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GLOSSARY:

	Concept
	Explication

	Actual book value (AV) 
	It represents the eligible expenditure determined (and paid, depending on the scope of audit) by the CB for the sampled transactions.

	Anomalous errors / Systemic errors 
	Those errors that can be proved not to be representative for the population. These errors normally occur in closely defined circumstances, and which normally affect a proportion of transactions. They may be excluded when projecting misstatements to the population. However, the effect of any such misstatement, if uncorrected, still needs to be considered in addition to the projection of the non-anomalous misstatements.

	Anticipated misstatement (AM) / (P0)
	It represents the expected misstatement in the tested population or stratum; it is estimated either based on the standard deviation of error(s) or on previous audit results. 

	Audited book value (BV)
	It represents the eligible and validated expenditure determined (and paid, depending on the scope of audit) by the PA, and corresponding to the transactions included in the sample audited by the CB. 

	Coefficient of Variation (CV)
	A measure of unit money dispersion or variability in a frame. It is determined by dividing the standard deviation to the frame mean, and multiplying the result by 100.

	Compliance testing


	Tests which determine whether controls are being complied with. The answer to a compliance test is 'yes' or 'no'. 

These tests shall cover control risks. 

An example would be a test to determine that all controls in the checklist are properly observed (cover the control risks), or checking the appropriateness of controls in light of eligibility requirements. Another example could be tracing a sample of validated payments to the payment authorisation and/or payment execution and/or accounting stage(s). Specific compliance tests could be identified at each control stage, as detailed in the Guideline XX on accreditation.

	Confidence factor (CF) or (Z) or (tα)
	It represents the confidence coefficient to be used in case normal distribution theory is applied (classical variable sampling).

	Confidence level
	Confidence level / reliability level (direct relationship) represents the degree to which the CB is justified in believing that the estimate based on a sample drawn at random will fall within the specified range. For an overall confidence level of 95%, there are 95 chances out of 100 that the sample results will not vary from the true characteristics of the whole population by more than a specified level.

The overall confidence level is set up at 95%, implying an overall audit risk of 5% risk.

	Control risk (CR)
	The risk that a material deviation could occur that would not be prevented, or detected and corrected on a timely basis, by the internal control systems.

	Detection risk (DR)
	The risk that the auditor will not detect material deviations which have occurred and have not been prevented, or detected and corrected on a timely basis, by the internal control system.

	Dual purpose testing
	When it is likely that records will be needed for both types of applications, the auditor should strive to extract/select one sample (to serve both compliance and substantive tests).

	Error rate (
[image: image2.wmf]ERR

CB

)
	This error rate is determined as part of the error evaluation for substantive verification for the audit objective 1.
It is determined as the ratio between the errors identified by the CB ("BV" – "AV") and the BV / no of transactions in the sample (depending on the sampling technique applied). It is used to estimate the misstatements in the audited sample and population, with a financial impact. The error rate will be established from the audit of L&R of expenditure (complete process of validation of operations/authorization, payment and accounting), and only overpayments will be taken into account. It will be used to express an opinion with regard to audit objective 1.

	Incompliance rate (IRRcb) 
	This rate estimates the potential financial impact due to deficiencies in the eligibility controls; it also measures the residual potential error for the fund and it is linked to the audit objective 2. It is computed starting from the difference between what the PA determined / validated (before applying any reductions or sanctions) and what the CB considered to be eligible and should have been validated. It takes into account, cumulatively, both the over and under validations. The incompliance rate will be established from the audit of operations (within audit of L&R of expenditure) and all deviations irrespective of their financial impact should be considered. It will be used to express an opinion with regard to audit objective 2.

	Inherent risk (IR)
	It is the risk related to the nature of activities, operations and management structures that a material error may occur in the absence of internal control procedures. It shall be estimated by the auditor based on his/her understanding of the context of PA's activities and environment.

	Inquiry
	It consists of seeking information of knowledgeable persons, inside or outside the audited entity.

	Inspection 
	It consists of examining records or documents, whether internal or external, in paper form, electronic form, or other media, or tangible assets.

	Integrated sampling approach
	Under certain circumstances (linked mainly to the representativeness of the PA's randomly tested sample on-the-spot), a unique sample size may prove to be sufficient for assessing the effectiveness of the ICS/MCS, the legality and regularity of expenditure, and the annual accounts. 

	Known errors 
	Those identified either outside the sample, or that resulted from a full test of a delimited strata/population.

	Legality and regularity (L&R)
	The verification of L&R of expenditure declared to the Commission implies verification through:

· operations: up to the validation stage (the results of the eligibility verifications through administrative and on-the-spot checks) and payment authorization; and

· payments: payment execution, and accounting.  

For auditing the L&R of expenditure the result (financial impact) of the complete verification process, through tests of detail, will have to be taken into account. 
For evaluating the residual risk, and giving an opinion on the control statistics, the results of verification on operations (deviations irrespective of their financial impact) will have to be considered.

	MUS – conservative approach
	MUS – conservative approach is based on Poisson distribution theory and it generally applies when there is a high variability in the population and the low anticipated misstatement. 

	Observation
	It consists of looking at a process or procedure being performed by others. It provides information about the performance of the process or procedure, but is limited to the point in time at which the observation takes place.

	Precision (A)
	The precision measures the possible difference between the sample estimate and the actual population value. This is the error that arises as the CB does not audit the entire population (it measures the uncertainty due to sampling, or the sampling risk). The sampling risk measures the risk that the conclusions that the CB reaches after testing a sample are different to those that would have been reached had the whole population been tested i.e. the sampling risk (risk linked to the non-representativeness of the total population due either to random fluctuations (inherent risk) or to erroneous human interpretation or reporting of results (risk of treatment)). 

The planned/desired precision (A / K) is the maximum sampling error accepted for the projection of errors in a certain year which still permit the results to be useful., i.e. the maximum deviation between the true population error and the projection produced from sample data. The planned precision should be always lower than the tolerable misstatement/error. 

The difference between the expected deviation rate or expected misstatement amount (AM) and the tolerable deviation rate or tolerable misstatement (TM) can be used as a measure of precision.

Achieved sampling precision (A' / SE) is the measure of how close a sample estimate is from the corresponding population characteristic. It is computed by multiplying the standard error of the estimate by a factor determined by the desired confidence. Alternatively it is represented by the difference between the sample projection at its upper limit and the error rate. 

For substantive testing the precision can be expressed in monetary value, but is less than the overall materiality; for compliance testing, the precision is the maximum rate of failure of an internal control that can be accepted in order to place reliance on it.  

To be noted that in case of a Poisson distribution, the audit risks are linked to an incorrect data acceptance (the sample supports the conclusion that the recorded account balance is not materially misstated when it is materially misstated) - error type II/ß. In case of a normal distribution theory, the audit risks are linked to an incorrect rejection (the risk that the sample supports the conclusion that the recorded amount balance is materially misstated when it is not materially misstated) - error type I/α.

The precision allows the CB to determine the confidence interval - the range within which the estimate of the population characteristic will fall at the stipulated confidence level. 

	Random errors 
	Those that could have occurred in any of those transactions in the population/strata which were not sampled for testing.

	Reliability factor (RF)
	It represents the reliability factor to be used in case of monetary unit theory is applied (MUS). 

	Sampling rate / Occurrence rate (SR)
	This rate is determined during the test of controls through compliance testing. The purpose of this rate is to measure the deviations from the control standards, and therefore to assess the possibility of relying on the control system. It is determined by dividing the number of deviations identified in the sample (Nf) by the sample size (n). The calculation of this rate remains optional.

	Sampling unit
	It is each individual element of the sampling frame that can be selected into the sample.

	Standard deviation
	It is a measure of variability within a population or a stratum. The standard deviation is the square root of the variance. In general, any change in the variation in the population affects the sample size of the relative change raised to the square. The variability can be measured by a coefficient of variance (CV) expressed as a percentage (i.e., standard deviation divided by the frame mean multiplied by 100). The higher the CV, the more variation in the frame. General rules of thumb: a CV < 50% indicates low variation and a CV ≥ 50% indicates moderate to high variation.
The standard deviation for errors is symbolised as "
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	Stratification
	The process of dividing a population into subpopulations, each of which is a group of sampling units which have similar characteristics. 

	Population and strata (N, Ns)
	Within the scope of this guideline, the population is set up at fund level (EAGF and EAFRD); two strata can be identified at the level of each population (IACS and Non-IACS separately for EAGF and EAFRD). 

	Substantive test
	Tests which determine the amount of some class of items.

These tests shall cover detection risks and shall seek to measure the misstatements due to failures in the ICS. 

	Tolerable misstatement (TM) or (P1)
	It is the maximum deviation the CB can accept, and it is a measure of materiality, in monetary terms. It is set up at max 2% of certified expenditure declared to the Commission. 

	Tolerable rate of deviation
	This rate measures the acceptable level of tolerance for the failures in the internal control system, measured through the sampling rate (SR). The auditor seeks to obtain an appropriate level of assurance that the rate of deviation set by the auditor is not exceeded by the actual rate of deviation in the population. It is a measure of materiality but for the ICS; it is not a reference for the financial impact of discrepancies, but one for the number of failed controls. The level at which the tolerable error is set it is left to the CB's professional judgement. 

	Total error
	Projected error from random + Systemic errors + Uncorrected known errors + Anomalous errors

	Total projected error (TPE)
	This rate is determined during the error evaluation for substantive testing for the first audit objective. It is determined by extrapolating / extending the identified random errors in the sample (ERRcb) to the total population/strata. It corresponds to the Most Likely error (MLE) in MUS terminology.  

	Projected incompliance rate (PIR)
	This rate is determined during the error evaluation for substantive testing for the second audit objective. It is determined by extrapolating the identified random errors in the sample (IRRcb) to the total population/strata. In case of MUS, it is represented by MLE.

	Upper error limit (UEL)
Upper projected incompliance (UPI)
	The two indicators measure the maximum level of misstatement that can be expected in the tested stratum/population.
It is computed for ERRcb as follows: 

1) For MUS – conservative approach:

MLE + Basic precision (Bp) + Incremental allowance for the sampling risk (Ia).

2) For CVS and MUS – standard approach:

TPE (total projected error) + SE (realised precision / sampling error).
For IRRcb it is computed as follows:

1) For MUS – conservative approach:

PIR (MLE) + Basic precision (Bp) + Incremental allowance for the sampling risk (Ia).

2) For CVS and MUS – standard approach:

PIR (total projected error) + SE (realised precision / sampling error).

	Variable sampling
	It is used to reach a conclusion about a population in terms of an amount. Examples of variable sampling methods are the classical variable sampling method and the monetary unit sampling – standard approach.

Classical variable sampling is based on the normal distribution theory and implies a sampling at transaction level, while the monetary unit sampling implies a sampling at monetary unit level. 


1 Purpose 

This guideline is not meant to be an audit manual. It is intended to assist certification bodies (CBs) in the establishment of their general audit strategy and to provide practical guidance for their tasks of gathering sufficient, appropriate audit evidence to provide an opinion. According to Article 9 of the Horizontal Regulation, the opinion is to be drawn up in accordance with internationally accepted audit standards, and should cover the completeness, accuracy and veracity of the annual accounts of the paying agency (PA), the proper functioning of its internal control system and the legality and regularity of the expenditure for which reimbursement has been requested from the Commission. The opinion shall also state whether the examination puts in doubt the assertions made in the management declaration.
The above opinions shall accompany the set of documents to be submitted to the Commission by 15 February of the year following the financial year concerned, by the person in charge of the accredited PA. These documents consist of the annual accounts, the management declaration, and the annual summary of the audit reports of controls carried out,  including an analysis of the nature and extent of errors and weaknesses identified in systems, and the corrective action taken or planned (Art 7(3)(a) to (c) of the Horizontal Regulation).

The Guideline outlines the proposed audit methodology to be followed to allow the CB to express the opinion as referred to above. The proposed methodology defines the audit objectives and presents an integrated audit approach to be followed for each Fund, focusing on the following procedures:

· The review and assessment of the internal control system;

· The testing of transactions; and

· The reconciliation of financial declarations and management reports.

The Guideline goes on to explain how the results should be interpreted, and where based on the audit results, additional work may be required, so as to allow the CB to reach a conclusion on the financial and residual risks at Fund level in respect of the internal control system, the operations, the annual accounts and related management declarations of the PA in the given financial exercise. Approaching the audit considerations relevant to the certification audit through the general audit principles, the guideline explains the specific conditions and audit techniques applicable to the proposed audit procedures.
This guideline will be reviewed and updated on a periodic basis, taking into account the experience gained. 

2 Legal Background

This guideline addresses the requirements of Article 9 of the Horizontal Regulation, aligned with those of Article 59(5) of the Regulation (EU) No. 966/2012 of 25 October 2012 (hereafter referred to as 'Financial Regulation') 
. 

According to the provisions of Article 53 of the Horizontal Regulation, the clearance of the accounts of the accredited PAs shall be based on the information transmitted pursuant to Article 102(1)(c) of the same regulation. 

Rules concerning the tasks of the CBs, including the checks, the certificates and the reports to be drawn up by those bodies, together with the documents accompanying them, are laid down in the Implementing Act.
3 Audit principles
Internationally accepted audit standards (for example IFAC or INTOSAI) generally prescribe the following steps: 
3.1 Audit strategy, audit plan

The CB should design an overall audit strategy to support the body in carrying out its responsibilities under Article 9 of the Horizontal Regulation. This strategy sets the scope, timing and direction of the audit, and guides the development of the audit plan. The overall audit strategy should include amongst other steps: 

·  The determination of materiality, where applicable at the level of  individual components;
·  The preliminary identification of significant components and material transactions;
·  Preliminary identification of areas where there may be a higher risk of material misstatement;
· Significant changes in the overall environment of the audited entity or the relevant legal environment. 

Based on the overall audit strategy, the CB should develop an audit plan for each financial year, including , but not limited, to the following:

· The nature, timing and extent of the planned risk assessment procedures, taking into account the specific regulatory requirements;
· The nature, timing and extent of planned further audit procedures at the assertion level, taking into account the specific regulatory requirements.
The annual audit plan shall provide details about how to obtain sufficient evidence to support the audit opinion. 
3.2 Risk Assessment

The CB's risk assessment procedure is meant to identify and assess the risks of material misstatement. 
This risk assessment includes several steps which should be summarized in the audit strategy/plan. Internationally accepted audit standards generally list the following steps:

(1) Understanding the entity and its environment, which should include: 

· The control environment, including the applicable legal and regulatory framework, based on existing knowledge of the management and control systems in place, and in particular risks identified in prior periods for each measure involving a material level of expenditure. This assessment should be continuously updated by relating CB’s audit findings to potential improvements, and by taking into account findings of other audit authorities, such as the ECA, Directorate J of DG AGRI, etc.
· The control activities (primary and monitoring) and the information system, including the main processes; the auditor shall evaluate the design of those controls and determine whether they have been implemented and are applied in practice (the components of the Internal Control System (ICS) are detailed in the Delegating Act, the Annex 2 to this guideline, and the Guideline XX on the accreditation criteria). 

(2) Assess the changes (if any) to the ICS since the last audit.

The CB has to assess the impact of changes in the organizational and procedural arrangements since the previous audit, thereby assessing the extent to which the PA continues to meet the accreditation criteria. It follows that new schemes may present a much higher risk than long-established schemes of a similar value with a proven historically low error rate

(3) Assess the risk management effectiveness, by focusing on the following objectives for the PA: understand and prioritize risks, identify controls addressing the key risks, including fraud risks, identify information that will persuasively indicate whether the ICS is operating effectively, develop and implement procedures to evaluate that persuasive information. 

(4) Confirm risks and target functions. The risks of material misstatements may be broken down into two components (inherent risks and control risks), that have to be assessed at each assertion level for transactions (operational and non-operational) and accounts (see section 5.3 of this guideline). Nevertheless, the extent of verifications shall depend on the confirmed risks and their potential impact and may include specific control functions
 to be assessed regularly (every reporting year). 

3.3 Using audit evidence obtained in previous audits and from other audit providers

The CB's audit work can be rationalised by relying on the audit evidence from a previous audit on the operating effectiveness of specific controls. To this end, the CB shall establish the continued relevance of that evidence by obtaining audit evidence as to whether significant changes in those controls have occurred subsequent to the previous audit, as set out under 3.2 (2). The auditor shall obtain this evidence by performing inquiries combined with observations or inspections, to confirm the understanding of those specific controls (see ISA 330 par. 14):

(1) If there have been changes that affect the continued relevance of the audit evidence from the previous audit, the auditor shall test the controls in the current audit. 

(2) If there have not been such changes, the auditor shall test the controls at least once in every third audit, and shall test some controls each audit to avoid the possibility of testing all the controls on which the auditor intends to rely in a single audit period with no testing of controls in the subsequent two audit periods. In that sense a rotation control plan can be instituted by the CB, and correlated to the results of the risk assessment that can be used to identify key controls or most important controls for the audit. 

3.4 Audit approach – CB's responses to assessed risks and building up assurance

The audit approach consists of implementing procedures in order to respond to the identified risks of material misstatement, thereby focusing on the most risky areas and activities for audit purposes. 
The audit approach relies to a great extent on the opinion that the auditor is expected to express vis-à-vis the ICS of the PA. To be noted that substantive procedures alone cannot provide sufficient appropriate audit evidence at the assertion level. 

The CB is expected to obtain reasonable assurance concerning (audit objective 1): 

(1) the proper functioning of the internal control system, including compliance with the accreditation criteria and the ability of the Management and Control System
 (MCS) to recognise and evaluate operational risks (systems audit);

(2) the compliance with the relevant laws and regulations (audit of legality and regularity of declared expenditure to the EC);

(3) the completeness, accuracy and veracity of the accounts, including the reliability of the financial reporting (financial audit).

The conclusions on these three separate audit questions are interdependent, in that the assessment of any one may affect the others.

The total level of assurance required from audit testing has been set at 95%. This overall level of assurance is obtained from (1) the assessment of the control environment, (2) the test of controls, and (3) substantive testing of files.

4 AUDIT SCOPE AND OBJECTIVES, AUDIT STEPS

Article 9 of the Horizontal Regulation and article 5 of the Implementing Act define the audit scope and objectives by requiring the CB to certify that the accounts to be transmitted to the Commission are true, complete and accurate, that expenditure for which reimbursement has been claimed is legal and regular and that the internal control procedures have operated satisfactorily. The CB should draw up a report of its findings. This report should follow the format as set out in Guideline XX on Reporting. 
The following paragraphs set out the audit approach, audit steps, and audit methods to be applied.

4.1 Establish the Audit Universe

The audit universe of the PA represents the potential range of all audit activities and is comprised of a number of auditable entities. These entities include programs, individual measures, operational and non-operational activities, functions, systems, and structures which collectively contribute to the management of the EU funds. 
4.2 Identify and assess risks of material misstatements

This audit step includes the analysis of the CAP control and legal framework, the management and control system in place, the changes that occurred in comparison to previous audits and the outcomes of previous certification audits. This step will enable the CB to determine the inherent and control risks, audit fields, audit populations and strata.

4.3 Audit approach and planning the audit

The risk assessment and audit objectives help the CB to inform its audit assurance model for the given exercise. It defines the level of assurance to be derived from the control system, and helps to link this to the audit risks and responses.
The adopted assurance model impacts the audit planning. It maps out the audit universe, the audit populations/strata, the audit approach, the sampling techniques and related sampling parameters to be applied for compliance and substantive audit work, as well as the timing of the different steps. 
In order to be able to conclude on the three audit questions set out in section 3.4, the audit procedures will include both systems based and substantive elements. , Compliance tests differ from substantive tests in that an error in a compliance test is only an indication of the likelihood of misstatements. These errors are relevant only if they occur frequently enough to cause the auditor to believe there may be material errors in the accounts. Substantive tests are needed to determine whether these errors have actually occurred. 
Therefore, assurance will be obtained through a combination of the following audit procedures:

· IT audits;
· Tests of procedures;
· Compliance tests;
· Substantive testing;
As a matter of principle, the tests of controls (compliance audit work) should be completed before the start of the substantive testing. However, under certain conditions, part of the audit work could be performed using a dual purpose test.  
The audit plan should include appropriate procedures for adjusting the parameters of the substantive testing depending on the results and timing of the compliance testing. 

4.4 Conclude on findings and issue an opinion
Based on the audit work performed, the CB will be able to conclude on the following objectives of the audit (audit objective 1):

(5) The effectiveness of the internal control and/or management control system of the PA (evaluation through the grading system in the matrices that will reflect the compliance audit work and the results of substantive testing),

(6) The legality and regularity of the expenditure declared to the Funds (considering the results of the substantive testing),

(7) The completeness, accuracy and veracity of the annual accounts (considering the results of the substantive testing and the reconciliation work).

In addition, an opinion on the management declaration, including a confirmation of the error rate reported by the PA in the control statistics (audit objective 2) shall be expressed. The related assessment of the CB includes the evaluation of the residual risk and also takes account of the overall opinion based on the audit work. 
The link between the audit objectives, audit work, expected results and conclusion is presented in the table below. 

The audit steps are summarized in Annex 1 to this guideline. 

	Objectives 
	Audit approach 
	Expected results 
	Conclusion 

	In respect of financial clearance of accounts (audit objective 1)

To express an  opinion on:

a) The Proper functioning of the control systems put in place (compliance with the accreditation criteria);

b) The legality and regularity of expenditure declared to the Fund;

c) The Completeness, accuracy and veracity of the annual accounts;

	Integrated audit work in respect of the two main audit objectives:

· Review of the internal control system (test of procedures, including an assessment of the  management and control framework, compliance testing);

· Substantive testing:

verification of operations and payment authorization, payment execution and accounting (considering all transactions)
· Review of reconciliations: 

- financial reconciliation;

- reconciliation for compiling control statistics
- ascertain the  consistency  of the assertions with the audit conclusions and with the data included in the statistics

	Opinion on:

a) The effectiveness of the internal control system of the PA through the grading system in the accreditation matrices (overall assessment) taking into account:

· The review of the internal control system (including results from compliance testing);

· The results of substantive testing (achieved in two steps),

b) The legality and regularity of the expenditure declared to the Funds  via the error rate established resulting from the substantive testing (cf. section 7);

c) The completeness, accuracy and veracity of annual accounts based on the financial reconciliation work and points a) and b).
	From the combination of the results on the three elements the CB will express a qualified or unqualified opinion.

 (Unqualified opinion assumes that all three partial expected results are confirmed.) 

( to be considered for the financial clearance exercise

	In respect of the management declaration on the financial management and monitoring of the CAP (audit objective 2)

To obtain the CB's opinion on the assertions included in the MD
	
	For the assessment of the assertions included in the MD (and the control error rate reported by the PA in the statistics) the CB should consider its overall results from the certification audit, and the evaluation of the residual risk. (cf. section 7)
	Based on the audit opinion and the evaluation of the residual risk the CB will establish its (negative) opinion on the MD with/without reservation.

( to be considered for DG AGRI's annual activity report


Audit objectives, expected results leading to conclusion

5 Assessment of the internal control system
5.1 Audit assurance

The total level of assurance required from audit testing has been set at 95%. This audit assurance is obtained from 1) assessing the control environment including compliance testing and 2) substantive testing of files. 

5.2 Assessment of the control environment

The techniques used for testing controls consist of assessing the control environment, the importance of controls, the risk that tests may not be conclusive, and the outcome of other enquiries. Testing will cover both the effectiveness of both the design and implementation of the controls. It consists of tests of procedures, compliance tests, and substantive tests.

Obtaining an understanding of an entity's controls is not a substitute for testing the operating effectiveness of the controls, unless there is some automation that provides for the consistent application of the operation of the control. IT allows to process data and transactions consistently and enhances the ability to monitor the performance of control activities and to achieve effective segregation of duties by implementing access controls in applications, databases, and operating systems. Therefore, performing audit procedures to determine whether an automated control has been implemented may serve as a test of that control's operating effectiveness, taking into account the assessment and testing of IT general controls, including IT security and change management procedures.

The CB's work should begin with a review of the general control environment (tests of procedures). 
This includes amongst other steps:

· a review of the “translation” process, through which the requirements set out in the EC Regulations are incorporated in the PA’s manual, computer procedures and written instructions; and

· work to establish whether:

· written guidance on the receipt, processing and authorisation of claims is comprehensive and up-to-date and available to all staff;

· authorisation, payment and accounting duties are appropriately segregated and subject to supervisory control;

· there is appropriate staff training and rotation;

· there are adequate procedures for senior management checks, and

· appropriate action is taken in response to recommendations on improvement accepted by the PAs as a necessary part of the accreditation process;
· “walk through” tests to confirm its understanding of the schemes and control procedures.
In order to ensure the verification of legality and regularity of the underlying transactions, these tests of procedures should not be limited to the general control environment. Rather, they should also look into the specific procedures in place to ensure the proper management of the expenditure charged to the EC budget. The accreditation criteria and the prevailing regulations are the benchmarks against which the adequacy of these procedures is to be assessed. 

For IACS-schemes this could include the following
· The procedures in place for the receipt, the correct and timely processing and recording of applications; 

· Procedures in place to ensure to correct the attribution of entitlements;
· The quality of the administrative checks including, where appropriate,  cross-checks using  the IACS system;

· Procedures in place to ensure the integrity, completeness, accuracy, and timely update of the underlying systems (including the quality of the LPIS);

· The correct implementation of the provisions with regard to the selection of the OTSCs, for both the risk and the random part of controls;

· The procedures in place to ensure the quality of the OTSCs;

· The calculation of reductions and sanctions;

· The procedures in place to ensure the correct and timely payment of the aid to the final beneficiary and subsequent recording in the appropriate budget lines.
5.3 Compliance testing

To enable expressing an opinion on the effectiveness of the ICS the CB shall examine the specific, pervasive and monitoring controls embedded within the reviewed process(es). These tests of controls are performed to support the CBs assessed level of control risk. 
Therefore, tests of controls are concerned primarily with the following questions: 

(8) Were the necessary controls performed? 
(9) How were they performed? 

(10) By whom were they performed? 

When assessing the effectiveness of the ICS, the CB should duly consider the following general assertions:
Legality and regularity of the underlying operations:

Eligibility of underlying transactions: expenditure has been determined (validated and authorised) and paid in conformity with the applicable eligibility rules, including observance of eligibility at the level of final beneficiaries.
Reality and measurement: underlying transactions exist and are accurately determined.

Correctness of calculations: all calculations are correct.   

Compliance with other regulatory requirements: criteria other than those for eligibility are met.
Completeness accuracy and veracity of the accounts: 
Occurrence: recorded transactions actually took place.

Completeness: all transactions that should have been recorded have been recorded.

Accuracy: the transactions (operational and non-operational) are disclosed in the PA's accounts at the correct/appropriate amounts.

Cut-off: transactions have been recorded in the correct accounting period, i.e. in the period in which the transaction actually took place.

Details about the sampling methodology for testing the ICS and the interpretation of results are presented in Annex 3 and Annex 4 to this guideline. To be noted that for tests of controls, no explicit projection of deviations is necessary since the sampled deviation rate is also the projected deviation rate for the strata/population as a whole. 

The results of the test of controls are reflected in the pre-defined system of matrices (cf. section 5.4). The CB should estimate whether the strengths at individual accreditation component provide an appropriate foundation for the other component, or whether one component is not undermined by the deficiencies in another component of the ICS. 

The scoring in the matrices will enable the CB to identify the components and functions where further analysis would be required through substantive testing. The extent of the substantive testing (cf. section 6) will depend on the results of the ICS verifications.

The sampling techniques and the minimum sample sizes recommended for compliance testing are defined in Annex 3 (section 1) to this guideline. In case controls are performed at least on a daily basis, the number of items for control testing should be set at 30 for a population of at least 250 items, and at 10% for a population of less than 250 items. The assessment of the ICS is made at strata level (IACS and Non-IACS).  The extent and coverage of the tests of controls depends on the results of the risk assessment and the control rotation plan. Compliance tests are recommended to be carried out at the key control stages: contracting, validation, authorisation (including OTSC), payment execution, and accounting.

Although the purpose of a test of controls is different from that of a test of details, both may be accomplished concurrently by performing a test of controls and a test of details on the same transaction. This is, also known as a dual-purpose test. Where used, the CB should base a dual purpose test on a preliminary judgment that there is an acceptably low risk that the rate of deviations from the prescribed control in the population exceeds the maximum rate of deviations that the auditor is willing to accept without altering the planned assessed level of control risk. 

While recognising that this might be an efficient use of audit resources, care must be taken to properly analyse and document the results, so as to clearly distinguish between the different objectives for the two types of tests. 
Automated controls are not subject to random failures, provided that relevant general computer controls are operating effectively. Hence, testing the continued operation of effective high level monitoring controls in the IT-area during the period under scrutiny may provide sufficient evidence about the effective operation of general computer controls over maintenance, information security, and computer operations activities. It will usually be sufficient to test a single instance (or a limited number of instances) of the operation of an automated application control. 
5.4  Overall assessment – matrix
The overall conclusion of the ICS is derived from the assessment of the design and existence of controls (cf. section 5.2) and the evaluation of the implementing effectiveness of the ICS (cf. section 5.3). 

The assessment is made at two levels: 

(11) Evaluation of assessment criteria (PA function corroborated with accreditation component). Each assessment criterion is weighted as follows: 10% - Organisation, 5% - Delegation, HR, Communication, Internal Audit; 10% - On-going monitoring; Information Security System; and 50% - Control Activities (incl. IT application, and delegated controls). In case there is no delegation, the corresponding weight is transferred to 'Organisation' area. 

(12) Overall evaluation at ICS level weighted as follows: validation of operations, authorisation of payments 40% (administrative controls: 20 %, OTSC 20 %); execution of payments – 15%; accounting – 15%; advances and securities – 10%; and irregularities / debts management – 20%. In case there are no "advances and securities", the corresponding percentage is divided among accounting (5%) and execution of payments (5%).
The results of this evaluation are reflected in matrices at population and strata levels using the following scoring system:

(13) Not working. Not all risks are addressed by controls and/or there are likely to be frequent control failures.

The impact on the effective functioning of the key requirements is significant – the ICS functions poorly or does not at all. The deficiencies are systemic and wide-ranging.

As a consequence, no assurance can be obtained from the system. 
The PA cannot fulfil its tasks and a formal action plan should be prepared and followed up. 

(14) Works partially. All risks are addressed to some extent by controls which may fail occasionally (deficiencies were found which do not fall under (1). 

The impact on the effective functioning of the key requirements is significant. Recommendations and/or an action plan have been, or should have been put in place. 

(15) Works. All risks are adequately addressed by controls which are likely to operate effectively with some deficiencies having a moderate impact on the functioning of the key requirements. Recommendations have been formulated. 
(16) Works well. All risks are adequately addressed by controls which are likely to operate effectively (no deficiencies or only minor deficiencies were found).
Using the above scoring system, the CB has to grade each assessment criterion. 

A comprehensive spread sheet is provided in Annex 2 to this guideline.

Note:

The CB's assessment may be partly based on reviews carried out in previous financial years, if it is confirmed that no major changes in the working arrangements / components have occurred. In such a case the assessment should be indicated in brackets "(  )".

When using the work carried out by the internal audit department (ISA 610 "Using the work of internal auditors"), or in case of delegation of functions to external experts or auditors (ISA 620 "Using the work of an auditor's expert"), the assessment should be indicated in square brackets "[  ]".
The lowest score attributed per strata/population sets the basis for defining the sampling parameters for substantive testing (validation of legality and regularity of expenditure). 

In case the internal management and control system is assessed as "not working” or "working partially", the CB should analyse and report on whether the deficiencies are due to the design and existence of controls, and/or to their effectiveness. 
5.5 Control statistics

Each year the PAs have to send to the Commission a set of predefined control statistics. These control statistics are not only instrumental for the assurance of the Director General of DG AGRI, but also allow the Head of the Paying Agency to conclude on whether the control system in place to ensure the legality and regularity of expenditure has, as a whole, worked as intended. Indeed, if the whole suit of controls put in place by the PA, including the cross-checks and other administrative checks, the correct sampling of the risk based on the spot checks taking into account appropriate risk factors, have functioned as intended, and under the condition that the control statistics have been correctly drawn up, then the results of the randomly drawn sample for on the spot checks would provide a fair indication of the residual risk of errors in the rest of the population that has not undergone a check on the spot. An error rate which would remain within the materiality level would then allow to conclude that the ICS of the PA has indeed functioned as intended. In contrast, an error rate above 2% would indicate that one or more downstream controls may not have worked properly, and that more analytical work may be required.  

The control statistics are therefore an important instrument for the PA to monitor the quality of its ICS, and for the CB to conclude on whether the Head of the PA is entitled to his assurance.  

Work of the CB on the control statistics should consist of:

· the reconciliation of the control statistics with the annual accounts and/or the relevant information systems;
· Verifying, based on the sample of the transactions checked on the spot, the correct inclusion in the control statistics of the results of the OTSCs.
6 Substantive Testing
6.1 General principles
The audit procedures for validation of legality and regularity of expenditure shall cover substantive audit procedures (test of detail and/or analytical procedures). 
The test of detail on operational transactions follows the (aid) application through all the stages of the process, from its receipt through the validation of operations and authorization of payments up to (and including) the payment stage and the recording in the accounts
. It should include verifying that (not an exhaustive list): 

· Applications have been processed in accordance with the existing procedures (verification of the eligibility of the application and of the conditions under  which payments are due including, where applicable, the existence of entitlements);

· Data have been correctly recorded;

· Administrative (cross-) checks were exhaustive and functioned correctly;

· The OTSCs were conducted in compliance with the applicable rules and procedures;

· The amount payable is calculated correctly, taking into account the results of administrative checks, the OTSCs and the resulting reductions, exclusions, and sanctions;
· The payment has been properly authorized, executed and recorded;
· The payment has been properly executed and recorded
:

Where appropriate these tests could consist of evaluating and testing controls embedded in the information systems associated with the process.
The substantive analytical procedures shall include amongst other steps, the reconciliations between the PA's accounts and the corresponding reporting to the EC. 

Substantive audit procedures for the non-operational transactions: 

With respect to advances and securities the CB should confirm that (non-exhaustive list):

· These are correct as to account, amount and period, mainly by testing against supporting documentation;

· The securities exist, and are held in a secure place;

· Only approved standard bank securities are accepted and that these are still valid.

As regards the irregularities' management and the debtors ledger, the CB should verify amongst others:

· Completeness: all (ineligible) expenditure that should have been recorded has been recorded;
· Accuracy: the debts are disclosed in the PA's accounts at the appropriate amounts, having had regard to all repayments, interest, interceptions and write-offs.

6.2 Method to be applied
As stated before, compliance tests indicate the likelihood of errors affecting the amounts reported in the accounts, but do as such not allow to determine whether errors have actually occurred, and if so, whether these errors are indeed material. Therefore, the determination of the sample to be drawn for the purpose of substantive testing should be based on the amounts actually paid and included in the accounts. 
The planning of the audit work on legality and regularity of expenditure, including the determination of the sampling methodology to be applied, should take into account both the correct timing of the different audit steps, and the need to perform the audit in a timely and efficient manner. As, at the time of the preparation of the audit planning and the determination of the sample size the exact amounts paid are not yet known, the total amount from which the sample is drawn is based on the estimated or budgeted amounts. 
The following steps are distinguished:

(1) Planning the audit work: 

(a) Identifying the populations (EAGF and EAFRD) and strata (i.e. EAGF IACS, EAGF Non-IACS, EAFRD IACS, and EAFRD Non-IACS);
(b) Defining the monetary value of the population: 

(b1) paid expenditure, declared to the EC; 
(b2) depending on the data available at planning stage, the audit work is organised based on assumptions.

(c) Identifying the sampling unit: paid amounts;
(d) Defining the objectives of the test: validating the payment authorisation and execution and its subsequent recording in the accounting information system and the expenditure declarations to the EC. 

(2) Determination of sampling parameters for the overall sample: 

(a) Define the audit parameters according to section 6.7.1 and decide on the most suitable sampling technique as detailed in section 6.8. It is recommended that the same sampling technique is used consistently throughout all the different steps of the substantive testing. This is in order to facilitate the integration of samples, as described in section 6.3 of this guideline;
(b) The overall sample sizes are determined at the level of each fund (EAGF and EAFRD), and per strata (at least IACS and Non-IACS for each fund), based on the proportionality of the expenditure. The assurance from substantive testing depends on the inherent risks and the overall evaluation of the ICS for each of the two populations, separately. The lowest rate attributed at strata level (IACS and Non-IACS) will be considered for designing the sample size at fund level.

(3) The First step of substantive testing (testing on transactions that were subject to OTSC):
(a) Assessment of the representativeness of the PA's randomly tested sample on-the-spot at strata level (i.e. IACS, Non-IACS) based, on, but not limited to, the outcome of the compliance and procedures tests. 
The assessment of the representativeness is principally based on the compliance by the PA with the conditions as set out in the provisions of the relevant sectoral regulation. 
(b) Defining the sampling population 

(b1) If the result of the inquiry under above point (a) is positive, the PA's random sample for on-the-spot checks at population level (EAGF and EAFRD);

(b2) If the result of the inquiry under above point (a) is negative:

(i) The CB may opt for stratification in order to ensure the representativeness of the results cf. section 6.6.3 of this guideline; the work could then be based on the representative PA's randomly sampled on-the-spot checks at strata level;

(ii) Alternatively, the PA's sample for on-the-spot checks  (both random and risks based). In this case no integrated sampling approach can be applied (see section 6.3). 
(c) Identifying the sampling unit: 

(c1) If the conclusion under point (a) is positive, claimed amounts checked randomly on-the-spot by the PA;

(c2) If the conclusion under point (a) is negative, claimed amounts checked on-the-spot by the PA.

(d) Planning  the field inspections:

  For IACS schemes, the re-verifications on-the-spot may be time constrained. For Non-IACS schemes in general, the verifications on-the-spot are not time constrained.
  For certain Non-IACS schemes under EAGF, the CB may choose to accompany the PA during their OTSCs. However, there may be a risk that where the CB accompanies the PA or delegated body on the control (instead of re-verification), the control may be performed to a higher standard than would have been the case if the CB had not been present. Therefore, re-verification of the control by the CB would be preferable. 

(e) Sampling:

(e1)  Define the audit parameters;
(e2) Determine the sample size (sample 1) at fund level for the first step of the substantive testing, and the assurance to be taken from the control systems in place for the on-the-spot checks for each stratum. The sample size will be determined based on the lowest grade attributed at fund level for IACS and Non-IACS;
(e3) Determine the sample size needed for each individual stratum (i.e. IACS and Non-IACS) within each fund (EAGF and EAFRD), based on the forecasted expenditure; 
(f) Performing the tests: The files sampled by the CB are to be checked for compliance with the regulatory and procedural arrangements; these checks should cover at least the three main control functions: (i) receipt of the claim and eligibility checks; (ii) on-the-spot checks; and (iii) validation of expenditure including the authorization of the payment; (iv) payment execution; and (v) accounting. 

(4) The second step of the substantive testing: This includes the definition of the remaining sample to be taken from all payments (sample 2). All the files sampled (sample 1 and sample 2) by the CB are to be checked for compliance with the prevailing procedures for: (i) authorisation (validation of operations), including the proper calculation of payments and sanctions; (ii) payment and (ii) recording; 
(5) Interpretation of results: as detailed in section 7.3 and Annex 4 to this guideline. 

6.3 Integrated sampling approach

This guideline aims at streamlining and reducing the audit work by using an integrated sampling approach for accomplishing audit objectives 1 and 2, provided certain pre-conditions are met. 

The level of integration is described below:

(6) Integration of samples

Expected results: through the overall sample that integrates sample 1 (step 1 of substantive testing) and sample 2 (step 2 of substantive testing) conclusions will be reached: 

· with regard to the financial risk at Fund level on legality and regularity of expenditure (via the error rate: ERRcb), 

· and for the residual risk at Fund level (via the incompliance rate, IRRcb).

Precondition: The PA's randomly tested sample for on-the-spot checks is representative at the level of the strata defined for the first step of substantive audit testing: EAGF IACS, EAGF Non-IACS, EAFRD IACS, and EAFRD Non-IACS. If not, the representativeness could be ensured through additional stratification. 

General principle: The CB's sample determined for each of the four strata within the first step of the testing (sample 1: testing for OTSCs up to the validation and authorisation stages) is, at a later stage of the audit, followed through to the payment stage (where applicable), in order to estimate the financial impact of the possible misstatements (as outlined in the method to be applied in section 6.2).  

Samples integration in two stages: 


Stage 1: Sample 1 is counted towards the overall sample size per stratum (IACS 
and Non-IACS) within the two populations (EAGF and EAFRD) for the 
substantive testing of the legality and regularity of expenditure. 


Stage 2: In case the size of sample 1 is below the required overall sample size 
defined at population and strata level, the CB should complete the sample by 
drawing a second sample, sample 2, from all payment transactions. 

Although the samples are drawn at different stages of the process, representativeness is ensured based on the assumption that there is a high level of correlation between (1) claims and claimed amounts, and (2) claimed and paid amounts.   

If the CB nonetheless considers that representativeness is not sufficiently ensured, e.g. in case the size of sample 1 and the overall sample size are identical, or the second sample is too small, the size of sample 2 can be adjusted based on the CB's professional judgement. This is further explained under section 6.2 of the guideline.
(7) Partial integration or Non-integration 

Expected results: 

Sample 1 (step 1 of the substantive testing) and sample 2 (step 2 of the substantive testing) cannot be integrated in one overall sample, and this therefore does not allow to conclude on both audit objectives. 

However, to ensure that the financial risk at Fund level related to legality and regularity of expenditure reflects the results of the testing of both types of transactions (processed exclusively through administrative checks and processed via both OTSCs and administrative checks) the results based on samples 1 and 2 will be consolidated in the overall error evaluation (see section 3.1.2.2 of Annex 4).
The outcome of the CB's work on substantive testing (samples 1-2) cannot be considered for the evaluation of the residual risk at Fund level, as no incompliance rate can be computed (for the procedure to follow see section 3.1.1 of Annex 4).
Precondition: The representativeness of the PA's randomly tested sample on-the-spot cannot be ensured at the level of certain/all strata defined for the first step of substantive testing (sample 1 (EAGF IACS, EAGF Non-IACS, EAFRD IACS, and EAFRD Non-IACS)); also, a stratified approach is not considered appropriate by the CB.

In those cases where all strata at fund level are affected by the lack of representativeness, the sampling integration is not possible. If only some strata are affected by the lack of representativeness, only a partial sampling integration is possible.

Steps to be taken: 


Step 1: The CB's sample determined for each strata for which the 
representativeness is not ensured as explained above  (sample 1), is followed  
through to the payment stage (where applicable), in order to estimate the financial 
impact of the possible misstatements (to be considered in the overall error 
evaluation for audit objective 1  – ref. to section 3.1.2.2 of Annex 4.)
For those strata for which the representativeness is ensured, the steps to be followed are set out above under point (1). 

Step 2: The CB draws a separate sample (sample 2) to be taken from all payment transactions cf. point (2) of section 6.2. The verifications will cover all stages of the process, with the exception of the re-verification of the on-the-spot checks. The results will be considered for the audit objective 1.

The decision flow for integration of the audit work is presented in Annex 6 to this guideline. 
6.4 Sample size  

6.4.1 Sample size for operational transactions

The sample sizes calculation for each of the three sampling techniques (MUS conservative approach; MUS standard approach; and Classical variable sampling) is extensively described in Annex 3 (section 2) and exemplified in Appendix 3.1 to this guideline. For example, depending on the audit parameters applied, the sample size in case of MUS – conservative approach may vary between [35] and [299] transactions. 

In case of statistical sampling, the sample size at stratum level should be kept at 30 as a minimum (rule of thumb). 
6.4.2 Sample size for small populations 

To accommodate for smaller populations a reduced level of initial checks may be used, taking into account the level of inherent and control risks. The recommended sample sizes vary between 10% (rule of thumb) in case of low risks of material misstatements, and 30% in case of high risks of material misstatements. Details are presented in Annex 3 (section 3) to this guideline.  
6.4.3 Sample size for non-operational transactions

Non-operational transactions, such as movements in debts and advances – securities do not qualify for statistical sampling. 

The suggested minimum sample sizes very between [5] and [30] and are detailed in Annex 3 (section 5) to this guideline. 

6.5 Additional sampling 

Additional sampling might be needed in case (1) the sample size determined for  the first step of the testing is smaller than the overall sample size needed; (2) other circumstances linked to the identified risks for certain schemes or measures, which may make it necessary to perform additional tests.

Details are presented in Annex 3, section 6 of this guideline. 

6.6 Specific considerations for the assurance composition of the certification audit 
The confidence levels are fixed taking into consideration the inherent risk and control risk identified (the CB may refer directly to the risk of material misstatements). Assuming a maximum audit risk (AR) of 5%, the assurance (or confidence level) required from substantive testing is calculated as follows:
	Examples
	AR (=)
	IR (x)
	CR (x)
	DR
	Assurance from substantive verification (1-DR)

	EAGF 
	5% (0.05)
	60% (0.6)
	17% (0.17)
	50% (0.5)
	50%

	EAFRD 
	5% (0.05)
	100% (1)
	25% (0.25)
	20% (0.2)
	80%


It follows from this that, the higher the auditor assesses the level of inherent and/or control risk to be, the lower the detection risk must be; this requires more substantive audit work (larger sample sizes). Equally, a lower combined inherent and control risk, allows for a higher detection risk, resulting in less substantive work and more systems based work.

The following table shows how the overall audit assurance at population level can be built up depending on the level of reliability obtained from different audit techniques in relation to identified risks of material misstatement:
	Assurance
	Low

	Low
	Medium Low
	Medium 

High
	High

	AR
	5%
	5%
	5%
	5%
	5%

	IR
	60%
	60%
	60%
	60%
	60%

	CR
	17%
	24%
	28%
	33%
	42%

	IR x CR
	10%
	14%
	17%
	20%
	25%

	DR
	50%
	35%
	30%
	25%
	20%

	Confidence
	50%
	65%
	70%
	75%
	80%

	Assurance
	
	Low
	Medium

Low
	Medium

High
	High

	AR
	
	5%
	5%
	5%
	5%

	IR
	
	100%
	100%
	100%
	100%

	CR
	
	25%
	33%
	50%
	100%

	IR x CR
	
	25%
	33%
	50%
	100%

	DR
	
	20%
	15%
	10%
	5%

	Confidence
	
	80%
	85%
	90%
	95%


NB. The IR is fixed at the maximum level of 1 (100%); alternatively it may take the value 0.6 (60%). The CB should assess the inherent risk at the relevant level (stratum or population), and it may assess inherent risk to be high (100 %) or not high (60 %). Based on its professional judgement the CB shall identify risks among the inherent risks that require special consideration (significant risk). Significant risks may involve schemes/measures/transactions that are complex, managed by third parties, are prone to fraud, are subject to a high degree of subjectivity, etc.

See Appendix 3.1 for further explanations. 

When sampling for the on-the-spot checks, consideration should be given exclusively to the quality of the part of the ICS for these on-the-spot checks. When setting the sampling parameters at population level (fund level) the lowest values for the "on-the-spot" control system at strata level (IACS and Non-IACS) should be considered. 

6.7 Sampling parameters
6.7.1 General considerations 

The determination of the sample size takes into account the following elements: 

· The sampling population – being the total amount of aid paid. Please refer to the section 6.7.2 of this guideline. 

· The sample size
In general, the sample size is calculated taking into account: confidence level / reliability level, precision (A/K), variability, population size, tolerable misstatement (TM), and expected population misstatement (AM). The definitions of these concepts are set out in the Glossary. 
Once the sample size has been determined, the sampling interval can be calculated by dividing the population size by the sample size.
Considering that the substantive testing may have to be carried out in two steps the definition of the sample size for substantive testing is recommended to be carried out in the following way:

(1) Determine the overall sample size to be tested on Fund level based on the assessment of the internal control system from last year and taking into account the estimation of the annual expenditure (based on forecasts) following the assurance model in section 6.6;
(2) Allocate the overall sample size between IACS/NIACS strata on a proportionate basis, taking into account the total (budgeted) expenditure per stratum;

(3) Determine for each stratum the sample size. The sample size is to be determined in accordance with the assurance model in section 6.6;
(4) Adjust the final sample size to the actual annual expenditure declared to the Funds. In case the actual expenditure appears to be significantly higher than expected, the CB may see it necessary to increase the originally determined overall sample size.

· The sampling unit – represents one item in the population.

Depending on the methodology applied, the sampling units may be physical items (for example, claims, on-the-spot control reports, etc.) or monetary units.

If MUS is applied, a monetary unit is sampled. In all the other cases, the sampling units are represented by physical units. 

For testing the expenditure (including the legality and regularity), the sampling unit is made of one transaction, containing, in case MUS is applied, the sampled monetary unit.   

For the first step of the substantive testing, depending on the available data and the necessary timing of various steps of the substantive testing, the sampling unit can be made of:

(a) If there is a time constraint for carrying out the re-verifications on the spot, one claimed transaction selected by the PA to be randomly checked on-the-spot checks, under the condition that representativeness of the sample drawn by the PA is sufficiently ensured;

(b) If there is a no time constraint for carrying out the field inspections, one paid transaction selected by the PA in their randomly drawn sample for on-the-spot checks, under the condition that representativeness of the sample drawn by the PA is sufficiently ensured;

(c) In case the representativeness of the sample drawn by the PA is not sufficiently ensured, one claimed/paid transaction checked by the PA on-the-spot.

For the tests of controls, the sampling unit depends on the nature of the control tested; for example when testing the quality of on-the-spot controls, the sampling unit can be the on-the-spot control report/check-list.

· The deviation condition – the departure from adequate performance. 

For example, for the evaluation of the residual risk (IRRcb based on the validation and authorisation of operations) the deviation condition is the difference between what the PA validated and determined as eligible before sanctions and penalties and what the CB considered should have been validated. Both over and under validations, independent of their financial impact, should be taken into account. 

For establishing the error rate for the legality and regularity of expenditure (ERRcb based on the validation of operations and the authorization, payment execution and accounting), and for certifying the accounts, the deviation condition is the difference between what the PA paid and declared to the Commission, and the amount determined by the CB. For the calculation of this error rate, only the overpayments are taken into account (see section 7 of this guideline).

6.7.2 Populations
According to the preamble of the Implementing Regulation XX, the PA should keep separate accounts relating exclusively to expenditure to be financed by the EAGF and by the EAFRD respectively and revenues to be linked to the two Funds. It follows, therefore, that the two Funds should be treated separately. 
It follows from this that the CB has to express the opinions stated in Article 9 of the Horizontal Regulation for the two funds separately. 
For operational transactions, the populations to be defined depend on the scope of the audit. The CB has to perform the audit work taking into consideration two generic populations: EAGF and EAFRD: 

(1) Population 1: Schemes under EAGF

Stratum 1: Schemes under EAGF covered by Non IACS referred to in Article XX of the Reg. (EC).
Stratum 2: Schemes under EAGF covered by IACS referred to in Article XX of the Reg. (EC).
Stratum 3: Public storage under EAGF covered by Non IACS referred to in Article XX of the Reg. (EC). 

(2) Population 2: Schemes under EAFRD

Stratum 1: Schemes under EAFRD covered by IACS referred to in Article XX of the Reg. (EC).
Stratum 2: Schemes under EAFRD covered by Non-IACS referred to in Article XX of the Reg. (EC).
For details refer to Annex 5. 

For non-operational transactions the following populations can be defined: 

(1) The debtors' ledger: 

· Population 1: Debts management under EAGF

· Population 2: Debts management under EAFRD

However, if it can be  demonstrated that the debts' movements for both EAGF and EAFRD funds are managed using a common internal control system, following the same principles, both the compliance and substantive verifications may be carried out based on one single population covering both EAGF and EAFRD. This is under the condition that an error identified would be representative for both funds. 

(2) Advances and securities:

The work has to be carried out at strata level as defined above.

6.7.3 Completeness, representativeness, further stratification and clustering 
The CB should ensure that the records used to draw the sample are complete and reflect the actual population being tested. This can be achieved by comparing different populations and reconciling differences found. Appropriate reconciliations shall be put in place by the CB. 

The concept of representativeness of a population / stratum is intertwined with the one of homogeneity; the latter can be judged in terms both of value and nature of the component items, as expressed below:








The representativeness at both population and strata level can be measured by the coefficient of variation as explained in the Glossary of this guideline and exemplified in Appendix 3.3.  

It is recalled that for the on-the-spot checks, the PA shall draw a representative sample of transactions (random checks) in order to obtain a representative error rate
. 

The above analysis should be performed at two levels:

(1) First, the representativeness of the population used for sampling, for the concerned population of transactions (e.g. the representativeness of the population of random on-the-spot verifications carried out by the PA, for the concerned population of transactions). 

(2) Second, within one defined population and/or stratum, the CB's audit approach shall ensure the representativeness of the sample. 

For the tests of detail, a stratification within IACS and Non-IACS – by monetary value or according to a particular characteristic that indicates a higher risk of misstatement – may be applied in duly justified cases. A few examples of possible benefits of stratification are listed below:

· The stratification by monetary value may allow greater audit effort to be directed to the group value items that may contain a greater potential misstatement in terms of overstatement (ref. ISA 530, par. A8 and Appendix 1). 

· Separate the transactions that risk not being representative due to their "a-typical" value; for example, a separate and exhaustive examination is recommended for individual items larger than materiality or larger than the interval (see also ISA 330, par. 18) 
. 

It may be useful to consider introducing additional strata, in particular in the following situations:

· Error-generating subsets of the population. 
Separate additional strata may be defined in case of a particular characteristic that indicates a higher risk of misstatement. The decision for an additional stratum will depend on the impact at the predefined strata level (IACS and Non-IACS) of the expected/realised errors that are specific only to certain measures, and therefore not representative for the entire stratum. 

There are two stages at which the CB could decide for an additional stratum:

(1) at planning stage, based on the expected errors/misstatements, and 

(2) after the error evaluation, considering the identified misstatements; in this case the audit strategy and the audit plan have to be adjusted accordingly (see section 6.5 of this guideline).
· To separate the PA's randomly tested on-the-spot transactions using remote-sensing technology from those tested in a classical way; this decision can be taken by the CB where the representativeness of the remote sensing verification for the entire IACS stratum is not sufficiently ensured (see also section 8.2 of this guideline). 

· If a stratum is composed of transactions for which the internal control framework and the eligibility conditions vary considerably. For example, in case of EAGF-IACS schemes: area aid measures and animal premiums and/or greening; in case of EAFRD Non-IACS schemes: area based measures, and investment measures.
The choice for additional stratification and the conditions under which this is considered appropriate is left to the CB's professional judgement. 

Transactions may also be discarded for separate substantive testing under the following conditions (to be met concurrently):
· The population/stratum to be discarded accounts for less than 2% of the total gross annual expenditure – called the "de-minimis" threshold. This may be done in order to avoid undue audit effort being expended on immaterial amounts.

· The assessed risk of material misstatement is low.    

Transactions may be clustered based on the "de-minimis" rule. For example, the CB may cluster similar strata/populations of different aid regimes that are so scattered or dispersed that it would be too time-consuming and costly to use random sampling (for example area based measures under EAGF and EAFRD). 

In addition to the above, transactions with similar quantitative and qualitative features, i.e. following the same procedure may be considered to be homogeneous. For example, for the purposes of compliance verification of certain control areas (such as payment execution, accounting), one single population may be allowed under the assumption that the internal control system generally follows the same rules independent of the schemes / measures to be tested.

6.7.4 Materiality and performance materiality level 

The overall materiality (known as well as tolerable misstatement - TM) is set at 2% at population level. 

If duly justified, the CB could fix different performance materiality thresholds at strata level, under the condition that the overall materially of 2% is observed at population level (an additional verification has to be substantiated and documented by the CB). 

The tolerable error represents the number of times the controls failed at assertion level. This level, although left at the CB's discretion, should be justified in the audit strategy. 

6.7.5 Assurance level

The assurance level, also called confidence level or reliability level, is explained in detail in section 5.1 of this guideline.

The overall level of assurance is set at 95%.  

In case the following conditions are concurrently met (to be substantiated in the audit strategy), the minimum level of assurance to be taken from substantive testing may be reduced to 50%:

· the inherent risks (IR) are low;

· the "working well" assessment of the ICS is confirmed by the CB in the two previous financial years, both at overall level and for the individual control areas (including immaterial misstatements- ERRcb and IRRcb);

· the "working well" assessment of the ICS is also expected for the period subject of audit, both at the overall level and for the individual control areas (including immaterial misstatements- ERRcb and IRRcb);

· the above assessments are not put into question by the results of other external audits (EC or ECA).
6.7.6 Expected errors or anticipated misstatements

The CB estimates the anticipated misstatement (AM) by considering the results of the prior year’s tests, the design of internal controls, the control environment, the control results in the statistics, and/or the results of pilot samples.
The CB may apply other sampling techniques if the choice is sufficiently substantiated and documented in the audit strategy.

6.8 Sampling techniques 
6.8.1 Statistical sampling techniques

To reach a conclusion on a population in terms of a misstated amount, the CB shall apply a stratified statistical sampling, enabling the quantification of the sample risk and drawing valid statistical inferences from the sample results. The sampling techniques recommended are those based on the normal distribution theory– variable sampling, and monetary unit sampling – conservative approach (probability proportional to size). Both monetary unit sampling (MUS) – standard approach and classical variable sampling are examples of variable sampling. The difference between the two sampling approaches concerns the way the sampling unit is defined (each paid 'euro' in the population for MUS and each payment execution transaction for classical variable sampling). A detailed presentation of these sampling techniques can be found in Annex 3 to this guideline. 

6.8.2 Selection among the statistical sampling techniques

To enable the sample integration, the same sampling technique is recommended to be applied throughout the testing of the legality and regularity of expenditure. The choice of the sampling technique to be used is left to the CB's appreciation (the choice has to be justified in the audit strategy). The table below summarises the different scenarios possible (see for additional details Annex 3, section 2.4): 
	Sampling technique
	Variability
	Expected error frequency
	Proportion of errors 

	MUS based on Poisson distribution ("loi de probabilité discrète") – MUS conservative approach
	High
	Low
 
	High

	Variable sampling based on  Laplace Gauss distribution ("loi de probabilité continue"): MUS – standard approach
	Low
	High
	High

	Variable sampling based on  Laplace Gauss distribution ("loi de probabilité continue") – Classical variable sampling
	Low
	High
	High

	Stratification + Sampling technique
	High
	High
	High


The Variability is measured by the Coefficient of variance (CV). A variance is considered high when the CV is above 50%. 

The expected error frequency is measured by the anticipated misstatement (AM). 

The proportion of errors is measured by the standard deviation of errors / standard deviation of error rates. 

6.8.3 Non-statistical sampling techniques for operational transactions 

In case the number of operational transactions in a population is below 200, it is recommended to use a non-statistical sampling. Details can be found in Annex 3 (section 3). 

A non-statistical approach is recommended in case of interventions.

6.8.4 Non-statistical sampling technique for non-operational transactions

For non-operational transactions (debts' movements, advances and securities) details of the sampling techniques can be found in Annex 3 (section 4). 

6.9 Multi-location sampling parameters
In case the CB decides to select a sample of locations from a population of items with more than 1 location (for example, one PA with several regional offices), it may face additional sampling considerations beyond those encountered when applying audit sampling to a single population. In this situation it may not be feasible to obtain sufficient evidence about all the locations.

The CB should then carefully consider the non-sampling risks. There are two additional risks to consider when a sample of locations is first selected and the sample of items is then selected from each location, these being: (a) risks associated with the examination of less than 100% of the locations (selection risk), and (b) risks associated with examining less than 100% of the items of interest at the locations visited (detection risk). 

In case the CB selects a sample of locations and then performs tests for each location, it first evaluates the results of the sample per location selected. If deviations or misstatements are found, the CB considers whether those misstatements or deviations are likely to also occur in locations not visited.



If based on the sample results, the CB considers whether the sample results might indicate a condition or pattern that might not support the assumptions used in developing the plan, indicating a need for further evidence regarding the misstatements in the population. The CB then aggregates the results of tests across all locations and assesses whether the desired assurance has been obtained from the procedures.

Details about the sampling in different locations are presented in Annex 3, section 5 to this guideline. 
7 Reconciliations

7.1 Reconciliation of financial declarations
[The CB in order to conclude on the completeness, accuracy and veracity of the annual accounts, will have to reconcile:

· the annual accounts (both EAGF/EAFRD) with the interim declarations (monthly and quarterly tables of expenditure);

· the annual accounts with the X table data;

· any other reconciliation deemed necessary and defined in Guideline no. XX on Reporting

7.2 Reconciliation work on control statistics]
(to be completed) 

8 Error evaluation

8.1 General considerations on errors

The error taxonomy can be explained taking into consideration the following classification criteria. In view of the different conclusions to be drawn, there should be a separate reporting per type of error identified by the CB:

(1) Financial impact triggered by the error/misstatement

· Errors identified after the payment stage and which trigger a financial impact;

· Errors identified after the payment stage and which by their nature remain formal errors (the payment is actually correct as to amount, but represents a transaction where one or more controls failed – e.g. a claim not authorised at the correct level, deficient on-the-spot control);

· Errors identified by the CB before the payment stage and which may have a potential financial impact. 

(2) Nature of the error

· Anomalous errors (called also systemic errors) are those errors that can be proved to be not representative for the stratum/population. These errors normally occur in closely defined circumstances, and affect a proportion of transactions. For example, it might be possible to establish that a certain type of error is associated with manually processed transactions, or that it only occurred during a certain period of time, or is specific only to certain locations. 
The value corresponding to the operations subject of uncorrected anomalous errors may be excluded when projecting misstatements.
Where such a potential systematic error is discovered, it may be possible to extend the testing of the particular problem identified, if necessary until 100% testing of all potentially affected transactions. This testing should allow to "know" the effect of the systematic error over the entire population. This error is then treated as a “known error”, and no extrapolation is needed. However, if it is not possible to test all transactions which have been affected, the error should be treated as a random error.

· Known errors are those identified either outside the sample, or resulting from a 100% test of a delimited stratum/population. Known errors relating to current year payments are added to the projected error, and therefore included in the total error evaluation unless a correction is made to the accounts. 

· Random errors are those that could have occurred in any of the transactions which were not sampled for testing. For example, if an input error is found, it is assumed that the same type of error could, in principle, have affected any of the non-sampled transactions. The CB must, therefore, extrapolate all random errors over the entire population, in order to estimate their total effect. 

In some instances random errors can be ring-fenced to a known stratum/population. If the PA can demonstrate that errors only relate to a subset of the strata then the CB must extrapolate random errors over the strata identified.

(3) Level at which the deviation/misstatement is identified

· At sample level, the following rates can be identified (for details refer to Annex 4 to this guideline): 

(a) "occurrence rate / sampling deviation rate" – ("SR"): the number of deviations identified in the sample, compared to the deviation condition. This can be used by the CB for evaluating the results of compliance testing. The use of this rate is recommended but remains optional.  

(b) The incompliance rate – "IRRcb", within the scope of the audit objective 2, and covering both over and under validations, for all transactions included in the substantive testing, independent of their authorisation status and the related financial impact found during the validation of operations/authorization. The purpose is to estimate the potential financial impact of flaws in the primary eligibility controls in the PA (administrative and on-the-spot, before any sanction or penalty is applied). This rate might trigger further conformity audit procedures or accreditation enquiries. 

(c) The error rate – "ERRcb", within the scope of the audit objective 1, and covering exclusively the overpayments for all transactions selected for substantive testing. The purpose is to estimate the financial impact of the misstatements identified by the CB. 
· At strata level, the error rates and the incompliance rates above are extrapolated first at strata level and then at population level (for details see Annex 4). 
8.2 Interpretation of sampling results for compliance testing 

If deviations from controls upon which the auditor intends to rely are detected, the auditor shall make specific inquiries to understand these matters and their potential consequences, and shall determine whether: 

· The tests of controls that have been performed provide an appropriate basis for reliance on the controls;

· Additional tests of controls are necessary; or

· The potential risks of misstatement need to be addressed using substantive procedures.

The deviation in the prescribed controls is measured by the sampling deviation rate" – "SR"; the deviation in the stratum/population is determined following the rules of error interpretation for non-statistical sampling - see explanations in Annex 4 to the guideline. 
8.3 Interpretation of sampling results for substantive testing

8.3.1 Error evaluation for statistical sampling 

The error evaluation for statistical sampling depends on the sampling technique applied: MUS conservative approach, Classical variable sampling (CVS), or MUS standard approach. In case of CVS, the error evaluation depends also on the method applied: mean-per-unit, ratio determination, or difference determination.

The following applies, regardless of the sampling techniques or methods used:

· Calculation of error rates based on determined misstatements;
· Determination of projected stratum/population misstatement;
· Estimation of sampling risks / realised precision;
· Calculation of confidence interval: 

The error evaluation should take into consideration the two types of errors expected from the CB, namely the incompliance rate – "IRRcb" and the error rate – "ERRcb", as defined in section 7.1 of this guideline.

Details about the error evaluation are presented in Annex 4 to this guideline, and are exemplified in Appendices 4.1 and 4.3.

8.3.2 Error evaluation for small populations and non-operational transactions

In case of either small populations or non-operational transactions, the error rate is determined by adding up the differences identified between the recorded and the audited values and by dividing the total error by the total value of the items checked (in case of random or systematic selection of sample items), or by the book value (in case of MUS selection of sample items).  

Details about the error evaluation are presented in Annex 4 to this guideline. Examples for the error evaluation in case of small populations are presented in Appendix 4.2. 
The CB is also expected to provide an overview on the work carried out on the movements in the debtors' ledger cf. Appendix 4.4. 

8.4 Consolidation of errors 

The CB’s best estimate of misstatement in the stratum/population is the projected misstatement plus known errors. A consolidation of error rates – "ERRcb" and incompliance rates – "IRRcb" evaluation, independent of the sampling technique, is expected for each of the two populations (EAGF and EAFRD). The CB is expected to articulate how the consolidated error evaluation at fund level factors into the audit opinions. Details are presented in Annex 4 to this guideline. 

8.5 Conclusions for the audit objectives

8.5.1 Conclusion with regard to audit objective 1
The audit opinion should draw on:

· The final evaluation of the internal control system of the PA (the overall assessment as reported in the matrices), based on the results of both compliance and substantive audit work:

· review of the internal control system,

· compliance testing,

· substantive testing on operations (IRRcb) and on payments (ERRcb).

· The conclusion on the legality and regularity of the expenditure declared to the Funds, based on both the error rate ("ERRcb") and the overall error established at fund level;

· The conclusion on the completeness, accuracy and veracity of annual accounts using the error rate ("ERRcb"), the overall error and the results of the financial reconciliation work.

The table below provides an overview of the main scenarios. All scenarios should take account of the corrective measures taken by the PA after the error evaluation as well as the significance of errors leading to the material total error (Total Error consolidated at Fund level from substantive testing, and Overall error defined in Annex 4, section 5)
	Final assessment of ICS
	L&R of expenditure declared to the EC
	Completeness, veracity and accuracy of the annual accounts
	Audit opinions at fund level

	Overall assessment of the ICS at fund level: Works partially – Works – Works well (overall grades 2 – 3 – 4 in the matrices)
	a) TPE < UEL < TM 

b) TE consolidated at fund level < TM
	No significant misstatement as a result of accounts reconciliation
	Unqualified

	
	a) TPE < UEL < TM 

b) TE consolidated at fund level > TM
	No significant misstatement as a result of accounts reconciliation
	Unqualified with emphasis of matter or Qualified 

	
	a) TPE < TM < UEL

b) TE consolidated at fund level > / < TM
	No significant misstatement as a result of accounts reconciliation
	Qualified/unqualified
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	a) TM < TPE < UEL

b) TE consolidated at fund level > TM
	No significant misstatement as a result of accounts reconciliation
	Qualified – detected differences.


	
	One of the 4 above scenarios 
	Significant misstatements as a result of accounts reconciliation
	Qualified – detected differences – overall error exceeds materiality (see Annex 4).

	Overall assessment of the ICS at fund level: Not working (overall grades 1 in the matrices) and/or financial errors from test of controls/compliance testing
	One of the 4 above scenarios
	Significant or no significant misstatement
	Qualified – detected deviation – overall error exceeds materiality (see Annex 4).


8.5.2 Conclusion with regard to the residual risk
For its conclusion on audit objective 2, the CB should consider:
· the overall assessment of the ICS; and 

· the Incompliance Rate – "IRRcb".

This would then allow to conclude on the reliability of the residual error rate as reported in the control statistics (error rates – "ERRpa"), under the condition that the reconciliation of these statistics with the control results and the relevant information systems did not identify any shortcomings:

	The evaluation of the residual risk confirms the ERRpa
	Assuming:

· the PIR <UPI< 2% and no significant deviation from overall assessment of the ICS (ICS effective)
The risk is not more than TPE_IRRcb + Precision (</> 2%)

	The evaluation of the residual risk does not confirm the ERRpa
	Assuming:

· the UPI > PIR>2% and/or 
· significant deviation from overall assessment of the ICS (ICS ineffective)
The risk is material and the control statistics cannot be confirmed.

	
	Assuming:

· the PIR <2%<UPI and/or 

· significant/no significant deviation from overall assessment of the ICS (ICS (in)effective)
The risk is not quantifiable and the control statistics cannot be confirmed.


If  the UPI exceeds the materiality level, albeit that the PIR remains immaterial, further investigations are needed at conformity level to identify the underlying reasons, and corrective actions have to be taken and documented by the PA in an action plan.
For further guidance on this refer to Guideline no. XX on reporting requirements.

Details about the error evaluation are presented in Annex 4 to this guideline. 
9 Methodology for carrying out the field inspections 

9.1 The timetable for the re-verifications on-the-spot 

The CB shall adequately plan its on-the-spot verifications taking into account the time constraints imposed by the specific nature of the verifications. A timely re-verification by the CB of the PA's on-the-spot controls is paramount for the area-based measures. It is up to the CB to determine when best to perform these checks. 

As far as the EAFRD Non-IACS measures are concerned, the timing of the verifications on-the-spot is in general not an issue. It therefore leaves more leeway to the CB to decide on when these will actually be performed.

Particular attention needs to be paid to those measures (mainly EAGF Non-IACS measures) where, due to their nature, re-performance may not be feasible. In these cases the CB could consider the following options:

· either carry out its checks simultaneously with the control carried out by the   PA ( accompanying the control); 

· or ex-post through re-verification of documentary evidences, which is not time-bound and could take place at any moment in time, even after the execution of the  payments. 

The CB has to set out the options retained in its audit strategy. 

In case use is made of the expertise available in the PA, or in any other external body, the CB should ensure that the planning is aligned with the plans of either the PA or those other bodies. See also section 9.1 of this guideline. Where the PA conducts supervisory controls (quality controls) the CB may accompany these checks. In case use is made of the work of other bodies, the independence principle has to be observed and the work has to be supervised in conformance with the prevailing standards (see also section 9.1 of this guideline). 

In case, where due to timing differences, the findings of the CB do not concur with those of the PA, for instance due to the impact of changing environmental and weather conditions, the CB should draw a conclusion, on whether the identified differences could reasonably be explained or whether they represent a test failure, and appropriately document this. 

9.2 Conducting the on-the-spot controls

The CB's on-the-spot re-verifications can be carried out either in a classical way (using GPS, etc), or by remote sensing ('tele-detection'). 

The CB has to assess the representativeness of the remote sensing for the entire population. Depending on the results of this inquiry, the following alternatives are proposed (the choice has to be explained in the audit strategy):

· The results of remote sensing are considered equivalent to those of classical controls. Hence, the on-the spot checks consists of both remote sensing and classical controls. This requires that the quality of the LPIS is good and the remote sensing is based on a representative sample. 

· The CB stratifies the pre-defined stratum and considers separately, and proportionally the claims checked through remote-sensing and those checked in a classical way. This in case the quality of the LPIS is assessed to be good but the remote sensing is considered not to be based on a representative sample.

· The remote-sensing re-verifications by the CB are part of the compliance checks. In this situation only the PA's randomly checked sample for there-verification classical field inspections will be considered representative for the entire population/stratum. The sample of the CB will therefore be drawn from the PA's sample for the classical field inspections.  
In addition, in case the evidences obtained by the CB based on the re-verification of remote-sensing, are not conclusive, the CB may consider carrying out a rapid field visit. The following alternative solutions can be identified for the re-verification of remote sensing controls by entities other than the CB:

Option 1: Re-verification by the agency carrying out the original remote sensing control

One option to re-verify remote sensing control is to commission the remote sensing company charged with satellite-based remote sensing additionally with interpreting the samples chosen by the CB.

This would require a strict segregation between the services responsible for the interpretation of the samples drawn on behalf of the CB, and those responsible for the controls performed for the PA. In that case the CB should obtain the necessary assurance that this is indeed the case, and that impartiality is sufficiently ensured.
Option 2: Re-verification by another competent company/agency

Other companies/agencies not involved in the inspection process described above could be contracted, including possibly those companies that are already performing the external quality control for remote sensing for the PA.  The sample of the re-verifications to be performed should then be decided by the CB. In this situation the independence between the company having done the original remote sensing control and the company implementing the re-verification for the CB would be ensured.  

Option 3: Re-verification by the administrative bodies of the MSs themselves

The re-verification of the OTSCs sampled by the CB could also be conducted by the administrative bodies of the MS. This could for instance be done by the staff of the PA tasked with image interpretation. Adequate procedures and control mechanisms would have to be in place to ensure both the quality of the work performed, and that the impartiality of the interpreters is ensured and conflict of interests is  avoided.

The CB may choose to adopt a different method for on-the-spot verifications than that applied by the PA for the first level controls. For example, the CB may choose to re-verify the classical field inspections by means of remote-sensing. Moreover, the CB may choose a different on-the-spot measurement method ('point measurement' or 'continuous measurement') than the one applied by the PA. However, in order to be able to draw valid conclusions, this would require a stringent analysis of the differences identified. 
9.3 Control standards for verification of parcels – two stage sampling

The verification by the CB shall cover the agricultural parcels for which aid is requested by a beneficiary which have been subject to an initial control by the PA. To be noted that the CB does not have to confine the on-the-spot verifications to those parcels that had been verified by the PA. Nevertheless the CB has to ensure that the following two requirements are observed:

· whether the PA has checked the minimum number of parcels required by the EU regulations;

· In case only a sample of parcels was checked by the PA, whether the possible differences identified during the field inspections were properly extrapolated to the entire area claimed by the respective beneficiary. 

The minimum number of parcels to be verified by the CB is depicted below:

	Number of parcels at beneficiary level
	Min number of parcels to be checked by the CB 

	Below 30 (inclusive)
	50%

	Above 30 
	25% but not less than 10


If 25% of parcels to be tested represent more than 30 parcels, the verifications may be limited to 30 parcels, under the condition that the parcels to be verified are relatively homogeneous in terms of size and eligibility conditions. 
The CB is however allowed to deviate from this if it considers that a statistical methodology would be more suitable for determining the sample size. In that case the CB has to properly justify this decision in its audit strategy. 

For the selection of parcels, a systematic sampling using a fixed interval sample is recommended (number of parcels initially checked by the PA / number of parcel checks to be re-performed by the CB), based on a random number and selecting every nth item thereafter. 

In all cases where only a sample of the parcels initially checked by the PA is verified, the CB should extrapolate the differences found to the entire area validated by the PA at the level of individual beneficiary. The sample error rate thus determined is then projected at the stratum/ population level.

10 Particular considerations 

10.1 Use of work performed by other auditors / expert bodies
The CB can choose to outsource the field verifications to remote sensing companies, or rely on the second level controls on remote sensing outsourced by the PA where available, under the condition that the segregation of functions with the first level controllers is ensured.
In case the CB outsources a part of its verifications, the provisions of ISA 620 "Using the work of an auditor's expert" should be considered. In case the CB decides to rely on experts of the PA, the CB shall follow the requirements of ISA 500 “Audit Evidence” par, 8. Pertaining to that, according to ISA 500, par. 8 and A34-48, if information to be used as audit evidence has been prepared using the work of a management's expert, the auditor shall, to the extent necessary, having regard to the significance of that expert's work for the auditor's purposes: 

· evaluate the competence, capabilities and objectivity of that expert; 

· obtain an understanding of the work of that expert; and 

· evaluate the appropriateness of that expert's work as audit evidence for the relevant assertion.
The CB may rely on the work of internal audit, or by analogy on the work of an alternative independent team which conducts a similar ex-post verification, under the condition that the CB respects the requirements of ISA 610 “Using the work of internal auditors” or ISA 620 "Using the work of an auditor's expert".

In all cases, the CB's audit work, including the supervision over the expert / audit body should be carried out in accordance with the internationally accepted audit standards and adequately documented. 

10.2 Use of IT tools

Where considered appropriate and beneficial for the efficiency and effectiveness of the audit, the CB could use IT audits or computer aided audit techniques to obtain sufficient evidential matter. This would reduce the amount of testing to be done based on manual audit procedures.  

10.3 Verification of cross-compliance 

The observance of cross-compliance requirements shall be verified through on-the-spot checks and, where appropriate, through administrative checks. Nevertheless, the re-verifications to be made by the CB on cross compliance should be limited to those already carried out by the PA within its competences and responsibilities. This verification shall be complemented with tests of control on the risk analysis performed by the PA on cross compliance. In case of identified high risks of errors, the CB may decide to enlarge the sample in order to better assess the financial misstatements. 

10.4 Follow-up of CB's findings, including the financially identified errors

CBs are requested to follow up (systematically in their annual audit reports) their findings and recommendations, allocating a particular attention to:

· corrective measures undertaken by the PA in order to address the deficiencies in the ICS (independent whether affected by financial misstatements), and 

· measures taken to recover overpayments relating to errors detected during the audit. 

A detailed table, evidencing separately the conformity and the accreditation findings, and clearly highlighting the (potential) financial impact of the identified misstatements detected by the CB in the course of carrying out the various types of audit test, should be included in the audit report and provide the basis for following up over the different reporting periods.

10.5 Late payments

Where required by the regulations, the CB should verify the timely treatment of payment claims by the PA, in particular whether the interval between receipt of the supporting documents needed to make the payment and issuing of the payment order, does not exceed legal deadlines. 

10.6 Observance of financial ceilings 

Where measures are subject to quantitative limits, either in terms of total amounts paid, production or eligible areas, the CB is expected to check that procedures are in place to ensure that the total payments (across all the PAs) are within these quantitative limits. This includes an examination of the basis of application of the ceilings as set out in measure and scheme specific regulations. 
10.7 Observance of aid intensity ratios

The CB is expected to check the respect of aid intensities and the correct application of EU and national ratios for allocation of EAGF and EAFRD funds. 
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� 	Official Journal of the EU, L298/1 of 26.10.2012


� See also the Guideline XX on accreditation 


� As defined in Art 1 of the Horizontal Regulation and Art XX of the Implementing Regulation 


� 	Cf. Articles 88, and 89 of the Regulation (EU) No. 966/2012 of 25 October 2012 (Official Journal of the EU, L298/1 of 26.10.2012)


� 	Cf. Articles 65, 68, and 90 of the Regulation (EU) No. 966/2012 of 25 October 2012 (Official Journal of the EU, L298/1 of 26.10.2012)


� The assurance from substantive testing can be decreased to 50% only when the pre-conditions stated in section � REF _Ref370151135 \r \h ��6.7.5� are simultaneously met at the level of the population.


� 	Art 60 – 61 of the draft Horizontal Regulation and Art 59(2)(b) of the Reg. 966/2012


� 	In case of MUS – conservative approach, the transactions above the interval are considered separately, therefore there is no need for separate testing. 


� 	Generally below 0.5%


� In these  cases the CB should check if sufficient audit testing has been carried out. Cf to Annex 3, section 6.





Commission européenne/Europese Commissie, 1049 Bruxelles/Brussel, BELGIQUE/BELGIË - Tel. +32 22991111

50

_1438961928.unknown

_1438961989.unknown

_1438962094.unknown

_1438961646.unknown

