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BY THE PUBLIC FINANCIAL INSPECTION AGENCY (PFIA)

Assistant Professor Plamena Nedyalkova

Introduction

In the extremely dynamic economic and political environment, the functions of
financial inspection have a significant effect upon the way the process of control is
realized. On the one hand, the functions of financial inspection can be represented as
embracing all the activities in the area of economic financial inspection”1, whereas on
the other, they are seen as a means to achieve an end, i.e. the control targets which
have been set. The purpose of the present study is to examine the control functions of
the Public Financial Inspection Agency (PFIA), which influence the control functions
of the government.

The following tasks have been set in the focus of the present study:
1. To present various opinions discussing the nature of financial control functions

and to explicate the author’s thesis on the subject.
2. To examine the inspections carried out by PFIA using the ‘method of least

squares’.
The functions of PFIA are placed in the focus of the present study. However, as

the scope of study is limited it does not cover the effect of all control authorities and
their functions upon the overall functions of government.

1. About financial control and its functions

Researchers differ in their opinions regarding the very essence of control functions.
Thus according to F. M. Rabinovich, control functions can be seen as “work conditions
which are designed to perform receptive-comparative control actions.”2 In this context,
we can assume that because of its preset purpose, financial control and relevant
functions can be subjected to an independent study. F.М. Rabinovich argues that the
following functions can be attributed to the overall category of control functions: training
function, educational function, impact function and the function of self-control.3

In the opinion of other authors, control functions can be interpreted as those
objectively existing necessary forms which are revealed through the impact upon the
control system, and which are instrumental in achieving the said system’s objectives.4

If we assume that the entire control system of a country can be represented as building
1 Donev, К., Theory of Financial Control, Science and economics, 2010, p. 15.
2 Рабинович Ф.М. Контроль на уроках иностранного языка//Иностранный язык в школе.

М.,1987.№1, с. 36.
3 Рабинович Ф.М, цит.съч., с. 39.
4 Donev, К., citation, writings, p. 56.
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blocks in which specific control processes are running, we cannot but agree with Fr.
Taylor’s view that at each level of financial control every function becomes specific
depending on the nature of the process at this level, the direction of impact upon the
control system, the reaction of the control system to the said impact and the role of the
control function in its purposeful impact upon the controlled object.5

K. Donev who has done some extensive research on the problem of financial
control, points out that “the functions of control can be implemented via multiple and
varied control tasks. … . Formulating and regulating the economic and financial control
function is a necessary prerequisite in defining the organizational and management
structure of control authorities alongside strict regulation of rights and liabilities.”6 In
view of K. Donev’s research, the educational function, information feedback
function, protective and impact functions7 are generally attributed to the functions
of financial inspection and control even though the latter can be represented in a
number of different ways.

The information feedback function can be broken down into information
extraction, information gathering and production, processing and submission of
information. The educational function is essentially meant to hone the critical ability
and prepare professional staff for the execution of control functions and activities; the
ability of self-criticism is also an important quality in the control process. The protective
control function is manifested in the protection of „property, social interests, collective
and individual interests and …. in protecting self-regulated economic entities”.8

In the opinion of popular authors such as H. Koontz and C.O. Donnell, the
main control functions are planning, organization, coordination, integration and effect.9
W. Newman shares a similar view regarding the purpose of control functions, however
he argues that the function of resource coordination should be added to the above
mentioned control functions.10 All in all, the above authors agree that management
can be seen as the exertion of power over the controlled objects.

The herein discussed function of control is seen as the sum total of specific
activities performed by the controlled subject, resulting from the distribution of control
functions and aiming to exert influence upon the controlled objects. In broad terms,
the function of control is built upon constituent elements called sub-functions which
are in agreement, i.e. they are not contradictory. According to М. Dinev “Depending
on the management functions and more specifically the position of the control function
in relation to other management functions, we can distinguish among the following:
control function which is an independent part of the management process (special
control functions), control function which results from the execution of other
management functions (special control functions), control function resulting from the
execution of other management functions (non-specific control functions) and
5 Taylor, Fr., Principles of Scientific Management, Now York, Harper, p. 74, 1911.
6 Donev, К., citation, writings, p. 14.
7 Donev, К., citation, writings, с. 16.
8 Donev, К., citation, writings, p. 17.
9 Koontz,H., C.O. Donnell, Administration, McGraw-Hill, Mexico, 1985, p. 69.
1 0 Newman, W., Programacion, Organizacion y Control, Deusto, Bilbao, 1966, p. 21.
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independent control function, which is limited in scope but specialized in relation to the
object under observation (specialized control functions).”11

Our position is that the basic functions which constitute the overall control function
of the country are as follows: planning function - laying down of strategic plans for
the relevant control institution; information feedback function – coordination of
information between control authorities realized via information extraction, information
gathering and presentation; organizational function - coordination of measures taken
by control authorities and coordination of control procedures inside the control
organization; protective function; educational function; impact function. Individual
control functions “are underpinned by their specific forms of manifestation. They
depend on the state of the object of control in time irrespective of its spatial dimensions.
The object can be examined not only in general but in relation to a timeframe within
which economic processes take place.”12

1. The functions of financial control herein discussed are seen as basic or principal
as they are seen as a product of scientific consensus. In our view, these functions are
not finite and contained only to the scope of the present study. There may be other
functions which are grouped together or sub-divided into various sub-types. It is worth
noting that regardless of the attempted classification of control functions and measures,
these can be regarded simply as stages in a process which has a beginning and an
end. Disclosure and specification of the control function is a necessary condition in
determining the organizational and management structure of control authorities but
also a necessary step towards regulating their rights and responsibilities by using the
principles of financial control.

2. A study of the correlation between the basic control function
of the government and measures of control undertaken

by the Public Financial Inspection Agency

From a range of quantifying methods we have chosen “the method of the
least squares” to apply to our study. The method of least squares is “one of the most
popular methods”.13 Apart from being extensively used for the purposes of regression
analysis, the method of least squares is normally applied to linear statistic and
mathematical models which best illustrate its efficacy.14

The purpose of the present study is to explain from a mathematical point view how
control actions may influence the basic control function and subsequently influence the
educational, informational, protective, organizational and planning functions. To this aim
we have decided on the regression analysis. The purpose of regression analysis is to
define the type of function y = f (x), in which х is called regressor (independent
1 1 Dinev, М., Control and regulation of economic systems, Partizdat, Sofia, 1989, p. 55.
1 2 Dinev, М., citation, writings, p. 56.
1 3 Cholakov, N., Logics and mechanism of the least squares method,  http://research.unwe.bg/br9/nt-

n.cholakov.pdf, seen on 12.08.2012.
1 4 Cholakov, N., citation, writings, seen on 12.08.2012 г.
1 5 Кулиш, С.А, Воловельская С.Н.,Рабанович И.А, Математические методы в планировании мате-

риально – технического снабжения, Вища школа, 1974 г., с. 15.
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variable) and у is a dependent variable, which implies that “we need to find a regression
equation which corresponds more fully to the nature of the examined correlation”.15

Constituent functions can be discussed from the point of view of control authorities
which account for these functions. Relevant control actions or measures can be
attributed to the independent variable while the dependent variable is equivalent to the
overall control function. The arguments for the control function are expressed
numerically on the basis of realized control functions. Here we can pose the following
interesting question. If the arguments of control are seen as operations, then which
control operation can be defined as an independent variable of the control function
and which as a dependent variable of the same function? Research on this subject is
rather limited; many experts however agree that control can be examined from a
functional point of view, as a function16, even though its structural elements have not
been analyzed in full.

The chosen method makes it possible to easily and precisely define the dependent
variable i.e. the overall control function. Firstly, our overriding goal is to define the
main purpose of the control function. Experts agree that the purpose of the control
function is to guarantee and maintain the social-economic and political stability of the
community. The discussed control function which is indicative of the entire control
system is undoubtedly based on the strict observation of control principles on the part
of all participants that make up our country’s control system.

Historic evidence shows that control function and the way it is implemented can
be influenced by a number of factors. Thus for example, advances in science and
technology, the rise of new political and economic theories can be the driving force
behind the progress of business entities on the one hand; while on the other they can
put to the trial the purpose and effect of the basic function.

Notwithstanding the circumstances, time and space, the basic function of control
is revealed via five major components, namely: evaluation of the system’s norm of
behaviour (including human behaviour) seen as a complex of interrelated units and
systems; evaluation of systems predicted state; measuring and establishing the factual
state of systems; analysis of factors causing deviations; implementation of a corrective
program and establishing means to regulate systems’ behaviour.”17

The application of a mathematical model is based upon an empirical database
which stipulates the relationship (dependency) between the dependent and independent
variable. The study of the basic control function and ensuing control operations makes
it necessary to define a certain index against which the end result of implementing the
control function can be measured. In our opinion, the index in question illustrates the
earnings, generated through state control operations in the form of fines, sanctions,
collaterals and penalty rates.

The total revenue from state control operations and measures can be expressed
as a total value resulting from the sum total of receipts from tax, customs, budget,
bank, insurance and currency control. The independent financial audit which is performed

1 6 Donev, К, cit., writings, p.25; Tomov Y., cit., writings, p. 37.
1 7 Dinev, М., Theory and practice of state and public control , Partizdat, 1984, p. 15.
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under the Independent Financial Audit Act of Bulgaria is not profit oriented, i.e. it
excludes profit generated in favour of the state. The same is valid for the internal audit
performed inside the organization. Despite the fact that independent financial audit
and in-house control are seen as functions of the overall function of financial control,
the absence of a quantitative index excludes these two functions from the herein
discussed method of analysis.

 In view of the individual measures taken by control authorities, we reckon that
the basic function of financial control can be regarded as dependent on the measures
of tax control, budget control, bank control, insurance control, customs control, currency
control, independent financial audit and internal control. Mathematically this relation
can be expressed in the following manner:

y = f ( x1, x2, x3, x4, x5, x6, x7, x8), where:
у – basic financial control function
х 1 – tax control
х 2 – budget control
х 3 – bank control
х 4 – customs control
х 5 – insurance control
х 6 – currency control
х 7 – independent financial audit
х 8 – internal control
The study of the above relationships can be realized by means of regression

analysis. The purpose of regression analysis is to decide whether it is possible to
establish a functional relationship between two or more random values. If such a
relationship is at hand, applying the regression analysis method will define the function
which most accurately describes said functional relationship18 while trying to identify
a functional relationship of the type:

y = f ( x1, x2, x3, x4, x5, x6, x7, x8),                                                              (1)

which from a mathematical and statistical point of view offers a simple expression
of the relationship between independent and dependent variables/ values. Equation
(1) will be set as a regression equation.19

Regression analysis will not only define the relationship between independent
and dependent variables, but it will help predict the dependent variable values when
the values of the independent one are known or accessible.20

Owing to the extreme variety of correlation models, our study has focused on
the single regression model aiming to identify the effect of each factor upon the
dependent variable. In this way, we can decide whether the relationship actually exists

1 8 Castle, L., The Methodology and Practice of Econometrics: A Festschrift in Honour of David F.
Hendry, Oxford Univ. Press, 2009, р. 345.

1 9 Castle, L., see the above, р. 365.
2 0 Kalinov, К., Statistical methods in behavioral and social theories, New Bulgarian University, 2001, p.

352.
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and comment on its very nature. This problem can be solved on the basis of “theoretical
discussion and via an empirical verification of respective hypotheses being put
forward.”21 The purpose of the single regression model is to measure the specific
quantitative relations caused by the functioning of the relationship. “With factorial
relationships, the main task is to measure the impact of factors Х upon the behaviour
of the effect У.”22

Thus it becomes possible to examine the impact of earnings generated from
budget control, (Х) upon the total value of earnings received through the control
operations of all state control authorities (У), i.e. the said function suffers the impact
of a single variable which is represented by all revenue generated by budget control.
Table 1 illustrates revenue generated in terms of the two indices while data sets are
quoted on a quarterly basis spanning 2007 - 2011:

Table 1

Revenue generated by fines, default penalties and compensations imposed by
all financial and control authorities, including PFIA earnings from inspection

2 1 Saykova, Iv., Statistical analysis, New Bulgarian University, Sofia, 2000, p. 198.
2 2 Saykova, Iv., citation, writings, p. 199.

Year (Time series) Observation №
Dependent variable У –

function of financial
control

X revenue from
PFIA’s

control operations

1 2 3 4

First quarter of 2011 1 1 920 559,61 243131,84

Second quarter of 2011 2 2 559 056,79 158 358,52

Third quarter of 2011 3 4 072 035,46 327 967,12

Fourth quarter of 2011 4 3 988 085,14 729333,52

First quarter of 2010 5 728 992,44 153188,89

Second quarter of 2010 6 1 230 255,53 345631,11

Third quarter of 2010 7 941 443,50 489187,62

Fourth quarter of 2010 8 7 688 204,93 390692,38

First quarter of 2009 9 1 374 163,40 298862,50

Second quarter of 2009 10 1 508 643,11 361719,28

Third quarter of 2009 11 2 880 281,83 177614,14

Fourth quarter of 2009 12 3 276 187,26 357254,08

First quarter of 2008 13 5 204 607,34 477371,44

Second quarter of 2008 14 3 057 726,35 514812,61

Third quarter of 2008 15 3 742 226,07 219899,74
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Source: Ministry of Finance, http://www.minfin.bg/bg/statistics/12

Data sets on income received from financial inspection operations are provided by
the National Statistical Institute and presented in the present study as dependent
variables. In terms of the independent variable, or the index “budget control income” all
data is submitted by the Public Financial Inspection Agency (PFIA). The idea to use the
said database can be attributed to the fact that the Audit Office is answerable for the
budget control, and in case of alleged malpractices the auditors from the said office are
liable to identify and remedy irregularities, i.e. the Audit Office has no power over bringing
the defaulted parties to justice. PFIA and the Prosecutor’s Office have the power to
take action provided they have been approached by the Audit Office.

The table below shows the regression analysis used to establish the relationship
between revenue received from control operations of all inspection and control authorities
and receipts from PFIA inspection measures. Data from Table 1 are processed and
adapted for the purposes of regression analysis and presented in Table 2.

The values shown in columns 3 & 4 (see Table 1) have been underrated by
10 000 BGN, to submit lower values in the regression analysis calculations. These
underrated values are illustrated in Table 2, columns 3 & 4. In view of Table 2 data
and using the EXCEL functions we can conclude that the relationship between revenue
generated from fines, damage compensations and default penalties imposed by all
financial and inspection authorities in the country and revenue received through PFIA
control measures is polynomial, see Fig. 1:

Fig. 1. A diagram showing the relationship between revenue received by all
financial and control authorities and income generated by PFIA

for the period 2007 - 2011.

Fourth quarter of 2008 16 10 399 667,24 1136037,21

First quarter of 2007 17 8 501 303,98 344112,18

Second quarter of 2007 18 9 570 823,41 211339,66

Third quarter of 2007 19 10 494 867,62 112116,21

Fourth quarter of 2007 20 43 722 470,99 1166866,95

Y = 15,481X2 - 234,22X + 872,06
R2 = 0,5817
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Data presented in Table 2 and Fig.1 gives us reasons to believe that the relationship
is not linear (a straight line) but it is a polynomial relation of second degree. The above
regression model corresponds to a parabola and can be applied to those cases where
the dissipation diagram approximates the mean values.23 Mathematically, the relationship
can be represented in the following way:24

У(Х) = a0 + Х a1 + Х2 а2

Coefficients а0, а1 and а2 are termed polynomial coefficients, where а0 is called
a free coefficient. In the equation х is a polynomial variable. The coefficients can be
calculated with the help of the following system of linear equations:25

In view of the above system, if we assume that all coefficients except for а0 are
zero, then the end result will be У(Х) = а0. „Hence, any numerical value that is not
zero can be regarded as a zero degree polynome. If all coefficients are zero, the
equation will be У (Х) = 0. This polynome is called a zero polynome.”26

In order to analyze data from Table 2, applying MS Excel – Tools, Data Analysis,
Regression, we have chosen the model of polynomial regression, with the least standard
error of evaluation. In our opinion a second degree polynome best describes the degree
in which the revenue received from all financial and control authorities differs from
the revenue received from PFIA. The above relation is best illustrated by the regression
equation of the type У = 15,481Х2 - 234,22Х + 872,06. Based on our study, we can
draw the conclusion that the dependent variable У – basic function of financial
control (using the equation as a model), can be modified not only by the average
velocity, i.e. parameter а1, but also by the average acceleration represented by parameter
а2. The numerical value and sign before parameter а2 (average acceleration) show
the direction, the size of parabolic curve and its position in relation to the axis of
abscissa.27

The Public Financial Inspection Agency (PFIA) is defined as a specialized control
authority operating under the country’s National Control System. The Agency has

2 3 Кoseva, D., Company Statistics, Steno, 2000, p. 144.
2 4 Alexandrov, Kr., Economic and mathematical methods and models in trade, Georgi Bakalov PH, Varna,

1989 , p. 39.
2 5 Kirkorov, I., Higher Mathematics/Calculus, Nauka & Izkustvo, 1989, p. 219.
2 6 Kirkorov, I., cit., writings, p. 220.
2 7 Alexandrov, Кr., cit., writings, p. 40.
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specific sub-functions and tasks relevant to the overall control function of the country.
These are never in contradiction, on the contrary, their effect is meant to complement
the running of the state. The basic sub-functions of PFIA which constitute its overall
control function, are provided under Article 8, par. 1 of the Public Financial Inspection
Law, i.e.: to administer, conduct, and monitor the implementation of inspection activities;
to plan and exert follow up inspections for observing the normative acts in accordance
with procedures for public procurement orders; to gather and process information on
the activities of persons or individuals under the Public Financial Inspection Law, Art.
4 with regard to procurement of public orders; to analyze conditions and causes for
breaches of the financial discipline and to propose corrective measures to the competent
authorities; to provide methodological guidance to the financial inspectors for
performance of the activities under this Act and to exercise control over the quality of
inspection activities; to organize primary professional training for newly appointed
officers, for maintaining and enhancing their qualification, as well as for gaining new
professional knowledge and skills by the officers of the Agency; to cooperate and
exchange information with other public authorities; to cooperate with the financial
control authorities and organizations of other states and international organizations; to
cooperate with the control bodies of the European Commission (hereinafter being
referred to as the “Commission”), to ensure unrestricted access to premises and/or all
documents, including in electronic format, necessary for in situ inspections and checks
- in case of refusal on the part of the inspected state-aid beneficiaries or entities under
Art 4, par.7, which have received funds under international agreements or EU programs.

The sub-functions of PFIA are related to its principal tasks. Virtually, PFIA
tasks fall within the activities of the control authority through observation of the financial
and control principles.On the other hand, under the provisions of Art. 8, para 1 of
PFIA, it is clear that the above functions summarize the inspection activities of the
Agency, namely inspection function, sanctioning function, educational function and
protective function. PFIA annual reports for the period 2007 - 2011 give ample evidence
on the realized sub-functions of the Agency. The information is presented in Table 3
covering the period 2007 - 2011 including:

The information included in Table 3 is only valid for the period 2007 - 2010,
having in mind the fact, that until 2006 protection of public financial interests was
realized by the Public Internal Financial Control Agency (PIFCA). The authority of
PIFCA before the reform covered the area of internal audit function and inspection
function. The functions of the former Public Internal Financial Control Agency (PIFCA)
differ significantly from the present functions of PFIA.

Conversely, the lack of specific procedures on how to apply the principles of
financial control has prevented the detailed analysis of the data in Table 3 and has
hence made it impossible to define the said functions implementation. We regard this
as a serious lapse in the financial and control theory and practice.

We also need to point out that the herein discussed method is not without
deficiencies. In terms of the said method, the overall financial and control function is
presented as being dependent not only on certain sub-control functions but also on the
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independent control operations of the government. The latter are defined as quite
specific in their nature and entirely independent of each other. The study of inspection
activities and control operations which are aimed at organized crime, corruption
practices, money laundering, mishandling of EU funds, irregularities in assigning and
procurement of public orders, tax fraud, manipulation of accounts, drug traffic, illegal
traffic of people, etc., should be realized against an adequate evaluation basis. The
problem with this method however lies in the need to specify the exact number of
realized control operations for the period under study, and subsequently specify the
outcomes of the said operations in terms of efficiency rates. Furthermore, this end
result or outcome should be represented as a value. A further inconvenience is that
not every inspection and control operation can be value represented. Thus for example,
the inspection conducted by PFIA for the municipality of Alfatar was aimed to check
observance of statutory acts in relation to assigning and procurement of public orders,
in view of agreement № 107 dated November 10th, 2009, which was signed with
‘Road Support” Ltd., Silistra to ensure support and maintenance of roads in winter
conditions for the period 2009-2010.” In its report № ДИЗСС-0001 / as of February 7,
2012, the PFIA did not mention any irregularities found and no penalty actions or
sanctions were imposed. Under such circumstances it appears not only difficult to
evaluate the cost of the entire inspection operation, but it is even harder to find a
numerical expression of inspection functions, providing no profit is generated in favour
of the state. Information on the scope of inspection operations conducted in the
Municipality of Alfatar is given in Table 4, namely:

Table 4

Results established from the implemented inspection activities
in the Municipality of Alfatar, 2012

The control inspection in the Municipality of Alfatar is not the only inspection on
completion of which no irregularities and malpractice have been established by PFIA.
Similar inspections were conducted in the municipalities of Kubrat, Loznitsa, Baltchik,
Harmanly, district “North” in the Plovdiv municipality, Plovdiv, Bratya Daskalovi,
Kardzhali, Pernik, Bobov Dol, the Centre of Oncology in Plovdiv, ‘MBAL’AD in the
town of Haskovo, „DIK” Ltd., Smolyan, the State Psychiatric Hospital in the town of

Total

amount

of

checked

public

orders

(PO)

Number of

established

assigned

and

procured/

unprocured

(PO)

Cost of

non-

procured
/false

public

orders

(PO)

Number of

issued

Administrative

Acts

(AEAO)

Number of

unissued

Administrative

Acts

(AEAO)

Irregularities

or damages

established

Number of

irregularities

and AEAO

acts written

Verified

European

funding

(yes/ no)

35 261,14

BGN.

- - - - - - -
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Kardzhali, NEC, the Ministry of Environment and Waters, the Administration of the
Council of Ministers and others. The above-mentioned inspections were conducted in
the period from January 1st, 2012 until March 30th, 2012.28

Conclusion

From the herein presented arguments, we can conclude that the chosen method
of research has served well the purpose of this study and can therefore be used to
predict the deviations in the basic control function of financial inspection even though
for the purpose of a more detailed analysis of the financial inspection function other
methods, both quantitative and qualitative, could be applied as well. The regression
analysis provides information on the interrelation and interdependence existing between
the basic control function and the function of PFIA for instance, even though the said
relationship can be established on the basis of values and output results submitted by
the control inspections. Control inspections which end in a statement of findings and
recommendations with no property sanctions or fines being imposed, call for a different
method of research, one that will help define the degree of interrelatedness between
the said control inspections and the overall function of financial control. We reckon
that in this situation, qualitative methods will be the more appropriate to apply.

In view of the presented observations, the following main conclusions can be
drawn:

1. The present study puts forth a new understanding of the functions of financial
control, in view of the sum total of all control activities: the information feed back
function, the educational function, the protective function and the impact function
are seen as integral parts of the overall control function of the government.

2. With the help of the least squares method we can establish a relationship
between PFIA control activities and the overall function of financial control. Based on
the polynomial relation between the dependent variable Х and the independent variable
У, we can easily and accurately make forecasts about the revenue which PFIA receives
from its control and inspection activities and how these in return influence the overall
control function.

3. The above method, which has been applied for the purposes of analysis, has
some downsides which can be attributed to the fact that not all of the control inspections
conducted by PFIA generate profit for the state. A large number of said inspections
end up with inspectors’ written report and statement of lack of irregularities. These
are exactly the control inspections which cannot be examined by means of the herein
discussed method of research, even though they still incur expenditure on the part of
government.

28 Reports data is officially submitted by PFIA. It is also published at: www.adfi.minfin.bg, seen on June
16, 2012 г.
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A STUDY OF THE CONTROLLING FUNCTION, UNDER THE INFLUENCE
AND EFFECT OFTHE FINANCIALAND CONTROLLINGACTIVITY

OFTHE PUBLIC FINANCIAL INSPECTIONAGENCY (PFIA)

Assist. Prof. Plamena Nedyalkova

Abstract

The issues regarding the nature and peculiarities of the functions of control, including
the functions of financial control, have always been controversial. Their topicality, we believe,
is owing to the fact that their composition is determined not only by the established control
system, but also by the control goals and tasks set in advance. Their underlying importance is
a prerequisite for this article to put forward a methodology for their study using the Least
Squares Method.

Keywords: control functions, financial control, general controlling function.


