competitive procedures.

The audit engagements in the 2024 Annual Audi t
Programme were defined  in correspondence to
the strategic areas , the capacity of audit
directorates and available human an d financial
resources. The selection criteria for the audit
engagements are diverse and complex. They
enable BNAO to focus on important topics and

use its resources most efficiently

NN NI NN AN

Ovutcomes of previous
audits

N

Part of the planned audit engagements for 2024 are still ongoing and a re carried forward in to the
2025 annual plan.
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Planning the compliance audits in the 2024 BNAO Annual Audit Programme by type of budget -

spending entit ies:

m Audit engagements

FIRSTLINE BUDGET SPENDING ENTITIE
(MINISTRIES, COMMISSIONS, STATE AGEN

SECONELINE BUDGET SPENDING ENTI

MUNICIPALITIES

PUBLIC UNIVERSITI

Audit engagements carried forward

22

Compliance audit engagements completed in 2024

IN2024BNAOB8s Boar d e nd2rcampléince audit reportsa part of which were

audits carried forward from previous years

Audit reports d entities

m Public universities
® Municipalities
m Second-line budget spending entities

m First-line budget spending entities
(ministries, commissions, state agencies)

reports on

Audited budget d entities (thousand BGN)

H Public universities
® Municipalities
m Second-line budget spending entities

| First-line budget spending entities
(ministries, commissions, state agencies)
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Analysis of the compliance audit outcomes

Positive trends in the organization, planning, management, reporting and con trol of budget
allowances and other public funds and activities in compl iance with the applicable
authorities .

Best practices in public sector entities financed by the state budget

Internal Revenue Compliance Budget Public
rules administration review expenditure procurement
internal rules Isdequaterules in place| Timely ongoing Internal organization Public procurement
on ex-ante regarding revenue review of the in place ensuring processes in line with the
compliance confrols administration compliance of compliant budget requirements and
applied and steps fowards approvedrules and expenditure Headlines laid downin theg
effective updating the fee tariffs| | procedures with the relevant Internal Rules

legal framewaork

5 £

Budget Tax and fees Rules for Property taxes
procedure collection paying out
salaries
Timely draffingand Collecting The rules in place on The taxes on property,
submission to the administrative the organization and vehicles,
Ministry of Finance of service fees in calculation of inheritance and others
the draft budgets compliance with remuneration funds are| | are defined in line and
and updated the relevant tariffs in ine with the legal within the limits of the
budgets requirements Law on Municipal Taxes
and Fees
.
The analysis of the compliance audits conducted in 2024 by BNAO shows an improved understanding

of the budget spending entities  about the role and importance of the financial management and
control systems. Positive examples were showcased.

V Observed weaknesses and negative trends in the organization, planning, management, reporting
and control of budget allocations and other public funds in conjunction with the applicable
legislation .

Parallel with the positive examples identified in some compliance audits conducted by BNAO during

2024, the outcomes also point to recurrent weaknesses and omissions in the design of the financial
management and control systems and control activities in the audited public sector ent ities that were
also observed during previous audits
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The Law on Public Sector Financial Management and Control introduced the model of internal
controls applied through the financial management and control system and integrated in public

sector operation s. In its essence, the law requires from the heads of public sector organizations to put
in place and maintain adequate and efficient financial management and control systems in line with
the principles for compliance, good financial management and transpa rency , and based on five

interconnected elements, namely: control environment; risk management; control activities;
information and communication; monitoring

These elements form the basis for each audited process

A Control environment

Being an important element of the financial management and control systems, the control

environment is subject to checks by BNAO as part of the subject matter in the audit engagement s. In

2024, BNAO once again identified  that some public sector entities had not updated their internal rules
ortherulesin placeddnot provi de cl ear and detailed regulation of
adequate segregation of functions , conditions for timely and compliant operations, did not reflect the

latest legal amendments relevant to the respective operations and administrative structure

A Riskmanagement

BNAO identif ied repeated weaknesses in the risk management process of some audited entities , such
as: absence of periodic reviews to identify and evaluate risks to goal attainment; s ome municipalities
did not identify and assess all risks that might have a negative impact on their goal attainment and

did not introduce adequate preventive, detection and correction controls concerning compliance

with the legislation and contracts

A Control activities

The maj ority of BNAOG®GSs compliance audit findings c
implementation of controls in the audited entities . Adequate design of controls is key to their
efficiency . The scope and type of controls in an organizati on are defined based on risk assessment

and the legal requirements to its key processes

BNAO made the following key findings in its compliance audits concerning the design (adequacy ) of
the internal rules of ministries, agencies and public universities

x  Part of the audited entities did not update their internal rules and procedures on financial
management and control  ; the internal rules of some public universities contain ed omissions
in the requirements to employees for the purpose o f reappointment and  promotion ; lack
of internal regulations on recruitment of staff and calculation of the basic remuneration ;
absence of regulations concerning the signing, implementation and control over civil
contracts ; absence of rules for ex -post progress evaluation, etc

Similar findings were made concerning the controls in some municipalities .

x  The Internal Rules on ex -ante compliant controls, Risk Management Strategies and other
internal documents of certain municipalities were not aligned with the Methodological
guid ance issued by the Minister of Finance , the Guidelines on ex -ante compliance control
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in public sector entities and the Risk Management Guidelines for public sector organization

as endorsed through Order No 184/06.03.2020 of the Minister of Finance . Absence of rules
and procedures on current control over the execution of the financial commitments and
contracts, and rules on fraud and irregularities prevention . Absence of Internal Rules on the
organization and management of the budget process in conjunction w ith the Law on
Public Finances .

x  Some municipal ordinances  we re not compliant with the legal framework: e.g. ordinances
on the terms and conditions for drafting the three -year budget projections for local
activities and on the drafting, endorsement, executi on and reporting of municipal
budgets ; ordinances on the terms and conditions for acquiring, management and
disbursing with municipal estate ; ordinances on the local tax tariffs  ; ordinances on setting
and administering local fees and prices ; ordinances on the terms and conditions for
identifying housing needs and lease of municipal housing ; ordinances on the terms and
conditions for municipal shareholding in the capital of commercial companies ; ordinances
on managing municipal -owned forest territories ; ordinances on the terms, conditions and
criteria for financial support of sports clubs

x The rules on ex-ante control do not cover the following processes : awarding public
procurement contracts ; commitments for expenditure outside the scope of the Law on
Public Procurement ; payment of remunerations for contractual and labo ur relations;
revenue and tax reporting and collection regardless of the grounds for collection ;
disbursement with movable and immovable property and establishing restricted real rights;
absenc e of templates for ex -ante compliance controls documentation as required in the
Guidance on public sectorex  -ante controls approved  through Order No 184/06.03.2020 of
the Minister of Finance

The absence of adequate internal rules and procedures regulatin g fundamental processes or their
delayed updating to bring them in compliance with the legal requirements results in inadequate
internal controls in public sector organizations increasing the risk s of errors by the employees and  of
incurring non -compliant expenses .

The more significant findings relating to the effectiveness of controls and irregularities in administering
revenues, budget expenditure, awarding and implementing public procurement contracts and estate
management may be summarized as follows

A Irregularities concerning the administration of revenues and budget expenditure by ministries ,
agencies and public universities

x  Inefficient collection efforts following up on issued statements of findings regarding the due
receivables , leading to the acc rual of significant arrears for the reporting and previous
periods .

x  Delayed provision of administrative services and absence of adequate documentation of
checks and other related activities . Incomplete procedures and forms for documenting
the checks; abse nce of continuous controls during the reporting period; delayed
payments of the due state fees
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The following irregularities were identified concerning human resource management
appointing personnel under employment contract who have not submitted all doc uments
required by law ; incorrect calculations of severance pay ; incomplete documentation on
the increase of basic monthly salaries ; absence of controls / inefficient or inconsistent
controls on the calculation and payment of remunerations , incl. ex-ante co mpliance
controls and double signature system

Incurring expenses for supplies of food, electricity, heating, protective eye ware for
computer screens, etc . without complying with the legal requirements to conduct a public
procurement procedure relevant to the respective the financial limits . Making payments
based on primary underlying documents for the supplies of materials and long -term
tangible assets through direct contracting in violation of the Public Procurement Act, which

requires tendering procedur es for such supplies .

In case of certain overdue receivables resulting from terminated contracts and qualified

as long -term and difficult to collect, collection measures were taken that were restricted

to invitations for voluntary collection. The increased volume of outstanding receivables at
the end of the reporting period is an indication that additional measures are needed to
ensure their collection, incl. applying measures in line with the Civil Procedure Code

Findings concerning revenue administratio n and budget expenditure by municipalities :

X

Absence of timely measures to ensure the collection of overdue receivables from local
taxes and waste collection fees, failure to apply the collection measures laid down in the

Tax and Social Security Procedure C ode , thus risking a possibility of debt being written off
by statute of limitation ; failure to conduct audits and issu e inspection protocols on the
identified overdue receivables of local taxes and fees

With respect to labor costs for personnel that is no t on the payroll, the audits identified the
following : absence of documents justifying the need for subcontracting certain activities

outside the responsibility of the municipal administration by signing civil contracts under

the Law on Obligations and Con tracts; signing civil contracts after the end of the period
during which the subcontracted activities were performed ; some civil contracts do not
contain provisions on the deadlines  and payment methods of the relevant remuneration;
undated acceptance proto cols for the works performed under such contracts ; undated
payment slips and payment slips  where the social security status of  the subcontractors is
not confirmed by their signature

Absence of ex -ante compliance controls before taking up obligations and d isbursing
payments : under contracts for external services; for works planned in the capital
programme for the respective year; of subsidies to community centres and sports clubs; for

tenders for leasing out and selling municipal estate

Payments under some public procurement contracts were made after the expiry of the
deadlines; no arrangements in place for documenting the acceptance of works; absence
of acceptance protocols for services

x Some negative practices were identified in relation to expenses for m aterials, external

services, maintenance and overhaul of non -current tangible assets and the acquisition of
non -current tangible assets, such as: the acquired assets were included in the cost
estimates for capital expenditure without decisions thereof by t he Municipal Council;
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failure to notify the National Revenue Agency and the Customs Agency of contracts
amounting to over 30,000 BGN  within the required 30 -day deadline ; disbursing payments
without a notification  to the RMS & Payments Information System of the Ministry of Finance
in order to check for absence of public liabilities of the contractors; failure to claim default
charges from contractors for delayed performance ;no designated officials responsible for
the control of contract implementation and s igning off the contracted works;

Example of identified infringement of the budget discipline that is significant by value, nature
and context

The audit of the amounts paid by the municipal treasury office in ~ Kozloduy in 2021 identified
that the municipali ty covered expenditure in the absence of underlying documents
accounting for  76,008.54 BGN, out of which 65,358.06 BGN were paid out only based on a
receipt and in the absence of invoices . A total of 50,901.33 BGN were paid for services
unrelated to the mu nicipal operations and functions , contrary to the regulations and the
municipal goals and in violation of the Law on Public Finances, Accountancy Act, VAT Act and

the Law on Public Sector Financial Management and Control. Actions were taken during the

audi t that ensured the payment of 76,008.54 BGN as revenue to the municipal budget for 2024

The absence of underlying documents for the paid expenditure is due to non -compliance with
the accounting and tax legislation, the requirements of the financial manage ment and control
system, and the absence ex-ante compliance control . There are no sufficient adequate

controls in this municipality to mitigate the risks for these processes to an acceptable level

Irregularities identified during the compliance checks o f public procurement procedures were
similar in all audited entities . Some of them are listed below:

x  Non-compliant methodologies on the evaluation of tender bids that preclude the
possibility for objective evaluation of the performance rate of the bids, for comparison and
objective evaluation of the technical proposal. There is insufficient information regarding
the rules for evaluation under specific indicators ;

x  Unlawful restrictive conditions contained in the calls for proposals and the documents
prevent ing the broad participation of legal entities contradictory to the principles of free
and loyal competition laid down in the Law on Public Procurement ;

x Some calls for proposals do not follow the minimum content requirements: e. g. no
information on the req uirement for non -eligibility under art. 54, paragraph 1 of the Law on
Public Procurement; no information on the required performance guarantees under the
contracts; the required documents to prove compliance with the criteria are not listed ;

x  Failure to com ply with the statutory deadlines for  publishing calls for proposals in the Public
Procurement Register .

Findings concerning the management of state -owned estate : using state owned estate
without legal grounds thereof and after the expiry of the contracts for use; failure to keep the
title deed s for state -owned property up to date or to renew such deeds bringing them in line
with the introduced cadastre  ; signing of contracts for temporary lease of plots on the territory

of estates that are public state own  ership without tendering procedures ; absence or partial
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insurance of developed sites that are publicly state owned but whose management is
subcontracted in violation of the Law on State Property

The identified irregularities concerning the management and  disposal with municipal estate
may be grouped as follows

X

Leasing of non -residential property and agricultural land following tendering procedures

estate not included in the Annual programme for managing and disposal with municipal -
owned estate ; mayors of the relevant municipalities or their representatives not included

as members of the tendering committees ; non-compliance with the requirements of the
Administrative Procedure Code concerning the publication of mayoral orders identifying

the winning bidder ; signing lease contracts before the enactment of mayoral orders
identifying the winning bidders ; municipal administrations failing to register lease contracts

in the Local Property Registry ; absence of acceptance protocols certifying the handing

over of e state to the tenants ; failure to terminate contracts in case of systemically delayed
lease payments.

Leasing agricultural land, field roads, pastures and meadows without tendering
procedures : lack of publicity of the calls for lease and allocation of land for use; not
including lend plots in the Annual programme on management and disposal with
municipal -owned estate ; absence of municipal ownership title deeds ; requiring from
applicants information to which the municipal administration has access ex -officio ;
members of evaluation committees did not submit declarations on the absence of conflict

of interest in line with the Commercial Act and absence official checks to prove that
applicants have no tax liabilities, liabilities to the State Agriculture Fund, t he State Land
Fund, Municipal Land Fund and liabilities for land under article 37c, paragraph 3, item 2 of
the Law on Agricultural land Ownership and Use; incorrect calculation of livestock units

and corresponding land for use under the contracts; signing lease contracts at tariffs that
are lower tha n the average rent for the respective area ; absence of acceptance
protocols to certify the actual provision of land by the renters .

Tendering procedures for disposal with municipal -owned estate : estate notinc luded inthe
Annual programme on management and disposal with municipal -owned estate ; mayors
or their authorized representatives not included in the evaluation committees ; non -
compliance with the requirements of the Administrative Procedure Code concerning the
publication of mayoral orders identifying the winning bidder, mayoral orders containing

non -compliant requirements for overhead costs as a percentage of the selling price of the

estate ; signing the sales contracts  prior to the publication of the mayor al orders identifying
the winning bidder

Tenders for sales of living trees for timber : annual plans for use of tim ber from the forest
territories not approved by the Municipal Council and not published on the municipal
webpage ; guarantees for participati on in the tendering procedures set higher than the
statutory tariff ; failure to meet the statutory deadline for publishing the mayoral order
instructing the launching of tendering procedure s and related documentation on the
municipal webpage; = mayoral order s identifying the selected buyers published after the
expiry of the statutory deadlines ; buyers not signing declarations for compliance with
Requlation (EU) No 995/2010 of the European Parl iament and the Council dated 20
October 2010.
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x  Tenders for privatization of shares in companies with municipal interest : absence of public
register o n the privatization process and post  -privatization control, some municipal councils
have not adopted five  -annual privatization plans ; absence of controls for the preparation
of privatization transactions , tendering procedure and signing of privatization contracts

x  Failure to issue statements of administrative offence or tickets in case of delayed filing of
decl arations ; undeclared information on the carrying value of estate acquired by
enterprises; failure to register acquired estate for tax purposes within the statutory
deadlines ; in setting the tariff for waste collection for companies the respective
municipal ity did not apply the higher of the two values ( tax or carrying value) for the estate

etc .

x  Some municipalities in their capacity as owners/ taxable entities did not declare for tax
purposes all their estate with private or public municipal ownership thus f ailing to pay estate
tax and waste collection fees for them; some public municipal estates we re exempt from

paying waste collection fees in the absence of a decision thereof by the Municipal
Council ; exemption from waste collection fees of specific communi ty centres rather than
applying identical rules to identical categories of entities in violation of the Law on Local
Taxes and Fees.

x  Mayoral orders for identifying eligible tenants were not disclosed to the non -winning
bidders ; signing of lease contracts p rior to the effect of the relevant mayoral orders
Contracts for lease of municipal housing not containing an expiry date, absence of
provisions obliging the tenants to pay waste collection fee and failure to collect waste fees
from the tenants , while the fees covered by the municipality were not reimbursed by the

tenants.
x  No insurance policies for developed municipal owned estate ; non -compliant insurance of
non -developed plots that are public municipal ownership ; insurance instalments for

buildings that we re leased out or provided for use  were covered by the municipality and
not reimbursed by the tenants or users.

A Information and communication , and monitoring

These two elements of the monitoring and control systems were investigated only partially during our
compliance audits . In each audited entity the auditors found inefficiencies in the documenting,
information and communication d absence of requirements in writing for the documentation of key
processes and activities, absence of requirements on the cont ents of the repots/ documentary files

on the checks and other activities thus pre cluding an audit trail for traceability and monitoring

Causes for the irregularities identified during the compliance audits

The most common causes for the identified infri ngements and non -compliance with the regulatory
framework were

9 Inefficient procedures or absence of procedures for monitoring of the activities related to the
management and control system s, precluding the evaluation of their adequacy and
compliance with  the statutory requirements . Absence of comprehensive, clear and concrete
rules in writing for ex -ante compliance controls or deficiencies in designing the scope of
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controls and their application . Failure to update timely the Financial Management and Contro I
System to cover compliance procedures

1 Failure to identify and evaluate significant risks for the operations and lack of adequate
preventive, detection and correction controls in writing concerning the irregularities/
infringements of the statutory frame  work.

1 No clear and concrete procedures in place  for periodic review and reporting o n the
outcomes , for process documentation in line with their specificity, and for ex -post performance
evaluation .

9 Insufficient administrative capacity for timely and high -quality performance of activities and
absence of clearly defined duties of the control personnel, of officially formulated terms and
conditions for control over the performance of the personnel responsible for the individual
activities within this process.

1 No designated rules and personnel  responsible for periodic reviews and update of the internal
documents in the audited areas and the acts issued by the Municipal Council

I Superficial ex -ante compliance  controls conducted by the officials prior to making
commitments for expenditure and disbursing budgetary funds ;

1 Inefficient controls applied by individual officials concerning the implementation of public
procurement contracts and lease contracts ;

9 Poor coordination among the structural units of the municipa | administration for introducing
statutory measures against defaulting contractors or tenants

Recommendations issued by BNAO for the correction of irregularities and
discrepancies and measures undertaken by the audited entities

To rectify the systemic w eaknesses and strengthen the internal controls in the central government units
and local municipalities , BNAO issued humero us recommendations for:

x  Adopting/ completing/ amending/ updating the operational rules, etc. bringing them in
compliance with the st atutory acts ;

x  Endorsing documentary templates, terms and deadlines for documentary flows, appointing
designated officials and control mechanisms for the key processes and operations, and
providing adequate audit trail ;

x  Terminating contracts for use of sta te-owned estate/ plots  of land signed without tendering
procedures and terminating the practices of use after the expiry of the contracts

x  Strengthening the ex -ante controls prior to commitments for expenditure and disburs ~ ement of
payments, both in awardin g public procurement contract and during contract execution.

BNAOGSs recommendations were addressed to t h(ministes,ader st
executive directors of agencies, rectors of public universities, mayors) and to the relevant Municipal

Councils . The recommendations to the Municipal Councils concern amendments to municipal

ordinances, policies on municipal holdings in public enterprises, and other acts.
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In the course of the audits, the management of some audited entities took measures t o correct the
identified irregularities and to address the auditorso
audit reports (positive examples are the State Agency for Road Safety and the Commission for

Regulation of Communications ). Because of the pre -emptive measures by the management of some

audited entities, BNAO did not issue any recommendations in the relevant reports

Examples of pre -emptive corrective measures applied in the course of the audits by some ministries,
agencies and public  univer sities:

x  Appointing a committee to review and update all internal rules ;
x  Measures for restoring the government control over state -owned estate ;

x  Passing a decision to implement procedures in line with article 19, paragraph 1 of the Law on
State Property rela ting to leasing of state property through public tender S,

x  Adjusting the reporting of revenues from compensations in the Uniform Budget Classification

x  Launching administrative procedures for regaining control over state -owned property from the
tenants unde r three contracts. The tenants of 0 ne estate moved out voluntarily .

Some municipalities also undertook pre  -emptive correcti ve measures in the course of the audits . To
improve the collection of revenues and remove the identified irregularities, the municipa lities took the
following steps :

x  Paying up overdue debt  (municipalities of Valchi dol, Gorna Mitropolia and Pavlikeni );

x Issuing statements to confirm the  overdue receivables from local taxes and fees payable by
legal entities and individuals (municipalit ies of Valchi dol and Omurtag) and sending out
summons for voluntary collection  (municipality of Popovo);

x  Updating or introducing new : Internal rules on the management of the public procurement
cycle (municipality of Dolna Mitropolia ); Financial Management and Control System
(municipality of Kozloduy ); Internal Rules for ex -ante compliance controls (municipality of
Dolna Mitropolia );

x  Amending internal documents and software applications relating to human resource
management and defining the personnel remune rations;

x Introducing control procedures in writing and defining their scope and documentation
requirements ;

x  Discontinuing the incorrect practices for calculating severance pay, etc

No findings f r om t he compliance audits we rseffice éof seakingecdminalo t he
liability of public officials in 2024.

General conclusions from the compliance audits

Based on the outcomes of the compliance audits of financial management and control systems
finalized in 2024 , BNAO once again found signifi ~ cant irregularities in the design, implementation and
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application of the controls in the audited processes . The spending of public money in compliance
with the applicable authorities and contracts requires

A Better understanding of the  accountability of t he heads of public sector organizations, their
responsibility to make sure that the organizations under their management have in place approved
and adequate internal rules, procedures and controls in writing that are compliant with the legal
framework and lay down adequate guidance for the execution of activities and processes in the
public entities ;

A Overcoming the formalistic approach to the financial control and management systems . Rules,
controls and procedures should not only be adequately designed, but should be well-understood
and applied effectively by all staff members of the public entities . Maintaining good administrative
capacity and well  -trained professional staff is a prerequisite for effective controls at each level and
process, which in turn i s a guarantee for the compliant spending of public money .
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3.5 Performance audits in 2024

Performance auditing is an independent, objective and reliable examination of whether government

undertakings, systems, operations, programmes, activities or organ
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Sector : Education, science and culture

Audit : European Funding for research, innovations and digitalization in the period from 01
January 2020 through 31 December 2022

Audited entities : Council of Ministers, State Agency for Research and Innovation and the
Ministry of Innovations and  Growth .

Key audit question : Effectiveness of the programming and planning of Pr o gr a mReseardah,
Innovations and Digitalization for Smart Transformation ¢ in the period 01 January 2020 through 31
December 2022 as one o f the sources of EU funding for research, innovations and digitalization in the
2021-2027 Programming period

Audit conclusions
In audit area : Design, submission and approval of the Programme

The process of Programme design, submission and endorsement by the European Commission was
not exactl y timely for the following reasons

A Prior to the start of the programming period, the competent authorities did not undertake
effective actions to ensure sustainable institutional and administrative capacity for designing
and management of  the programme ;

A The programme was designed and finalized by three public sector entities d Council of
Ministers, State Agency for Research and Innovations and the Ministry of Innovations and
Growth . The programming unit  of the latter does not have sufficient administra  tive capacity

Despite the appointment of a Thematic Taskforce comprised of representatives of the relevant partner
organizations, it failed to ensure timely design and approval of the Programme because of the frequent

rotation of its members and non -com pliance with the regulatory requirements for representation of all
relevant public entities . As a result, the programme was approved by EC two years after the start of the
programming period resulting in delayed launch and implementation of the procedures for grant
provision , and subsequent shortening the time for project implementation

The leading institutions made efforts to ensure adequate design of the Programme addressing the
challenges and lessons learned and focusing on overcoming the weaknesses in the area of research,
innovations and digitalization . The planned interventions set ambitious goals for ensuring sustainable
development of the existing research and innovations infrastructure , and for building on the results
achieved during previous peri ods. The goal implementation , however, was faced with numerous
challenges regardingthe good performance and successful completion of the programme d operations
and projects .
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Audit area : Arrangements for effective fund absorption

The arrangements estab lished by the competent authorities for effective use of funding from the EU
Regional Development Fund  to support research, innovations and digitalization cannot be assessed as
efficient , because of the following :

A The timeframe outlined for the goal ensur i ng Bul gari aés tdemenging t i on
i nnovagoosp the oO0moder aobne isidiffeneatvinatheonat®r@al strategic
documents and the Programme , which hinders the monitoring and reporting , and is a
pre condition for submission of inaccurate information at both national and EU level

A To measure the progress on each specific goal , the approved Programme outlines
indicators for results and outcomes with respective interim objectives and target values.

The target -setting process is questionable , because of the incomplete justification for the ir
calculation ;

A The Programme allocations were concentrated into the area of technological and knowledge
transfer, and sustainable development of national capacity for research and innovation.
However, there was not clear justification and logical consistency for that

A No timely actions were taken for meeting the unlocking conditon of ® Good governance o]
nati onal or regional strategy for smart specializati
Ministers. Thiswas a precondition for delayed Strategy implementation

The actions taken by the Ministry of  Innovations and Growth and the Programme Managing Authority
to introduce adequate management and control arrangements were not sufficient prior to the
Programmeds approval b Pecenmiber 20E2C bécausemiitite fiolloBihg

A The Programme manual was not designed and approved by the head of the Management
Authority in due time ;

A There were no agreements in writing with the Interim Bodies of th e programme that outline the
scope of their functions

A The structural units tasked with the implementation, monitoring, control and reporting of the
Programme performed their duties with 17% shortage of the planned personnel .

Ensuring effective spending  of the programmed funds and implementation of all activities was a
challenge for the Managing Authority and Interim Bodies due to

A Planning of part of the interventions/ activities under Priority 1 and Priority 2 of the
Programme based on  uncompleted pro jects under operational programmes from the
previous programming period ;

A Interdependent activities (where one intervention is conditioned upon the completion of
another/ or builds upon the outcomes of the other ) inthe area of data and cyber -security under
Priority 2 where there was risk for their timely and successful completion

In view of the restricted timeframe for the implementation of the Research, Innovations and
Digitalization for Smart Transformation Programme 2021-2027, it is necessary to ensur e long -term

provision other sources of funding and to coordinate all programmes in this area in order to overcome
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the shortcomings in the development of the research and innovations ecosystem ; to ensure its
sustainable development ; strengthen the relations between academia and businesses; and improv e
Bul gari ads performance in the area of i.nnovations

One recommendation was addressed to the Minister of Innovations and Growth concerning their joint
actions with the other authori  ties responsible for synchronizing the National Strategy for Developing
Scientific Research 2021-2030, the Innovation Strategy for Smart Specialisation 2021  -2027 and the
Research, Innovations and Digitalization for Smart Transformation Programme 2021-2027. It concerned
the deadlines for meeting the indicators values related to the moderate -innovator -category scientific
research .

Audit : Efforts to e nsure good quality of school education in the period 01 January 2019

through 30 June 2023

Audited entity : Ministry of Science and Education

Key audit question : Effectiveness of the measures to ensure  good quality school education  for the
period 01 January 2019 through 30 June 2023.

Audit conclusions
Aud ited area : Effective a rrangements for good quality of education

There were no sufficient arrangements in place for effective management of the process es ensuring
good quality in school education

The Pre-school and School Education Act lays down a number of requirements concerning the quality
of school education; however , the process is not fully regulated, due to the following

A Absence of a state educational standard for quality assurance in the school educatio n
system, hence there are no uniform requirements for analysis, planning, execution and
improvement of the performance in schools, no unified system for self -assessment and
mechanism for managing and improving the quality of school education

A Failure to ensure timely implementation of the regulatory requirements for ex  -post impact
evaluation, which hampers the adequate assessment of the achieved outcomes and
impact , as well as the undertaking of  targeted and well -justified corrective actions.

Failure to establish the statutory mechanism  for providing funds to improv e the quality of education
and academic performance due to the absence of an approved methodology . Thisprecludes the
provision of performance -based financial incentives to schools

To be effici ent, the independent external evaluation of the quality of school education requires
additional support. Due to its insufficient administrative capacity , the National Education Inspectorate
does not meet the requirement to inspect each school at least once  every 5 years.

comp:

The process of external evalwuation of the students® ac:

monitoring of the education process with a view of improving the academic performance due to the
following :
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A The Centre for Evaluation of Pre-school and School Education experiences difficulties in
performing its statutory analytical functions related to the quality of school education ,
because of itsinsufficient financial resources and administrative capacity . It has not drawn
up any report s and/ or thematic studies . The analysis of the results of the national external
evaluation campaigns does not take into consideration the root -causes affecting the
academic performance . There are no in -depth secondary analyses of international studies
tha t put forward proposals for specific measures to improve the academic results ;

A The audit identified omissions in the practices of the Ministry of Education and Science in
the area of analysing the results of the national external evaluation and matriculati on
exams . Therefore, there is no reasonable assurance that the results of student evaluation
are used effectively to inform the necessary changes of policies and the implementation
of measures aimed at insuring sustainable quality in education

Key chall enges and issuesrelated to the quality of school education are not addressed sufficiently
due to the following

A Despite the improved social status of teachers, there are still weaknesses in the
management process . The Ministry of Education and Science s till struggles to recruit the
necessary teaching staff required to ensure the desired quality of school education
Despite the increasing interest in pedagogical university courses in recent years, a large
share of the university graduates do not pursue a teaching career , hence the resources
spent on their training are lost to the education system. Regardless of the high employment
rate in the education system, there is still regional shortage of teachersin  certain disciplines .
The age structure of teacher s continues to deteriorate , bringing serious mid -term risks for
the education system, while the attrition rate among newly appointed teachers remains a
serious challenge for the system ;

A The mechanism for evaluati on and approv al of textbooks and other tea ching materials
and aids needs to undergo significant change sto improve its effective ness. At present ,
due to substantial deficiencies in the regulatory  framework and the internal organization
of processes, it does not ensure user-friendly and well -develo ped content corresponding
to the age characteristics of students and their needs;

A The Ministry of Education and Science does not monitor the de sign of the curricula
approved by the school principals . That, in combination with the lack of nation -wide
analysis of the applicability of the  curricula for elective profiling modules and for the
extended and additional training, poses a risk of significant differences in the quality of
education provided by educational institutions

Audit area : Goals for high -qual ity school education
Serious efforts need to be invested to achieve the goals for high -quality school education

A There are differences in the degree of attainment of the national and sectoral goals for high -
quality school education . The 2020 goals for re ducing the share of illiterate people at national
level and the number of  school drop outs were achieved, though with some delay. Meanwhile,
the regional differences in  the illiteracy levels , low functional literacy of  15-year-old students,
low digital ski lls and lower employment rate in the age groups 15-29and 18-34,and Bul gar i at
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considerably lower ranking in the attainment of Sustainable Development Goal 4 8 Quality
Education compared to the EU average , all point to weaknesses and inefficient managemen t
of the system.

A The academic performance of Bulgarian students in Bulgarian language, literature and

mathematics measured through the national external evaluation system is not encouraging,
with the degree of deterioration increasing at each successive stage in education . While at
the level of primary school, the academic achievements are still relatively high , in the

secondary school system one in five students of Bulgarian language and literature and one in
two students of mathematics are incapable of covering even the minimum knowledge
requirements . Towards the end of the first stage of high school education , roughly 1/3 of all
students of Bulgarian language and literature and almost 2/3 of the students in mathematics
are incapable of cover ing the mini mum requirements

A The strong influence of the educational background of parents and the moderate influence
of the family social status  over the academic performance of students, the significant regional
differences in the average academic performance , and the differen cesin the performance
of students in villages and in cities , as well as in different types of educational institutions, are
an indication that the education system remains incapable of overcoming the social and
economic differen ces in the students 6 background and of providing equal quality of
education to all students .

A The outcomes of the national representative study (conducted within the framework of the

audit) o f t he parent sad, student s®d aamed ratherndriticeat ardt i e s &
demonstrate that school -level education still fails to attain its key goals in full . The study results
lead to the conclusion that there is a need for changes in the school education system in

Bulgaria in order to improve the quality of curricula, t extbooks, teaching practices and the
processes of overall modernization and digitalization

The steps taken by the Ministry of Education and Science for improving the quality of school education

are insufficient . Significant efforts are needed to overcome the problems and challenges  in order to
produce highly educated, innovative and pro -active young people capable of becoming good
professionals and citizens against the backdrop of the dynamic economic and labour market
developments . Attaining the goals of  high-quality education does not depend on the public
authorities alone, but also on the attitude and awareness of all stakeholders
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BNAO issued 21 recommendations to the Minister of Science and Education

O )Recommendations concerning compliance with th e specific regulatory framework

A Adoption of the state educational standard on quality assurance for the system of school
education ;

A Conducting ex -post impact assessment on the regulatory acts issued and/or adopted
pursuant to the Pre -school and School Ed ucation Act for whichthe 5 -year statutory period has
expired ;

A Adopting a meth odology for evaluation of academic performance ;

A Comple men ting the state educational standards on the kindergarten and school inspections
and establishing a regulatory framework f  or the procedures and processes for monitoring the
implementation of the recommendations issued by the National Education Inspectorate ;

A Increasing the number of staff of the National Education Inspectorate based on a needs
analysis carried out by its direc  tor;

A Introducing more stringent requirements for awarding t he OAppl i cabl eoverah
rating in evaluating the adequacy of textbooks and teaching aids, and including parents and
students in the evaluation of applicability of the draft textbooks an d teaching aids ;

A Adopting internal rules and procedures for defining priority areas for ongoing professional

development of teachers and for studying the professional development  needs of teachers
at national level

B) Recommendations concerning the in troduction of organizational arrangements for increasing the
effectiveness of measures aimed at improv ing the quality of school education
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A Introducing controls to ensure the timely reporting o n the application of principles and
attainment of the goals of school education based on data and analysis of the outcomes
and impacts ;

A Analysing the results of inspections ;

A Overcoming the causes preventing the conduct of regional external evaluation as an
additional instrument ensuring  the quality of school education at regional level ;

A Ensuring sufficient administrative capacity and financial resources for the Centre for
Evaluation in Pre-school and School Education system to conduct studies and analyses
supporting the monitoring of the educational process ;

A Strengthen ing the administrative capacity of the Directorate for Strategic Development
Policies, Qualification and Career Development of the Ministry of Education and Science ;

A Upgrading, introduction and technical maintenance of the Database for analysis and
project ions of the human resource needs in the system of pre -school and school
education ;

A Conducting thematic scientific research on the effect of the innovative teaching methods
on the personal development and academic performance of students ,and on transfer of
these methods from innovative to non -innovative schools ;

A Developing and adopting a mechanism for revision of the curricula and educational
content ;

A Conducting targeted thematic analyses of the effectiveness of the curricula approved by
the school principa Is; conducting studies among the stakeholders regarding the extent to
which the changes in the curricula for the general education subjects ensure optimisation
of the teaching material

A Creating a regulatory framework enabling the revision of approved tex tbooks and
teaching aids where there is unclear content, as well as  introducing an internal system for
analysis in case of reported mistakes and/ or inappropriately presented  content ;

A Conducting in -depth analyses of the outcomes of international assessment (PISA, PIRLS,
TIMSSetc .).

Sector : Healthcare

Audit : ailmplementation of the National Programme for Improving Maternal and Child Health
2021-2 0 3 D dhe per iod between 01 January 2021 and 31 December 2022

Audited entity: Ministry of Health; for the purpose of the audit, the auditors also collected
and analysed information from the National Centre of Public Health and Analyses (NCPHA)

Key audit question : Does the National Programme for Improving Maternal and Child Health - 2021-
2030 ensure the improvement  of the key indicators  regarding the health of pregnant women, mothers,
children and adolescents  ?

Audit conclusions
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Audit area : Policy for improving matern al and child health

The audit identified significant omissions in the strategic, mid -term and operational planning and
monitoring of the Programme, as follows
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A Despite the reported serious issues inthe  maternal and child health, there  we re no nationa |
measurable targets for the system & smprovement, which  creates a risk for the correct

allocation of resources and building on the results of the policy pursued in this area ;

A The key target indicators at national level are restricted to measuring the prog ress on
specific general indicators, but not the progress in overcoming specific issues

A The proposed indicators for monitoring the activities under the Action Plan  do not focus on
their impact, but rather on the specific products/ services resulting from the implementation

thus precluding the effective policy monitoring and impact assessment.

The audit identified deficiencies in the arrangements and internal rules on the Programme
implementation, such as

A The implementation of some activities in the Ac ton Plan was not assigned by means of an
order issued by the Minister of Health, hence the accountability, performance parameters
and expected deliverables remain unclear, while the same activities were reported as
completed under different programmes .

A There is a need for improvement of the mechanism for coordination, control, monitoring
and reporting of the  Programme measures and activities . The functions of the National
Coordination Board (the authority coordinating the Programme implementation) should
be regulated defining clearly its responsibilities and adopting operational rules . Setting
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specific deadlines for reporting to the Board and to the Minister of Health will ensure better
r the activities

working conditions timely decision -making and allocation of resources fo
under the key priorit y areas .

Audit area : Programme implementation

The Ministry of Health did not ensure publicity of the programme implementation due to the following

A The analyses and annual reports of the National Centre for Public Health and the National
Coordinator were not published . There was no dedicated web -page for the Programme
hampering the access to systemati ¢ information o n the campaigns and the possibilities for
access to healthcare under the Programme. This affected nega tively the attainment of

the main goal

A Partial absorption of the significant financial resources allocated for high -tech screening
and consultations of pregnant women who are not covered by health insurance . At the

same time, no resources were provided for effective awareness campaigns, especially in
villages and among vulnerable groups for health promotion, incl. reproductive health
could

promotion and for protecting the lives of mothers and children. Such campaigns

have a positive impact on mortality rat es and maternal and child health

The unresolved issues in ensuring adequate health care for all pregnant women regardless

of their

health insurance status , the issues with prenatal diagnostics and the restricted neonatal screening

affect negatively the  attemptsto improv e the indicators of maternal and child health

Despite the positive trends towards achieving improvement of the indicators of maternal and

health in the period of programme implementation (2014 0 2023), the national goals and indi

child
cators
have not yet reached the EU average levels . This was the main reason for adopting a revised National

Programme for Improving Maternal and Child health for the period 2021-2030. The identified omissions
show a need
for more efficient interventions in the area of public health and care for pregnant women and

in the planning, key indicators and implementat ion of activities under the Programme

children .

Nine recommendations were addressed to the Minister of Health .

O )Recommendations for ensuring suff  icient regulatory and organizational arrangements for

A Setting general internal rules within the Ministry of Health to facilitate the development of

national strategic documents and programmes  with clearly defined responsibilities,
requirements for the structure and contents, indicators for measuring the impact and

conducting public consultations  ;

A Defining the key functions of the National Coordination Board and adopting

procedure for it, including deadlines for reporting

A Providing guidance to th e heads of the regional health inspectorates for assigning
responsibilities, deadlines and tasks to the regional coordinators ;

rules of

functions,
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A Including neonatal hearing screening in the package covered by the National Health Insurance
Fund;

A Explicit assignment of the activities in the annual plans under the Programme to the
National Centre for Public Health  and Analyses and the regional health inspectorates

B) Recommendations for improving publicity, transparency and accountability through :
A Developing and a dopting a communications strategy ;
A Ensuring publicity and transparency of the activities under the Programme ;

A Specifying and annual planning of the implementation of activities under the three -year action
plan by setting specific target values , deadlines and expected impacts , together with clear
guidance on reporting regardless of whether the implementation is funded by the budget of
the respective entity, secondary budget spending entities or by a subcontractor ; developing
uniform template sfor reporting .

Audit : olmplementation of healthcare measures relating to COVID-1 9 for the period 01
February 2020 through 31 December 2 021

Audited entity : Ministry of Health (MH) .

Key audit question : Did the implementation of healthcare measures in relation to COVID-19 ensure
protection of the health and lives of citizens ?

Audit conclusions
Audit area : Management of the ~ Pandemic

There were adequate arrangements for e ffective management of the COVID -19 Pandemic thanks to
the compliant and timely introduction of anti -epidemic measures and control over their
implementation , establishing a whole -of-government approach and a requirement for the adoption
of a national plan  for preparedness and action in the event of an epidemic or pandemic

A There wa's no consistent and coordinated policy on strategic and operational planning for the
declared state of emergency and the introduced Lockdown .

A The Ministry adopted a National Plan for Preparedness in case of a Pandemic, National
Operational Plans for Overcoming the Pandemic  Stuation and National COVID-19
Vaccination Plan, however no actions were taken to ensure the adoption of regional
operational plans and a strategy for effect ive outreach to the media to raise public awareness
regarding the benefits of vaccination . There we re no standardized procedures with  in the MH
for the design, coordinated implementation, monitoring, control and reporting on the
adopted plans . Therefore, th e implementation of the national strategic and operational plans
was not reported
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A Optimal arrangements were  put in place and sufficient funding was provided for carrying out
clinical and lab tests for COVID -19 throughout the country, for restructuring ho  spital units to
ensure inpatient care, medical and personal protective equipment , and medicines . Sufficient
number of vaccines were imported and all citizens willing to get a vaccine were offered the
possibility to choose among brand s.

A The Minister of Hea Ith took the necessary steps to coordinate the interaction with other control
authorities. The regional health inspectorates exerted control over the healthcare
establishments and citizens . There was no procedure in place for initiating and processing of
penal administrative ¢ Rsa files by the Regional Health Inspectorates . For management
purposes, the regional health inspectorates collected and provided to the Minister of Health
information on the administrative penal sanctions under the Health Act and the Criminal Code,
howeve r the collection rate of fines and pecuniary sanctions was low

Audit area : Reliable pandemic information updates

The Minister of Health issued timely orders to outline the responsible entities, terms and deadlines for
collecting and reporting of data o n the individuals within the scope of the constantly changing
definition of COVID-19 cases. The National Information System for fighting the COVID -19 Pandemic
was introduced expediently . The Ministry awarded a contract for the development of a National
Healthcare Information System; however, its functionalities were not implemented in full precluding
the possibility of easy automated access to reliable operative information generated by different
integrated information systems .

Audit area : Outcomes of the Pandemic management

At the beginning of the Pandemic, anti -pandemic measures and activities were introduced and
applied strictly, which resulted in restricting the spread of COVID -19 and related mortality . Due to the
inefficient vaccination campaign, la ter Bulgaria registered significantly higher morbidity and mortality
rates. The high morbidity rates and the provided possibility to obtain paid sick leave for the period of
mandatory isolation and treatmentin  patient healthcare establishments or at home, as well as for the
mandatory quarantine of persons who had been in contact with infected individuals , posed a
significant burden on the Public  Social Security Budget in 2020 and 2021. All this obstructed the social
and economic life in the country
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The timely actions by the Minister of  Health and the Chief State  Health Inspector to ensure optimal
conditions for diagnostics and treatment, and for access to healthcare services in healthcare and
medical establishments  for all Bulgarian and foreign nation  als residing in Bulgaria contributed to better
protecti on of the life and health of citizens during the COVID -19 Pandemic . Due to the inefficient

vaccination campaign, and despite the fact that citizens could choose among the full array of
available vaccin es, the country registered a slow vaccination pro gress, low vaccination coverage
and one of the highest morbidity and mortality rates from COVID-19 in the world .

Eleven recommendations were addressed to the Minister of Health

O ) Recommendations for improv  ing the statutory and internal regulatory frameworks to provide for
specific processes and/ or ensure compliance with existing legal requirements in the following areas

A Conducting an impact  assessment of the statutory and  subordinate regulations in effec t
during the COVID -19 Pandemic ;

A Ensuring standardized quality of medical care and protection of the rights of patients
hospitalized in the clinics and  departments of anaesthesiology and intensive care in
inpatient healthcare establishments

’

A Regulating in a statutory act the setting up of a National Pandemic Committee and clearly
defining its composition, authorities and reporting duties

A Adopting a standard operational procedure for the development of national operational plans
with clear requirements regar  ding their structure and contents

A Regulating the responsibilities for  developing regional preparedness plans and adopting a
standard operational procedure on their content and coordinated implementation

A Adopting a standard operational procedure for the d evelopment by inpatient healthcare
establishments of ac tion plans for pandemic situations
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A Introducing g eneral rules regarding the functions of the regional health inspectorate in
relation to imposing administrative sanctions, incl. deployment of specialis ed software for
managing the administrative penal proceedings

B) Recommendations for improving the efficiency of measures in healthcare in case of a pandemic,
such as:
A Analysis of the responsibilities and wo rskaff,ina.d

ensuring adequate remuneration

A Analysis of the efficient management of the healthcare system and the effectiveness of
health services in response to the  COVID -19 Pandemic ;

A Analysis of the expenditure of subsidies provided during the COVID-19 pandemic to
inpatient healthcare establishments based on annual contracts signed with the Ministry of
Health.

Sector : E-governance, digitalization and digital transformation

Audit: 0 Op t i mithe iorpagisation of publ i c regi st er soh Jahuary 201i%
through 31 December 2022

Audited entity : Ministry of Electronic Government  (MEG).

Key audit question : Was the reform of registers in the public administratio  n performed efficiently and
effectively ?

Audit conclusions
Audit area : Arrangements for management of the optimization processes

There is a statutory provision designating a responsible body for electronic governance policy
implementation , incl. the register reform implementation , as well as its powers . A Ministry of Electronic
Govern ment was set up in order to ensure greater operational independence and effectiveness of
the relevant activities. The Minister of Electronic Govern ment took up the functions , responsibilities and
powers of the head of the former State Agency for E -Government . Timely actions were under taken to
put in place arrangements for manag ing the optimization of registers in the public administration
based on approved rules and procedure s outlining the obligations and responsibilities , and the
reporting of strategic documents

The E-govern ment Strategy and the Concept for register reform were updated to cover the period till
2025, while the Roadmap thereto  was not updated and its period o f validity expired in 2023. Out of
the six registers planned in the legislation, only  three are maintained and operated -0 a register of the
projects, register of the information resources and register of the software systems

The responsible authority di d not undertake sufficient actions which resulted in delays in the following
processes:
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A Introducing rules and strategies by policy areas; out of the 23 planned policy areas only 4
sector strategies for e -governance were developed ;

A Launching the planned co ordination mechanism within the framework of the Electronic
Government Council that includes representatives of all entities responsible for the introduction
and development of e  -govern ment ;

A Compliance with the regulatory requirement of the Bectronic Gove rnment Act for building ,
operating and maintaining the planned interoperability registers;

A Ensuring publicity and transparency for the public regarding the progress of register
optimization in the public administration ;

A Submitting annual reports on the imp  lemented controls to the Council of Ministers by the
responsible authority.

Audit area : Implementing the concept for register reform

The launching and implementation of the first and second stage s of the Register Reform Concept
Paper to the Updated Srategy for E-governance D evelopment in Bulgaria - 2019-2025 was delayed
due to the political instability and the parallel structural reforms . The implementation of measures
related to the regulatory changes was delayed due to the need for coordinated action o f the
different administrations and the absence of an operational E -govern ment Council to support the
process.

The responsible institutions took steps to implement the 103 indicative measures contained in the
Register Reform Concept Paper resulting in prog ress on 41 of them by the end of the audited period .
The Ministry of E-Govern ment needs to invest more active additional efforts to ensure the
implementation of measures on behalf of the responsible institutions

The reporting on the implementation of the Register Reform Concept Paper  does not contain
information on the planned and expended public financial resources. The capacity of the information
system for ex -ante, current and ex -post control and for ensuring publicity of the outcomes was not
used.

The Ministry of E-Govern ment has taken action towards the amendment of the Electronic Government
Act concerning the implementation of register reform . In compliance with the principles for register
reform and given the current pace of implementation, the goals  of the Register Reform Concept
Paper are expectedto be met towards the end of 2025 contributing to optimizing the organization of
registers within the public administration . Action should be taken to ensure effective coordination
among institutions at na tional and local level and to build and develop e -governance at sectoral
level . This will ensure sustainable outcomes of the register reform for optimizing the organization of
registers in the public administration

The auditors addressed 9 recommendation s to the Minister of E-govern ment

O )Recommendations concerning the introduction of necessary arrangements to ensure compliance
with the specific statutory requirements

A Developing and adopting rules by policy areas as outlined in the Electronic Government
Act developing and submitting f or approval strategies by policy areas
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A Specifying the responsibilities related to building , operating and maintaining each of the
registers under the Electronic Government Act

A Designat ing an official responsible for monthly publication of update sregardi ng the activities
of the Ministry of E-Governance in line with the requirements contained in the Law on E
government ;

A Putting arrangements in place and designating officials responsible for monitoring
compliance with  the Ordinance on the general requiremen ts for the information systems,
registers and electronic administrative services, as well as reporting on the controls

B) Recommendations for improving the arrangements for enhancing the effectiveness and efficiency
of the register reform implementation

A Updating the Roadmap for the implementation of the E-Governance Strategy of the
Republic of Bulgaria ;

A Ensuring publicity and transparency of the reports and information  on the progress of
register reform ;

A Restoring the E-government Council as a coordinati on mechanism laid down in the E -
government Strategy of the Republic of Bulgaria 2019-2025, and introducing the necessary
arrangements for its effective functioning

Summary of the performance audit conclusions

The five audits conducted by BNAO in 2024 and concluded with audit reports adopted by BNAO
identified inconsistenc ies with the requirements of the legal framework relevant to the audited
measures and activities, and deficiencies in the organization for managing the audited processes and
activities that resulted in inefficient and/ or ineffective performance

The recommendations from the five audits aim at

A Ensuring adequate arrangements for enhancing the effective ness of policy and programme
implementation and improv ing the key outcomes ;

A Enhancing the effectiveness of planned processes for implementation of the programmes
and measures ;

A Enhancing the effectiveness of monitoring on the achievement of the objectives for the
respective policies and programmes, improving the mechanisms for inspection and the
analysis of programme outcomes ;

A Ensuring compliance with the requirements of the specific legislation and improving the
regulatory framework where necessary ;

A Ensuring support for the reform of e  -governance in the public sector
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BNAO plans and condu cts follow -up reviews on the implementation of  its recommendations

Public disclosure of the 2024 performance audit results

0%
P
51 1
Recommendations to improve Audif report was referred fo the
the efficiency of management ECA and the European
of audited activities Commission
0 ©) o ©) ®
audit reports were submitted All audit reports were The outcomes of 3
to the Parliamentary Committees systemised and published in audit reports
the EUROSAI database received a broad

/l media coverage
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3.6 Specific Audits conducted in 2024

Specific audits are audits conducted in line with the provisions contained in specialized

legislation. They may combine the approaches typical o f financial, performance and compliance
auditing.
This category includes the audits that are mandatory under the BNAO Act (audit conclusions on the

budgets and the budget expenditure s of the Bulgarian National Bank) , Law on Political Parties, the
Elections Code and audits of commercial entities

In 2024, the BNAOGs Board a:
audit reports . Constructive recommendations
were issued to the audidl
aimed at overcoming the root causes for the
ident ified non -compliances and improving the

] audited processes
Audit Reports

This section contains summaries of the outcomes

of the specific audits completed in 2024.

Audits on the execution of budgets and budget expenditure

Audit of the Report on the execution of the 2023 State Budget of the Republic of Bulgaria

Audited entity : Ministry of Finance

Audit area : drafting, structure, contents and submission of the Report on the execution of
the 2023 state budget of the Republic of Bulgaria and the monitoring of the budget execution
processes.

Audit conclusion

The Report submitted to BNAO was in compliance with the requirements of the Public Finance Act,
the internal acts and the guidan  ce issued by the Minister of Finance

The audit identified that six primary budget spending units  exceeded the reported amounts under the
indicator "Maximum amount of expenditure commitments that may be undertaken" compared to the

updated plan as of 31 December 2023) , and one primary budget spending unit exceeded the

i ndi ¢ Maxonum @mount of the new expenditure liabilities that may be incurred” , thus breaching
Article 88 of the Public Finance Act and of the budge tary discipline .

The audit did not fin d any excess expenditure for personnel compared to the planned indicators for
the respective year, with the exception of one primary budget spending unit , which infringed the

provisions of Article 77 of the 2023 State Budget of the Republic of Bulgaria Act (SBRB\).
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Execution rate of revenues, aid and donations Execution rate of the reported expenditure,
planned in the 2023 SBRBA, mainly due to the budgetary relations (net) and conftribution to
underperformance of tax revenues the General EU budget

97.5% 96,2%

The net transactions reported in the financing section amount to 5,268.6 million BGN, incl. funding from
external sources (net) of 4,630.9 million BGN, internal sources (net) -637.5 million BGN and privatization
of 0.2 million BGN .

Budget balance on the 2023 State Budget Consolidated fiscal increase compared fo
of the Republic of Bulgaria. programme the previous year
deficit
747,4 million BGN
-5 268,46 . .
milion BGN of the estimates in colal ?.9%
the 2023 SBRBA Million BGN revenues, aid expenditure
and and confribution
donations fo the EU
budget

General ¢ onclusion: The state -of-play of the financial management and control systems in the
audited area is satisfactory; there are effective controls in place and arrangements for ongoing
monitoring of the drafting, execution and reporting of the state budget

.
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Audit of the Report on th e execution of the 2023 budget of the Public_Social Security System

Audited entity : National Social Security Institute

Audited area : drafting, endorsing and reporting o n the 2023 Budget of the Public Social
Security System.

Audit conclusion

The Report on the execution of the 2023 Budget of the Public Social Security System was drafted,
endorsed and submitted to BNAO and Parliament in complian ce with the statutory procedures and
deadlines . The structure and contents of the  Report are in line with the Law on the 2023 Budget of the
Public Social Security System.

Budge’r Surplus Received Transfers, Expenditures and Transfers
Provided

The Budget Execution Report indicated a
surplus of 15,972.7 thousand BGN, while
the 2023 State Budget of the Republic of

Bulgaria did not plan either a deficit or a

The received fransfers, expendifures and
transfers provided, disclosed in the Report that
were not projected in the 2023 Public Social
Insurance Budget Act, were in compliance with

surplus in the Budget of the Public Social

Security Fund. the legislation.

Total expenditure Social security revenues

The total expenditures of the 2023 Budget The social security revenues in the 2023 budget

were 1.2% lower than planned. This is of the Public Social Insurance were 1.1% higher

mainly due to lower expenditures on compared to the projections. This is due to

pensions, social benefits and allowances, overperformance of revenues from social
and on programmes, activities and security conftributions paid by employers and
services related to social security, social insured persons.

assistance and employment.

General conclusion : The controls introduced with the Internal Rules were effective and consistent
throughout the audited period . The financial management and control system ensured compliance
with the audited processes and the statutory framework
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