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‘ DG Declaration

of Assurance

Why do we do audits

|, the undersigned Director -General, declare that the information
contained in thisreport gives atrue and fair view [1 ]

| state that | have reasonable assurance [é] wh i based bnrsmy own
judgement and on  the information  at my disposal [é€ ]

However the following reservation should be noted:

Reservation concerning the rate of residual errors with regard to
the accuracy of financial statements in the Seventh Framework

Programme (FP7) grants .

Brussels , 31 March 2014
"Signed"
The Director -General

[1] ®True and fair in this context means a reliable, complete and correct view on the state of affairs
in the service.
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From representative to residual

Representative error rate ( RepER%)
Measures the amount of error present in the population
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From representative to residual

Residual error rate ( ResER%)
Measures the amount of error left in the population after corrections
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Audit cycle

@ Audit Strateqy & Selection

[mplementation of Audit Results

ﬁ Audit Planning & Preparation

Reporting & Audit Closure l
ﬁ Examination on site
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H2020 Audit

DGs

EAS

In:

DG RTD

DG CNECT

DG GROW

DG HOME

DG ENER/MOVE
DG AGRI °

DG EAC

* Implement budget via EAs

REA
ERCEA
EASME
INEA
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Strategy: 20 ‘clients

JUs

Other

| N—
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CleanSky
IMI
ECSEL
BBI

FCH
Sesar
Shift2Rail

GSA - Prague
(Regulatory Agency)

Out:
EIT - Budapest
ESA
P2Ps (Article 185)
EIB
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Group '~ € million %
=/RDGs 18.940  30%
RTD 9.414 14.8%
CNECT 8.328 131%
GROW 651 1,0%
HOME 160 0,3%
ENER 2617 04%
AGRI 85 0,1%
MOVE 39 01%
EAC 1 0,0%
=IAgencies 37.512 59%%
REA 12825 20.2%
ERCEA 12.629 19.9%
EASME 6.374 10,0%
INEA 5603 B.,8%
GSA* 6l 0.1%
= Joint Undertakings 7.132 11%
Clean Sky2 1.704  2,668%
IMI12 1.638 2.6%
ECSEL 1167 1.8%
BEI 975 1.5%
FCH2 665  1,0%
SESAR2 585  0,9%
SHIFT2RAIL 398 0,6%
Grand Total 63.584  100%

* Budget is part of DG GROW budget

Joint Undertakings
1132

37.512

B

H2020 AS budget: € 63 584 million

18!“-0

B RDGs
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H2020 Audit Strategy coverage
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Legal Basis

Article 29 of the H2020 Regulation of 11 December 2013 defines the
principles of control and audit of the H2020 expenditure:

A §2. The control system shall ensure an appropriate balance between trust
and control, (e).

A 83. (é) the audit strategy (€é) wunder
financial audit of a representative sample of expenditure across Horizon
2020 as a whole. That representative sample shall be complemented by a

Hori zon

selection based on ( é )the risks related to expenditure. [every two years]

A Audits of expenditure on indirect actions under Horizon 2020 shall be carried
out in a coherent manner in accordance with the principles of economy,
efficiency and effectiveness in order to minimise the audit burden on the
parti ci p fpmetCenimon Audit Service; synchronised sampling cycles]

Obijective
To provide the relevant AODs with necessary elements of assurance

A assessing the legality and regularity of H2020 project payments;

A attaining residual error rates at an accepta level (multi  -annual
Innovation

period)



Population
A Financial statements  paid
A SYGMA = main data source

Constraints

A Article 30 §2 of the H2020 Regulation:
A "audits may be carried out up to two years after the payment of

the balance".
A Article 22.5.2 of the Model Grant Agreement:
A theentes " may extend findings ¢é if
formally notified to the beneficiary

two years after the payment of the balance"

A The Commission proposal indicates a maximum of 7% of
the number of beneficiaries to be audited.
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The principles
A H2020 2013 ->2020 => H2020 Audit strategy 2016 -2025

A Financial audits =>  compliance with the legal and
requlatory  framework | performance audits

A A corporate approach [H2020 expenditure as a whole ]

A Three layers of sampling :

A the 'corporate  sample' via the Common Representative Sample (CRS)
complemented by a risk -based selection ;

A the ‘additional sample' : for entities with specific grant agreements
[Marie -Curie Grants ; ERC Grants] or a proper discharge procedure ;

A the 'Article 10 sample' : explicit request of the JUs.
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Audit Strategy & Selection

AStatistical method : Monetary Unit Sampling (MUS )

AAudits of biggest beneficiaries

ARisk based analysis : high amounts, large
proportion of subcontracting, new beneficiaries,
etc .

AAudits on request

AFraud -risk audits
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Segregation  of duties
Responsibility of the auditors (eligibility of declared costs)
|

Responsibility of the Authorising officers  (implementation
the audit findings )

Specific CAS Audits
A Joint audits : Technical and with the European Court of Auditors (ECA)

of



Implementation of Audit Results

AManaged by the operational services Iin charge of
project management

AAdjustment of any ineligible costs

APossibility  of extension of audit findings to other
grants In case of systemic and recurrent errors

AAdministrative and financial penalties
AFurther financial and legal consequences
reduction of grant, suspension of payments,

termination of grant, OLAF investigations, etc .
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Possible consequences of errors

A ldentified errors may_lead to
A Recovery of the undue amount.

A Penalties.
A Suspension of payments or termination of the contract .
A Reputational damage.

A Financial losses.

A é.

A FEorsure , it will leadto bad weekends, bad mood and

horrible headaches .
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Auditors vs beneficiaries : who does what ?

Who is who in this picture?
No «the ones vs the others» !!!

A The auditors :
A Don't invent evidence
A Don't invent rules
A Don't interpret rules &

AUD:

A The beneficiaries :
A The same! But don't wait for an audit!!!
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How do we audit (extract)

Timely delivery is a must

A Delays i EAF vs auditee

o Take contact soon after the LOA
o Requestthe documents in writing at least two times
o Offer dates within max 3 -4 weeks

o Timely inform the CAS when field work is delayed
beyond reasonableness and after you have done every
possible effort

o Document the lack of collaboration in writing
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How do we audit (cont.)

Timely delivery Is a must

A Delays i EAF s CAS

o

o

21

Early appointment of a CAS auditor after the

Always contact the FMB with HoS In copy

CAS will send the comments:in-one go

Timely react to all comments in one go

Allow access to working papers

Other potentially blocking factors

Technical issues

IiImportance of the MASR

Disclaimer: Information not legally binding
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How do we audit (cont.)

Other important issues

A Length of the contradictory procedure:

I > no delaysiafter agreement s given by the CAS, initial
time granted, number of reminders

A Listen to the Beneficiary coneerning:
-> claims |, requests, demands and feedback

A If needed, explain properly thesdistinction between
audit and audit implementation
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How do we audit (cont.)

High quality is a must

The Audit Program and consequences  of findings

The audit report must be self - standing

There should be always a reference to the article(s)
of the MGA or AGA

o Do o I

Attention to:

o STUDYpreviaus audit'reportsion the.same beneficiary
(permanentfiles)

o STUDY previous audit-eonclusions on theé same issue
(building knowledge)
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How do we audit (cont.)

High quality is a must

24

Closing meeting and its outcome clearly mentioned
In the report

Detailed reply to every beneficiary's comment
presented in the contradictory procedure i

cannot just say "we don't agree"

Avoid corrections-of-‘minor-amounts-(€.g.-eurocents)

Disclaimer: Information not legally binding
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How do we audit (cont.)

A Reclassification from other direct costs to
subcontracting;

-> document the compliance with best value for
money

A How to handle in current assignments' issues which will
be subject of future amendments of the MGA/AGA:

Additional remunerat .

Internal invoicing

Direct Contracts

Operating grants

Full capacity
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Why do errors still occur ?

A 4 languages spoken
A Researchers

A Accounting and financial people, including auditors
A Lawyers

A Policy makers

A We all want simplification but it comes at a price
A Flat rate for indirect  costs

A Usual and unusual accounting principles
A Legal certainty (both ways)

A We areall human beings ,and human beings make mistakes
A Because of lack of attention;

A Because of lack of interest ;
A Because subject to temptations (or specific situations)

26
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Can errors be avoided?

Advices onHow To Avoid Errors
few, clear ,simple words (three )

e A Discipline (keep your filesin order ).
; A Prudence (use the budget, do  research , but avoid

driving at aspeedof131,9 km/h all thetime ).

choose the forum 71 rules must be adopted by way of

‘ A Perseverance (keep fighting for your rights , but
legislation , not by way of audit approach ).

A AND in case of doubt , consult the NCP, the PO/FO, the EC
enquiry service.
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A Can errors be avoided? ( continued )

Indicate  nothing
else but

The Reality
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