STANDARD TWINNING PROJECT FICHE

PROJECT FICHE 1.2: SUPPORTING THE PROCESS OF FISCAL DECENTRALISATION THROUGH STRENGTHENING THE CAPACITIES FOR SOUND FINANCIAL MANAGEMENT AND INTERNAL FINANCIAL CONTROL ON LOCAL AND CENTRAL LEVEL

1. Basic information

1.1.  Programme: IPA - Transition Assistance and Institution Building (TAIB) 2008

1.2.  Twinning Number: MK2008/IB/FI/02

1.3.  Title: Supporting the Process of Fiscal Decentralization through Strengthening the Capacities for Sound Financial Management and Internal Financial Control on Local and Central Level

1.4.  Sector: Finance, Public Administration

1.5.  Beneficiary country: the former Yugoslav Republic of Macedonia
2. Objectives 

2.1. Overall Objective: 

The overall objective is to contribute to a strengthened central and local administrative capacity to implement the decentralisation process by strengthening sound financial management and control systems.

2.2. Project purpose

The purpose of the project is to assist the Ministry of Finance and the Ministry of Local Self Government, as well as the municipal administration to establish, strengthen and monitor internal control systems in local self government units. This support of the process of decentralization will be tackled through: 

· Further enhancement of central capacities for sound financial management and control and Internal Audit in compliance with EU’s Public Internal Financial Control systems

· Further enhancement of local capacities for sound financial management and control and internal audit in compliance with EU’s Public Internal Financial Control systems

2.3. Contribution to National Development Plan/Cooperation agreement/Association Agreement/Action Plan

2.3.1. Link with AP

The Accession Partnership focuses on reinforcement of the established institutional structures and strengthening administrative capacity in the areas of programming, project preparation, monitoring, evaluation and financial management and control, particularly at the level of line ministries, to implement EU pre-accession programmes as a preparation for the implementation of the Community's cohesion policy. In line with the project purpose, the Accession Partnership focuses on full completion of the decentralization process, and in the area of financial control, it states that there is a need to complete the establishment of internal audit units in the central state institutions, to create similar units at municipal level where appropriate and ensure adequate staff, training and equipment.
2.3.2. Link with NPAA

The high priority in the National Plan for Adoption of the Acquis is establishing an accountable administration able to complete the necessary preparations to enforce programmes and create the necessary mechanisms to manage the EU funds.  In terms of fiscal decentralisation, the NPAA envisages full implementation of the PIFC in the country and strengthening the administrative capacities of the institutions responsible for financial control and management on central and local level.

2.3.3. Link with SSA

The programme addresses the objectives of the Stabilisation and Association Agreement for “the development of civil society and democratisation, institution building and public administration reform”. The programme also addresses the SAA Article 83 for “the adoption of a common accounting system compatible with European standards” and Article 101 for strengthening “regional development cooperation, with the objective of contributing to economic development and reducing regional imbalances”. 
2.3.4. Link with Progress Report 2008 and 2009  

The 2008 Progress Report outlines the achievements and weaknesses of the PIFC Department as well as the need to strengthen the institutional capacity of the central harmonisation unit and the role of the centralised inspectorate to be further regulated both at central and local level in order to meet the obligations arising from the Acquis.

Regarding Chapter 32 - Financial Control, progress has been outlined in the area of Public Internal Financial Control and External Audit. A Manual on PIFC, for internal auditors and financial managers of public bodies regarding preparation of annual reports on financial controls has been adopted.
Out of the 40 internal auditors planned, 24 have been recruited to various institutions. The institutional capacity of the Central Harmonisation Unit within the Ministry of Finance will need to be strengthened. Establishment of internal audit units was completed at central level, where 39 units were set up and staffed with 84 internal auditors. At local government level, 47 internal audit units were established and staffed with 33 internal auditors. Two internal audit units were established in public enterprises. A number of training activities were organised and new IT equipment was provided for internal auditors. The capacity of internal audit has been strengthened and the Law on Financial Inspection in public sector have been drafted commented by DG Budget. 
There has been made some progress on protection of EU financial interests. The structures for decentralized implementation of IPA funds have been established. Namely, IPA Structure has been established in each Line ministry/ Beneficiary Institution. In addition the capacities in the IPA Structures have been strengthened through development of Programme Implementation Manuals for CFCD/ NF and Manuals of Procedures for SPO/ IPA Coordinators as well as organization of number of trainings on various subjects.. The Head of the Central Financing and Contracting Department (CFCD) which is at the same time the Programme Authorising Officer for IPA Component I and II and Head of Operating Structure for IPA Component III and IV has been appointed. The administrative capacities of CFCD and National Fund (NF) have been strengthened with employment of additional staff on permanent basis. Auditors for the CFCD and the NF were appointed and are deployed in the PIFC Department in the Ministry of Finance. The Head of the financial police resigned and a successor was appointed by the government. 
The Progress Report 2009 outlines some progress in the area of Public Internal Financial Control (PIFC). The Law on PIFC was adopted in July 2009. Establishment of internal audit units in Line Ministries has been stepped up. However, 10 units at the local level have not been staffed yet. There is a need of development of adequate schemes for training on internal audit. The institutional capacity of the Central Harmonisation Units (CHUs) within the PIFC Department in the Ministry of Finance has been improved, but still there is a need for further strengthening. The PIFC policy paper needs to be amended to include a medium- to long-term plan for development of PIFC and an action plan to ensure its full implementation.

Some progress is reported on protection of the EU's financial interests. A memorandum of understanding on preventing, investigating and reporting on irregularities in implementation of IPA funds was signed between the national authorising officer and the Anti-Fraud Coordination Service (AFCOS) within the financial police. Preparations in this area are on track.

Some progress has been made towards aligning and implementing the legislation in the field of PIFC. The administrative capacity of the institutions responsible for financial control has been further strengthened. Preparations in the area of protection of the EU's financial interests are ongoing.

2.3.5. Link with MIPD is in the following: 

The Multi-Annual Indicative Planning Document (MIPD) indicates that pre-accession assistance shall help in preparing the country for decentralised management of EU funds. In MIPD it is stated that further assistance is necessary in order to continue the support for faster progress with the decentralisation implementation system (DIS). MIPD assesses that the national administration is not yet endowed with the necessary capacity to assume full responsibility for the decentralised management of EU funds, and thus calls for assistance to focus on capacity building of national administrations to assume full responsibility for the decentralised management of EU funds. Regarding the fiscal decentralisation, the MIPD streamline the need for support  on decentralisation process and further enhancement of financial management and financial control procedures.

2.3.6. Link with National Development Plan 

The National Development Plan (NDP) indicates that there should be efficient information sharing of existing calls for proposals to the final beneficiaries, sound management, monitoring, control and audit systems established in order to properly implement the IPA funded projects under decentralized implementation system (DIS) and to build the capacities of relevant institutions. With regard to fiscal decentralisation, the (NDP)  underlines that the responsible and competent public administration at local level is a crucial precondition for successful implementation of the decentralisation process and for ensuring high quality of public services for the citizens. The NDP also stresses the need for systematic capacity building process of the public administration at central and local level. 

2.3.7. Link with national / sectoral investment plans 

The project directly links to the following key strategies and action plans in the sector:

· Strategy of Reforms of Public Administration , 1999

· Pre-Accession Economic Programme (2010-2012), (2008-2010), 2007

· Public Investment Programme (2006-2008), 2006

· Fiscal Strategy for the period 2007-2009, 2007

· Strategy for development of the public internal financial control (PIFC), 2006

· Analysis of the realisation of fiscal decentralisation

· Information for development of the internal audit and strengthening the financial control within the budget users and funds, 2004

3. Description of project

3.1. Background and justification:

Implementation of the decentralisation process is one of the key components of the Ohrid Framework Agreement. Inspire of the political objectives of the decentralisation – bringing the government closer to the people, strengthening the democratisation process – it also has a significant impact on the structure and operational modalities of government on central and municipal levels. The scope of the decentralisation in the former Yugoslav Republic of Macedonia is large, ranging from fiscal management to operational responsibilities of public services. 

Significant legal developments took place during 2004 and 2005, while the process of decentralisation entered into its critical phase of implementation with the actual transfer of competencies from the central level to the municipalities on 1 July 2005. The local government became responsible for a range of activities, including the collection of local property taxes and charges. They also receive revenues from central budget as general grants from VAT and grants from PIT as shared taxis.  Transferred activities in education, child care and for elderly are financed though bloc grants. At this stage 73 local self governments are already in the second phase of fiscal decentralisation, while 12 remain in phase 1 as of 1 April 2010. All municipalities have arranged activities on the tax collection and have established units for budget preparation and execution and accounting. Some of them have their own units and some of them are using the possibility of inter-municipal cooperation.
In the context of the Government’s 1999 National Strategy for Public Administration Reform and the principles of a Public Administration reform (PAR) strategy, issued in March 2005, the Government is developing standards for policy development, coordination and implementation planning, strategic planning and budget preparation, budget execution, asset management, human resource management, information technology management, and internal audit.

A key element in transparent and accountable public management is the concept of Public Internal Financial Control (PIFC) system. The successful establishment of such a system is not only strongly related to the Decentralised Management of EU funds, it is also pivotal in the ongoing decentralisation process and maintaining appropriate insight in the increasingly complex public financial management.
While in the previous phases of decentralisation significant support has been provided for development of general management skills in the institutions of central and municipal level, at the present phase of decentralisation the emphasise is put on a strengthening of the nation-wide application of a modern internal financial control system. This is essential not only for protection of public funds, but also for ensuring an appropriate level of transparency and accountability.

On the basis of the previous projects related to support the establishment of a Public Internal Financial Control (PIFC) system on central level and to improve the overall management of the decentralisation process, a need to focus on the establishment of an internal control system for local self government units was identified.
With its three key elements of Financial Management Control (FMC) Systems, Internal Audit (IA), and Central Harmonisation, a PIFC system covers internal control systems as well as government procedures and regulations to manage overall government revenues, expenditures, assets and liabilities.

The new PIFC Law was 
 adopted in July 2009. According to the new PIFC law all bodies at the level of central administration, and all municipalities, need to establish Internal Audit (IA) Units/functions and Financial Affairs Units (FAU). The PIFC Law provides the criteria, on the base of which the entities are required to set-up IA units and which are allowed to only engage internal auditors instead. 

As of end of 2009 out of 65 institutions from the executive and the legislative authority first line budget users and 38 institutions of the judiciary authority on central level, 38 institutions have submitted a notification that a procedure for amendment of the Acts of Organisation as well as Act of Systematisation of job positions has been initiated. Amendments are required in order to enable the establishment and organization of separate Unit of Financial Affairs. At the central level, 11 institutions completed the procedure for establishing a separate organizational unit of financial affairs.

Out of 85 units of local government including the City of Skopje, 20 units of local government have submitted a notification for initiating the procedure for amending the Acts of Organisation as well as Act of Systematisation of Working Posts in order to enable the establishment of Financial Affairs Units as separate organizational  units
The legal frame for the internal audit in the public sector is comprised of: The Law on Public Internal Financial Control, the Rulebook on the Basic elements of the working manual, the charter, the Annual Plan and the internal audit Programme (“Official Gazette” no 38/2005), the Rulebook on the method of performance of the internal audit 
(“Official Gazette” no. 72/03), the Rulebook on the form, content and method of delivery of the statement for quality and condition of internal controls (“Official Gazette” no. 8/08) and the Guide for internal audit,
The Ministry of Finance – Department for Public Internal Financial Control is competent for regulation, development and synchronization of the internal audit in the public sector. 

The internal audit in the public sector entities on central level is performed by 50 units for internal audit
 and staffed with 87 internal auditors, and by 39 internal audit units of local self government which are staffed with 34 internal auditors. 

At central level the Internal Audit Units have been established and staffed. Although some of relevant staff still needs to be further trained, there is the pool of internal auditors that could be included as trainees in further training activities. The internal audit units in the public sector on central and local level are organizational and functionally independent and are directly accountable to the manager of the entity. The legal framework for functional independence of the internal audit units is defined in the PIFC Law. In line with the recommendations provided by the relevant services from the European Commission i.e. the DG Budget, the Ministry of Finance prepared new template for the adoption of internal audit charter. In 2008, the public entities, which had established units for internal audit, have adopted new charters on internal audit.

With the amendments of the Rulebook for Organization and Systematization of the Job Positions within the Ministry of Finance adopted on 30th April 2007, the Department for Central Internal Audit became a Department for Public Internal Financial Control. The PIFC Department is comprised of: Central Harmonization Unit for the financial management and control and the internal audit, Unit for harmonization of the financial management and control and Unit for harmonization of the internal audit. The Unit for harmonization of the financial management and control and Unit for harmonization of the internal audit are competent to: create the standards and methodology of financial management and control and internal audit, assess, analyze, promote, develop and support these functions in public sector entities as well as responsible for organization, coordination and follow up the trainings for financial management and control and internal audit. 

In the Unit for harmonization of the financial management and control, 6 persons are employed, and in the Unit for harmonization of the internal audit 6 persons are employed. 
The Department for Public Internal Financial Control as Central harmonization unit prepared and submitted an annual statement for the quality and condition of the internal controls in the public sector. 

According to Article 50 of the Law on Public Internal Financial Control the Head of the entity is obliged to appoint a person to report suspicions for irregularities and suspicions for frauds or corruption. This person can individually take measures and inform: the Public Prosecutor, Ministry of Finance - Financial Police Office and the financial inspection of the public sector. Also, within the period of 15 days this person in writing should inform the person, who reported on irregularities or frauds, except in case of anonymous report. All employees including the internal auditors are obliged to inform the head of the public sector entity and the person in charge of irregularities, about irregularities or suspicions for frauds or corruption.

Regarding the reporting procedure for irregularities and suspicions of frauds or corruption on central level 41 persons were appointed from the public sector and 37 persons on local level.
At municipal level there is insufficient establishment of internal audit units or the engagement of an internal audit services. The aim is establishment of internal audit units and functions, as appropriate, in local administrations by the end of 2010. 

Financial management and control systems help to mitigate the risks that threaten an organisation and provide reasonable assurance that it will achieve its objectives in a legal, transparent, economic, efficient and effective way. The head of the organisation is responsible for the establishment of the framework for financial management and control systems, performing the controls and also for assuring management that the control systems work effectively.

An independent internal audit activity provides objective assurance that the financial management and control systems operate as required i.e. risks are managed on an acceptable level, and support management's decisions and actions. It will also be able to support management by providing consulting services, facilitating management's efforts to improve its internal control systems.
In January 2002, Parliament approved a new Law on Local Self-government.  In September 2004, it approved a new Law on financing the units of Local Government.  In August of the same year, it enacted a new Law on Territorial Reorganization. Municipal elections have been successfully completed on the basis of the new boundaries. The basic legal framework for decentralization is therefore now in place. Under the Law of local self government the Ministry of local self government is responsible for the legality of the acts adopted by 84 municipalities and City of Skopje. The Ministry of Finance is responsible for control of financial affairs in the municipalities.

The Law on financing of local governments envisages two phases in the process of fiscal decentralization. 

The Law on financing of local governments also provides general guidance as to how the functions to be decentralized under Phase 2 will be financed, specifying only that costs will be financed through block grants from the Government budget. Out of 85, 80 municipalities manage the activities on financial management and control by themselves or under contract with other municipality. In respect of the new Law on Public Internal Financial Control all municipalities have the obligation to establish the Financial Affairs Department/Units which will be directly responsible to the mayor and highest civil servant. In this Ministry for Local self Government has an especially important role, which is responsible for legality of the functioning of the municipality.  

3.2. Linked activities 

The assistance of the European Commission to the decentralisation and the public finance sector is substantial and includes:

· Under IPA 2007, Component 1, support will be provided to the municipalities regarding the management of the newly decentralised competencies in the infrastructure field; - Local infrastructure for Social and Economic Cohesion

· Twinning project on Strengthening Public Internal Financial Control Systems (EU CARDS 2006). - 06MAC01/04 - Administrative Capacity: Public Internal Financial Control

· Decentralisation support, phase 2 – TA, Mar-06 - Sep-07, CARDS 2005, 06MAC01/05 - Decentralisation-Local Self Government Development

· Municipal service centres – equipment, Apr-08 - Mar-09, CARDS 2006, 06MAC01/06 - Local Infrastructure

· Building capacities for decentralization of management of 2005 EU-CARDS assistance - Capacity Building Support to the Decentralisation of Management Assistance

· Public finance management support to the municipalities CARDS 2005(March2008 – February 2009), ,; 

· TA to the Ministry of Finance for the Estimation of the Costs of the Transferred Competences to the LSGU’s Feb – June 08 

· Technical Assistance to support the second phase of the process of fiscal decentralisation (Ministry of Finance/Commission) Oct 07 – May 08 (the end date is tentative) 

· Leadership benchmarks in local government - grant (CoE), May-07 - Nov-08, CARDS 2006, 

· Municipal service centres – equipment, Apr-08 - Mar-09, CARDS 2006, 

· Decentralisation support, phase 1 – TA, Jan-05 - May-06, CARDS 2003, 

· Decentralisation support, phase 3–TA, May-07 - Dec-08, CARDS 2006, 

· Fiscal decentralization assistance to MoF, phase2 – TA, Feb-05 - Mar-06, CARDS 2004, 

· Training and capacity building of local government  – TA, Aug-04 - Aug-06, CARDS 2003, Building capacities for decentralization of management of 2005 EU-CARDS assistance;

· Project for strengthening the debt management department supporting the IMF agreement and conditionality regarding the adoption of a debt strategy and streamlining the debt management function in the former Yugoslav Republic of Macedonia; 

· Ongoing cooperation with the EC/OECD Sigma Programme 

Other main donors that are involved in Public Finance Support and Decentralisation include:

· MATRA Strengthening and Implementing PIFC at central level June 2009 – November 2010;

· The World Bank through the Public Sector Management Adjustment Loan (PSMAL – from 2002 to 2005) followed in 2005 by the three-year Proposed 
Programmatic Development Policy Loan  (PDPL) 

· The Dutch assistance operating through a trust fund administered through the World Bank in the sector of internal audit – in 2003-2004 and external audit in 2003/2005 and through bilateral assistance (“Ministry of finance internal audit policy and training”, provided technical assistance to the drafting the Law on Internal Audit in the public sector;

· Twinning of the State Audit Office with the Dutch Court of Auditors started in 2005 and technical assistance to the IMF driven tax administration reform project initiated in 2005. Close cooperation with the Dutch assistance has been established with the European Agency for Reconstruction project in Internal Audit; 

· USAID implemented a project to strengthen the financial sector until 2004. The 
comprehensive decentralisation project Make Decentralisation Work (2005/2007) is 
working closely with EAR-managed projects in the field of the fiscal decentralisation and training of municipalities in financial and budget management practices;

· US Treasury assistance has been provided since 2002 and focused on the 
establishment of the legal framework for the budget and accounting and provided 
advisory service to the Treasury Department within the MoF for the development of 
single treasury account;

· The DFID assistance is supporting the government in the implementation of its Public Administration Reform agenda on a step-by-step basis and has been supported by both the World Bank and the European Commission through close and full cooperation with the European Agency for Reconstruction projects. The donors’ co-ordination group on budget management initially launched and led by DFID PAR project was handed over to a joint European Agency for Reconstruction / World Bank / Dutch Embassy coordination in 2005;

· Local Government Activity is a four-year project (2007 – 2011) funded by USAID. The successful decentralization of government authority and general good governance practice is a US foreign policy priority and a key element of USAID's country Strategy.  

· Various UNDP projects to support the decentralisation

3.3.  Results 

The main results of the project relate to strengthening the administrative capacities of the staff of the targeted institutions both at central and local level to implement the assigned responsibilities. This includes, inter alia, improvement of the organisational set up and developing/strengthening skills of staff through practical application of tools, techniques, etc. both for FMC and IA.

The project consists of two components:

· Component 1 - Enhancing PIFC capacities at central level

· Component 2 - Enhancing PIFC capacities at local level

Component 1: Enhancing PIFC capacities at central level

Results under Component 1

· Further developed detailed strategy for development of PIFC systems including financial management and control systems and functionally independent internal audit units on central level. 

· Developed and elaborated Action Plan/Road Map for the implementation of the Strategy, with specific milestones and  the most urgent pilot activities are implemented;

· Strengthened administrative capacities for PIFC on central level

· Strengthened administrative capacities for internal audit on central level

· Improved  coordination between the actors at all levels
· Developed and implemented comprehensive training plan 
Component 2: Enhancing PIFC capacities on local level

Results under Component 2:

· Strengthened capacities of the structure responsible for establishing and running FMC in municipalities; 

· Established documented procedures for financial management and control systems in the institutions at local level 

· Developed and implemented comprehensive training plan/curricula covering – inter alia - awareness raising activities for senior management on the implications of PIFC, tasks related to setting up and running FMC systems, and setting up internal audit units and how internal audit functions;

· Improved  financial management and control practices at local level;

· FMC and IA units established and functioning according to the law in the targeted municipalities;

· Enhanced inter-municipal cooperation in the area of IA and in FMC developed.

3.4. Activities
Component 1:  Enhancing PIFC capacities on central level

Activity 1: Preparation of a Strategy for development of PIFC (central and local level) 

· Development of a Strategy  
· Analysis of the current state of play regarding the weaknesses of the current system and measures foreseen to address these weaknesses
· indication on the scope of competences and tasks of the PIFC Department, the PIFC related committees as well as the scope of tasks delegated to the State Audit Office;
· analysis of potential resistance factors to the implementation of the Financial Management and Control systems and functionally independent Internal Audit in local administrations and include measures to address such issue;

Activity 2: Developed and elaborated Action Plan/Road Map for the implementation of the Strategy for development of PIFC (central and local level)
· Development of an Action plan/Road map for the implementation of the Strategy with specific milestones to be implemented;

· Implementation of Action Plan in the most urgent pilot areas /activities derived from the Strategy for development of PIFC
Activity 3: Strengthening the administrative capacities of the institutions responsible for financial management and control on central level 

· Support on the capacity building/strengthening of FMC units from 25 institutions on central level (Annex: IV)

· Reviewing and updating the PIFC procedures/templates
· Preparing procedures/templates for communication and reporting between all levels 
Organising study visits of beneficiary country staff in a Member State counterpart in relation to exchange of experience in the field of FMC and Internal Audit; 
· Development of a comprehensive training plan for both, the staff of PIFC Department within the Ministry of Finance and institutions on central level as a group of trainers. Support to the coordination of activities to achieve sustainable training systems in the respective domains of FMC and IA (such as guaranteeing sustainability via “train the trainer”) 
· Providing  trainings according to Training Plan in relation to the following subjects:

- Training – both basic and advanced - on FMC (the concepts of PIFC) for different audiences on the central level;

- Training for preparing plans for establishing the FMC units in the central government institutions and their staffing; including the preparation and implementation of rules and procedures, necessary statutory amendments etc. on the creation of FMC Units;

- Training of trainers that will include the development of handouts, presentations, methodologies to provide continuous training in the domains of FMC and IA; 
- Awareness raising activities for senior management on the implications of PIFC,
-  Tasks related to setting up and running FMC systems, 
- setting up internal audit units and how internal audit functions 
· Delivery of FMC trainings for at least 75 employees from financial management and control units 

· Basic Training on FMC (the concepts of PIFC) for different audiences on the central level;

· Training for preparing plans for establishing and strengthening the FMC system in the central government institutions;

· Training for preparation of the procedures for financial management and control units and heads of all departments in the 25 central level institutions.

Activity 4: Strengthening the administrative capacities of the institutions responsible for internal audit on central level: 

· Assist in preparation and updating of the Financial Audit Manual and Systems Based Audit Manual, 

· Assist in Preparation of a Performance (Value for Money) Audit Manual

· Provide trainings and on job support for 50 auditors on: 

· Financial Audit Training and training on systems based audits

· Performance (Value for Money) Audit Training

· Training for Audit of the EU Funds

· Training for preparing audit reports and communicating the audit findings to the management

Activity 5: Evaluation/Lessons Learnt Seminar

· Organisation of one lesson learnt seminar at the end of project activities that will focus on the general issues which have arisen during the implementation process, the way of solving it and possible future improvements in the implementation of projects. 

· Best practice from Member States in resolving similar cases are to be presented and discussed;

· Assessment of the development and shortcomings at the end of the project, preparation of concrete recommendations for the short and medium term future;

Component 2: Enhancing PIFC capacities at local level

Activity 1: Strengthening the organisational capacities for municipal management:
· Providing training on awareness raising of top management in 40 municipalities regarding the Financial Management and Control (FMC) and internal audit (IA);
· Providing training on preparation of plans for establishment of financial management and control units and methodology for its implementation 
· Providing training on preparation of  rules and procedures, legal basis (necessary statutory amendments) in the established  FMC Unit
Activity 2: Strengthening the administrative capacities of the institutions responsible for financial management and control on local level 

· Basic training on awareness raising on the implications of FMC for at least 120 employees in financial management and control units and heads of all departments in the municipality administration (senior management).

· Training on preparing plans for establishing and strengthening the FMC system in local level institutions;

· Training on preparation of the procedures for financial management and control units in the municipalities for 120 employees and heads of all departments in the municipality administration.

· Organising study visits of beneficiary country staff in a Member State counterpart in relation to exchange of  experience in the field of FMC and Internal Audit;
Activity 3: Strengthening the administrative capacities for internal audit on local level 

· Provide trainings and on job support for 80 auditors on: 

· Financial Audit Training and training on systems based audits

· Performance (Value for Money) Audit Training

· Training for Audit of the EU Funds

· Training on preparing plans for establishing and strengthening the FMC system in local level institutions;

· Training for preparing audit reports and communicating the audit findings to the management

Activity 4 Evaluation/Lessons Learnt Seminar 

· Organisation of two lessons learnt seminar at the end of project activities that will focus on the general issues which have arisen during the implementation process, the way of solving it and possible future improvements in the implementation of projects. 

· Best practice from Member States in resolving similar cases are to be presented and discussed.

Note to all activities: In order to ensure sustainability of the project, participants on the trainings, study visit and internships should be civil servants coming from the beneficiary institutions in agreement with the Task Manager of the Contracting Authority, however other staff of the beneficiary may be included on a need basis based on prior approval; 

3.5. Means/Input from the MS Partner Administration(s)

The project will be implemented in the form of a Twinning contract between the beneficiary country and EU Member State(s). The implementation of the project requires one Project Leader (PL) with responsibility for the overall coordination of project activities, one Resident Twinning Adviser (RTA) to manage project activities and one Medium-term expert (MTE) to manage and oversee the project activities for Component 2. 

The interested Member State(s) shall include in their proposal the CVs of the designated PL, MTE, RTA, and the proposed pool of STEs, as well as the specific tasks to which they will be assigned. Provided that consistency within a consortium can be secured, two Member States may form a consortium.

3.5.1. Profile and tasks of the Project Leaders

MS Project Leader (MS PL)

The MS Project Leader will detail, coordinate and supervise the overall thrust of the project, lead project activities, and ensure attainment of the projected output. He/she is expected to ensure that all the support from the management and staff of the EU side is available for the project. He/she acts as the counterpart of the BC Project Leader and ensures in close co-operation the overall steering and co-ordination of the project - the Project Steering Committee (the Project Steering Committee will meet in Skopje every three months).

He/she should be a high ranking senior official from the respective MS body and is expected to devote a minimum of 3 days per month to the project in his/her home administration with an on-site visit at least every 3 months. 

Qualifications and skills

· Education at least up to a University degree (where a university degree has been awarded on completion of four years of study in a university or equivalent institution) and at least 10 years of general professional experience.

· Knowledge of relevant EU projects, rules and procedures

· Fluent written and spoken English

Professional experience (high ranking official) 

· Minimum 5 years of practical experience on management level in the Member State in Public Internal Financial Control Department or Budget Department and ideally one or more of the following: 

· Background in conducting public finances.

· Practical experience in financial management and control and internal audit.

· Practical experience in creating financial policies and procedures.

· Knowledge and experience in budget planning process by using modern budgetary practices and techniques, 

Additional assets are: 

· Experience in implementing Acquis requirements in EU Member State legislation in practice;

· Prior experience as Project Leader/Coordinator/Manager (would be consider as advantage); 

· Sound knowledge of the situation on PIFC system in recent accession countries and/or SAA countries regarding financial management policies (would be consider as advantage).

Tasks:

·  to conceive, supervise and coordinate the overall preparation of the project;

·  to ensure a close political steering.

BC Project Leader

The BC Project Leader will act as the counterpart of the MS PL, RTA and the Medium term Expert and will ensure close cooperation in the overall steering and co-ordination of the project. He/she will also coordinate the Project Steering Committee (PSC) on behalf of the BC. The role of the BC Project Leader and the MS PL counterpart are complementary. A BC RTA Counterpart will be assigned as well.

3.5.2. Profiles and tasks of the RTA

Whitin this Project one Resident Twinning Advisor shall be engagedto support the process of strengthening the capacity of the institutions.
The RTA will be a civil servants or equivalent staff (mandated body) seconded to work with the MS administration. The RTA will provide technical advice and assist the BC administration in the context of a predetermined work plan. He/she will be placed in the premises of the PIFC Department with the Ministry of Finance.

The RTA shall be engaged to support in process of capacity strengthening the capacity of the institutions. Duration of the RTA  secondment: 24 months 

Qualifications and skills

· Education at least up to a University degree (where a university degree has been awarded on completion of four years of study in a university or equivalent institution) and at least 8 years, preferably 10 years of general professional experience.

· Knowledge of the FMC and IA, their coordination, with particular emphasis on implementation and institutional set up

· Comparative knowledge of other MS systems, as well as good management, communication and language skills will be an asset

· Fluent written and spoken English

Professional experience (minimum 5 years, preferable 7 years of relevant professional experience)   

· Practical experience from a Member State in Public Internal Financial Control Department and ideally one or more of the following 

· Background in conducting public finances

· Practical experience in creating financial policies and procedures

· Knowledge and experience in budget planning process by using modern budgetary practices and techniques will be an asset

Additional assets are: 

· Experience in implementing Acquis related to PIFC;

· Prior experience as Project coordinator/ project manager;

· Sound knowledge of the situation on PIFC system in recent accession countries and/or SAA countries regarding financial management policies will be an asset

Resident Twinning Adviser's tasks will be: 

·  
to carry out the day-to-day implementation of the Twinning project in the Beneficiary Country;

·  
to provide technical advice, support and assist the PIFC Structure on central level in the context of a predetermined work plan;

·       to guarantee smooth implementation of the different activities delivered; 

·       to ensure the coherence and the continuity of the successive inputs and the on-going progress;  

·       to assess continuously the Twinning-project in all stages and to compare it with the specified benchmarks and time-frame; 

·       to prepare the material for regular monitoring and reporting; 

·       to make recommendations on the organizational structure optimization.

Where there are activities for which the RTA does not have sufficient expertise the MS Twinning partner will engage short-term experts. 
3.5.3. Profiles and tasks of the Medium term Expert (MTE)
The Medium term Expert will detail, coordinate and control and lead project activities for Component 2 of the project, and will ensure attainment of the projected output. 

He/she should be an official from a MS body/mandated body and is expected to spend 220 days during the period of 24 months in the beneficiary country. He/she is expected to provide input for the preparation of the Steering Committee meeting and attend the meetings.

Qualifications and skills

· Education at least up to a University degree (where a university degree has been awarded on completion of four years of study in a university or equivalent institution) and at least 8 years of general professional experience.

· Knowledge of relevant EU projects, rules and procedures

· Fluent written and spoken English

Professional experience (high ranking official) 

· Minimum 5 years of practical experience on management level in the Member State in Public Internal Financial Control Department or Budget Department and ideally one or more of the following: 

· Background in conducting public finances.

· Practical experience in financial management and control and internal audit.

· Practical experience in creating financial policies and procedures.

· Knowledge and experience in budget planning process by using modern budgetary practices and techniques, 

· Experience in implementation of PIFC policies and institutional requirements at local level;

Additional assets are: 

· Experience in implementing Acquis requirements in EU Member State legislation in practice;

· Prior experience as Project Leader/Coordinator/Manager (would be consider as advantage); 

· Sound knowledge of the situation on PIFC system in recent accession countries and/or SAA countries regarding financial management policies (would be consider as advantage).

Tasks:

·  to conceive, supervise and coordinate the implementation of the activities of Component 2 of  the project;

·  Coordinate closely with the RTA on the implementation of the project at local level;
3.5.4. Profile and tasks of the short-term experts

Within the expertise required for the implementation of the project the following profiles will be playing a key role: 

 Short-term Experts

Other specialist staff will be made available by the Twinning Partner to support the implementation of activities. Specific and technical matters not directly covered by the Resident Twinning Adviser or Medium term Expert, can be taken over by short-term experts within the limits of the budget. They will support the RTA in the transfer of technical know-how and work on specific project components.

Considering the size of the host-administration, the number of Short-Term Experts should be reasonable (preferably not more than 8).
Tasks:

More specifically, Short-Term Experts expertise will be related to (but not inclusive):

· in the field of decentralisation

· administrative capacity building

· procedures and procedural compliance

· internal audit 

· legal matters

· financial management and control and etc.

Qualifications and skills:

Short-Term Experts will have at least a university degree and minimum 8 years of experience in the field they will cover:

·  be fluent in English and computer literate;

·  be knowledgeable on the latest developments of EU Public Internal Financial Control matters.

4.  Institutional Framework
4.1. Institutional framework of Beneficiary institutions

The Beneficiary institutions include:

1. The Ministry of Finance - PIFC Department (Beneficiary)

The mandate of the Public Internal Financial Control Department was given with the Law on Public Internal Financial Control. The Head of the PIFC Department is responsible to the Minister of Finance for the work of the Department.

 The Public Internal Financial Control Department is composed of three units: 

· Central Harmonization Unit for Financial Management and Control

· Central Harmonization Unit for Internal Audit

· Central Internal Audit Unit

2. The Ministry of Local-self Government and municipalities (co-beneficiaries) and their relationship.

The competences on the Ministry of Local Self-Government are regulated with Law for Local self government adopted by the Parliament in 2002. 

The cooperation of the Ministry of Local-self Government with the local self-government units and ZELS (Union of municipalities) has taken place through the Decentralisation Working Group and consultation meetings with the Managing Board of ZELS. Inter-ministerial coordination of the decentralization process continued to take place through Decentralisation Working Group. 

The Ministry of Local Self-Government monitors the implementation of the decentralisation process through an adequately designed system composed of various tools, among which, the most important are:

· Tables with updated data on the situation of the legislation and transfer of competences and resources, prepared by the relevant bodies for the ten thematic areas in which the competences have been transferred;

· Reports on the results achieved in the implementation of the Programme for Implementation of the Decentralisation Process 2008 – 2010, prepared by the state administrative bodies responsible for the ten thematic areas. 

On 17 June 2009, the Parliament adopted the Law on inter-municipal cooperation. This law regulates the manner, conditions and procedure for establishing inter-municipal cooperation and forms of accomplishing it, financing, record-keeping and supervision of the inter-municipal cooperation and other matters of importance for the inter-municipal-cooperation. 

4.2. Steering Committee.

The Steering Committee will meet quarterly or more frequently, if required. The Steering Committee meetings are called and chaired by the Project Leaders. The Resident Twinning Adviser (RTA) and Medium term Expert will be responsible, jointly with the national counterpart, for drafting a quarterly report and presenting it to members of the committee at least 2 weeks prior to each Steering Committee meeting. The SC will take the necessary decisions related to project facilitation and progress and will be the forum to discuss any unforeseen difficulties. Exceptional SC meetings can be convoked in case of exceptional needs.

A Steering Committee (SC) comprising of representatives of: 
· the Beneficiary Country Project Leader

· the Member State Project Leader

· the Resident Twinning Adviser

· Medium Term Expert

· the RTA's/MTE's counterparts

· Head PIFC Department – BC Ministry of Finance

· State Election Commission

· Hydro Meteorological Directorate

· Commodity Reserves Agency

· Agency for Promoting the Development of the Agriculture

· Secretariat for European Affairs 

· Representative from a municipality of each planning region (Skopje, Kumanovo, Gostivar, Ohrid, Bitola, Veles, Strumica and Kocani) 

· State Secretary – BC Ministry of local self government 

· Representative of ZELS (observer)

· Delegation of the European Commission will be invited as an observer

Others may be invited to be members or observers of the Steering Committee meetings during the implementation of the project.

5. Budget (indicative)

The budget for the project is 1.35 million EUR

	IPA 2008 Support

	
	IPA community contribution
	National contribution
	Total (EUR)

	Twinning contract
	1.35
	as per TW manual 5.13
	1.35+ national co-financing as per TW manual 5.13


The following expenses are also to be covered with the project funds:

· Visibility Cost, awareness rising activities;

· Audit certificate cost;

· Translation of training materials, legislation, reports, seminars, workshops etc

· Per diems and incidental costs for the study tours.

National co-financing will be provided, in addition to the IPA amount, by the Beneficiary Country for the purpose of covering cost not covered by the EU as per Twinning manual, point 5.13.as follows:

· Direct and indirect cost of the Beneficiary administration, civil servants and national private experts working for the project;

· Travel by the beneficiary officials from their countries to a MS or between MS;

· Facilities for the Member State experts: adequately equipped office space; telephone; e-mail services; fax; photocopiers; computer; internet access; secretarial support; access to information

For the needs of the project, for the RTA and the Medium term expert one assistant and one full time translator-interpreter have to be appointed under the project budget.  The full time translator will be involved in the training activities as translator.
The location of the project will be at the premises of the PIFC Department with the Ministry of Finance. For the activities of component 2 frequent travels outside of Skopje to the relevant municipalities will be required. The PIFC Department with the Ministry of Finance will ensure appropriate support and basic equipment for the work of the experts. This includes administrative support, office space, telephone and fax and other necessary facilities. This contribution should also include logistical support for various training activities, including selection of trainees (in consultation with the MS experts), as well as providing the MS experts with the documents necessary for project implementation.

The twinning partner (project beneficiary) shall provide all available assistance to solve unforeseen problems that the MS twinning partner(s) might face.

In addition, the project beneficiary will cover the costs for training of its staff under the above mentioned activities, costs for training room and air tickets for the study visit participants. 

6. Implementation Arrangements

6.1. Implementing Agency responsible for tendering, contracting and accounting 

The Delegation of the European Union in the former Yugoslav Republic of Macedonia will be the Implementing Agency and will be responsible for all procedural aspects of the tendering process, contracting matters and financial management including payment of project activities. 

6.2. Main counterpart in the BC, including contact person and full contract details

Mr. Trajko Spasovski, BC Project Leader

Head of PIFC Department

Ministry of Finance 

Tel.: +389-2-3106 256 

Mob:-389-75-358 727

Fax: +389-2-3238 886

E-mail: trajko.spasovski@finance.

 HYPERLINK "mailto:trajko.spasovski@finance.gov.mk"
g
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Marija Kostovska, BC RTA

Deputy Head of PIFC Department

Ministry of Finance 

Tel.: +389-2-3106 207 

Mob.:-389-75-707743

Fax.: +389-2-3238 886

e-mail: marija.kostovska@finance.

 HYPERLINK "mailto:trajko.spasovski@finance.gov.mk"
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6.3. Contract

One (1) Twinning contract, with duration of 24 months, has been foreseen for the implementation of the project.

7. Implementation Schedule (indicative) 

	Contracts 
	Start of Tendering
	Signature of contract
	Project Completion

	Contract 1: Twinning
	Q 1, 2010
	Q 4, 2010
	Q4, 2012


7.1. Launching of the call for proposals 

The date for the launching of the call for proposals is tentatively: First quarter of 2010. 

7.2. Start of project activities

The start of project activities is tentatively scheduled for: Fourth quarter of 2010. 
7.3. Project completion (date)

The project implementation period (duration of the work plan) will be 24 months after the commencement date of the project: 
7.4. Duration of the execution period (number of months)

The project will have 24 months implementation period of the work plan (legal duration) increased by three months for the start up and closure of the Project (duration of the Twinning work plan is increased by 3 months, to cover the initial settling in of the RTA and the proper wrapping up of the Twinning Project).

8. 
Sustainability

The achievements of the Twinning project (mandatory results) will be maintained as a permanent asset to the Beneficiary administration both on central and local level even after the end of the Twinning implementation. The prerequisite for this is, inter alia, that effective mechanisms are put in place by the Beneficiary administration to disseminate and consolidate the results of the project.

As a result of the Twinning assistance given to the Financial Affairs and Internal Audit Units/functions on central as well as local level, it will be ensured that these structures should be ready for effective implementation of activities regarding financial management and control as well as internal audit. It will also ensure that all knowledge gained through the project will be systematically transfered to all new employees through the pool of trainers set up, procedures developed, etc. 

The enhancement of capacities on both central and local level in PIFC implementation will have a positive impact of the management capacities of EU funds. This project will contribute to the strengthening the overall financial management capacities and the combined impact of this project and other projects more directly targeting the EU assistance implementing bodies is likely to lead to a reduced risk level concerning decentralised management of EU funds.

Improvements in public finance management and the associated control systems will not only improve the efficiency and effectiveness of both revenue collection and budget execution, but it will also improve the transparency and accountability of the public administration. Improving levels of transparency and accountability impact directly on the fight against corruption and subsequently also on the general trust the public will have in the administration.

The beneficiary administration is fully committed  to ensure the long term impact of the Twinning project. During the project implementation, the twinning partners should develop documents/handouts, guidelines that will be easily accessible for later use by the beneficiary administration. Staff benefiting from trainings/internship and especially the Training of Trainers project activity shall transfer knowledge through subsequent training to their colleagues at all levels.

9. Cross - cutting issues

The crosscutting issues will be addressed throughout the project. Up to 10% of the budget of the twinning contract may be allocated to assist the different beneficiaries to comply with European standards and best practices, implement relevant existing Government strategies, and develop internal measures to ensure each crosscutting issue is appropriately mainstreamed.

The mainstreaming of the cross cutting issues is regarded on two different levels:

1. Ensuring that the internal policies, structure or operating procedures of the beneficiary agency will conform to and promote the relevant principles outlined per section below. 

2. Ensuring that the products, outputs produced by the beneficiaries (e.g. laws, regulations, policies, and strategies) will conform to and promote the relevant principles outlined per section below. 

Throughout the project cycle, in particular when developing project ToR, state actors specifically addressing (one of) the cross cutting issues shall be consulted. Specific attention will be paid to transfer knowledge to trainees on mainstreaming the cross cutting issues into future IPA plans.

9.1. Civil Society development and dialogue

n/a

9.2. Environmental considerations 

n/a

9.3. Equal Opportunity and non-discrimination

The training activities will include a specific component to train beneficiary staff in the different aspects of mainstreaming gender.

The Equal Opportunities and non-discrimination will be respected as regarding gender as well as minorities at the programming and implementation stage.

The training activities will include a specific component to train beneficiary staff in the different aspects of mainstreaming gender in program and project development as well as monitoring the implementation. Equal participation in this project of women and men will be put in place from the beginning of the project. All periodical progress review reports and other interim reports will include a chapter providing explanations on measures and policies taken with respect to this equal opportunity and minorities and will provide measurements of achievement of this goal.

9.4. Minority and vulnerable groups'

A specific component will include trainings to the beneficiary staff in the different aspects of mainstreaming minority and vulnerable groups.
9.5. Good governance, with particular attention to fight against corruption

Specific action instruments for the good governance, with particular attention to fight against corruption, will be incorporated on a horizontal basis, as part of the training activities. To this aim, particular attention will be put in the prevention of corrupt practices, mainly through the raising political and public awareness.

9.6.  Communication and Publicity 

All requirements to ensure the visibility of EU financing will be fulfilled in accordance with R. (EC). N. 718/2007
. EU-funded projects managed by the European Commission should achieve a high and consistent level of visibility. The Consultant shall comply with the provisions of the “EU visibility guidelines”, also available at http://ec.europa.eu/europeaid/work/visibility/index_en.htm. 

10.  Conditionality and sequencing:

10.1. Conditionality

The project is subject to the following conditionalities:

· Appointment of beneficiary counterpart personnel (Project Leader and the Resident Twinning Adviser counterpart and indicate and made available the staff that will be involved during the Twinning implementation.) before the launch of the tender process; 

· Allocation of working space and facilities by the beneficiary for twinning partner before the launch of the tender process;

· Participation by the beneficiary in the selection process as per Project fiche; 

· Organisation, selection and appointment of members of working groups, steering and coordination committees, seminars by the beneficiary as per work plan of the project;

· Appointing the relevant staff by the beneficiaries to participate in training activities as per work plan;

· Support of the government at central and local level.

· Changes of the beneficiary participants should be reported to an absolute minimum and should be well justified as per project fiche;

· It is expected full coordination and transparency in the work of all key players involved.

In the event that conditionalities are not met, suspension or cancellation of the project will be considered. 

10.2. Sequencing

Keys milestones will be:

· Approval of the Twinning project fiche;

· Circulation of the Twinning Project Fiche to MS NCPs;

· Completion of the selection of the twinning partner;

· Signature of the Twinning contract, including the Twinning Work Plan;

· Commencement of the implementation of the twinning project (inter alia, with the arrival in the country of the Resident Twinning Adviser);

· End of the implementation period 

· Submission of the final report

ANNEXES

1. Log frame in Standard Format (Annex I)   

2. Amounts contracted and Disbursed per Quarter over the full duration of Programme (Annex II)  
3. Institutional Framework (Annex III)  
4. List of institutions (Annex IV)  

5. Reference to laws, regulations and strategic documents (Annex V) 

6. Details per EU funded contract (*) where applicable (Annex VI) 
ANNEX 1: Logical framework matrix in standard format

	LOGFRAME PLANNING MATRIX FOR Project Fiche
	Programme name and number

“Supporting the process of decentralization through strengthening the capacities for sound financial management and internal financial control on local and central level”
	

	
	Contracting period ) expires
	Disbursement period   expires 

	
	
	Total budget :

1.350.000 EUR
	IPA budget:

1.350.000 EUR


	Overall objective
	Objectively verifiable indicators 
	Sources of Verification

	The overall objective is to contribute to a strengthened central and local administrative capacity to appropriately implement the decentralisation process by strengthening sound financial management and control systems
	Strategy and Action Plan for Fiscal Decentralization

Follow up of Progress Report
	EC Progress Report

Other documents related to the process of decentralisation


	Project purpose


	Objectively verifiable indicators 


	Sources of Verification 


	Assumptions:



	The purpose of the project is to assist Ministry of Finance and Ministry of Local Self Government, as well as the municipal administration to establish, strengthen and monitor internal control systems in local self government units. This support of the process of decentralization will be tackled through: 

· Further enhancement of central capacities for sound financial Management and Control and Internal Audit in compliance with EU’s Public Internal Financial Control systems

· Further enhancement of local capacities for sound financial Management and Control and Internal Audit in compliance with EU’s Public Internal Financial Control systems.
	Established an effective an efficient working of the institutions on local level on financial management and control.  The central level (PIFC) is equipped to coordinate the process in the long run (via establishing means of communication between all levels involved). 


	-Project reports

- Monthly reports from different institutions

- Government reports

- Progress Reports (Commission)
	PIFC Department and municipalities are equipped 

Legislation (appropriate) is in place

Political agreement on the outcomes of the project

	Results
	Objectively verifiable indicators 
	Sources of Verification
	Assumptions

	Results under Component 1

· Further developed detailed strategy for development of PIFC systems including financial management and control systems and functionally independent internal audit units on central level. 

· Developed and elaborated Action Plan/Road Map for the implementation of the Strategy, with specific milestones and  the most urgent pilot activities are implemented;

· Strengthened administrative capacities for PIFC on central level

· Strengthened administrative capacities for internal audit on central level

· Improved  coordination between the actors at all levels
· Developed and implemented comprehensive training plan 

	The measurable indicators under Component 1:

· The respective legislation is adopted;

· The strategy has been developed, endorsed and is  implemented as  follows the planned with the Action Plan/Road Map;

· PIFC Department is able to coordinate the process of implementation of the PIFC strategy, measured through approved reporting to the different stakeholders;

· Reviewed and update procedures are adopted;

· The number of staff trained;

Comprehensive training plan developed covering -inter alia- awareness raising activities for senior management on the implications of PIFC, tasks related to setting up and running FMC systems, and setting up internal audit units and how internal audit functions.
	· Project reports

· Monthly reports from different institutions

· Government reports

· Progress Reports (Commission)


	- PIFC Department and municipalities are equipped 

Legislation (appropriate) is in place

- Political agreement on the outcomes of the project



	Results  under Component 2:

· Strengthened capacities of the structure responsible for establishing and running FMC in municipalities; 

· Established documented procedures for financial management and control systems in the institutions at local level 

· Developed and implemented comprehensive training plan/curricula covering – inter alia - awareness raising activities for senior management on the implications of PIFC, tasks related to setting up and running FMC systems, and setting up internal audit units and how internal audit functions;

· Improved  financial management and control practices at local level;

· FMC and IA units established and functioning according to the law in the targeted municipalities;

· Enhanced inter-municipal cooperation in the area of IA and in FMC developed.


	The measurable indicators under Component 2:

· Clear description of the tasks and organizational structure and procedures of FMC units and tax administration in local administration is prepared;

· Established joint units in IA and FMC in a number of municipalities

· Established internal control system for local self-government units in a number of municipalities

· Number of staff trained

· FMC and IA units established in at least 25% of the municipalities 
	· Project reports

· Monthly reports from different institutions

· Government reports

      Progress Reports (Commission)
	- PIFC Department and municipalities are equipped 

Legislation (appropriate) is in place

- Political agreement on the outcomes of the project


	Activities
	Means
	Costs 
	Assumptions
	

	Activities under Component 1 (Enhancing PIFC capacities at central level)

Activity 1: Preparation of a Strategy for development of PIFC (central and local level) 

· Development of a Strategy  

· Analysis of the current state of play regarding the weaknesses of the current system and measures foreseen to address these weaknesses

· indication on the scope of competences and tasks of the PIFC Department, the PIFC related committees as well as the scope of tasks delegated to the State Audit Office;

· analysis of potential resistance factors to the implementation of the Financial Management and Control systems and functionally independent Internal Audit in local administrations and include measures to address such issue;

Activity 2: Developed and elaborated Action Plan/Road Map for the implementation of the Strategy for development of PIFC (central and local level)
· Development of an Action plan/Road map for the implementation of the Strategy with specific milestones to be implemented;

· Implementation of Action Plan in the most urgent pilot areas /activities derived from the Strategy for development of PIFC
Activity 3: Strengthening the administrative capacities of the institutions responsible for financial management and control on central level 

· Support on the capacity building/strengthening of FMC units from 25 institutions on central level (Annex: IV)

· Reviewing and updating the PIFC procedures/templates

· Preparing procedures/templates for communication and reporting between all levels 

Organising study visits of beneficiary country staff in a Member State counterpart in relation to exchange of  experience in the field of FMC and Internal Audit;

· Development of a comprehensive training plan for both, the staff of PIFC Department within the Ministry of Finance and institutions on central level as a group of trainers. Support to the coordination of activities to achieve sustainable training systems in the respective domains of FMC and IA (such as guaranteeing sustainability via “train the trainer”) 

· Providing  trainings according to Training Plan in relation to the following subjects:

- Training – both basic and advanced - on FMC (the concepts of PIFC) for different audiences on the central level;

- Training for preparing plans for establishing the FMC units in the central government institutions and their staffing; including the preparation and implementation of rules and procedures, necessary statutory amendments etc. on the creation of FMC Units;

- Training of trainers that will include the development of handouts, presentations, methodologies to provide continuous training in the domains of FMC and IA; 

- awareness raising activities for senior management on the implications of PIFC,

-  tasks related to setting up and running FMC systems, 

- setting up internal audit units and how internal audit functions 

· Delivery of FMC trainings for at least 75 employees from financial management and control units 

· Basic Training on FMC (the concepts of PIFC) for different audiences on the central level;

· Training for preparing plans for establishing and strengthening the FMC system in the central government institutions;

· Training for preparation of the procedures for financial management and control units and heads of all departments in the 25 central level institutions.

Activity 4: Strengthening the administrative capacities of the institutions responsible for internal audit on central level: 

· Assist in preparation and updating of the Financial Audit Manual and Systems Based Audit Manual, 

· Assist in Preparation of a Performance (Value for Money) Audit Manual

· Provide trainings and on job support for 50 auditors on: 

· Financial Audit Training and training on systems based audits

· Performance (Value for Money) Audit Training

· Training for Audit of the EU Funds

· Training for preparing audit reports and communicating the audit findings to the management

Activity 5: Evaluation/Lessons Learnt Seminar

· Organisation of one lesson learnt seminar at the end of project activities that will focus on the general issues which have arisen during the implementation process, the way of solving it and possible future improvements in the implementation of projects. 

· Best practice from Member States in resolving similar cases are to be presented and discussed;

Assessment of the development and shortcomings at the end of the project, preparation of concrete recommendations for the short and medium term future
	Twinning Arrangement
	EUR 1.35 million
	-Availability of staff for training

- Availability of  experts

-Good cooperation among stakeholders



	 Component 2: Enhancing PIFC capacities at local level

Activity 1: Strengthening the organisational capacities for municipal management:

· Providing training on awareness raising of top management in 40 municipalities regarding the Financial Management and Control (FMC) and internal audit (IA);
· Providing training on preparation of plans for establishment of financial management and control units and methodology for its implementation 

· Providing training on preparation of  rules and procedures, legal basis (necessary statutory amendments) in the established  FMC Units;

Activity 2: Strengthening the administrative capacities of the institutions responsible for financial management and control on local level 

· Basic training on awareness raising on the implications of FMC for at least 120 employees in financial management and control units and heads of all departments in the municipality administration (senior management).

· Training on preparing plans for establishing and strengthening the FMC system in local level institutions;

· Training on preparation of the procedures for financial management and control units in the municipalities for 120 employees and heads of all departments in the municipality administration.

· Organising study visits of beneficiary country staff in a Member State counterpart in relation to exchange of  experience in the field of FMC and Internal Audit;
Activity 3: Strengthening the administrative capacities for internal audit on local level 

· Provide trainings and on job support for 80 auditors on: 

· Financial Audit Training and training on systems based audits

· Performance (Value for Money) Audit Training

· Training for Audit of the EU Funds

· Training on preparing plans for establishing and strengthening the FMC system in local level institutions;

· Training for preparing audit reports and communicating the audit findings to the management

Activity 4 Evaluation/Lessons Learnt Seminar 

· Organisation of two lessons learnt seminar at the end of project activities that will focus on the general issues which have arisen during the implementation process, the way of solving it and possible future improvements in the implementation of projects. 

· Best practice from Member States in resolving similar cases are to be presented and discussed.


	
	
	


Pre – conditions

The project is subject to the conditionalities as above. 
In the event that conditions are not met, suspension or cancellation of tendering projects will be considered.

ANNEX II:
Amounts (in €) Contracted and disbursed by quarter for the project (only IPA funds)

	
	2010
	2011
	2012

	Contracted
	Q1 
	Q2 
	Q3 
	Q4 
	Q1 
	Q2 
	Q3 
	Q4 
	Q1 
	Q2 
	Q3 
	Q4 

	Twinning
	
	
	
	
	1.35
	
	
	
	
	
	
	

	Cumulated
	
	
	
	
	1.35
	
	
	
	
	
	
	

	Disbursed
	
	
	
	
	
	
	
	
	
	
	
	

	Twinning
	
	
	
	
	0.48
	
	0.3
	
	0.435
	
	0

0.135
	

	Cumulated
	
	
	
	
	0.48
	
	0.78
	
	1.215
	
	1.35
	


ANNEX III. Institutional Framework: Ministry of Finance - Public Internal Financial Control Department

1. Number of employees: 17

2. Mandate

The mandate of Public Internal Financial Control Department was given by the Law on Internal Audit in Public Sector and the Law on Public Internal Financial Control. The Head of the PIFC Department is responsible to the Minister of Finance for the work of the Department.

The Public Internal Financial Control Department is composed of three units: 

· Central Harmonization Unit for Financial Management and Control

· Central Harmonization Unit for Internal Audit

· Central Internal Audit Unit

Central Harmonization Unit for Financial Management and Control. The Tasks of this unit include:

· Preparation of laws and by-laws for the area of the financial management and control;

· Preparation of methodology and working standards for the financial management and control;

· Coordination of the trainings for the heads and employees that are involved in the financial management and control;

· Supervision of the quality of the financial management and control system; 

· Preparation of an Annual report for financial management and control;

Central Harmonization Unit for Internal Audit The Tasks of this unit include:

· Preparation of laws and by-laws for the area of the internal audit;

· Preparation of methodology and working standards for the internal audit;

· Coordination of the trainings for the heads and employees that are involved in the internal audit;

· Supervision of the quality of the operations of the Internal Audit Units;

· Preparation of an Annual report for internal audit;

Central Internal Audit Unit The Tasks of this unit include:

· Organizing and performing internal audits in public sector entities where nor units are established or neither auditors are employed. 

Budget for 2009 of the PIFC Department: EUR 210 000

Budget for 2010 of the PIFC Department: EUR 210 000
 SHAPE 



ANNEX IV

List of Institutions on the central level
	No.
	Institution

	1
	State Office of Industrial Property

	2
	Directorate for Personal Data Protection

	3
	Crises Management Centre

	4
	Commodity Reserves Agency

	5
	State Attorney 

	6
	Hydro Meteorological Directorate

	7
	Agency for Promoting the Development of the Agriculture

	8
	Agency for Financial Support of Agriculture and Rural Development 

	9
	The President of the former Yugoslav Republic of Macedonia

	10
	Intelligence Agency 

	11
	State Commission for Prevention of Corruption

	12
	State Election Commission 

	13
	Secretariat for European Affairs

	14
	Secretariat for Implementation of Framework Agreement 

	15
	Directorate for Execution of Sanctions

	16
	Directorate for Financial Police

	17
	Agency for Foreign Investments 

	18
	Civil Aviation Agency

	19
	Bureau for Development of Education

	20
	National Agency for European Education Programme and  Mobility

	21
	Youth and Sport Agency

	22
	Emigration Agency

	23
	State Archives of the former Yugoslav Republic of Macedonia

	24
	Bureau for Regional Development

	25
	The Ombudsman of the former Yugoslav Republic of Macedonia


ANNEX V. Reference to laws, regulations and strategic documents 

4. a)
Reference list of relevant laws and regulations

Key laws and regulations on the sector:

· Constitution, 1991

· Law on Accounting for Budget and Budget Users, 2005

· Law on Budgets, 2005;

· Law on Budget Execution, 2008

· Law on Calculation and Collection of Public Revenues, 2004

· Law on Government, 2003

· Law on Payment Operations, 2003

· Law on PIFC, 2009

· Law on Prevention of Corruption, 2004

· Law on Public Procurement, 2004

· Law on Rights, Obligations and Responsibilities of the State Administration Bodies, 2002

· Law on State Audit, 2006

· Law on financing the units of local self government

· Law on Local self Government;

· Code of Ethics for Civil Servants, 2004

· Guidelines on the manner of treasury operations, 2006

· Guidelines on the manner of establishing and conducting financial management and control

· Guidelines on the manner of executing orders on decisions for enforced collection that indebt the treasury account, i.e. the account of the debtor within the treasury account, 2005

· Guidelines on the manner of recording, allocation and refund of public revenues, 2006

· Rulebook on the basic elements of the guidelines for the operation, the charter, the annual plan and the programme for internal audit, 2005

· Rulebook on the standards for internal control and the basic elements of financial management and control in the public sector,

· Rulebook on accounting for budgets and budget beneficiaries, 2006

· Rulebook on the manner of conducting internal audit activities, 2003

· Rulebook on organisation and operations of the Ministry of Finance, 2006

· Rules of Procedure for Operation of the Government, 2006

· Rulebook on procedures for the work of the Central Financing and Contracting Unit 

· Rulebook on the work of the Unit for EU funds management

· Rulebooks on organisation and systematisation on job positions in the Ministry of Finance

· Rulebook on the procedures for programming, financial management, control, monitoring and evaluation

· Rulebook on obtaining the title of certified auditor and training curriculum

· Manual on the Manner of Acting of the Budget Users and the Spending Units during the Treasury Operations, 2004

· Manual on Internal Audit, 2004

· Manual on the Manner of Opening and Closing the Accounts of the Budget Users and the Spending Units in the Treasury Ledger, 2001

· Manual on the Keeping Records of the Assumed Liabilities by the Budget Users and the Spending Units, 2003

· Manual on Revenue Classification, 2004

4. b)
Reference to AP/NPAA/SAA

The Accession Partnership focuses on reinforcement of the established institutional structures and strengthening administrative capacity in the areas of programming, project preparation, monitoring, evaluation and financial management and control, particularly at the lever of line ministries, to implement EU pre-accession programmes as a preparation for the implementation of the Community's cohesion policy. In line with the project purpose, the Accession Partnership focuses on full completion of the decentralization process, and in the area of financial control, it states that there is a need to complete the establishment of internal audit units in central state institutions, create similar units at municipal level where appropriate and ensure adequate staff, training and equipment.

4. c)     Reference to the Progress Report (2008): 

The 2008 Progress Report outlines the achievements and weaknesses of the PIFC Department as well as the need to strengthen the institutional capacity of the central harmonisation unit and the role of the centralised inspectorate to be further regulated both at central and local level in order to meet the obligations arising from the Acquis.

Regarding Chapter 32 - Financial Control, progress has been outlined in the area of Public Internal Financial Control and External Audit. A Manual on PIFC, for internal auditors and financial managers of public bodies regarding preparation of annual reports on financial controls has been adopted.

Out of the 40 internal auditors planned, 24 have been recruited to various institutions. The institutional capacity of the Central Harmonisation Unit within the Ministry of Finance will need to be strengthened. Establishment of internal audit units was completed at central level, where 39 units were set up and staffed with 84 internal auditors. At local government level, 47 internal audit units were established and staffed with 33 internal auditors. Two internal audit units were established in public enterprises. A number of training activities were organised and new IT equipment was provided for internal auditors. The capacity of internal audit has been strengthened and the Law on Financial Inspection in public sector have been drafted and commented by DG Budget. 
There has been made some progress on protection of EU financial interests. The structures for decentralized implementation of IPA funds have been established. Namely, IPA Structure has been established in each Line ministry/ Beneficiary Institution. In addition the capacities in the IPA Structures have been strengthened through development of Programme Implementation Manuals for CFCD/ NF and Manuals of Procedures for SPO/ IPA Coordinators as well as organization of number of trainings on various subjects. The Head of the Central Financing and Contracting Department (CFCD) which is at the same time Programme Authorising Officer for IPA Component I and II and Head of Operating Structure for IPA Component III and IV has been appointed. The administrative capacities of CFCD and National Fund (NF) have been strengthened with employment of additional staff on permanent basis. Auditors for the CFCD and the NF were appointed and are deployed in the PIFC Department in the Ministry of Finance. The Head of the financial police resigned and a successor was appointed by the government.
4. b)Reference to National Plan for Adoption of Acquis:

For management capacity of EU funds, having an accountable administration able to complete the necessary preparations to enforce programmes and create the necessary mechanisms to manage the EU funds under, is a high priority in the National Plan for Adoption of Acquis. For fiscal decentralisation, the NPAA envisages full implementation of the PIFC in the country and strengthening the administrative capacities of the institutions responsible for financial control and management on central and local level.

4. e)
Reference to MIPD

The Multi-Annual Indicative Planning Document (MIPD) indicates that pre-accession assistance shall help in preparing the country for decentralised management of EU funds. In MIPD it is stated that further assistance is necessary in order to continue the support for faster progress with the decentralisation implementation system (DIS). MIPD assesses that the national administration is not yet endowed with the necessary capacity to assume full responsibility for the decentralised management of EU funds, and thus calls for assistance to focus on capacity building of national administrations to assume full responsibility for the decentralised management of EU funds. Regarding the fiscal decentralisation, the MIPD streamline the need for support on decentralisation process and further enhancement of financial management and financial control procedures.

4.f)
Reference to National Development Plan

The National Development Plan (NDP) indicates that there should be efficient information sharing of existing calls for proposals to the final beneficiaries, sound management, monitoring, control and audit systems established in order to properly implement the IPA funded projects under decentralized implementation system (DIS) and to build the capacities of relevant institutions. With regard to fiscal decentralisation, the (NDP)  underlines that the responsible and competent public administration at local level is a crucial precondition for successful implementation of the decentralisation process and for ensuring high quality of public services for the citizens. The NDP also stresses the need for systematic capacity building process of the public administration at central and local level. 

4.g)
Reference to national / sectoral investment plans 

· The project directly links to the following strategies and action plans in the sector:

· Strategy of Reforms of Public Administration, 1999, 2005

· Pre-Accession Economic Programme (2010-2012) (2008-2010), 2007

· Public Investment Programme (2006-2008), 2006

· Fiscal Strategy for the period 2007-2009, 2007

· Strategy for development of the public internal financial control (PIFC), 2006

· Analysis of the realisation of fiscal decentralisation

· Information for development of the internal audit and strengthening the financial control within the budget users and funds, 2004

ANNEX VI: Details per EU funded contract

Project Management and Administration

A steering group will be established to oversee the overall implementation of the project and to ensure appropriate coordination between the different institutions involved and the different support programmes that are ongoing, financed by other international agencies.

The project will be implemented through a Twinning arrangement, according to twinning rules and procedures. Next to the RTA, additional expertise will assist in key tasks, e.g. in the field of administrative capacity building, training, legal development and others. Some of these experts will address the cross-cutting issues.

The core project team – consisting of the RTA, and other expertise will be placed within the respective units. 

The two project leaders (one from the national side and one from the MS side) will be responsible for the overall management, representation (co-ordination with the EU and other international bodies) as well as reporting. The co-ordination with other ongoing projects is significantly important in order to establish a coherent financial framework. The team leaders are responsible for an appropriate management of resources. During the work plan development phase of the project, a detailed deployment plan will be developed under the coordination of a Steering Committee in which each co-operating national institution will be represented to ensure appropriate inclusion. 

The contracting arrangements are as follows: 

It is expected that one Twinning Arrangement will be developed with an appropriate EU MS institution(s). The twinning fiche will be developed during 2009 and launched early 2010. The duration of the twinning will be for a period of 24 months. The successful EU MS institution(s) will start deployment one month after contract signatory, which is expected during the 4th quarter of 2010. The contract value will be approx. EUR 1.35 Million.
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�	 The PIFC law and other relevant documents are available at the website of the Ministry of Finance: http://finance.gov.mk/node/972


�	 By which are adopted the International standards for professional performance of the internal audit issued by the Institute of Internal Auditors of USA.





�	 In 13 ministries, 4 funds and 19 institutions from central authority


� The municipalities that will be included in the Project will be selected under the following criteria:


Municipalities with the biggest number of  inhabitants


Municipalities with the largest Budgets


Established and  stuffed FMC units


�	See. Article 62 and 63. of R. (EC). N. 718/2007
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