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	EUROPEAN COMMISSION

DIRECTORATE-GENERAL FOR AGRICULTURE AND RURAL DEVELOPMENT

Directorate J. Audit of agricultural expenditure

J.5. Financial audit



Brussels, 

Guideline No 4 on the statement of assurance 
to be provided by the director of a paying agency
pursuant to Article 8(1)(c)(iii) of Council Regulation (EC) No 1290/2005
Financial Year 2013
TABLE OF CONTENTS
31.
Purpose

2.
Background
3
2.1.
Legislative environment
3
2.2.
Timing
3
2.3.
Signing
4
2.4.
Transmission and Format
4
2.5.
Text of the Statement of assurance
4
3.
Basis for the Statement of Assurance
5
4.
Reservations
6
4.1.
General specifications
6
4.2.
Qualitative aspects
6
4.3.
Quantitative aspects
7
4.4.
Corrective measures
8
5.
Requirements for reporting reservations
8
6.
Additional remarks
8
Annex No 1:
Documents and work performed which form the basis of the SoA
9
Annex No 2:
Analysis of the control statistics
10


1. Purpose
This document aims to give guidance on the statement of assurance (hereinafter referred to as SoA) to be provided by each director of a paying agency (hereinafter referred to as PA) pursuant to Article 8(1)(c)(iii) of Council Regulation (EC) No 1290/2005
 and Article 3 of Commission Regulation (EC) No 885/2006
. It sets out the applicable legal provisions and provides recommendations from the Commission services with a view to ensuring that the SoAs are drawn up on the basis of comparable criteria.
The document is of a purely recommendatory nature and does not call into question that the director of each PA remains solely responsible for drawing up the SoA and, in particular, deciding whether to make any reservations to it.

This guideline has been revised on the basis of the experience gained in the first four years of its operation and may be revised again.
2. Background
2.1. Legislative environment

Pursuant to Article 8(1)(c)(iii) of Regulation (EC) No 1290/2005, Member States are required to send to the Commission the annual accounts of each of their PAs together with a SoA signed by the person in charge of it.
According to the second subparagraph of Article 3(1) of Regulation (EC) No 885/2006, the SoA shall follow the model statement set out in Annex II to that Regulation. It may be qualified by reservations quantifying the potential financial impact of these reservations. In that case, it shall include a remedial action plan and a precise timetable for its implementation.

The SoA shall be based on an effective supervision of the management and control system in place throughout the year. It will be the subject of the "opinion on the statement of assurance" drawn up by the certification body.

2.2. Timing

According to Article 7(2) of Regulation (EC) 885/2006 the document shall be sent to the Commission by 1 February of the year following the end of the financial year which it concerns.
2.3. Signing

The SoA, and any reservation(s), shall be signed by the director of the PA. This task may not be delegated. Only the signature of the director of the PA is required, not several signatures for different parts of the SoA by the person responsible for these parts within the PA. In case the director of the PA has changed during or after the financial year, the SoA shall solely be signed by the director heading the PA at the time of signature due 1 February. 
2.4. Transmission and Format
The SoA should be named "SoA_PAXY.*" whereas PAXY indicates the Member State's PA code (e.g. MS01). The document should include the SoA as such as well as Annex 1 on the "Documents and work performed" and Annex 2 on the "Analysis of control statistics". It should be transmitted in paper form (signed) to:

European Commission 

Directorate General for Agriculture & Rural Development

Unit J5 – Financial Audit

Rue de la loi 130 

B-1049 Brussels

Belgium
and in electronic form (mail to AGRI-J1@ec.europa.eu as well as AGRI-J5@ec.europa.eu).

2.5. Text of the Statement of assurance

"Statement of assurance

I, …, Director of the …Paying Agency, present the accounts for this Paying Agency for the financial year 16/10/xx to 15/10/xx+1.

I declare, based on my own judgment and on the information at my disposal, including, inter alia, the results of work of the internal audit service, that:

- The accounts presented give, to the best of my knowledge, a true, complete and accurate view of the expenditure and receipts for the financial year mentioned above. In particular, all debts, advances, guarantees and stock's known to me have been recorded in the accounts, and all receipts collected relating to the EAGF and the EAFRD have been properly credited to the appropriate funds.

- I have put in place a system which provides reasonable assurance on the legality and regularity of the underlying transactions, including that the eligibility of demands and, for rural development, the procedure for attributing aid, are managed, controlled and documented in conformity with Community rules.

The assurance is, however, subject to the following reservations:
…
Furthermore, I confirm that I am not aware of any undisclosed matter which could be damaging to the financial interest of the Community.

Signature"
As regards the text of the SoA as indicated above, the following information is required:
· the name of the director and the name of the PA. It is of particular importance that it is only the director's name that appears in the text and that it is he or she who actually signs at the bottom of the SoA;
· the financial year in question.

3. Basis for the Statement of Assurance

As indicated above, the SoA shall be based on an effective supervision of the management and control system in place. The director of the PA is responsible for organising the internal structure of the PA in such a manner that all the relevant information reaches him or her in good time so as to make the declaration as required. Notably the work of the internal audit service will be of assistance but all other departments should contribute as well. In contrast, the director of the PA cannot base his or her SoA on the work carried out by the certification body according to Article 5 of Regulation (EC) 885/2006, however, any findings communicated during the work carried out by the Certification Body in the course of the year and on which action has been taken before signing the SoA as well as the conclusion of the Certification Body in respect of previous years are a valid source and can be taken into account by the director.
Within the overall system for the management and control of agricultural expenditure and the assurance which can be derived from that system as regards the legality and regularity of the underlying transactions, it is essential that the director discloses the basis on which the SoA has been established. Therefore each SoA should be accompanied by a list set out in Annex No 1 informing concisely about the documents and work performed which formed the basis of the SoA. This list should be limited to a brief description of the subject matter of the respective document. In contrast, it should not include a summary of the content of the document nor should the document as such be attached to the statement of assurance. Similar information should be given on the work performed by the director of the PA before signing his statement. 
Moreover, the director of the PA is asked to complete the table set out in Annex No 2 by providing an analysis of the control statistics (including any controls at second level
) for which there is a reporting requirement
. Only in a limited number of cases further explanations are expected, theses cases are also defined in Annex No 2 of this guideline.
4. Reservations
4.1. General specifications
As said above, it is the sole responsibility of the director of the PA to define and disclose the criteria used for deciding whether to qualify the SoA with reservations.
However, it is recommended to make reservations where there are significant deficiencies in a national control system and the resulting risk is material. The following factors would thus have to be cumulatively fulfilled:
· the examination of the qualitative aspects leads to a finding of significant deficiencies in a national control system as defined in point 4.2 below and 
· the amount of undue payments is estimated to exceed 2 % of the total payments made in the financial year in question under any of the populations referred to in point 4.3 below and
· it has not been possible to counter the impact of the deficiencies by corrective measures (point 4.4 below).
The director of the PA is expected to make a reservation only if all these three conditions are fulfilled.
In case the director of a PA foresees at the end of the financial year in question that he or she is likely to make a reservation, he or she is hereby invited to inform the Commission in an informal manner of his or her intentions at the beginning of November following the end of the financial year concerned. The Commission Services will then provide further guidance and organise an exchange of view between the PAs. Any such guidance and exchange, however, in no way may affect the director's sole responsibility for deciding whether to qualify the SoA by any reservation.
4.2. Qualitative aspects 
In qualitative terms, a reservation should be considered in case there are significant deficiencies in a national control system. Deficiencies are considered to be significant if one or more key components of the system in question do not exist or are not working effectively. The components to be taken into account in this context include both the general requirements pertaining to the accreditation of the PA and the specific requirements of the relevant sector-specific regulations
.
When assessing the significance of any deficiencies, the following factors should be taken into account:
· the number of such deficiencies;
· the duration of such deficiencies;
· special factors increasing the reputational risk for the PA;

· the existence of compensatory measures at PA level which effectively reduce the identified risk.
4.3. Quantitative aspects 
In quantitative terms, a reservation should be considered if the amount of undue payments is estimated to exceed 2 %
 of the total payments made in the financial year in question under any of the following populations, as identified in Guideline No 2
, point 4.2.:
(1) schemes under EAGF covered by the IACS, i.e. support schemes under EAGF established under Titles III and IV of Council Regulation (EC) No. 1782/2003;

(2) schemes under EAGF not covered by IACS, i.e. any other support scheme under EAGF;

(3) schemes under EAFRD covered by IACS, i.e. support schemes under EAFRD referred to in Article 6 of Regulation No. 1975/2006;

(4) schemes under EAFRD not covered by IACS, i.e. support schemes under EAFRD referred to in Article 25 of Regulation No. 1975/2006;
Additionally, the following populations are to be considered separately, they are to be compared to the closing balance of the previous financial year:
(5) transactions related with the debtors ledger,

(6) transactions concerning advances/securities and

(7) transactions regarding aid schemes for stocks.

It should be noted that as regards the first 4 populations the threshold of 2 % of the total payments is an estimate. In any case for his or her assessment the director of the PA is not required to draw a specific sample. He or she may rely on all relevant information available such as the PA’s control statistics or the work carried out by the PA’s internal audit services.

As regards the populations (5) covering transactions related with the debtors ledger a reservation is to be considered if the amount in error exceeds 2%6 of the closing balance (column t of Annex III table); (6) concerning advances/securities a reservation is to be considered if the amount in error exceeds 2%6 of the closing balance of advances and securities, respectively; and (7) regarding aid schemes for stocks a reservation is to be considered if the amount in error exceeds 2%6 of the value of outstanding stocks. The mentioned errors under these populations are normally pure accounting errors which could be corrected immediately after detecting. 
It should also be emphasized that the 2% threshold referred to above is not related to the concept of "tolerable errors".

4.4. Corrective measures

If deficiencies have been detected, corrective measures might be implemented at PA level in order to counter the impact of these deficiencies, notably for populations (5), (6) and (7). A reservation should be considered if such corrective measures are inefficient or do not prove to be successful in addressing the problem(s), for example due to a lack of time.
5. Requirements for reporting reservations 
Any reservation should be reported as follows:
· clear disclosure on the criteria used in making the reservation,

· a brief assessment of the potential impact of the significant deficiency in terms of its cause (for example in terms of the operations of the PA, accuracy of the financial information, etc.), and the effect on the assurance provided in the SoA;
· a quantification of the potential financial impact in monetary terms;

·  the remedial action plan and the prospective timescale for its implementation.

As regards the timeline for corrective actions, where the deficiencies cannot be corrected before the next SoA, the reservation should be repeated and progress reported. In extreme circumstances, it is possible that the director of the PA may not be able to give the assurance required by Regulations (EC) No 1290/2005 and (EC) No 885/2006.
6. Additional remarks
In case any deficiencies are identified in the context of establishing the SoA which do not meet the requirements for making a reservation, but which the director considers sufficiently serious for bringing them to the attention of the Commission services, he or she is invited to identify and disclose them in a separate document attached to the SoA. 
Annex No 1:
Documents and work performed which form the basis of the SoA
	(1) Documents on which the SoA has been established

	(a) Title of the document [Brief description of the subject matter]

(b) Title of the document [Brief description of the subject matter]
(c) Title of the document [Brief description of the subject matter]
(d) …

	(2) Work performed on which the SoA has been established 

	(a) Work performed [Brief description of the work performed]

(b) Work performed [Brief description of the work performed]
(c) Work performed [Brief description of the work performed]
(d) …




Annex No 2:
Analysis of the control statistics
The director of the PA is asked to provide an analysis of the control statistics (including any controls at second level
) by completing the two tables below
. This analysis should include two parts: 1) a general assessment of the quality if the control statistics and 2) an overview of the error rates calculated for aids schemes for which there is a reporting requirement. It should also include a comparison to the situation as it turned out to be in the previous financial year.
	(8) General assessment of the quality of the control statistics (including a comparison to the situation as it turned out to be in the previous financial year):


Results of controls at second level:




The error rate at population level should be calculated on the basis of the difference between the amount claimed and the amount which the beneficiary was entitled before application of sanctions as a result of on-the-spot-controls (OTSC) based on the random sample
.

Only in the following cases further explanations and an analysis of the underlying reasons as well as the any remedial actions taken are expected (see explanations in the table below):

· the error rate at population level in the current financial year is above 2%, or 
· the comparison with the situation in the previous financial year shows that the deterioration varies by more than 100% in relative terms or 0,5% in absolute terms (classified as "significant") or 

· the error rate at population level in the current financial year is implausibly low. 
In cases, where the error rate at population level is at a level of below 2% and stable over the years, no further analysis is required. 
In any case, error rates should only be reported for populations, for which expenditure was effected during the financial year. As regards the calculation of the error rate
 at population level, aid schemes listed in the table under (3) below should be taken into account. 
	(9) Population
	Total amount claimed


[EUR]
	Total amount subject to OTSC

[EUR]
	Total amount 
at error before application of sanctions as a result of OTSC

[EUR]
	Error rate in 
financial year 2013 


[%]
	Error rate in previous financial year 


[%]
	Explanations in the event of the three cases defined above, please indicate 

a) the reasons for each significant deterioration of the level of error:

b) the remedial action which has been or will be taken at PA level:

	
	a
	b
	c
	d=c/b
	-
	-

	EAGF – IACS
	
	
	
	
	
	

	EAGF – non-IACS 
	
	
	
	
	
	

	EAFRD – IACS
	
	
	
	
	
	

	EAFRD – non-IACS
	
	
	
	
	
	

	TOTAL 
	
	
	
	
	
	


(3)
List of aid schemes to be taken into account for providing aggregated error rates at population level:

	Please note, that in any case, error rates should only be taken into account for aid schemes, for which expenditure was effected during the financial year.

	(1)
EAGF – IACS 

(aid schemes under EAGF covered by the IACS, i.e. support schemes under EAGF established under Titles III and IV of Council Regulation (EC) No. 1782/2003)
1.1
SPS/SAPS

1.2
Separate sugar payment

1.3
Separate fruit and vegetables payment

1.4
Crops area payments

1.5
Supplementary aid for durum wheat: traditional production zones

1.6
Suckler-cow premium, Additional suckler-cow premium

1.7
Beef special premium

1.8
Beef slaughter premium — Calves, Beef slaughter premium — Adults

1.9
Sheep and goat premium, Sheep and goat supplementary premium

1.10
Payments to starch potato producers

1.11
Area aid for rice

1.12
Aid for olive groves

1.13
Tobacco premium

1.14
Hops area aid

1.15
Specific quality premium for durum wheat

1.16
Protein crop premium

1.17
Area payments for nuts

1.18
Aid for energy crops

1.19
Payments for specific types of farming and quality production

1.20
Additional amount for sugar beet and cane producers

1.21
Area aid for cotton

1.22
Transitional fruit and vegetables payment

1.23
Other (direct aids)

1.24
Additional amounts of aid

1.25
Special entitlements

[..]

	(2)
EAGF – non-IACS 

(aid schemes under EAGF not covered by IACS, i.e. any other support scheme under EAGF)
2.1
Export Refunds

2.2
Sugar CMO

2.3
Intervention storage

2..4
School Milk

2.5
School Fruit Scheme

2.6
Fruits and Vegetables

2.7
Potato starch

2.8
Programme for deprived persons

2.9
Aid for Flax and Hemp

2.10
Wine: Restructuring and conversion of vineyards

2.11
Wine: Grubbing up premium

2.12
Dried fodder

2.13
POSEI

[…]

	(3)
EAFRD – IACS

(aid schemes under EAFRD covered by IACS, i.e. support schemes under EAFRD referred to in Article 6 of Regulation No. 1975/2006)
3.1
Rural development: Axis 2 area related measures (total)

3.1.1
Rural Development: agri-environmental measures (214)

3.1.2
Rural Development: natural handicap measures (211+212)

3.1.3
Rural Development: NATURA 2000 (213+224)

3.1.4
Rural development: Afforestration (221)

3.2
Payment of 'Top-up' of direct aids

[…]

	(4)
EAFRD – non-IACS

(aid schemes under EAFRD not covered by IACS, i.e. support schemes under EAFRD referred to in Article 25 of Regulation No. 1975/2006)
4.1
Rural Development: Axis 1, 3 and LEADER+

[…]


� 	OJ L 209, 11.8.2005, p. 1.


� 	OJ L 171, 23.6.2006, p. 90.


� 	e.g. controls carried out and/or re-performed by the internal audit service of the PA.


� 	The analysis of control statistics is limited to the control statistics to be provided by 15 July of each year to be provided under Art. 34 of Reg. (EC) 1975/2006 and Art. 76 of the Reg. (EC) 796/2004 and corresponding provisions of the implementing rules for market measures. As regards the assessment of the control statistics, aid schemes listed in the table under (3) in Annex 2 should be taken into account.


�	As regards the key components of the sector-specific regulations, see documents AGRI/17933/2000 and AGRI-2005-64041 final in respect of key and ancillary controls.


�	The fact that solely exceeding the threshold of 2% should not lead automatically to a reservation. All criteria indicated in this guideline should be taken into account: only in cases e.g. where there is a significant deficiency in a control system and it has not been possible to counter the impact of the deficiency by corrective measures should lead to a reservation.


� 	Guideline No 2 - The accreditation of a paying agency in accordance with Article 6 of the Council Regulation No 1290/2005 and the Annex of Commission Regulation No 885/2006.


� 	See footnote 3: e.g. controls carried out and/or re-performed by the internal audit service of the PA.


� 	See also footnote 4: The analysis of control statistics is limited to the control statistics to be provided by 15 July of each year to be provided under Art. 34 of Reg. (EC) 1975/2006 and Art. 76 of the Reg. (EC) 796/2004 and corresponding provisions of the implementing rules for market measures; As regards the assessment of the control statistics, aid schemes listed in the table under (3) in this Annex should be taken into account..


� 	In case a random sample is not available, the analysis should be based on a reliable sample (please indicate in a footnote).


� 	For calculating the error rate only monetary information should be considered. However, in case information is only available on quanity (e.g. tonnes or hectare), if possible, this should be used under best approximation as regards financial impact in order to be taken into account for calculating the overall error rate at population level as well as the total error rate. 
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