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TABLE OF CONTENTS

31.
Purpose

2.
Background
3
3.
The control framework
3
3.1.1.
Procedural level
3
3.1.2.
Overview level
4
4.
Identification of risks
4
4.1.
Initial risk assessment
4
4.2.
Assess Paying Agency risk management effectiveness
5
5.
Audit Approach
5
5.1.
Audit assurance
5
5.2.
Assessment of control environment
5
5.3.
The CB's work on the PA's compliance with the accreditation criteria
6
5.4.
Audit testing
6
5.4.1.
Compliance testing
7
5.4.2.
Substantive testing
9
6.
The Certifying body's audit strategy document
11


1. Purpose
This Guideline is intended to assist Certifying Bodies (CBs) in the establishment of their audit strategy.  It has been drawn up to guide the CBs in their tasks of gathering sufficient, appropriate audit evidence to conclude on whether the annual accounts of the accredited Paying Agencies (PAs) are in all material respects true, complete, and accurate and that internal control procedures have operated satisfactorily.
A detailed guide on sampling (with a worked example) is provided in Annex 1.

This Guideline will be reviewed on a periodic basis.
2. Background

This Guideline addresses the requirements of Article 5 ("Certification") of Commission Regulation (EC) No 885/2006. This Regulation lays down detailed rules for the application of Council Regulation (EC) No 1290/2005 as regards the accreditation of PAs and other bodies, and the clearance of the accounts of the European Agricultural Guarantee Fund (EAGF) and the European Agricultural Fund for Rural Development (EAFRD).
3. The control framework

3.1.1. Procedural level

For all PAs, the systems in place and the control framework feature five main procedures:

· authorisation of payments, comprising administrative controls (involving detailed checking and authorisation of claims based on established checklist and segregation of key functions, often enforced under computerised systems) and on-the-spot controls (involving pre-payment and post-payment checks, including on-the-spot checks, and the examination of claimant and producer records);

· execution of payments - these are normally standardised and will involve checks to confirm that only authorised claims are passed for payment and that payment is properly effected;

· accounting - involving controls over ledger postings and the reconciliations against feeder systems and to bank.  This also includes controls over the transmission and reconciliation of the monthly Table 104s and quarterly EAFRD expenditure declarations, together with the relevant bookings in respect of public storage for EAGF.
· debt management – comprising controls relating to the recognition of all amounts due and the recording in a debtor's ledger of all such debts, as well as the collection of irregularities, levies and other similar receivables;

· advances and securities – comprising controls to ensure that such items are duly authorised; clearly identifiable in the records, with their status regularly monitored (to trace and resolve longstanding cases); and that the securities remain valid and honourable until the related advance is cleared.
3.1.2. Overview level

· The CB should assess whether there is sufficient higher-level monitoring of control activities, as set out in Article 4(a) of Annex I of Regulation (EC) No 885/2006. Ongoing monitoring should be built into the normal, recurring operating activities of the PA; at all levels the daily operations and control activities of the PA should be monitored on an ongoing basis to ensure a sufficiently detailed audit trail.

· The internal audit function, being a monitoring control, shall be separately assessed.  It should verify that procedures adopted by the PA are adequate to ensure that compliance with Community rules is verified, and that the accounts are accurate, complete and timely.  It should also assess, report on, and (where appropriate) make recommendations in respect of, the operation of controls governing expenditure under EAGF and EAFRD schemes.
· The CB may rely on the work of internal audit, both related to the substantive requirements of the EAGF and EAFRD audit (to the extent the CB has selected the sample of transactions for examination) and also other audit procedures performed as part of the certification process.  The CB should be fully guided by International Standard on Auditing (ISA) 610 “Considering the work of internal audit” in determining whether the nature and extent of internal audit's work is adequate for certification purposes.
4. Identification of risks

4.1. Initial risk assessment
The CB's initial risk assessment shall be made based on existing knowledge of each PA, its control systems and the schemes it operates (including any risks identified in prior periods).  It follows that new schemes present a much higher risk than long-established schemes with a historically low error rate. If the CB has identified specific risks from previous audits, it must address them by additional audit procedures.
When determining the nature, timing and scope of the work, the CB should assess the risk of significant monetary errors. It shall examine controls and procedures to assess whether these are sufficiently reliable for a proportion of its audit assurance. The remainder of its assurance will be then obtained from substantive testing.

Detailed guidance on audit sampling appears in the Annex.
4.2. Assess Paying Agency risk management effectiveness

ISA 315: "Understanding the entity and its environment and assessing the risks of material misstatement" requires that the CB:

· assesses the design and implementation of controls, regardless of whether a controls-based audit approach is planned; and

· looks at an organisation's ability to identify risk and assess the impact which this may have on the accounts.
Hence the CB must obtain assurance in three areas:

(1) The PA's ability to meet accreditation criteria and to recognise and evaluate operational risks;

(2) The PA's commitment to prepare quality annual accounts consistent with EU guidelines and other EU requirements;

(3) The PA's infrastructure and oversight activities to ensure reliable financial reporting to the Commission.

5. Audit Approach
5.1. Audit assurance

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

5.2. Assessment of control environment
The CB's work should begin with a review of the general control environment. This includes inter alia:

· “walk through” tests to confirm its understanding of the schemes and control procedures;

· a review of the “translation” process, whereby the requirements set out in EC Regulations are incorporated in the PA’s manual and 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 being taken in response to recommendations on improvement accepted by agencies as necessary as part of the accreditation process.
5.3. The CB's work on the PA's compliance with the accreditation criteria
See section 4 of Guideline no.2.
5.4. Audit testing
Per "Whereas (2)" of Commission Regulation (EC) No 883/2006:

"With a view to ensuring the proper management of the appropriations entered in the budget of the European Communities for the two Funds, it is essential that each paying agency should keep separate accounts relating exclusively to expenditure to be financed by the EAGF and by the EAFRD respectively. To this end, the accounts kept by the paying agencies should clearly show, for each of the two Funds, the expenditure effected and revenue assigned under Article 3(1), Article 4 and Article 34 respectively of Regulation (EC) No 1290/2005, and allow this expenditure and revenue to be linked to the funds made available to them under the Community budget."
It follows, therefore, that the two Funds should be treated separately.  Furthermore, given that a population is defined as a set of transactions for which the control system can be said to be homogenous, IACS and non-IACS schemes should also be treated separately.
On this basis the following populations within each PA have been identified (see Guideline no.2, point 4.2):

1)
Schemes under EAGF
 covered by IACS, i.e. support schemes under EAGF established under Titles III, IV, V and Annex I of Council Regulation (EC) No 73/2009;

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

3)
Debt management under EAGF
;
4)
Schemes under EAFRD covered by IACS, i.e. support schemes under EAFRD referred to in Article 6 of Regulation (EU) No 65/2011
;

5)
Schemes under EAFRD not covered by IACS, i.e. support schemes under EAFRD referred to in Article 25 of Regulation (EU) No 65/2011
;

6)
Debt management under EAFRD.
5.4.1. Compliance testing

The assessment of the control environment will have to be confirmed by some compliance testing.  This is normally the only way to obtain the control assurance necessary to reduce the substantive test sample sizes.
Compliance testing shall be clearly distinct from the substantive testing referred to under point 5.4.2 and should be carried out prior to it. 
At least 10 items per population for each PA should be tested. In practice, this means that 10 items could be selected to simultaneously cover the three main controls below (authorisation, payments and accounting), with a separate sample of 10 items to cover advances (and the related securities), and a further 10 items covering debtors.

The main procedures set out in paragraph 3.1.1 above should be examined, as follows:

Authorisation controls

The detailed elements of the authorisation procedures, i.e. the administrative and on-the-spot checks, should be tested. In addition, a review of controls over the maintenance of standing data, such as any claimant registration systems, should be undertaken. This should include checks to establish whether changes resulting from new Community legislation are implemented promptly in the PA's systems. Where PAs delegate technical and/or authorisation functions to delegated service providers, CBs should check whether PAs are complying with the relevant legal requirements.
Payment controls

The general review of controls over the issue of payments should aim to assess whether:

· only approved claims are selected and passed for payment;

· payment is made only to the claimant or final beneficiary, to the claimant’s bank account or assignee, and that no payments are made in cash;

· all payments for which transfers are not executed, or cheques not cashed, are re-credited to the Fund;

· “negative expenditure” is properly controlled and processed via a debtor's ledger; and

· appropriate levels of security exist, including a record of the identity of the signatory, where payments are approved electronically.

Accounting controls

The general review of accounting controls should aim to assess whether:

· all EAGF and EAFRD receipts (including assigned revenues, levies and other receivables) and payments have been accurately recorded in the PA's ledgers;

· a clear audit trail exists between the original claim and final entry, including for amounts modulated;

· the maintenance of claimant records is satisfactorily controlled;

· reconciliations between the ledger and the payments and operational systems are complete and up-to-date; 
· for intervention, the quantities and associated costs are correctly and promptly processed and recorded per identifiable lot and in the correct account at each stage, from the acceptance of an offer to the physical disposal of the product, in compliance with the applicable regulations;
· the F-audit tables have been correctly compiled as per the requirements of Annex III of R. 884/2006, with (as applicable) costs and revenues reconciled to the annual accounts, and quantities duly checked (the quantity and nature of stocks at every location should be determinable at any time); and
· any amounts held in suspense accounts would have altered the Annual Declaration had they been cleared.
Debt management
To audit controls over debtors, the CB should:

· review the PA’s procedures for reconciling debtors' ledger figures to operational systems records;

· review the procedures for the recovery and non-recovery
 of debts;
· ensure that a mechanism for calculating debt interest exists in the system and is operational.

Advances and securities
To audit controls over advances and securities, the CB should establish that:

· the records contain all necessary details to allow for proper identification, ageing and accounting;
· regular internal reconciliations are carried out with the bank payments; with the authorised payment files/summaries from the authorising departments; with previous/later advances; with interim and final payments; and with (where applicable) security records and the related securities;

· regular internal analyses are made of the advance payment accounts and securities records: this includes timely follow-up of all abnormal or long outstanding cases, including initiation of recovery procedures where conditions have not been respected; the release of bank guarantees and redemption of securities.
5.4.2. Substantive testing

Operational transactions (generally representing gross expenditure)
Gross expenditure items

Generally, a sample of individual transactions should be drawn using MUS and subjected to substantive testing. The precise nature of these tests may vary according to the type of operational transaction as well as the systems in place at each PA but should incorporate the following type of test:

· claims have been processed in accordance with written instructions;

· data have been correctly entered into the computer system;

· processing and payment has not occurred if validation checks have failed or are uncleared;

· results from administrative and on-the-spot checks  are taken into account in processing claims (where appropriate);
· (SPS) payments match the entitlements;

· the PA has correctly deducted any undue payments under Article 6 (b and c) of Regulation (EC) No 885/2006 not recovered at the end of the financial year;
· re-performance of payment calculation (including checks on the PA's use of correct exchange rates where payments have been made in national currency, and the checks on the correct application of modulation deduction in accordance with Article 7 of R. 73/2009);

· payment correctly recorded in books of account and payment to correct payee (including checks on the PA's correct recording of the EAFRD expenditure co-financing rates); and

· debts noted for recovery (as appropriate for the payment).
Public storage
Transactions representing quantities bought and sold during the year should be substantively tested to ensure that the quantities and associated costs are correctly and promptly processed and recorded. The CB should either attend a number of stock inspections during the EAGF year, or confirm by what means it has satisfied itself as to the correctness of stocktaking procedures. It should also check the accuracy of the F-audit tables.

Non-operational transactions

These fall into three main categories: irregularities; other assigned revenues; and advances and securities.
Irregularities under Annex III of R. 885/2006
To substantively test the accuracy of irregularities under Annex III of Commission Regulation (EC) No 885/2006, the CB should:
· test a sample of recoveries, new cases, corrections and amounts declared irrecoverable,  to ensure that these are properly recorded on the debtors' ledger;
· audit the reported outstanding debt as per Annex III and ensure that this reconciles back to the debtors' ledger.
Other assigned revenues under Annex IIIA of R. 885/2006 (amended by R. 1233/2007)
To substantively test the accuracy the CB should:

· test a sample of recoveries, new cases, corrections and amounts declared irrecoverable, to ensure that these are properly recorded on the debtors' ledger;

· audit the reported outstanding debt as per Annex IIIA and ensure that this reconciles back to the debtors' ledger.
Testing of completeness of Annexes III / IIIA

In addition to the compliance testing of debt management and to the substantive testing of Annexes III and IIIA, the CB should also test completeness of the record of debts by checking that the debtor's ledger and Annex III and/or IIIA include, where necessary, the cases with financial errors identified by the CB:

- In the review of control statistics (IACS and Non IACS);
- In the compliance testing of expenditure (including review of inspection reports and re-performance of on-the-spot checks);

- In the substantive testing of expenditure (including the follow-up of financial errors identified in the previous year).
Advances and securities
With reference to sections 5.2.1 and 5.2.2 of Guideline no.2, the CB should confirm that advances and securities are correct as to account, amount and period, mainly via testing against supporting documentation.  It should also verify that:

· the securities exist, and are held in a safe place;
· only approved standard bank securities are accepted which remain valid.
The population to be covered are transactions linked to advances paid during the financial year, advances cleared during the financial year or any eventual correction (upwards or downwards) made to the initially established advance payment. When drawing its sample, the Certifying body shall also pay attention to advances which were outstanding at the beginning of the financial year and for which no transaction or clearing occurred in the course of the financial year to assess whether this situation is in compliance with the applicable rules.
6. The Certifying body's audit strategy document

The CB should compile an audit strategy document, which should be made available to the Commission upon request.  As a minimum, it should cover the following:
· the audit scope and objectives;

· key audit activities arising from the risk assessment;
· audit assurance and materiality;

· systems and controls;

· the audit approach;

· the nature and extent of the CB's reliance on the work of Internal Audit;

· the CB's audit report, certificate, and opinion on the Statement of Assurance
;
· an audit timetable, a description of audit resources and a contact (liaison) point. 
� Including also agri-environment; forestry; and less-favoured areas and areas with environmental restrictions, where these sectors are covered by the Transitional Rural Development Instrument.


� Including any other non IACS related schemes covered by the Transitional Rural Development Instrument. 


� Public storage is to be treated separately; although these transactions are "operational", in practice they should most likely be tested non-statistically.


� Including, where applicable, the Transitional Rural Development Instrument.


� Commission Regulation (EU) No 65/2011 refers to Council Regulation (EC) No 1698/2005, where the measures for each Axis are listed in detail.


� Ibid..


� As per Articles 32 and 33 of Council Regulation (EC) No 1290/2005.


� Signed by the Director of each PA, as per the requirements of Commission Regulation (EC) No 885/2006.
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