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1. Introduction

This document intends to provide information andidglines to national authorities
responsible for the implementation of controls tmdontrollers implementing the controls on
the requirements in the context of certificationl @m the scope of their work.

This document can as well be used by Lead and ®mgatners as an information tool for the
constitution of their progress reports.

1.1Introduction of Control and Audit System

In the programming period of 2007 - 2013, the teteagit” and “control” (and thus auditor
and controller) are not interchangeable since thér to two different categories of controls.

The word control refers to the check performed by the first levehteoller (FLC) in
compliance with Art.16 of Regulation of the EuropeRarliament and Council (EC) No.
1080/2006 (ERDF Regulation). The duty of the filstel controllers designated by the
Member and Partner States is to validate the expgaddeclared by each beneficiary
participating in the operation)(

The word audit (or second level auditing (SLA)jefers to the checks performed in
compliance with Art. 62, (1), a and b of CouncilgRtation (EC) No 1083/2006. The duty of
the second level auditors is to carry out the aualit operations on the basis of an appropriate
sample to verify the expenditure declared.

The wordcontrolled beneficiary refers to the terminology used by Art. 16(1) ofgRkation
of the European Parliament and Council (EC) No.012&6 (ERDF Regulation). The term
beneficiarythus addresses both LP and Project Partners (PPs).

Certifying Authority
Standard checks
i o w
’Indepth ehesk of 5 randsm projsct per year
Coordination Unit and Managing ﬁ.uthnrity
Chedd of progress reports submittad e the Lead Partners
On-the-spot quality chedks (selacted LPsiPPS)

FIRST LEVEL FINANCIAL CONTROL
Lead Partner
Froject Pariner Froject Fartner Froject Parner

! The termoperation stands for project. The two terms, operation amgjept, are by all way equivalent.



First level financial controllers are thereforetla¢ basis of the pyramid of checks, controls
and audits as they:

- Are the first ones to check the expenditures
- Check 100% of the expenditures declared
- Have the full range of information

- Have a thorough knowledge of the rules applicabldhé Member/Partner State of the
partner they check

Consequently first level controllers have as wetirenchances to detect anomalies in the
expenditure reported.

As the cornerstone of the pyramid, a good qualityhe first level control is prerequisite to
have a high level of confidence in the sound fuomtig financial management of the whole
system.

1.2Legal basis and main aims of controls

» Article 16 of Regulation 1080/2006 provides detdds the organisation and scope of
certification of expenditure (first level contrah) the new programming period 2007-
2013. It is stated that:

“In order to validate expenditure, each MS shall geta control system. This control
system must make it possible to verify the delieérthe products and services co-
financed, the soundness of the expenditure decldoedoperations or parts of
operations implemented on its territory, and thenpdance of such expenditure and of
related operations, or parts of those operationghwommunity rules and its national
rules

For this purpose, each MS shall designate the allens responsible for verifying the
legality and regularity of the expenditure declatey each beneficiary participating in
the operation. MS may decide to designate a sicghroller for the whole area.

Each MS shall ensure that the expenditure can lidatad by the controllers within a
period of three montR4

The European Commission in it&tiidance document on management verifications to be
carried out by Member States on projects co-findnlog the SF and CF for the 2000-2013
programming periodfurther stresses that

“MS when they designate the controllers, also enthakethey have means of action to
obtain the results in the expected time and qudlitpugh, for instance, a formal
contractual arrangement, or a paragraph in a Memutam of understanding...”

» Article 13 of Regulation 1828/2006 stipulates tHat] the verifications to be carried
out [...] shall cover administrative, financial, tembal and physical aspects of
operations, as appropriate.”

The main aim of the certification is therefore toyde a guarantee for the Member/Partner
States itself but as well to the Managing and Ganty Authorities (MA/CA) that the costs of
the operations araccounted fomndclaimedin accordance and in compliance with the legal
and financial provisions of the EC Regulations, tiudes governing the ESPON 2013

2 In the framework of the ESPON 2013 Programme takito account that each controller shall be gitren
same time for undertaking the controls and in Hieof safeguarding the programme and the operfxtiam
de-commitment risk, this delay has been set inrtveaths. This will allow the operation to submit its
reimbursement claim four months after the end efréporting period.



Programme, the Subsidy Contract and the Partnelsbipement, and that the operation
accounts comply as well with the legal and finahedigations of each organisation involved
in the operation, according to both its own legatus and the relevant national legislation.

1.3 National Specificities: eligibility rules and natianal applicable rules

Eligibility rules

As stipulated in Regulation 1083/2006, Art.56, ‘Sfhe rules on the eligibility of expenditure
shall be laid down at national level subject to theeptions provided for in the specific
Regulations for each Fund. They shall cover the&atgtof the expenditure declared under the
operational programme”. However, the Member andtri@arStates participating in the
ESPON 2013 have indicated in the Agreement in 8afi& “Without prejudice to the list of
ineligible expenditure in Article 7 of Regulatida@) No 1080/2006, the rules of Article 49 to
53 of Regulation (EC) No 1828/2006 shall apply @e@dance with Article 13 of Regulation
(EC) No 1080/2006 to the determination of the bligy of expenditure under operation
selected as part of the ESPON 2013'OP.

National rules applicable to public procuremenatestaids, environmental protections and
equal opportunities have been provided by the MefRbetner States to the Programme
Authorities during the setting up of the first Iéeentrol system.

National quidelines on first level control

In case Member/Partner States provides additioatbmal guidance on the certification of
expenditure and in particular on eligibility of expiture according to specific national rules,
the key information (enabling Lead Partners to utadke their role) shall be synthesised and
provided as well in English. The Programme Authesitwill verify their compliance with EC
rules before publishing on the website.

1.4 Specificities of the ESPON 2013 Programme

A series of specific aspects were considered f@is#iting up the framework of the first level
control system for the ESPON 2013 programme.

In ESPON 2013 the majority of operations will difgcinvolve public bodies or bodies
governed by public law, thus limiting the risk tliahds unduly paid cannot be recovered. In
addition, many of these public bodies or bodiesegoed by public law have an internal audit
service/department or are regularly audited byxaereal public auditor or private audit firm.

Due to the nature of the operations financed by B8PON 2013, the categories of
expenditure to be verified are usually limited tafls administration, external expertise and
travel. Investment is done only in some cases ana \ery small scale and usually limited to
small equipment. In addition, the amount to be figti within every six months reporting

period is relatively low compared to operationafined under the mainstream programmes.

It is the Member/Partner States responsibilityegbug its own control system. However, the

systems will not exist independent of each othecesthe ESPON 2013 Programme involves
27 Member States + Iceland, Liechtenstein, Norway 8witzerland and applies the Lead

Partner principle. In the preparation of the jdfnbject Progress Report, the Lead Partner of
an operation depends on his partners from other béefAartner States. This system only

works if:

- the documentation provided by the partners is h@negus and full,
- the partners are able to report regularly and mtdue.



Flexible and efficient systems without contdellaysat the level of all Member/Partner States
are a key factor for the financial performance loé toperations and the ESPON 2013
programme as a whole.

2. Design of control systems

The Managing Authority and the Coordination Unitthathe support of the Audit Authority,
have provided all Member and Partner States witbrimation on how to meet the regulatory
requirements. In particular, they have provideduad@&nce note and a Questionnaire that has
been used to describe the implemented control mysk&e filled in and signed questionnaire
has been sent to the MA and CU and its submissamanprerequisite for the signature of the
Agreement.

The description of each MS/PS control system islabie for public access and can be
consulted on the ESPON 2013 Programme’s website.

2.1Centralised and Decentralised systems

There are two different first level control systeapplied by the countries that participate in
the ESPON 2013 Programme:

- Centralized system;
- Decentralized system.

In centralized systemsa central body is appointed by the Member/Par8tate to carry out
the first level controls in accordance with Art. Régulation (EC) No 1080/2006. This body
can be designated at a federal, national, or kedkr&l and national level and acts under the
supervision of a governmental body (e.g.: ministry)

In decentralized systemsthe partners propose a controller to the CeApgrobation Body
(CAB), which is established at the central leveltby Member/Partner State. The CAB has
the duty to check if the controller fulfils the tetements set by the Member/Partner States
for being designated as such. If the controllepppsed matches the requirements, the CAB
designates it and delivers the designation to ¢iméraller and to the project that has proposed
him/her. The CAB shall keep the list of the first/¢l controllers designated in accordance
with Art. 16 Regulation (EC) No 1080/2006. Thistlghall be made available for public
consultation and shall be provided to the any & phogramme authorities, Commission
Authorities or other control or audit bodies redirgsit. In this system it is the CAB of the
Member/Partner State that monitors and controlp#réormance of the first level controllers
in its territory and thus guarantees that the fegél controllers are acting in compliance with
the Structural Funds and ESPON 2013 Progamme tegul&ramework and the national
legal framework for the validation of the expendituand activities of the controlled
beneficiary.

2.2Role of the Central Approbation Body in decentrali®d systems

The role of the CAB in decentralized system is @uas they are the one confirming the
ability, competency and independency of a contrableperform its duty. Please note that the
designation is "ad personam" and requirements tefégre nominated controller.

The CAB receives the proposals from the LP or RRife nomination of the controller and
has the responsibility to:

- check that the controller proposed fulfils all teguirements;



- check if all the requirements as described in thsighation Checklist and Certificate
are fulfilled, and thus to confirm the choice oéthead/Project Partner and officially
designate the controller (Designation Checklist @edtificate);

- ensure the Managing Authority the sufficient quatif the controls undertaken by the
controllers designated.

Designation of first level control

For the designation of controllers a specific Deatgpn Checklist and Certificate have been
elaborated by the Programme. (see Annex 1)

The Designation Checklist and Certificate has tdilbed in only if the controlled partner is
located in a country with decentralized first legehtrol system. In this case the partners need
to select and propose their controller to the CABp has the duty to check if the controller
fulfils the requirements set by the Member/Par@iates for being designated.

The form has to be filled in, signed and stampedhgycontrolled Lead/Project Partner and
the proposed controller first. The signed documewtompanied by the relevant supporting
documents (e.g. proof of qualification, organisatehart, etc,) have then to be submitted to
the CAB for approval.

Project Partners located in a country with decdéiméd first level control system are
requested to provide its Lead Partner with @QRIGINAL , duly signed and stamped
Designation Checklist and Certificate togethefiist Partner Progress Report (and each time
when new controller is proposed and designated).l#ad Partner has to send to the ESPON
CU (IN ORIGINAL ) all Designation Checklist and Certificate (withhoils supporting
documents, e.g. proof of qualification, organisatahart, etc) together with the first Project
Progress Report and each time when new contrslieraposed and designated.

All bodies involved, LP, PP, Controller and CAB arequired to keep copies of the
Designation Checklist & Certificate for their owndit trail.

2.3 Qualifications and independency of Controllers in gneral

Regardless the type of systems that each MembtssStas decided to implement, controllers
must be sufficiently qualified in order to checkdawalidate the expenditure. More
specifically controllers must:

- hold a function totally independent and separatedmf any bodies having
responsibilities for the management and contrgroject(s) and/or of the programme;

- hold professional skills and experience in intadoral and national auditing standards
and accountancy in general;

- hold professional skills and experience in thedfief control of projects co-financed
by EU-funds (Structural Funds and ERDF in particila

- hold knowledge of the ESPON 2013 Operational Progna, programme manual,
guidelines for certification and any document tkia Programme might consider
binding for the projects;

- hold sufficient knowledge of the English languageorder to read, understand all
relevant documents and communicate with other sctor

- ensure that his/her work is properly documented aoussible to ensure an efficient
review of the work in a way that any other congoluditor can perform again the
control with the only use of the control file;



- ensure that the work will be carried out within dmths after receipt of the documents
from the controlled partner;

All Member and Partner States shall keep in mires¢hrequirements when designating the
first level controllers. More particularly imlecentralised systemswhen the first level
controller is proposed by the partner, the minimequirements included in the designation
checklist shall be even more carefully checked by the CAB.

2.4 Specific controller independency requirements in deentralised systems

In the case of a decentralised system, additi@tplirements have been set up at programme
level. These additional requirements vary dependitige controller is external or internal.

If the controller isexternal®:
- Helshe can be either a private or a public comrpll

- He/she must be registered as a member of a profedsiorganisation (this
requirement is mandatory for private external aurdjt

- He/she must perform his/her tasks according t@#epsional code of conduct or other
rules defining his/her function and independence;

- There must be a basis for the controller to catrytbe control (e.g. service contract,
mandate, agreement etc.);

- All experts working as taxadvisors or financial/accountingadvisors (or similar
categories of advisors) can not be consideredfepationtrollers, since the same term
that is defining their status, “advisors”, is notoyiding assurance of their
independence from the controlled organization.

If the controller isnternal:

He/She must be independent both from the unit iraein the project management and from
the unit involved in activities implementation. $hiequirement must be absolutely ensured as
indicated by the European Commis$ioRlease note that an organizational chart must be
provided to the CAB to give evidence of compliamgth the above requirements.

Additionally:

- Controller must be professionally independent ftom unit dealing with the activities
and finances of the operation (accounting, salatgutations, payment orders etc.).
This implies that the controller must not be invamlvin project preparation, project
finances, project activities (incl. signing the jex report as project partner);

- The controller's independence must be regulatethlyor local/internal rules in the
country where the controlled partner is locatedg.(erules regarding internal
controller’s function, code of conduct);

- An organisational chart must be provided wheresislhown that the controller is
absolutely independent from the units where the&/iies and finances are managed,
where the payments are ordered and where the t@tarried out;

- There are no relationships by blood or marriagewbeh the controller and
employees/managers of the unit in charge of pr@etities and finance;

% These requirements apply as well to centralizetesy in which the national authority has designated
external controller to implement the controls unitiedirect responsibility.
* These requirements apply as well to centralizetesy in which the national authority has designated
external controller to implement the controls unitkedirect responsibility.



- The controller must be independent of mind, meaningt he/she doesn’t feel
dependent on the entity/unit to be controlled iy ather way than the ones already
mentioned.
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3. First Level Financial Control

3.1Scope and extent of controls

Check at Lead Partner and Project Partner levekthund financial management and more
particularly check that expenditure reported by bead/Project Partner in each progress
report fulfils the following conditions:

The expenditures are in line with the legal basithe implementation of the project
(e.g. conditions of the programme, approved apypdnaform and subsidy contract
etc.);

The costs are accounted correctly and sufficiestigported (e.g. invoices, receipts,
complete audit trail etc.);

The costs are eligible towards overall eligibilissues (e.g. eligibility and reporting
periods, direct link to the operation, VAT, absenteouble funding etc.);

The correct exchange rate was applied,;

Public Procurement procedures have been respeutedra fully documented (both at
EU and national level etc.);

The expenditure are in line with the specificitielsthe type of expenditures and
budget lines (Staff costs, Administration costs,avBl and Accommodation,
Equipment, External Expertise and Services);

The expenditure complies with the partner budget;

The expenditure complies with the Community/EU sulée.g. publicity and
information, state aid, environment etc.);

the related activities, sub-contracted supplies aediices are in progress, have
actually taken place, or have been delivered otezhput;

The Controller is responsible for the methods awhniques of the control in accordance
with international and national audit standardse Tontrollers have to be familiar with the
content of the following documents in order to Irdeao confirm the strict compliance with

the provisions laid down in:

the EU-regulations and directives, i.e. in paréecwlith:
- Regulation (EC) No. 1080/2006;
- Regulation (EC) No. 1083/2006;
- Regulation (EC) No. 1828/2006;
- Regulation (EC) No. 2355/2002;

- Directive (EC) No. 2004/18/EC (on public procurertfgre award of public
works contracts, public supply contracts and pusdic/ice contracts);

Guidance document on management verifications toapeed out by Member states
on projects co-financed by the Structural Funds @otiesion Funds for the 2007-
2013 programming period;

Further national rules and guidance (e.g. natipoalic procurement rules; state aids,
environment, equal opportunities etc.);

ESPON 2013 Operational Programme, Programme Man(@aljdelines for
certification;

Approved application form, subsidy contract andaiteexes, partnership agreement
etc.

1C



The programme provides standard documents (seane»l) in order to guide the CAB and
the controllers during the control work, to enstine application of the same quality standards
on all levels and document the control steps pigper

- Template forDesignation Checklist and Certificatefor designation (as explained
above, it is to be completed only in case of deedineéd system);

- Template for Control Certificate of the validation of expenditure — Project
Partner to be signed by the Project Partner's controller;

- Template forControl Certificate of the validation of expenditure — Lead Partner
to be signed by the Lead Partner's controller;

- A template forControl Checklist that has to be filled in and attached to eachrobnt
certificate;

- Template forControl Report that has to be filled in and attached to eachrobnt
certificate;

The above documents are to be completed in relatiomo each of the controlled
Project/Partner Progress Report (with the exception of the Designation Checklist as
explained)and to be sent in ORIGINAL to the controlled beneiciary.

Some instructions as well as guidance in relatiomtthese documents can also be found in
the “Instructions” sheet of Annex 1.

These documents represent the minimum requirementer the Controllers’ checks.

In order to have sufficient assurance, the Comrslare thus expected to check 100% of the
expenditure.Only in very well justified cases, sampling is alwed and under the
condition that the method, the scope and the resultare fully documented and give
sufficient evidence and reassurance for confirminghe full expenditure.

The Controllers also have to verify that the repdractivities have been implemented, the
delivery of sub-contracted supplies, works and goisdin progress or has been completed.
On-the-spot checks are therefore usually requiredni order to gain sufficient evidence
and to be able to give a reasonable opinion on thisatter.

The first level controller is advised to maintaiclase contact with the CU in order to ask for
assistance whenever there are doubts linked taltbee points.

3.2Role of Financial Controller of the Project Partner

All expenditure and activities must be validategmtject partners’ level bgational 1% level
controllers.

First level controllers at project partner’s leaed required to:

- Validate the expenditure incurred by the controfpedject partner;

- Validate the content of both the activity and fio@h reports of the Partner Progress
Report;

- Draft aControl Checklisand aControl Reporton the control performed;
- Sign theControl Certificate-Project Partner

- Sign theDesignation Checklist and Certificafen case the beneficiary is located in a
country with decentralized system);

11



- Provide the Project Partner with the following arag documentation duly signed and
stamped:

= Control Certificate-Project Partner;

= Control Checkilist;

= Control Report;

= Designation Checklist and Certificate (if relevant)

= Partner Progress Report (financial and activityoreq duly signed and
stamped at relevant sheet).

3.3 Specific Role of Financial Controller of the Lead Rrtner

Taking into account that the Lead Partner shouklenthat both the expenditure presented
by each of the beneficiaries participating in tpermtion has been incurred for the purpose of
implementing the operation and corresponds to thaviges agreed between those
beneficiaries, and that the expenditure presenyegialch of the beneficiaries participating in
the operation has been validated by the controltbes scope of the work of the controller
responsible for the lead beneficiary should theeefaclude a verification of how the lead
beneficiary has complied with these obligatfons

In particular, the first level controllers at LeBdrtner’s level are required to:

- Validate the expenditure incurred by the controlledd Partner;

- Validate the content of both the activity and fiomh reports of the Lead Partner’'s
Partner Progress Report;

- Validate the completeness of the Project ProgregsoR (Partner Progress Reports
with the necessary first level control documentagjo

- Draft aControl Checklisand aControl Reporion the control performed;
- Sign theControl Certificate-Lead Partner

- Sign theDesignation Checklist and Certifica{en case the beneficiary is located in a
country with decentralized system);

- Provide the Lead Partner with the following oridimlcumentation duly signed and
stamped:

= Control Certificate-Lead Partner;

= Control Checklist;

= Control Report;

= Designation Checklist and Certificate (if relevant)

= Project Progress Report (financial and activity orép duly signed and

stamped at relevant sheet).
- Undertake any additional controls, checks thatdeemed necessary and appropriate

to verify that the Lead Partner has complied with responsibilities as mentioned
above.

The original Partner Progress Reports of the Project Partogether with their first level
control documents have also to be sent back tbehd Partner.

® As indicated in the European Commissi@uidance document on management verifications tabeged out
by Member States on projects co-financed by tharf8FCF for the 2000-2013 programming petiod

12



3.4Flows of reporting requirements

The First Level Control validation follows a tweeptapproach:

a.

Validation of expenditure declared by the projeaitpers in the respective reports at
the project partner level (validation at PP level);

the PP constitute its Partner Progress Report;

the PP submit its Partner Progress Report to tismal (or duly designated) First
Level Controller;

the First Level Controller performs the check arehds back the relevant
documentation to the PP;

the PP forwards its full and validated Partner Resg Report to its LP.

Validation of the expenditure declared by the prbj@ the respective report at the
lead partner level (validation at LP level);

the LP constitute its Partner Progress Report;

the LP constitute the overall Project Progress Repo

the LP submits the Project Progress Report to atsonal (or duly designated)
First Level Controller;

the First Level Controller performs the relevanecks and sends back the relevant
documentation to the LP;

the LP forwards the full and validated Project Pesg Report to the ESPON CU.

13



The specific procedure and timeframe for the vdiliaaof the expenditure can be found
below.

Flow of documents (ESPON 2013)

- Implermentation of checks of the LP according
At 16 + verification of the 1st level controls
implementad by PP's controllers

5 -Issuing of 15t Level cortrol documents

-Confrolled reports and 1st Level Control

docurmentation to be sent back to LP

Submissicn of Prokct Progress Reports
(with relevant supporting documents)
to 1st Level Controllers of LP

- Implemertation of checks according Art 16
3 -Issuing of 1st Level control documents
-Controlled  reports and  1st Level Control
documentation to be sent back to PP,

Submissicn of Partners Progress Reports
(with relevant supporting documents)
to st Level Confrollers of PP

Erd of Reporting Period

Designation of 15t Level Controller
on the basis of LP/PP proposal
(Decentralized systermns only)

‘ Approval of Prokcts ‘
LP/PP actions il 1st Level Controllers’ actions

4. Quality measures and quality controls

In accordance with Article 82(6) of the “Agreemémttween the Member and Partner States
and the Grand-Duchy of Luxembourg in its role asNManaging and Certifying Authority on
the implementation of the "ESPON 2013 OperatiomagRamme":

- In case a Member State or the Partner State in@fiir adecentralised control system
its Central Approbation Body shall undertake qyatihecks of the functioning of the
system set up at national level. The MA (through ©®U) shall reserve the right to
participate to the quality checks.

- In case a Member State or Partner State is optin@ €entralised control system the
MA (through the CU) shall undertake the quality cke together with the national
representative in the MC, notwithstanding thatfthel responsibility of the soundness of
the control system shall remain with the MembeteStan question.

- In the case of theountry of the MA, the quality check shall be undertaken by the CA
with the support of the CU.

All Member States and Partner States shall ensaethe recommendations resulting from
the quality checks will be followed and implementdthe MA shall reserve the right to

14



withhold temporarily payments to those beneficmrlecated in the Member States and
Partner States where quality checks have showouseslystem deficiencies.

The methodology and scope of the above mentionatityjehecks are described in a separate
document and enclosed to the Management and Cd@ysiem Description of the ESPON
2013 Programme.

In addition to the above, the MA (through the Cuidahe CA will systematically verify,
upon submission, the Control Certificate(s), Can@hecklist(s), Control Report(s) and
Designation Checklist(s) and Certificate(s) (ifensnt). Should there be any need for
qguestions and or clarifications, they will get inntact with respectively the designated
controller or national controller in the case oteletralised and centralised systems. In case of

decentralised systems, all communication will bevali copied to the Central Approbation
Body.

5. Annexes

Annex 1- Templates of First Level Control Documents
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