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1 Introduction
The main aim of the audits is to provide a guarantee for the Managing and Paying Authority (MA/PA) that costs charged under INTERREG IIIC contracts are accounted for and claimed by the lead partners (LP) in accordance with the legal and financial provisions of the Subsidy Contract, with the rules governing INTERREG IIIC programme and EC regulations. The audits also provide a guarantee for the project partners and in particular for the LP, that the operation’s accounts comply with the abovementioned and with the legal and financial obligations of each organisation that contributes with co-financing to the operation, according to its own legal status and the legislation in force in respective Member State.

This document provides information and guidelines for the auditors on the requirements in the context of audit certification and on the scope of the auditor’s work. It also provides information concerning the rules that apply to INTERREG IIIC. Therefore also the LP, project partners and participants can use this document as an information tool.

This document also establishes information on who is entitled to carry out the audit and what is the role of the auditor.

1.1 The framework of the INTERREG IIIC Programme 

The objective of the INTERREG IIIC Programme is to improve the effectiveness of policies and instruments for regional development and cohesion. It aims at promoting Europe-wide co-operation among regions and municipalities with an aim to transfer and exchange information, knowledge and good practise. The operations are implemented transnationally. This sets special requirements to the lead partner to manage the administrative and financial procedures of the operation. The underlying principle is the so-called “Lead Partner Principle” which implies that the lead partner is solely responsible to the Managing Authority for the implementation of the terms of the Subsidy Contract. All the obligations of the lead partner are stated in the Subsidy Contract. The lead partner signs the Subsidy Contract with the Managing Authority and undertakes the full financial and legal responsibility for the entire operation, including all EU partners and partners from Norway. The lead partner is responsible for the division of tasks among the partners and also for ensuring that these tasks are fulfilled. It’s highly recommended and in some of the zones required that the lead partner and the partners conclude a partnership agreement. The reporting duties and financial flows are explained in the chapters 2.1 Requirement for auditing and 2.2 Types of operations. 

1.2 The financial control system and the regulatory framework

First level control

The definition “first level control” referred to in this text means the auditing done by the independent auditor verifying the eligibility of expenditure of the operation, the actual delivery of products and services and that national and community rules have been respected. As a result of the first level control the auditor signs the “Confirmation of an independent auditor of a competent (public or private) body/unit”.

In addition to the “first level control”, the Managing Authority may also carry out regular sample checks on the operation’s account. Also the responsible auditing bodies of the EU and the authorised control bodies of the respective EU Member State may perform on the spot and sample checks of operations financed by Structural Funds, including the European Regional Development Fund, and on management and control systems with a minimum of one working day’s notice (“second level control”).

Second level control

The regulatory framework for Member States’ management and control systems is laid down in Regulations (EC) No 438/2001, amended by Commission Regulation (EC) No 2355/2002, and (EC) No 1260/1999, amended by Council Regulation (EC) No 1447/2001. The Member States are required to organise controls of operations on an appropriate sampling basis. The regulations require that Member States:

· verify on a regular basis that operations financed by the Community have been properly carried out;

· prevent and take action against irregularities; 

· recover any amounts lost as a result of an irregularity or negligence;

· ensure the proper implementation of the forms of assistance in accordance with the objectives of sound financial management;

· provide satisfactory certification of the validity of claims for payments based on expenditure actually incurred;

· provide a sufficient audit trail;

· specify the organisation of responsibilities and in particular the controls applied at the different levels to guarantee valid certifications; 

· facilitate the identification of possible weaknesses or risks in the execution of actions and operations; and

· provide for corrective measures to be taken to eliminate weaknesses or risks in the execution, in particular as regards financial management.

The Member States involved in the INTERREG IIIC Programme must ensure that their controls of operations cover at least 5% of the total eligible expenditure. The sample checks will be based on a representative sample of the operations approved. The selection of the sample of the operations to be checked shall take into account the need to control an appropriate mix of types and sizes of operations, any risk factors identified by national or Community controls, and the concentration of operations under certain implementing authorities or certain final beneficiaries, so that the main intermediate bodies and final beneficiaries are subject to at least one control before the winding-up of each assistance. 

The extract of the revised “Management and Control Systems Audit Manual for the Structural Funds” (see Annex IV) sets out the audit objectives and questions that might be addressed during audits of final beneficiaries. The Lead Partner auditor and partner auditors of the operations should make sure that the Lead Partner and the Partners are able to answer this minimum set of questions, which are also relevant for first level controls. 

The following chapters of these Audit Guidelines are focusing mainly on explaining and determining procedures regarding “first level control”. 

1.3 Selection of auditors of a competent (public or private) body/unit

The auditor carrying out the total operation’s auditing and certifying the financial expenditure is chosen by the LP as long as national regulations do not require the selection of a specified auditor of a competent (public or private) body/unit. The authorised auditor must be independent from the project’s activities and financial management (independent organisational unit) and qualified to carry out audits of accounting documents. The auditor should also be familiar with ERDF rules, especially the rules concerning eligible expenditure (Commission Regulation (EC) No 1685/2000, amended by Commission Regulation (EC) No 448/2004. The same standards apply for the selection of auditors at the partner level. In the East and South zone, the stipulations of the Subsidy 
Contract require that the auditor of a competent (public or private) body/unit has to be named in the Subsidy Contract and must or should be the same during the whole operation.

If needed the LP should also consider contracting an external certified auditor who has previous experience in auditing of transnational EU-funded projects. 

1.4 The auditors' role and tasks  

The auditor certifies the financial expenditure by checking the validity and correctness of the invoices. The auditor declares the proper use of funds by a "Confirmation by an independent auditor of a competent (public or private) body/unit". The confirmation also confirms the disbursement of the national pro-rata co-financing. The auditor’s original signature must appear on the confirmation submitted to the Joint Technical Secretariat (JTS). 

The lead partner is responsible for keeping the operation accounts. The task of the auditor is to confirm the information contained in these accounts, using checks enabling sufficient evidence to be obtained to give a reasonable opinion on:

1. The existence of a sound financial system/management and an internal control mechanism for reviewing the data entered into the accounts and the quality of the supporting documents (acceptable operation bookkeeping system).

2. Compliance with the rules in force in the project partner country (EU Member States and Norway), especially rules governing public procurement and financial control of partner organisations. Public procurement rules have to be considered by project partners when it comes to contracting supplies and external services. Their compliance must be checked by the auditor.

3. Compliance with the specific rules governing the INTERREG IIIC and ERDF, and notably the rules indicated in the Subsidy Contract.

4. The solution given by the project to any issues that might arise during a previous financial control by the Commission, the European Court of Auditors or Managing Authority either getting the right documentation or excluding the expenditure from the accounts. The report has to give explicit information about this point.

The independent auditor should also carry out on-the-spot checks and verify that the activities have actually taken place and that sub-contracted supplies have been delivered and works and services carried out. Auditors as well project partners must be aware that legal standards applied at national level may be more demanding than the requirements defined by the EC regulations. In such cases, the more stringent standards apply.

The auditor is responsible for the methods and techniques of his own audit in accordance with national audit regulations. However, the following points of attention are highlighted: 

· Strict Compliance with the provisions in the Subsidy Contract and the documents it refers to (e.g. the Application Form and approval decision of the Steering Committee).

· Strict Compliance with the following EC regulations:

· Council Regulation (EC) No 1260/1999 amended by Council Regulation (EC) No 1447/2001 laying down general provisions on the Structural Funds;

· Commission Regulation (EC) No 1159/2000 on information and publicity measures to be carried out by the Member States concerning assistance from the Structural Funds;

· Commission Regulation (EC) No 1685/2000, amended by Commission Regulation (EC) No 448/2004 laying down detailed rules for the implementation of Council Regulation (EC) No 1260/1999 amended by Council Regulation (EC) No 1447/2001 as regards eligibility of expenditure of operations co-financed by the Structural Funds and withdrawing Regulation (EC) No 1145/2003;

· Commission Regulation (EC) No 438/2001, amended by Commission Regulation (EC) No 2355/2002, laying down detailed rules for the implementation of Council Regulation (EC) No 1260/1999 as regards the management and control systems for assistance granted under the Structural Funds.

· Compliance with European and national public procurement regulations.

· Compliance with additional and more general guidance to project partners including:

· Regulation 1783/1999 of the European Parliament and of the Council on the European Regional Development Fund;

· INTERREG III Community Initiative Guidelines (Communication from the Commission to the Member States of 28 April 2000 laying down guidelines for a Community Initiative concerning trans-European cooperation intended to encourage harmonious and balanced development of the European territory – INTERREG III);

· Communication from the Commission to the Member States of 7 May 2001 “Interregional Cooperation” Strand C of the INTERREG III Community Initiative. Commission Communication C (2001) 1188 final; 

· Communication from the Commission amending the guidelines for a Community Initiative concerning trans-European cooperation intended to encourage harmonious and balanced development of the European territory (C 239, 25.8.2001);

· INTERREG IIIC Community Initiative Programme and Programme Complement (of the respective zone).

The auditors should also be familiar with the content of the following documents: 

· Programme Manual 

· Partnership Agreement if required by the Subsidy Contract 

2 Scope of audit

2.1 Requirements for auditing

INTERREG IIIC operations involve several project partners.  The lead partner is financially responsible for the entire operation including all partners. The lead partner and the project partners must establish effective management and financial systems so that the costs of the operation can be clearly identified and allocated to the respective partners. It is the responsibility of the lead partner to ensure that the financial and accounting statements drawn up by his partners are reliable and that each partner applies all the obligations relating to the operation’s management. Also the partners’ expenses have to be audited. 

It is the responsibility of the lead partner to ensure that at each stage of the audit process the auditor has all the necessary information at his disposal in order to complete a full and accurate audit. The lead partner and its partners are at all times obliged to retain for audit purposes all files, documents and data about the operation for a minimum period of three years after the final payment of the ERDF funds to the respective INTERREG IIIC Programme. The LP and the partners should therefore be prepared to file the documents at least until 2013. This implies that the lead partner shall ensure that all the information and documents are also available from the partners. The LP is also obliged to guarantee that both the LP and all the partners fulfil these duties.

The LP is also responsible for the proper reporting of progress to the Joint Technical Secretariat as stipulated in the Subsidy Contract. All operations must produce and submit audited progress reports to the Joint Technical Secretariat within the time schedule set in the Subsidy Contract. The report includes also the independent auditor’s confirmation. Each operation must be audited in every reporting period.

Each partner eligible for funding must keep separate accounts for the operation. All the accounting documentation on the expenditure incurred and income received by the Lead Partner and project partners related to the operation has to also be filed separately (Commission Regulation (EC) No 1685/2000 amended by Commission Regulation (EC) No 448/2004; especially Rule No. 2: Accounting treatment of receipts). The independent auditor will certify that the total operation’s expenditure is in accordance with the accounts and audit regulations of the EC and the respective national regulations. The auditor of the operation has to therefore require that all project partner reports have been audited in accordance with the accounts and audit regulations of the partner country and with the EC regulations. 

The accounts to be audited are the total operation accounts. They must also include a certification of expenditure by category (budget line) and by work component according to the approved budget table. The accounts must be closed on the last day of the reporting period. The reports have to be submitted on a regular basis using reporting periods of 6 to 12 months. For each operation the exact reporting periods will be fixed in the Subsidy Contract. 

The following aspects must be checked:
· the eligibility and the payment of declared expenditure;

· that the declared expenditure corresponds to the work components described in the approved application including modifications that have been made with the agreement of the Managing Authority/Steering Committee. Also the partnership agreement should be used to control the activities of the partners vs. claimed expenditure. 

· the exactness of the declared expenditure from an accounting point of view.

The auditor's certification of the accounts must be free from any conditions. If checking has been done by sampling, the method used and results obtained must be documented so that it can be verified at any stage.

Deadlines for submitting progress reports to the Joint Technical Secretariat are set in the Subsidy Contract. The deadlines effect also the schedule for auditing so that the auditing has to be done in due time before submitting progress reports.

2.2. Types of operations 

The LP submits the operation’s progress report consisting of the activity and audited financial report with the signed certification of expenditure to the Joint Technical Secretariat. The way the certification of expenditure and audit certificates is submitted to the LP depends on the type of the operation. 

Within the operation the following solutions are recommended
:
Networks

· Network partner maintains the accounts for expenditure made and sends every six-month the audited financial report with the certificate of expenditure to the LP.

· LP submits the progress reports and audit certificates from an independent auditor to the Joint Technical Secretariat every six months. 

· Paying Authority effects payments to the LP and the LP effects payments to partners.

Model for reporting











Individual cooperation projects

· Each Project partner maintains the accounts for his expenditure. He sends every six-month the progress report including the audited financial report with the certificate of expenditure to the LP.

· LP submits progress reports and audit certificates from an independent auditor to Joint Technical Secretariat every six months. 

· Paying Authority effects payments to the LP and the LP effects payments to partners.

Model for reporting






Regional framework operations (RFO)

· Project participant maintains all accounts for all expenditure made by him. He sends every six-month the progress report including the audited financial report with the certificate of expenditure to the lead participant.

· Project lead participant maintains all accounts for activities of the operation in his region, checks the accuracy of expenditure of the project participants and conformity of expenditure with national and community rules and sends every six–month the progress report including the audited financial report with the certificate of expenditure to RFO level (either directly to the LP or to the respective regional partner).

· Regional partner maintains the accounts for all expenditure made by him. He sends every six-month the progress report including the audited financial report with the certificate of expenditure to the LP.

· LP submits the overall progress report including the audited financial report with the certificate of expenditure to the Joint Technical Secretariat on the basis of the information he gets from the regional partners and project lead participants.

· Paying Authority effects payments to the LP. The transfer of payments from the LP to other partners can take place in two ways:

The LP effects payments to RFO regional partners and to the lead participants. The lead participant transfers payments to the project participants if they have paid for their own expenditure (recommended)

It is also possible that the lead participant pays all invoices directly. In that case the lead participant will not effect payments to project participants. 

Or 

The LP effects payments to RFO regional partners who effect payments to respective lead participants and respective project participants in the region.

Recommended model for reporting 






 



          









2.3 Internal report of the auditors

By signing the “Confirmation by an independent auditor of a competent (public or private) body/unit" the auditor is verifying all requested items and declares the proper use of funds. This statement should be based on proper checks as well as on an internal audit report.

The auditor’s internal audit report is useful for the auditors as well as for the lead partners and it is also part of the project documentation/audit trail. The report serves only as an internal document and it shouldn’t be sent to the Joint Technical Secretariat. The internal audit report should contain at least the following elements:

1. A short description of the methodology used for the checks (size of the sample of documents tested, nature of the documents tested, national and EU rules checked).

2. Mention of the amount of expenses checked and of the period considered. Mention must be made of specific tests realised. 

3. Mention that not only incurred expenses has been checked but also that these expenses have been paid within the current reporting period.

4. A clear specification of each of the reservations, if any, expressed about the eligibility of some expenses and the treatment given to these.

5. A checklist (an example checklist can be found in Annex II).

The level of detail and depth of the testing to be carried out and the sampling to be made are to be determined by the auditor's professional judgement according to each situation.

Certification of the accounts must be delivered to the lead partner, who is legally responsible for the operation towards the Managing Authority in the respective region.  

For the RFO’s it’s recommended that the certification of accounts is sent to the project lead participant, who will then send the certification of accounts to the lead partner.

2.4 Confirmation form IIIC

The following paragraphs are taken from the Financial Report; section “Confirmation by an independent auditor of a competent (public or private) body/unit” (see Annex I). Under “What to be done” a selection of possible checks and references are given in order to highlight the meaning of these paragraphs and to support the auditors. For the preparation costs there will be a separate confirmation indicating also the dates for the eligible costs occurred (see Annex II).

What has to be checked by the auditor? 

1. For this report the total paid and certified expenditure amounts to €    .    

2. That the general eligibility rules have been observed, including, but not limited to rules governing the eligibility of expenditure, in particular Commission Regulation (EC) 1685/2000 amended by Commission Regulation (EC) No 448/2004, rules described in the Approval Letter and in the Subsidy Contract (including its Annexes), rules concerning co-financing activities from the ERDF, rules on state aid, etc.

What to be done:
· Commission Regulation (EC) No 1685/2000 amended by Commission Regulation (EC) No 448/2004 – Eligibility of expenditure

· Only cost based on real expenditure can be reported

· Detailed documentation of the reported staff cost must be available (list of hours accounted for the operation, clear calculation of the internal rate of staff costs; staff costs should reflect usual market rates of the respective Member State)
· Overhead costs have to be based on real costs, calculation must be documented internally

· Exchange rate based on:

a) 6-months average rate of the average monthly rate  

b) average monthly rate set by the Commission of either the month the invoice was paid or the month the invoice was submitted to the lead partner; http://europa.eu.int/comm/budget/inforeuro/en/catalog.htm
c) market exchange rate of the day the invoice was paid 

d) market exchange rate of the last day of the reporting period  
The operation must choose one of the options (a), (b), (c) or (d) and use that for the entire operation period.

· Is the expenditure reported under budget line “External expertise” mentioned in the respective annex of the approved application?

· Is the expenditure reported under budget line “Other“ mentioned in the respective annex of the approved application?

· Is the expenditure reported under budget line “Investments“ mentioned in the respective annex of approved application?

· Are the reported preparation costs mentioned in the application, have they incurred within the set time limit (preparation costs can incur between the date of the submission of the respective INTERREG IIIC programme and the date of the submission of the application)?

· Have invoices been paid during the current reporting period and are the payments documented?

· Is the delivery clearly documented?
· Products purchased must be physically available
3. That receipts and payments are accurately recorded in the operation’s accounting system, assets are correctly recorded and amounts are correctly reflected in demands for payment and that the necessary audit trail exists for all activities, providing evidence in the form of contracts, invoices and payment records. In case of staff costs, direct costs, overheads and in-kind contributions that the necessary evidence exists in a form of timesheets, listings of costs or formula descriptions and cost calculations.

What to be done:

· To check the set up and maintenance of an adequate and reliable accounting system and audit trail for the operation

· See Commission Regulation (EC) No 438/2001, amended by Commission Regulation (EC) No 2355/2002

4. That services, supplies and works have been procured on the basis of proper call for tenders, sound controls have been exerted over the opening of the tenders and all tenders have been fully evaluated before the final decision has been made on service provider, supplier or works contractor.

What to be done:

· Check the documentation 

5. That progress made has been fully and fairly reflected in the report and that on the spot there is evidence that the reported activities have taken place, delivery of services and goods, and works are in progress or have been completed.

What to be done: 

· Crosscheck reported expenditure vs. operation activities.

· Are products and services delivered necessary for the implementation of the approved actions?

· Is there any expenditure reported that incurred before the approval of the operation by the Steering Committee (with the exception of preparation costs)?

· Is the delivery clearly documented?

· Are products/goods purchased physically available?

6. That the partners have complied with Community rules and policies including publicity, information, equal opportunities, protection of environment, competition and public procurement (Art.4 - COM 438/2001).
What to be done:

· Check the documentation

7. That all inputs for progress report received from partners were certified by an independent auditor and all country specific audit requirements have been respected. 
What to be done:

· Check the documentation, e.g. the confirmations from partner auditors

8. That the operation has started and has been implemented in accordance with the stipulations of § 5 (1) of the Subsidy Contract.
What to be done

· Has the operation started and been implemented according to the description of the individual components (Application Form) approved by the SC/MSC? 
2.5 Country specific requirements for financial control and eligibility of expenditure 

Some of the Member States and New Member States have specific requirements and additional systems for auditing the lead partners, project partners and participants in the respective Member States and New Member States. Also some Member States have specific requirements for the time period for the eligibility of expenditure. These requirements are binding and each operation with the partners from the respective Member State and New Member State has to follow the requirements for auditing and financial controls. In order to be aware of the valid requirements, please check the country specific section on the Programme’s website; http://www.interreg3c.net/.
Annexes

I. Text confirmation form PROGRESS REPORT INTERREG IIIC

Confirmation by an independent auditor of a competent (public or private) body/unit

Based on our examination, we verify:

1.
For this report the total paid and certified expenditure amounts to €    .

2. The general eligibility rules have been observed, including, but not limited to rules governing the eligibility of expenditure, in particular Commission Regulation (EC) No 1685/2000, amended by Commission Regulation (EC) No 448/2004 rules described in the Approval Letter and in the Subsidy Contract (including Annexes), rules concerning co-financing activities from the ERDF, rules on state aid, etc.

3. Receipts and payments are accurately recorded in the operation’s accounting system, assets are correctly recorded and amounts are correctly reflected in demands for payment. The necessary audit trail exists for all activities, providing evidence in the form of contracts, invoices and payment records. In case of staff costs, direct costs, overheads and in-kind contributions, the necessary evidence exists in a form of timesheets, listings of costs or formula descriptions and cost calculations (Commission Regulation (EC) No 438/2001 amended by Commission Regulation (EC) No 2355/2002).

4. Services, supplies and works have been procured on the basis of proper call for tenders, sound controls have been exerted over the opening of the tenders and all tenders have been fully evaluated before the final decision has been made on service provider, supplier or works contractor

5. Progress made has been fully and fairly reflected in the report. On the spot there is evidence that the reported activities have taken place, delivery of services and goods, and works are in progress or have been completed.

6. The partners have complied with Community rules and policies including publicity, information, equal opportunities, protection of environment, competition and public procurement (Art.4 - COM 438/2001).
7. All inputs for progress report received from partners were certified by an independent auditor and all country specific audit requirements have been respected. 

8. The operation’s activities have started and are implemented in accordance with the stipulations of § 5 (1) of the Subsidy Contract.  

I hereby confirm that I / company is independent from the operation’s activities and financial management.

Place, 


  Name, 


 Signature, 




Date, 


   Official stamp    

II. Text confirmation form – Preparation cost REPORT INTERREG IIIC

Confirmation by an independent auditor of a competent (public or private) body/unit

Based on our examination, we verify:

1.  For this report the total paid and certified expenditure amounts to €    .

2. The general eligibility rules have been observed, including, but not limited to rules governing the eligibility of expenditure, in particular Commission Regulation (EC) No 1685/2000, amended by Commission Regulation (EC) No 448/2004 rules described in the Approval Letter and in the Subsidy Contract (including Annexes), rules concerning co-financing activities from the ERDF, rules on state aid, etc.

3. Receipts and payments are accurately recorded in the operation’s accounting system, assets are correctly recorded and amounts are correctly reflected in demands for payment. The necessary audit trail exists for all activities, providing evidence in the form of contracts, invoices and payment records. In case of staff costs, direct costs, overheads and in-kind contributions, the necessary evidence exists in a form of timesheets, listings of costs or formula descriptions and cost calculations (Commission Regulation (EC) No 438/2001, amended by Commission Regulation (EC) No 2355/2002).

4. Services, supplies and works have been procured on the basis of proper call for tenders, sound controls have been exerted over the opening of the tenders and all tenders have been fully evaluated before the final decision has been made on service provider, supplier or works contractor.

5. On the spot there is evidence that the reported activities, delivery of services and goods, and works have taken place.

6. The partners have complied with Community rules and policies including on publicity, information, equal opportunities, protection of environment, competition and public procurement (Art.4 - COM 438/2001).
7. All inputs for the preparation cost report received from partners were certified by an independent auditor and all country specific audit requirements have been respected.

8. The costs for the preparation of the operation were incurred on or after the date of eligibility of the specific INTERREG IIIC Programme to which the Application Form has been submitted (for INTERREG IIIC North – 5 October 2001, INTERREG IIIC East – 5 November 2001, INTERREG IIIC South – 6 December 2001, INTERREG IIIC West – 12 October 2001), and before the date on which the Application Form has been submitted.*                  

I hereby confirm that I / company is independent from the operation’s activities and financial management. 

Place, 


  Name, 


 Signature, 




Date, 


   Official stamp      

III. Example checklist for auditing the Progress Report

	Checks
	Yes No N/A
	Audited by
	Worksheet ref.

	
	
	
	

	1. Are specific accounts kept for the operation, linked in with the accounts of the LP?


	
	
	

	2. Is there an internal control system reasonably capable of guaranteeing that the operation is complying with the legal and financial obligations (cf. 438/2001, amended by Commission Regulation (EC) No 2355/2002)?


	
	
	

	3. Are there any mechanisms for avoiding more than one request being made for Community assistance for the same expenditure/operation?


	
	
	

	4.
Does the breakdown of total expenditure at the date of progress report (e.g. 30 June or 31 December) or at the date of the final report by category of expenditure (budget line) and by work packages:

(a)
Correspond to a correct attribution of expenditure?

(b)
Include only paid expenditure? Indicate the % found in sampling of unpaid expenditure or expenditure without a supporting document proving payment?

(c)
Remain within the limits of expenditure budgeted in the latest budget approved by the MA/SC?


	
	
	

	5. Has the correct exchange rate been used for converting expenditure made in national currency into Euros?

(a) Which model for calculating the   exchange rate has been used?


	
	
	

	6. Have any possible major modifications to the budget been formally requested of the MA/SC, in writing, before the thresholds have been exceeded?


	
	
	

	7.
Further to the checks made on the accounting documents, is all the expenditure included in the statement of expenditure eligible? In particular:

(a) Has all expenditure incurred before the date of approval by the Steering Committee (with the exception of preparation costs) or after the approved end date of the operation been excluded?

(b) Has expenditure with no supporting document proving payment been excluded?

(c) Is every item of expenditure directly linked to the operation?

(d) Has any expenditure been considered ineligible? If so, please indicate the % found in sampling of ineligible expenditure or items of expenditure with no supporting document.

(e) Have the ceiling limits set for certain categories of expenditure been respected? 

(f) Are staff cost justified at actual cost? Is it evidenced by timesheets for employees working part-time on the operation?

(g) Is indirect general cost allocation basis transparent and justifiable?

(h) In case of voluntary work, are the valuation conditions satisfied?

(i) Are the travel and subsistence expenses for third country partners or participants related to the events taking place in the EU territory?


	
	
	

	8. Have the public procurement rules of the country concerned and of the European Union been respected?


	
	
	

	9. Is operation income correctly entered into the accounts?


	
	
	

	10. Have the country specific requirements for the eligible period of expenditure and for the financial control been followed?
	
	
	


IV. Extract of the Management and Control Systems Audit Manual
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4.1.5.
The choice of audit objectives for audits of final beneficiaries/final recipients
As set out above, the main purpose of the audits of final beneficiaries/final recipients is to determine whether the relevant aspects of Member State authorities’ management and control systems relating to operations are functioning satisfactorily.  Audits will involve the documentation and testing of final beneficiaries/final recipients’ systems as they affect the Structural Funds activity.  In accordance with this approach, the audit objectives which relate to audits of final beneficiaries/final recipients are set out in Figure 4 below.  The audit objectives are explored in more detail in Appendix 1.

Figure 4: Audit objectives relating to audits at bodies/firms carrying out the operations

	
	Audit objective for verification
	Reference

	1
	 Whether authorities’ accounting records correspond with supporting documents held by the body/firm.
	Art. 11(b) and Annex I of Regulation 438/2001

	2
	Whether the nature and timing of the relevant expenditure comply with Community provisions and correspond to the approved specifications of the operation and the work actually executed.
	Art. 11(d) of Regulation 438/2001

Regulation 1685/2000 (eligibility rules) as amended by Regulation 1145/2003

	3
	Whether the use or intended use of the operation is consistent with the use described in the application for Community co-financing.
	Art. 11(e) of Regulation 438/2001

	4
	Whether the Community financial contributions are within the applicable limits provided for in Art. 29 of Regulation 1260/99
 and any other applicable Community provisions and are paid to the final beneficiaries without any reduction and unjustifiable delay
	Art. 29 and 32(1) of Regulation 1260/99

Art. 11(f) of Regulation 438/2001

	5
	Whether the appropriate national co-financing has in fact been made available
	Art. 11(g) of Regulation 438/2001

	6
	Whether the body/firm has complied with Community rules and policies including on publicity, information, competition, award of public contracts, equality of opportunities, and protection of the environment 
	Art. 12 of Regulation 1260/99

Art. 11(h) of Regulation 438/2001

Regulation 1159/2000 (publicity rules)


Appendix 1

 TC "Appendix 1" \l 1 
 TC " The key objectives of audits at Member State authorities and at project managers/ operators " \l 2The key objectives of audits at Member State authorities and at final beneficiaries/final recipients

This appendix sets out the audit objectives and the detailed questions which may be addressed during audits of Member State authorities and of final beneficiaries/final recipients. In this context, it should be noted that the questionnaires have been prepared in a modular format, whereby specific objectives and questions may be selected for use according to the particular objectives of the audit. The appendix provides a structure for the audits, including the criteria which should be used to assess compliance with regulations and other requirements. 

Note that where a question asks whether there are procedures to ensure a particular action or activity, the answers to these questions will be provided both through documentation of systems and through tests of controls and/ or substantive tests to determine whether the system actually operates effectively in practice.

Where questions concern key elements of the system
, they have been highlighted in bold. They have not been given a specific position in order to ensure that the questions follow the audit trail of an application, i.e. from submission of application to actual payment of grant.

The following audit objectives and sub-questions are detailed below :

Audit objectives :

(1) Whether authorities’ accounting records correspond with supporting documents held by the final recipient
?

(a) Has the final recipient been correctly identified?

(b) Is the final recipient eligible to receive Structural Fund support

(c) Are the amounts paid by the final recipient accurately recorded in its accounting system ?

(d) Are the amounts paid by the final recipient correctly reflected in demands for payment sent to the Member State authority ?

(e) Have the final recipients established systems to ensure the completeness and accuracy of all payment claims ?

(f) Has the final recipient a satisfactory internal audit function (where it is of sufficient size) ?

(g) Has the final recipient a satisfactory external audit function (where applicable) ?

(2) Whether the nature and timing of the relevant expenditure comply with Community provisions and correspond to the approved specifications of the operation and the work actually executed ?

(a) Has the final recipient respected Community provisions ?

(b) Has the final recipient established procedures to ensure that the progress of funded activities is monitored regularly and that this information is verified to ensure that it is accurate ?

(c) Has the final recipient established satisfactory reporting procedures to ensure that Member State authorities and the Commission receive regular and accurate information on the progress of actions ?

(d) Can the final recipient document the link between the declared expenditure, the approved specifications and the work actually executed ?

(e) Is the timing of expenditure in accordance with the grant letter and Community provisions ?

(3) Whether the use or intended use of the operation is consistent with the use described in the application for Community co-financing ?

(a) Has the final recipient used or intend to use the operation in accordance with the provisions of the grant letter ?

(4) Whether the Community financial contributions are within the applicable limits provided for in Art. 29 of Regulation 1260/99 and any other applicable Community provisions and are paid to the final recipients without any reduction and justifiable delay ?

(a) Is the Community financial contribution within the applicable limits provided for in Art. 29 of Regulation 1260/99 and any other applicable Community provisions?

(b) Has the Community financial contribution been paid without any reduction or unjustifiable delay?

(5) Whether the appropriate national co-financing has in fact been made available ?

(a) Has the final recipient received the national co-financing as set out in the application and the grant letter ?

(6) Whether the final recipient has complied with Community rules and policies including on publicity, information, competition, award of public contracts, equality of opportunities, and protection of the environment ?

(a) Has the final recipient (where relevant) been informed of the rules governing the award of public contracts as established by the EC and the Member State authorities ?

(b) Has the final recipient (where relevant) established arrangements to ensure that calls for tender are published as widely as possible ?

(c) Are there systems to ensure that the tender comply with relevant provisions ?

(d) Are there systems to ensure that all tenders received are evaluated, and the decision to award the contract are made on a sound basis ?

(e) Has there been enough publicity and information about actions ?

(f) Has the European visibility been sufficiently ensured by the final recipient ?

(g) Has the final recipient complied with Commission rules on the environment ?

(h) Has the final recipient complied with Commission rules on equality ?

Audit objective

1. Whether authorities’ accounting records correspond with supporting documents held by the final recipient?

 Sub-questions
a)  Has the final recipient been correctly identified?

	Assessment criteria
	Specific questions

	· The name, status and address of the final recipient should be checked.

· The bank account number of the final recipient should be checked.
	1. Is the name, status and address of the final recipient correct?

2. Is the bank account number of the final recipient correct?


Sub-questions
b)  Is the final recipient eligible to receive Structural Fund support?

	Assessment criteria
	Specific questions

	· The final recipient selected by the Member State authority should be eligible.

· The final recipient should remain eligible during the execution of the action subsidised.
	1. Does the project/ action fulfil all relevant eligibility conditions?
2. Has the project/ action remained eligible during the execution of the action subsidised?


Audit objective

1. Whether authorities’ accounting records correspond with supporting documents held by the final recipient 

Sub-questions
c)  Are the amounts paid by the final recipient accurately recorded in the accounting system?

	Assessment criteria
	Specific questions

	· There should be checks to ensure that:

· The responsibility for examination of the validity and accuracy of claims should be clearly allocated to one or more individuals.

· There should be a clear separation of functions between staff responsible for certifying the receipt of goods and services and those who make payments.

· All amounts due, and only amounts due, should be certified for payment.


	1. Is there at least one person responsible for examination of the validity and accuracy of claims for payments? 

2. Is there a clear separation of functions between staff responsible for certifying the receipt of goods and services and those who make payments? 

3. Are there procedures to ensure that payments cannot be made without being recorded (e g. through reconciliation of the ledger with bank accounts and cash)? 

4. Are there procedures to ensure that payments cannot be recorded without being made? 

5. Are payments made only in respect of goods or services which have been received and which conform to eligibility rules? 

6. Are payments made at the correct amount? 

7. Are there arrangements to ensure that management fees and administrative charges are deducted from the grant amount? 

8. Is VAT relating to the action recorded separately? 

9. Is refundable VAT deducted? 




Audit objective

1. Whether authorities’ accounting records correspond with supporting documents held by the final recipient? 

Sub-questions
d)  Are the amounts paid by the final recipient correctly reflected in demands for payment sent to the Member State authority?

	Assessment criteria
	Specific questions

	· Action funds should be separately identifiable.
	1. Are receipts and payments for the action separately identifiable within the financial and accounting system from other activities undertaken by the organisation?
2. Are there procedures to ensure that receipts and payments are recorded against the appropriate action?


Audit objective

1. Whether authorities’ accounting records correspond with supporting documents held by the final recipient 

Sub-questions
e)  Have final recipients established systems to ensure the completeness and accuracy of all payment claims? 
	Assessment criteria
	Specific questions

	· The final recipient should have established procedures to ensure the completeness and accuracy of all payment claims.
	1. Is there an appropriate member of staff designated by the final recipient with responsibility for checking claims and for certifying their correctness?
2. Is the responsibility for the preparation of claims clearly allocated to one or more individuals at an appropriate level?
3. Has the final recipient provided the designated authority with statements of expenditure accompanied by relevant invoices or copies of invoices?
4. Has the standard of the statements of expenditure submitted by the final beneficiary been rated as excellent, satisfactory, unsatisfactory or poor?
5. Are the checks carried out by the final recipient on claims clearly set out and evidenced in respect of each claim for reimbursement?
6. Are there procedures to ensure that all amounts due, and only amounts due, are included in claims?


Audit objective

1. Whether authorities’ accounting records correspond with supporting documents held by the final recipient?

Sub-questions
f)  Has the final recipient a satisfactory internal audit function (where it is of sufficient size)? 
	Assessment criteria
	Specific questions

	· The final recipient should have a separate internal audit function where it is judged of sufficient size

· The internal supervisory body should be functionally independent

· The internal supervisory body should check financial and accounting procedures

· Reports and findings of the internal supervisory body should be fully and promptly taken into account by the final recipient
	1. Has the final recipient established a suitable internal audit function?
2. Is there an internal supervisory body which is responsible for overseeing internal audits, which is functionally independent (for example, an audit committee)?
3. Has internal audit established suitable working methods?
4. Has internal audit/ internal supervisory body examined the operation of the final recipient's financial and accounting systems?
5. Is there a satisfactory follow-up to internal audit's findings?
6. Has the final recipient taken appropriate action in the light of internal audit's recommendations?


g)  Has the final recipient a satisfactory external audit function (where applicable)?

	Assessment criteria
	Specific questions

	· The external supervisory body should check financial and accounting procedures

· Reports and findings of the external supervisory body should be fully and promptly taken into account by the final recipient
	1. Is the final recipient subject to public or private external audit?
2. Has the external auditor identified any problems relating to the operation of the action(s) supported by the Structural Funds?
3. Has the final recipient taken action in response to the recommendations of the external auditor?


Audit objective

2. Whether the nature and timing of the relevant expenditure comply with Community provisions and correspond to the approved specifications of the operation and the work actually executed? 

Sub-questions
a)  Has the final recipient respected Community provisions ?

	Assessment criteria
	Specific questions 

	· The final recipient should comply with eligibility rules 00R1685
	1. Has the final recipient been informed about eligibility rules ?
2. Has the final recipient taken steps to ensure that eligibility rules have been respected ?
3. Can the final recipient document that all eligibility rules have been respected ?


Sub-questions
b)  Has the final recipient established procedures to ensure that the progress of funded activities is monitored regularly and that this information is verified to ensure that it is accurate?

	Assessment criteria
	Specific questions 

	· The final recipient should have set performance targets and milestones against which to check the progress of actions towards their objectives.

· The final recipient should collect information on progress on a regular basis, the information should be reviewed by management, and action should be taken where necessary.

· Where project managers/ operators manage more than one action, the information received from each action should be verified periodically by the final recipient.
	1. Has the final recipient established suitable performance targets and indicators for assessing the progress of actions?
2. Has the final recipient established suitable arrangements for physically monitoring the progress of actions?
3. Is performance and monitoring information reviewed by staff at the appropriate level?
4. Is action taken to address problems identified during monitoring?


Audit objective

2. Whether the nature and timing of the relevant expenditure comply with Community provisions and correspond to the approved specifications of the operation and the work actually executed? 

Sub-questions

c)  Has the final recipient established satisfactory reporting procedures to ensure that Member State authorities and the Commission receive regular and accurate information on the progress of actions?

	Assessment criteria
	Specific questions 

	· The final recipient should have established a reporting system which conforms with stated Member State and Community requirements01R438AnnexIV.

· The functioning of the reporting system should be satisfactory

· The final recipient should have implemented procedures to ensure that information on individual actions is accurately reflected in the reports to Member State authorities and to the Commission.
	1. Has a reporting system been established by the final recipient?
2. Are reports directed towards the appropriate individuals within the project manager/operator's organisation?
3. Are reports prepared on a regular basis?
4. Are reports well documented?
5. Do reports fully reflect the information available on individual actions?
6. Are reports vetted at the appropriate level by the final recipient?


Audit objective

2. Whether the nature and timing of the relevant expenditure comply with Community provisions and correspond to the approved specifications of the operation and the work actually executed? 

Sub-questions

d) Can the final recipient document the link between the declared expenditure, the approved specifications and the work actually executed ?

	Assessment criteria
	Specific questions 

	· There must be a clear audit trail between the work done and the expenditure declared.

· Only work which is included in approved specifications can generate eligible expenditure to be declared.
	1. Is documentation available which demonstrates a clear link between work actually executed and the declared expenditure ?

2. Is it clear that the work done is in accordance with approved specifications, e.g. are there certificates confirming this ?

3. Does expenditure declared only relate to work actually executed and in accordance with provisions ?


e) Is the timing of expenditure in accordance with the grant letter and Community provisions

	Assessment criteria
	Specific questions 

	· The eligibility period set out in the grant letter must be respected.

· Expenditure must relate to the programming period
	1. Does the expenditure declared only relate to expenditure incurred within the eligibility period ?

2. Is it clear that the eligibility period only covers one programming period, e.g. no expenditure before the beginning of the eligibility period for the action ?


Audit objective

3. Whether the use or intended use of the operation is consistent with the use described in the application for Community co-financing ?

Sub-questions

a)  Has the final recipient used or intend to use the operation in accordance with the provisions of the grant letter ?

	Assessment criteria
	Specific questions 

	· The final recipient must use the operation in accordance with the use described in the application and subsequently in the grant letter
	1. Is the physical implementation of the project in accordance with the provisions of the grant letter?
2. In the event that the operation is not completed is there physical evidence or other that the intended use is in accordance with the provisions of the grant letter?
3. Has the final recipient actually done what it set out to do in the application and as accepted in the grant letter ?


Audit objective

4. Whether the Community financial contributions are within the limits provided for in Art. 29 of Regulation 1260/99 and any other applicable Community provisions and are paid to the final recipients without any reduction and justifiable delay ?

Sub-questions

a)  Is the Community financial contribution within the limits provided for in Art. 29 of Regulation 1260/99 and any other applicable Community provisions?

	Assessment criteria
	Specific questions 

	· The limits set out in Community provisions must be respected (see point 9.3 of Commission Communication on the simplification, clarification, coordination and flexible management of structural policies 2000-2006 of 25.04.03 (C(2003)1255).
	1. Is the Community financial contribution limited to 75 % of total eligible costs and at least 50 % of public expenditure in Objective 1 regions (see also specific provisions in Art. 29(3)a) of Regulation 1260/99?
2. Is the Community financial contribution limited to 50 % of total eligible costs and at least 25 % of public expenditure in Objective 2 and 3 regions ?
3. Where the operation can be considered as an investment in a firm has the Community financial contribution been limited in accordance with the ceilings set out in the field of State aids ?

4. Where the operation is a revenue generating investment has the revenue been taken into account when determining the rate of Community co-financing ?
5. Have all limits set out in Art. 29 of Regulation 1260/99 been taken into account when the Community financial contribution was determined?


Audit objective

4. Whether the Community financial contributions are within the limits provided for in Art. 29 of Regulation 1260/99 and any other applicable Community provisions and are paid to the final beneficiaries without any reduction or unjustifiable delay ?

Sub-questions

b) Has the Community financial contribution been paid without any reduction or unjustifiable delay?

	Assessment criteria
	Specific questions 

	· Final recipients should receive payments as quickly as possible and in full. No deduction, retention or further specific charge which would reduce the amounts shall be made
	1. Has the final recipient been paid within the deadlines set out by the authorities?
2. Are the deadlines set out reasonable with a view to the final recipient receiving the payment as quickly as possible?

3. Where a delay in payment is detected has this been justified?
4. Has the final recipient received payment in full without any reduction?
5. Has it been ensured that no further specific charge, e.g. application fee has been charged to the final recipient ?


Audit objective

5. Whether the appropriate national co-financing has in fact been made available ?

Sub-questions

a)  Has the final recipient received the national co-financing as set out in the application and the grant letter ?

	Assessment criteria
	Specific questions 

	· The final recipient should receive the national co-financing as determined in the grant letter.
	1. Does the accounting system of the final beneficiary reflect the receipt of the appropriate national co-financing – public and private ?
2. Is there documentary evidence that national co-financing as set out in the application / grant letter has been provided ?
3. Is there evidence that incurred expenditure covers the total amount for the operation as set out in the application/grant letter, i.e. include national financial contributions and not only Community financial contributions ?


Audit objective

6. Whether the final recipient has complied with Community rules and policies including on publicity, information, competition, award of public contracts, equality of opportunities, and protection of the environment ? 
Sub-questions
a)  Has the final recipient (where relevant) been informed of the rules governing the award of public contracts as established by the EC and the Member State authorities?
	Assessment criteria
	Specific questions

	· Public project managers/ operators should be aware of the provisions of the relevant procurement directives.
	1. Has the final recipient been informed about rules established by the EU and the Member State’s authorities governing award of contracts for works?
2. Has the final recipient been informed about rules established by the EU and the Member State’s authorities governing award of contracts for services?
3. Has the final recipient been informed about rules established by the EU and the Member State’s authorities governing award of contracts for other relevant areas?



b)  Has the final recipient (where relevant) established arrangements to ensure that calls for tender are publicised as widely as possible?

	Assessment criteria
	Specific questions 

	· All relevant calls for tender should be published in the Official Journal of the European Communities.

· All other calls for tender should be circulated widely enough to ensure real competition for contracts.

· Rules concerning non-division of contracts should be respected.
	1. Have all relevant calls for tender been published in the OJEC?
2. Have other calls for tender been circulated widely enough, including in the official gazette and other national newspapers and branch magazines to ensure real competition for contracts?
3. Have rules concerning non-division of contracts been respected?


Audit objective

6. Whether the final recipient has complied with Community rules and policies including on publicity, information, competition, award of public contracts, equality of opportunities, and protection of the environment ? 
Sub-questions

c) Are there systems to ensure that the tender comply with relevant provisions ?

	Assessment criteria
	Specific questions

	· The call for tender should include all relevant provisions.

· The tender procedure should comply with relevant provisions
	1. Are procurement procedures written down in a manual ?
2. How is it ensured that any discriminatory elements are eliminated. Are the selection criteria specified in the call for tender ?

3. Was a correct deadline applied for submission of tenders (in general at least 90 days from the date of the publication of the notice) ?

4. Was the EU co-financing noted in the call for tender placed in the OJEC ?

5. Was any additional information requested by tenderers and if provided, also given to all other candidate tenderers ?
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� When establishing the management structure for the operation, the relevant EU regulation, in particular the requirements of Commission Regulation (EC) No 438/2001, Commission Regulation (EC) No 2355/2002 must be observed.


* Expenditure of the 10 New member States having joined the EU on 1 May 2004 is eligible for ERDF funding from 1 January 2004 (unless stated differently in the country specific section on the Programme’s website; http://www.interreg3c.net/).


� 	See also point 9.3 of Commission Communication on the simplification, clarification, coordination and flexible management of structural policies 2000-2006 of 25.04.03 (C(2003)1255).


� 	In accordance with the guidelines on financial corrections.


� 	To avoid duplication this term is used for the final beneficiaries and, where the latter are not the final recipient of the Community funding, the body/firm carrying out the operation throughout this part.





�SZ: it is not really the case, we ask a description of the auditing flow as an annex of the Subsidy contract
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