Annual Cycle and Examination and Acceptance of the Accounts 
by the Commission
Fiche no 25

Brussels, 23 July 2012

	Commission Proposal 
	Relevant Article 

	Common Provisions Regulation COM(2011) 615
	Articles 129 and 130


This paper has been drawn up on the basis of the proposals for regulations adopted by the European Commission on 6 October 2011. It does not prejudge the final nature of the act, or the content of any delegated or implementing act that may be prepared by the Commission.
Introduction
Article 56(6)(a) of the revised Financial Regulation
 as it results from the provisional global compromise between European Parliament and Council, for the policies implemented under shared management with effect from the start of the programming period 2014-2020, provides that the Commission shall "apply procedures for the examination and acceptance of the accounts of the designated bodies, ensuring that the accounts are complete, accurate and true".
The present document describes the annual cycle, the information to be submitted, and how the examination and acceptance of the accounts by the Commission would take place for cohesion policy programmes for the 2014-2020 period on the basis of the Commission proposal laying down common provisions for the ERDF, the ESF, the Cohesion Fund, the EAFRD and the EMFF covered by the Common Strategic Framework and laying down general provisions on the ERDF, the ESF and the Cohesion Fund and repealing Regulation (EC) No 1083/2006 (hereinafter "the Commission proposal"
), taking account of adjustments necessary concerning the revised Financial Regulation.
The Annual Cycle 
1.1 Annual pre-financing (before 01/07)
From 2016 to 2022, each year before 1 July, the Commission will pay an annual pre-financing corresponding to 2% ‑ and 2.5% as from 2017 ‑ of the amount of the support from the Funds for the whole programming period to the operational programme [article 124(2)
].
This annual pre-financing will be paid in addition to the initial pre-financing [art. 124(1)] in order to provide Member States with regular cash-flow for supporting the implementation of operations on the ground. 

1.2 Implementation and submission of interim payment applications (01/07 =>30/06)
Beneficiaries under an operational programme submit payment claims to the managing authority.

The managing authority carries out verifications to check the legality and regularity of the expenditure.

The managing authority pays the public support due to the beneficiary.

The managing authority transmits to the certifying authority for inclusion in a payment application to the Commission, expenditure for which the required verifications have been carried out and the public support paid.

The certifying authority draws up the payment claim, satisfies itself on the basis of information provided that required verifications have been carried out, and certifies the payment application before transmission to the Commission.
The certifying authority can submit regularly throughout the year interim payment applications with a compulsory final application for interim payment one month after the end of the accounting year [i.e. by 31st July (Article 126 (2)] covering all the expenditure of the accounting year. The accounts for an accounting period shall include all expenditure which fulfils the following conditions: 1) it has been subject of the verifications required prior to certification of expenditure to the Commission, 2) the corresponding public support has been paid by 30 June, 3) it has been included in the payment application to the Commission submitted by 31 July following the end of the accounting period. An example of the annual cycle is set out in the annex.
1.3 Actions by the audit authority: during and after the end of the accounting year 
As in the current programming period the audit authority will carry out audits on systems and on operations that contributed to the expenditure declared in the accounting year, based on an audit strategy. Assurance for the audit opinion will be obtained by combining the results of systems audits planned on a multiannual basis over the programming period and audits carried out on representative samples of operations on an annual basis. The main change compared to the current period will be the reference period for expenditure to be audited, which will correspond to the accounting year. 

The work carried out by audit authorities should be limited to what is necessary to obtain reasonable assurance that the underlying transactions are legal and regular and the management and control systems function effectively.  Clarifications for the organisation of the audit work have been discussed with current audit authorities in technical meetings and made available already for the current programming period 2007-2013. These clarifications are relevant in the context of the next programming period, to ensure realistic planning of audit tasks.

1.3.1 Timing of the audit work for audits on operations
Audits of operations can already start during the reference period, which for 2014-2020 will mean the accounting year. This means that the sample of operations to be audited can be split into two (or more) parts in the course of the accounting year, in accordance with the progress of certification of expenditure in interim payments, with limited impact on the sample size. The audit effort can thus be spread more evenly throughout the year. This will allow audit authorities to complete their work in time in order to provide the annual audit opinion required by Article 56 (6) of the revised FR and 116(5) of the CPR. 
Another option is to use the approach adopted by the European Court of Auditors for its DAS audits where a sampling interval is established at the beginning of the year based on the forecast of the expenditure to be certified. The sample is drawn continuously each month, during programme implementation, to allow timely audit of operations. The sampling interval is monitored and adjusted where necessary against the real implementation. 
Such an organisation of the audit work gives the audit authority over 12 months for its audit work on the sample of operations (start the selection on 1 January N and conclude the audit work in time to provide the audit opinion by 15 February/ 1st March N+1) instead of 7 months if audits on operations start only after the end of the accounting year (after 1 July N). 

1.3.2 Technical parameters of the audit on operations

To date audit authorities have mainly used monetary unit sampling (MUS) for the selection of operations to be audited, which is one of the most frequently used and suitable methods available. However, this method may lead to a sample size above what is strictly necessary to draw representative conclusions, and additional techniques and parameters can be used to reduce the required sample size and the related audit workload:

· stratification
, by using auxiliary variables, can further reduce the sample size needed beyond the high value items selected under MUS in the sampled population;

· grouping of programmes (with possible stratification by programme) should be systematically sought, when systems  characteristics allow;

· work with a reduced confidence level for the audit of operations when management and control systems function effectively or their functioning has been improved through audit recommendations;

· audit sub-sampling of payment claims instead of a full coverage of expenditure items (whenever sampled operations present a large number of payment claims, the workload can be significantly reduced by performing sub-sampling of payment claims using the same principles applied for the sampling of operations).
1.3.3 Audit work on the accounts

Compared to the current programming period, the audit authority has as an additional element to provide, that is an opinion on the completeness, accuracy and veracity of the accounts. For this purpose: 

· It analyses the results from systems audits carried out on the certifying authority, particularly on the tasks related to the accounts and the debtor's ledger.
· It uses its examination of the audit trail when auditing the sample of operations to verify the reliability of the accounting systems.
· Once it has received the (draft) certified annual accounts from the certifying authority, it should perform a desk review of an appropriate sample of the underlying registered data (expenditure items, withdrawals and recoveries).
Based on the results of this audit of accounts, the certifying authority can further adjust its accounts if necessary, before certification to the Commission.
There is no deadline set in the CPR to send internally (draft) accounts to the audit authority. National rules should be set so that accounts are made available to the audit authority with sufficient time for the review work of the audit authority and the adoption of the audit opinion by 15 February/1st March of year N+1.  
1.4 Actions by the MA and CA for the submission to the Commission of the annual accounts (31/07 =>15/02)

The managing authority completes all necessary verifications on expenditure which has been included in the accounts, and prepares the annual management declaration and accompanying report summarising the control activities of the accounting year and relevant issues. It transmits the draft documents to the certifying authority and audit authority in a timely way. 
The certifying authority will draw up the annual accounts certifying their completeness, accuracy and veracity and that the expenditure entered in the accounts is in compliance with Union and national rules. Adjustments can be made as a result of management verifications and audit findings before the accounts are finalised and certified in order to achieve an unqualified audit opinion on the accounts by the audit authority. It will transmit the draft accounts to the audit authority.
The contents of the accounts 
According to Article 128(1) which corresponds to Article 56(5)(a) of the revised Financial Regulation, accounts are prepared by the certifying authority for each operational programme. These accounts shall cover the accounting year and include at the level of each priority axis, broken down where applicable by Fund and category of region:

"(a) the total amount of eligible expenditure entered into the accounts of the certifying authority as having been paid by beneficiaries in implementing operations and the corresponding eligible public support which has been paid and the total amount of public support incurred in implementing operations (…)";
The information to be provided in the accounts is aligned with the information required for the interim payment applications and can therefore be easily extracted from the accounting records available in a computerised form at certifying authority level [art. 115 (d)].

(b) the amounts withdrawn and recovered during the accounting year, the amounts to be recovered as at the end of the accounting year, the recoveries effected pursuant to Article 61, and the irrecoverable amounts (…)";
No change with regard to the information needed compared to the 2007/13 programming period, since this corresponds to the data provided by 31 March each year by the certifying authorities in accordance with Article 20(2) of Regulation (EC) No 1828/2006. The certifying authority will be requested to provide the detailed information from individual amounts reported under the current annex XI of Regulation (EC) No 1828/2006. 
(c) for each priority axis, the list of operations completed during the accounting year that were supported by ERDF and Cohesion Fund (…);
The list of completed operations, that is operations which have been physically completed or fully implemented and in respect of which all related payments have been made by beneficiaries and the corresponding public support has been paid to the beneficiaries, should be prepared by the managing authority and transmitted to the certifying authority. Where the managing authority has not concluded its verifications on an operation, it should not be included in the list, because the final payment of the public support should not have been made.
(d) for each priority axis, broken down where applicable by Fund and category of region, reconciliation between the expenditure stated pursuant to point (a) and the expenditure declared in respect of the same accounting year in payment applications, accompanied by an explanation of any differences.
The differences between expenditure declared in interim payment applications and certified accounts may result from exclusion of irregular/ineligible expenditure resulting from the audit work and of adjustments made by the certifying authority when preparing the accounts. Corresponding justifications shall be provided in the document presenting the accounts to be sent to the Commission. 

It should be noted that it results from Article 56(5)(a) of the revised Financial regulation that the accounts shall also "include prefinancing". As far as cohesion policy operational programmes for the 2014-2020 period are concerned, it is the Commission's view that this requirement corresponds to the amounts paid, or expected to be paid into financial instruments, but not yet effectively used for final recipients (art. 35 CPR). Article 128(1) will need to be adjusted accordingly. 
According to Article 128(2), the certifying authority "may specify by priority axis in the accounts a provision, which shall not exceed 5% of the total expenditure in payment applications presented for a given accounting year, where the assessment of the legality and regularity of the expenditure is subject to an ongoing procedure with the audit authority (…)".
The 5% provision is foreseen for expenditure relating to open audit findings awaiting finalisation of the contradictory procedures between the managing authority and the audit authority before the submission of the accounts. The amount covered by the provision shall be excluded from the amounts included in point a) above. Depending on the results of these proceedings, these amounts shall be definitively included in, or excluded from, the annual accounts for the subsequent accounting years. 
Information to be submitted by Member States 
Article 56(5) of the revised Financial Regulation provides that the designated bodies responsible for the management and control of EU funds will provide by 15 February of the following financial year (with a possible exceptional extension until 1st of March at the latest
) their accounts and accompanying documents which will be used by the Commission in the context of its examination and acceptance of the accounts.    
For cohesion policy operational programmes for the 2014-2020 period, the designated bodies will be the managing and certifying authorities (art. 117 CPR) who should provide to the Commission each year, as from 2016, the following documents (art. 129 CPR):

(a) the certified accounts as described in the previous section – the certification covers the completeness, accuracy and veracity of the accounts; 
(b) the management declaration [article 114(4)(e) CPR], which pursuant to Article 56(5)(a) will accompany the accounts and confirm that "in the opinion of those in charge of the management of the funds:

· the information is properly presented, complete and accurate;

· the expenditure has been used for its intended purpose;

· the control systems put in place give the necessary guarantees concerning the legality and regularity of the underlying transactions";
(c) an annual summary of the final audit reports and of controls carried out, including an analysis of the nature and extent of errors and of weaknesses in systems identified, as well as corrective actions taken or planned. This will be part of the report of the MA accompanying its declaration;
(d) an audit opinion by the audit authority covering the accuracy and veracity of the accounts, the legality and regularity of the expenditure, and the proper functioning of the management and control systems [Article 56(5)b) of the revised FR and Article 116(5)(i)] accompanying the documents referred to above and an annual control report underpinning the audit opinion [art. 116(5)(ii)].

Examination and acceptance of the accounts by the Commission  
By 31 May of the year following the end of the accounting year and on the basis of the examination of the certified accounts, the management declaration, the annual summary and the content of the audit opinion on the accounts, the Commission will determine for each operational programme, whether it accepts the accounts, that is whether it considers that the accounts are "complete, accurate and true" as provided in the revised Financial Regulation  
The Commission will in particular examine the following elements to determine whether it can accept the accounts:
· information on the work carried out by the audit authority underpinning the opinion on the accounts;
· consistency between the audit opinion, the certification and the management declaration;

· reconciliation of the compulsory final application for interim payment after the accounting year with the certified accounts, and analysis of differences reported in the accounts compared to this last declaration of expenditure;

· reconciliation of the amounts declared as withdrawn/recovered/pending recoveries based on EU and national audit work with the information entered in the certified accounts.
If the audit authority provides an unqualified audit opinion on the accounts, and the Commission has no information from its examination, from its own audits or from other sources that put in question the reliability of the opinion, the Commission will be in a position to accept the accounts.  
On the basis of the accepted accounts, the Commission will determine the balance due to the Member State for the operational programme for the given accounting year i.e. the difference between what the Commission has already paid as interim payments and annual pre-financing and the amount due on the basis of the expenditure in the accepted accounts. Any balance in favour of the Member State will be paid and any balance in favour of the Commission recovered [Art. 130(2)]. Recoveries will not constitute a net reduction of the contribution from the funds to the operational programme but will correspond to appropriations available for expenditure under the programme.
If there is a qualified audit opinion on the accounts, or if the Commission has evidence which puts in question the unqualified opinion of the audit authority, the Commission may request additional information on the relevant issues in order to determine the impact on the accounts, and on the calculation of the annual balance referred to above. If the accounts cannot be accepted by 31 May, the Commission will notify the Member State of the actions to be taken or of the additional enquiries it proposes to make [Art. 130(3) CPR]. 

The Member State should implement the requested measures and, where necessary, send back to the Commission corrected accounts in order to allow the Commission to accept them and proceed to the calculation of the annual balance. 
If the Member State fails to take the necessary steps within the deadline fixed by the Commission, the Commission may launch a financial correction procedure under Articles 136 and 137. It should be emphasised, however, that the examination and acceptance of the accounts is conceived as an accounting process covering the veracity and accuracy of the accounts, and not on the legality and regularity of the underlying transactions. 

The exercise of examination and acceptance is also without prejudice to: 

· the possibility for Member States to replace irregular amounts which they detect after the submission of annual accounts by making the corresponding adjustments in the annual accounts for the accounting year in which the replacement is decided (art. 135(2));
· any subsequent financial corrections for irregularities affecting the annual accounts detected by the Commission or the European Court of Auditors after submission of the accounts (art. 137(6)).  
Treatment of any issues linked to legality and regularity of the underlying transactions related to expenditure included in annual accounts 
Independently from the examination and acceptance of accounts, the Commission will, as in the current programming period, make its analysis on the legality and regularity of underlying transactions and the effectiveness of the management and control systems in guaranteeing the legality and regularity of expenditure reimbursed, based on the audit opinion and control report provided by the audit authority, its own audit findings results, results from other EU audits. The Commission will follow-up any system deficiency or material error identified by requiring necessary corrections to be made and, where justified, by initiating interruption, suspension or financial correction procedures as provided for in the CPR.
Annex
EXAMPLE

ANNUAL CYCLE FOR ACCOUNTING YEAR FROM JULY N-1 TO JUNE N
· OP with total EU funding of 1 000

· One priority axis

· Co-financed on the basis of public eligible expenditure

· Co-financing rate for the priority 80%

· Initial pre-financing: 4% = 40, cleared at closure (article 73)  

PRE-FINANCING

(article 124(2))

Annual pre-financing paid before 1 July N-1: 1 000 * 2.5% = 25

SITUATION RECORDED IN THE COMPUTERISED SYSTEM OF THE MANAGING AUTHORITY AT 30 JUNE N

	
	Total expenditure paid by beneficiaries
	Total amount of public support incurred
	Corresponding eligible public support paid to the beneficiaries

	Project A (public beneficiary)
	100
	100
	80

	Project B (private beneficiary)
	100
	50
	50

	Total for the priority
	200
	150
	130


PAYMENT APPLICATIONS

(article 121)

At regular intervals, cumulative from the start of the accounting year

One compulsory payment application by 31 July N covering accounting year from 1 July N-1 to 30 June N


Payment application submitted to the Commission by the certifying authority by 31 July N

	
	Total expenditure paid by beneficiaries
	Total public support
	Corresponding eligible public support paid to the beneficiaries

	Total for the priority
	200
	150
	130


INTERIM PAYMENT CALCULATION

(article 120)

Co-financing rate for the priority axis established in the decision (Article 110): 80%

Contribution calculated on the basis of public eligible expenditure: 150 * 80% = 120

INTERIM PAYMENTS BY THE COMMISSION

(article 120(1))

120 * 90% = 108

ANNUAL BALANCE

(article 130)

a) Total amount of expenditure entered into the accounts referred to in article 128(1)(a)

Submitted by 15 February N+1

The certifying authority may adjust the amounts already declared to the Commission in order to certify the completeness, accuracy and veracity of the accounts

	
	Total expenditure paid by beneficiaries
	Total public support
	Corresponding eligible public support paid to the beneficiaries

	Total for the priority
	190
	145
	125




b) Calculation of amount chargeable to the funds

Where all amounts certified are deemed eligible:

Contribution calculated on the basis of public eligible expenditure: 145 * 80% = 116

c) Acceptance of accounts and calculation of annual balance (by 31 May N+1)
Amount chargeable to the Funds





116

Annual pre-financing







  25

Interim payments







108

Total payments relating to accounting year ending June N

133

Balance to be paid/recovered






- 17

Clearance of the annual pre-financing of 25

- Part of the pre-financing to be recovered from Member State

- 17

- Part of the pre-financing to be cleared in Commission's accounts

-   8
� COM(2010)815 final of 22.12.2010


� COM(2011)615 final of 6.10.2011


3 All references to articles in this section are made in relation to the Commission proposal (COM(2011)615 final.


� This is a method which consists in sorting the population into several layers usually according to the value of the variable being audited (e.g. the value of expenditure per operation within the audited programme). Different methods can be used for each layer, for instance applying a 100% audit of the high-value items (i.e. no sampling), then applying a random statistical sampling method to audit a sample of the remaining lower-value items that constitute the second layer. This is useful in the event of a population with a few quite extraordinary items, as it lowers the variability in each layer and therefore the sample sizes for each layer.


� According to Art. 56(5) FR, "the deadline of 15 February may be exceptionally extended by the Commission to 1 March at the latest upon communication by the Member State concerned". However, the Commission issued the following Statement in the context of the discussions of article 56(5) of the revised financial regulation: "The submission of the annual information after 15 February implies the corresponding postponement of the deadline for the signature of the annual activity reports of the Directorates-General implementing Union funds under shared management and for their transmission to the Court of Auditors in the context of its annual report. Consequently, it jeopardizes the timely submission of the summary of annual reports to the European Parliament and the Council by 15 June as provided in Article 63, paragraph 9 and of the observations by the Court of Auditors, according to Article 153, paragraph 1".
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