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1. General considerations

Deviations: deficiencies in the ICS errors, misstatements in transactions can be detected throughout the audit work, which are to be considered for the overall audit results as follows:

	Audit steps
	Method
	Type of deviation
	Reflected in conclusion as:

	Review of internal control system
	Walk-through, analysis, system review
	Deficiency: non-compliance with accreditation criteria or with specific system and/or procedure requirements.
	Scores: grading system in accreditation/ICS matrices (based on whether significant/no significant deficiency), + any errors from compliance testing (( to be considered as known errors in the total error for the overall opinion)

	
	Test of controls
	As above + control fails to operate
	

	
	Compliance testing
	As above + any financial error identified
	

	Validation of L&R of expenditure
	Substantive testing of expenditure (up to validation and authorization stage)
	Under and overvaluation of the amounts established by the PA as to be eligible as a result of the validation and authorization procedure (including OTSC where applicable) – no calculation of sanctions and penalties is considered at this stage - All files tested substantively need to be considered.
	Calculation of incompliance rate: IRRcb (PIR) and upper projected incompliance (UPI) on Fund level (( to be considered in the assessment of the residual risk at fund level and for the opinion on the MD and control statistics)

	
	Substantive testing of expenditure (considering the whole procedure – authorization, payment and accounting)
	Overstatements found throughout the procedure for all files substantively tested (any deviations that resulted in an overpayment to the beneficiary and remained unrevealed and uncorrected before the payment or by the CB’s finding).
	Calculation of error rate: ERRcb (TPE, MLE) and total error on Fund level (( to be considered in the total error for the overall opinion)

	
	Substantive testing of non-operational transaction/small populations
	Concerning debtors and guarantees/securities both under and overvaluations can be significant and thus to be considered depending on the related transaction type (new case, correction, recovery or releasing or blocking of guarantee, etc.)
	Calculation of errors on specific population(( to be considered in the total error for the overall opinion) 

	Validation of accounts
	Financial reconciliation
	Misstatements found in the reconciliation of annual accounts to interim declarations, Declarations covering both expenditure and revenue are to be considered. The amount of the misstatement is taken into account.
	Conclusion if significant/no significant misstatements in the accounts (error amounts are to be considered in the total error for the overall opinion)

	Validation of control statistics and opinion on MD
	Reconciliation on control statistics (+ Substantive testing up to validation and authorization stage see above integrated work)
	Misstatements found in the reconciliation of the control statistics against the PA's relevant databases and between the latters and the control results.
	Conclusion if significant/no significant misstatements in the accounts (error amounts are to be considered in the overall opinion on the MD and control statistics) + assessment of residual risk (IRRcb - see above integrated work)


2. Review of internal control system 

The interpretation of results for assessing the internal control system includes both tests of control and compliance testing. 
Any financial error arising from the compliance testing (and not treated by the PA) should be considered as known error in the calculation of total error for the overall opinion.
Although the compliance tests are not subject to a statistical sampling approach, the below steps are recommended for a proper evaluation of the results of compliance testing:

· Step 1: Determining an "occurrence rate / sampling rate" – (SR) at the level of  sample:
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Where (Nf) represents the number of deviations identified in the sample; and (n) represents the sample size.
In order to conclude, the SR level is compared to the tolerable error rate fixed by the CB during the planning phase. The tolerable error rate may vary between 2% and 20%, as described in section 1.2 of Annex 3; nevertheless, the CB is recommended to fix the tolerable error not higher than 10%. 
To be noted that the deviations at this stage indicate deficiencies in the control system, that do not necessarily deal with financial risk for the Fund, however it can be an important signal with regard to the evaluation of the internal control system and evaluation of the residual risk.

NB. This stage remains optional for the CB. The following stage may be based on the CB's professional judgement. 

· Step 2: Interpretation of sampling results:
The internal control system will be assessed using the grading system detailed in the guideline (section 5). The relationship between the level of assurance to be taken from evaluation on internal control and tests of control is as follows
: 

	Assumption of design and implementation before the test of control system
	Result of test of control / Degree of reliance

	
	No exception
	Some minor exceptions
	Major exceptions*
	Widespread failure*

	Works well
	High
	Medium
	Low / Nil
	Nil

	Works
	Medium
	Medium / Low
	Low / Nil
	Nil

	Working partially
	Low
	Low / Nil
	Low / Nil
	Nil

	Not working
	Nil
	Nil
	Nil
	Nil


* Imply a SR above the tolerable error (materiality level) predefined by the CB in its audit strategy.

Conclusion should be made if significant (which could lead to potential material financial misstatements) or no significant deficiency exists in the internal control system.

In case the deficiencies are recurrent from previous financial year, and there is no evidence of corrective actions undertaken by the PA, the CB may decide to downgrade the assessment, depending on the gravity of infringement, and its (potential) financial impact triggered.  

Apart from a quantitative analysis of the errors found the CB should also carry out a qualitative analysis of these errors. For example, error rates found (however small) can point to serious control weaknesses and/or infringements of EU rules, which require special attention by the CB, and/or the carrying out of additional testing.
CBs are expected to clearly state the number of formal errors found in each sample. A formal error is an error without financial effect (the payment is actually correct as to amount), but represents a transaction where one or more controls have failed (for example, a claim not authorised at the correct level).

The results of the above evaluation will:
· be scored in the matrices cf. section 5.3 of the guideline.
· determine the final extent of the substantive testing.
3. Substantive verification 
3.1. Substantive testing - statistical method (nb. the sampling integration is assumed possible)
3.1.1. Calculation of incompliance rate (IRRcb) - substantive testing up to validation and authorization stage

The sampling results for the whole sample tested substantively have to be assessed first up to validation and authorization stage (before sanctions and penalties are applied). The scope of this assessment is twofold: 

·  on the one hand it allows for an assessment of the residual risk: potential financial impact for the fund (to be considered as for the opinion on the MD), and
·  on the other hand it facilitates the assessment of the ICS for the key control activities, principally the on-the-spot controls, but also the administrative checks; this will be made by means of confirmation of the results of compliance testing (to be considered for the evaluation of the ICS).

This assessment is performed separately, at strata level (IACS and NIACS), taking into account the overall sample determined for the objective 1 (refer to section 3 of the Guideline). 

· Step 1: Confirmation of the sample size and the initial parameters:
If the realised precision (A') is higher than the (TM), set up at 2%, it can be concluded that the audit objectives have not been reached and an unacceptably high sampling risk exists; in other words, the assessed level of control risk would have to be increased. 

In the situation depicted above, the CB enlarge the sample if need would be, after taking into account the overall sample as defined for the objective 1 (opinion on the ICS, L&R of the expenditure, and annual accounts). 
· Step 2: Evaluation of the residual risk (assuming a positive result at step 1):

The evaluation of the residual risk is based on the analysis of two elements:

a) Assessment of the ICS, in particular at validation and authorisation stage, and taking into account elements that cannot be quantified (like for example the quality of the LPIS or other databases used for the establishment for eligibility of the payment) and the result of test of controls and compliance testing. Conclusion should be made if significant (which could lead to potential material financial misstatements) or no significant deviation exists.
b) Quantification of the potential financial impact at validation and authorization stage (before sanctions and penalties being applied). This is reflected in an Incompliance rate (IRRcb) determined following the rules specific to the applied sampling technique (see below section 3.1.2 of this Annex). For example, the total projected misstatement at this stage (PIR) would become in case of MUS-conservative approach, Most Likely Error (MLE). 
The IRRcb is determined by cumulating the misstatements identified in the overall sample at validation and authorization stage (failures in the ICS for administrative and on-the-spot control verifications – primary control level). The IRRcb is determined based on the calculated eligible amounts before sanctions and penalties, and independent of the remained financial impact; both overstatements and understatements have to be considered and cumulated in absolute value (no compensation allowed). 

The evaluation is made by comparing the PIR – projected incompliance rate and the UPI – upper projected incompliance to the materiality level. Generally, if both rates (UPI and PIR) are below the TM, the evidence supports the conclusion that the residual risk is immaterial. On the contrary, when the PIR exceeds the TM, it can be concluded that the residual risk is material. In addition, in case only the UPI exceeds the TM, the results are inclusive and the CB would be expected to perform additional audit procedures; if not, the risk for the fund is assessed at the level of UPI.
Full integration of samples
The results can fall in one of the below scenarios (it is assumed the samples could be fully integrated):

· Scenario 1: The evaluation of the residual risk confirms the ERRpa.
This conclusion can be reached by the CB when:

· The ICS is assessed by the CB as effective (doesn't lead to potential material financial misstatements), and

· The projected IRRcb (PIR) and the UPI are below 2%. 

The risk for the fund will not be more than the UPI. 

An example for MUS can be found in Appendix 4.1. 
· Scenario 2: The evaluation of the residual risk shows potential material misstatements.

This conclusion can be reached by the CB when:

· The ICS is assessed by the CB as deficient (prone to potential material financial misstatements), and/or
· The projected IRRcb (PIR) is above 2%.

· Scenario 3: The results of the evaluation of the residual risk are inconclusive and the CB will have to mirror its conclusion in the opinion on the MD accordingly.

This conclusion can be reached by the CB when:

· The ICS is assessed by the CB as effective / ineffective, and

· The projected IRRcb (PIR) is below 2%, but the UPI is above 2%. 

Either the CB will perform additional audit procedures, or the risk for the fund is estimated at the level of UPI. 

Partial and non-integration of samples
In case the samples cannot be fully integrated, the IRRcb is not computed; the assessment of residual risk is limited to the evaluation of the deficiencies observed in the ICS; corrective actions have to be taken by the PA due to its fail in complying with the relevant sectoral regulations regarding the representativeness of the sample tested on-the-spot. This situation will impact as well on the CB's opinion on the MD, including control statistics (for example, it can take the form of a scope limitation). 

See also section 3.1.2.2 consolidation of sampling results when integration is partial or not possible.

In case of partial integration, the IRRcb is determined at strata level, as follows:

· for the strata for which the integration is possible into the overall sample, the IRRcb is determined and evaluated as described above for the situation when the samples can be fully integrated;

· for the strata for which the sample cannot be integrated into the overall sample, the assessment of residual risk follows the same rules like those described above in case of non-integration of samples. See also section 3.1.2.2 consolidation of sampling results when integration is partial or not possible.
Independent of the above, the CB should also build up the assurance for its opinion on the MD on the reconciliation of the control statistics with the underlying data and the control results. The verifications should follow the rules of compliance testing explained in section 5.2 of the guideline.
3.1.2. Calculation of error rate (ERRcb), consolidation of errors, reassessment of reliance on ICS

Thus section deals with the interpretation of sampling results for the substantive testing (whole procedure from validation stage up to payment stage) - validation of L&R of expenditure.
The purpose of the error evaluation at this stage is to determine the financial impact for the fund (L&R of expenditure). All overstatements found throughout the procedure for all files substantively tested (any deviations that resulted in an overpayment to the beneficiary and remained unrevealed and uncorrected before the payment or by the CB’s finding) should be considered. 
3.1.2.1. Calculation of error rate -ERRcb
The financial impact is quantified in an error rate – ERRcb that covers the financial impact for the fund due to overestimations. A total projected error (TPE) and an upper error limit (UEL) are determined in case of statistical sampling. 

The results on the error evaluation at this stage are used for the opinions on the L&R of expenditure declared to the EC, the annual accounts and the confirmation of the ICS. 

The error evaluation based on ERRcb is performed first at strata level and then consolidated at fund level cf. explanations in section 4 of this Annex. 

A) MUS – conservative approach

The error evaluation is made first separately at strata level, and then consolidated at population/fund level.

a) The error evaluation at strata level

In case misstatements are found, the CB must project the average amount of misstatement to the entire stratum:

i. Calculating a tainting percentage or the ERRcb:
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ii. Projected misstatement or taint: 

Pm = Tp x Si [in case the book value is smaller than the interval]

Pm = (Dv – Bv) [in case the book value is greater than the interval; no percentage is computed]

iii. Total estimated misstatement (MLE) in the stratum is the sum of all projected misstatements (sum of extrapolated random errors). It is the equivalent of the total projected error (TPE).
iv. The upper limit of the projected misstatement (UEL) is the MLE + Basic precision (Bp) + Incremental allowance for the sampling risk (Ia). 

Bp = RF x Si

The allowance is determined only with respect to logical sampling units with recorded amounts less than the sampling interval. If a sample item is equal to or greater than the sampling interval, the degree of taint for the interval is certain, and no further allowance is necessary. 

Ia = [RF(n+1) – RF(n) – 1] x Pm

Example can be found in Part A of Annex 4.3. However, in practice specialised IT software (like ACL, IDEA) are used for determining the key parameters for the error evaluation (Bp, Ia, MLE, and UEL). 

The purpose of the error evaluation at strata level is to identify where the problems come from.
b) The error evaluation at population level

The error evaluation is performed at both strata and population/fund level. Examples are presented in section 3.1.2.2 of this Annex.
The interpretation of results at fund level can be done as follows (NB. It is assumed that there are no known errors or anomalous errors):

· Step 1: Confirmation of the sample size and the initial parameters:
The sample size is considered confirmed if the difference (UEL) and (MLE) remains below the (TM), and the (AM) remains below the (TM). If it is not the case additional work should be performed. In that regard reference is made to section no. 6 of Annex 3 of this guideline.
· Step 2: Concluding on error evaluation:
· If MLE < UEL < TM, it can be concluded that the errors in the population are below the materiality level. 
· If MLE < TM < UEL, there is not enough evidence to support that the population is not materially misstated. Two scenarios can be outlined:
· In case the CB did sufficient testing (the sum of basic precision – Bp, and the incremental allowance – Ia remain below materiality level; or the maximum audit parameters were used for designing the sample size cf. section 5 of the Annex 3), no additional sampling is required, unless based on the available information from the PA some of the random errors can be further investigated that can lead to establishment of known error. 
· In case the CB did not do sufficient testing (refer to section 5 of the Annex 3), and the CB will draw its opinion based on the above result, the work of the CB cannot be accepted for clearance purposes. The Commission will request additional work in that respect. 
· If MLE > TM, it can be concluded that there is a material error in the population.
Either additional work is needed by the CB (depending on the level of testing) or corrective actions have to be taken by the PA on the identified misstatements.  

B) Classical variable sampling 

The error evaluation in case of classical variable sampling follows several steps (both at stratum and population level):

i. Determining the error – ERRcb 
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ii. Determining the projected error at stratum / population level - TPE

TPE = N * ERRcb
iii. Determining the precision – A'
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iv. Determining the upper error limit (UEL)

UEL = TPE + A' 
The error evaluation cf. above is performed at both strata and population/fund level. Examples are presented in section 4 of this Annex.
The interpretation of results at stratum or fund level can be done as follows (NB. It is assumed that there are no known errors or anomalous errors):

· Step 1: Confirmation of the sample size and the initial parameters:
The sample size is considered confirmed if the difference (UEL) and (TPE) remains below the (TM), and the (AM) remains below the (TM). 

· Step 2: Error evaluation and financial clearance decisions:
· If MLE < UEL < TM, it can be concluded that the errors in the population are below the materiality level. 
· If MLE < TM < UEL, there is not enough evidence to support that the population is not materially misstated. Two scenarios can be outlined:
· In case the CB did sufficient testing (the sum of basic precision – Bp, and the incremental allowance – Ia remain below materiality level; or the maximum audit parameters were used for designing the sample size cf. section 5 of the Annex 3), no additional sampling is required, unless based on the available information from the PA some of the random errors can be further investigated that can lead to establishment of known error. 
· In case the CB did not do sufficient testing (refer to section 5 of the Annex 3), and the CB will draw its opinion based on the above result, the work of the CB cannot be accepted for clearance purposes. The Commission will request additional work in that respect. 
· If MLE > TM, it can be concluded that there is a material error in the population.
Either additional work is needed by the CB (depending on the level of testing) or corrective actions have to be taken by the PA on the identified misstatements.  

C) MUS – standard approach 
The error evaluation in case of classical variable sampling follows several steps (both at stratum and population level):

i. Determining the error – ERRcb 
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ii. Determining the projected error at stratum / population level - TPE

TPE = Si * ERRcb

Si – sampling interval (Bv / n)
iii. Determining the precision – A'
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iv. Determining the upper error limit (UEL)

UEL = TPE + A'

The error evaluation is performed at both strata and population/fund level. Examples are presented in section 3.1.2.2 of this Annex. 

The interpretation of results at stratum or fund level can be done as described above for CVS. 

3.1.2.2. Consolidation of error evaluation for substantive testing (IACS and NIACS strata)
· Consolidation in case of full sampling integration, cf. section 6.3(1) of the guideline
a) Example of error consolidation in case of MUS –conservative approach 
The below examples are based on the data in Section A IACS and NIACS of Appendix 4.3. 
	Total population EAGF – no
	1
	649.966

	Stratum 1 – IACS
	1.a
	609.302

	Stratum 2 – NIACS
	1.b
	40.664

	Total population EAGF – amounts
	2
	573.026.718,04

	Stratum 1 – IACS
	2.a
	415.205.530,29

	Stratum 2 – NIACS
	2.b
	157.821.187,75

	Sample size at EAGF
	3
	154

	Stratum 1 – IACS
	3.a
	112

	Stratum 2 – NIACS
	3.b
	42

	Interval at EAGF
	4 = 2 / 3
	3.720.952,71

	Stratum 1 – IACS
	4.a = 2.a / 3.a
	3.707.192,23

	Stratum 2 – NIACS
	4.b = 2.b / 3.b
	3.757.647,33

	Error amount
	5
	9.268,81

	Stratum 1 – IACS
	5.a
	526,99

	Stratum 2 – NIACS
	5.b
	8.741,82

	MLE at EAGF level
	6
	1.653.191,06

	Stratum 1 – IACS
	6.a
	251.416,00

	Stratum 2 – NIACS
	6.b
	1.423.442,91

	UEL at EAGF level
	7
	11.083.502,01

	Stratum 1 – IACS
	7.a
	8.926.709,95

	Stratum 2 – NIACS
	7.b
	10.916.726,91

	Basic precision + Incremental error (UEL – MLE)
	8 = 7 - 6
	9.430.310,95

	Stratum 1 – IACS
	8.a = 7.a – 6.a
	8.675.293,95

	Stratum 2 – NIACS
	8.b = 7.b – 6.b
	9.493.284,00

	Known errors at EAGF level
	9
	0,00

	Stratum 1 – IACS
	9.a
	0,00

	Stratum 2 – NIACS
	9.b
	0,00

	Anomalous errors at EAGF level
	10
	0,00

	Stratum 1 – IACS
	10.a
	0,00

	Stratum 2 – NIACS
	10.b
	0,00

	Total errors at EAGF level
	11 = 7 + 9  + 10
	11.083.502,01

	Stratum 1 – IACS
	11.a = 7.a + 9.a + 10.a
	8.926.709,95

	Stratum 2 – NIACS
	11.b = 7.b + 9.b + 10.b
	10.916.726,91

	Tolerable misstatement – EAGF 
	12  = 2% * 2
	11.460.534,36

	Stratum 1 – IACS
	12.a = 2% * 2.a
	8.304.110,61

	Stratum 2 – NIACS
	12.b = 2% * 2.b
	3.156.423,75


The above results prove that:

· MLE remains below the TM at both strata level and fund level.

· UEL exceeds the TM at strata level but not at fund level.

· Additional sampling might be necessary at strata level (in particular for NIACS), in order to get conclusive results at that level. 

· At fund level the results show immaterial misstatements in the accounts.

b) Example of error consolidation in case of CVS

The below examples are based on the data in Section B IACS and NIACS of Appendix 4.3. 
	Total population EAGF – no
	1
	649.966

	Stratum 1 – IACS
	1.a
	609.302

	Stratum 2 – NIACS
	1.b
	40.664

	Total population EAGF – amounts
	2
	573.026.718,04

	Stratum 1 – IACS
	2.a
	415.205.530,29

	Stratum 2 – NIACS
	2.b
	157.821.187,75

	Sample size at EAGF - no
	3
	214

	Stratum 1 – IACS
	3.a
	184

	Stratum 2 – NIACS
	3.b
	30

	Sample size at EAGF – amounts
	4 = 4.a + 4.b
	71.907.263,05

	Stratum 1 – IACS
	4.a
	69.621.224,48

	Stratum 2 – NIACS
	4.b
	2.286.038,57

	Error amount
	5
	n/a

	Stratum 1 – IACS
	5.a
	526,99

	Stratum 2 – NIACS
	5.b
	8.741,82

	Errors at EAGF – ERRcb
	6
	n/a

	Stratum 1 – IACS
	6.a = 5.a / 3.a
	2,86

	Stratum 2 – NIACS
	6.b = 5.b / 3.b
	291.39

	TPE at EAGF level
	7 = 1 * 6
	13.591.686,68

	Stratum 1 – IACS
	7.a = 1.a * 6.a
	1.742.603,72

	Stratum 2 – NIACS
	7.b = 1.b * 6.b
	11.849.082,96

	Standard deviation of errors at EAGF
	8 (weighted STDV) – see Appendix 4.3
	127.772,50

	Stratum 1 – IACS
	8.a
	26,84

	Stratum 2 – NIACS
	8.b
	1.425,31

	Precision 
	9 = "1" * 1,14 * sqr"8"/sqr "3"
	18.105.365,35

	Stratum 1 – IACS
	9.a = "1.a" * 1,14 * "8.a"/sqr "3.a"
	1.374.284,32
(609.302 * 1,14 * 26,84/13,56)

	Stratum 2 – NIACS
	9.b = "1.b" * 1,14 * "8.b"/sqr "3.b"
	12.063.205,67 (40.664 * 1,14 * 1.425,31/5,48)

	UEL at EAGF level
	10 = 7 + 9
	31.697.052,03

	Stratum 1 – IACS
	10.a = 7.a + 9.a
	3.116.888,04

	Stratum 2 – NIACS
	10.b = 7/b + 9.b
	23.912.288,63

	Known errors at EAGF level
	11
	0,00

	Stratum 1 – IACS
	11.a
	0,00

	Stratum 2 – NIACS
	11.b
	0,00

	Anomalous errors at EAGF level
	12
	0,00

	Stratum 1 – IACS
	12.a
	0,00

	Stratum 2 – NIACS
	12.b
	0,00

	Total errors at EAGF level
	13 = 10 + 11 + 12
	31.697.052,03

	Stratum 1 – IACS
	13.a = 10.a + 11.a + 12.a
	3.116.888,04

	Stratum 2 – NIACS
	13.b = 10.b + 11.b + 12.b
	23.912.288,63

	Tolerable misstatement – EAGF 
	14  = 2% * 2
	11.460.534,36

	Stratum 1 – IACS
	14.a = 2% * 2.a
	8.304.110,61

	Stratum 2 – NIACS
	14.b = 2% * 2.b
	3.156.423,75


The above results prove that:

· The sample size is confirmed for IACS but not for NIACS, for the latter the Precision (A') exceeding the Tolerable misstatement (TM). To be noted that in this example the TM is fixed at 2% for the two strata. The CB might decide to fix the TM at different levels, under the condition that the overall materiality remains 2% at fund level.

· For IACS the error evaluation proves there are no material misstatements. 

· For NIACS and at fund level the TPE exceeds the materiality level.

· Additional sample is required only for the NIACS in order to estimate the financial misstatements (the sampling parameters used were not the set up at their max level).

· An qualified opinion has to be issued; it can be revised after the evaluation of the additional sample.
c) Example of error consolidation in case of MUS – standard approach

The error evaluation follows the steps listed for the CVS, the ERRcb takes the form of an error rate determined as the error amount divided to the book value (Bv). The standard deviation is determined for the error rates. 
For exemplification on MUS – standard approach can be consulted in section 7.3.2 in the "Guidance on sampling methods for audit authorities" (COCOF_08-0021-03_EN, Ref. Ares (2013)611939 – 09/04/2013). 

· Consolidation when the sampling integration is partial or not possible 
In case the sample integration is not possible, the evaluation is performed separately for the sample corresponding to the first step of substantive testing (sample 1) and for the sample corresponding to the second step of substantive testing (sample 2). The results of sample 1 cannot be extrapolated to the entire population. In this case, to ensure that conclusion with regard to audit objective 1 (more concretely for L&R of expenditure) is based on testing of both types of transactions (processed exclusively through administrative checks and processed via OTSC and administrative checks), the financial misstatements found in sample 1 will be added as known errors to those identified for sample 2 in the overall error evaluation.
In case of partial integration, the error evaluation is performed at strata level, as follows:

· for the strata for which the integration is possible into the overall sample, the error evaluation follows the principles stated above in section 3.1.2 of this annex;

· for the strata for which the sample cannot be integrated into the overall sample, the error evaluation follows the same rules like those described above in case of non-integration of samples. 

3.1.2.3. Reassessment of the initial reliance on the internal control system

The initial assurance taken from the ICS should be reassessed in each of the following situations:

· the total projected error (TPE) exceeds the materiality level,

· the UEL exceeds the materiality level although the total projected error (TPE) remains below the materiality level,

· the TPE exceeds the anticipated misstatement (AM). 

For each of the above cases the confidence level should be recomputed as explained below:

a) For MUS – conservative approach

	Characteristic
	Value

	Book value (Bv) – IACS
	415.205.530,29

	Tolerable misstatement (2%) – IACS
	8.304.110,61

	MLE – IACS
	251.416,00

	Precision - - IACS
	8.675.293,95
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The above confidence corresponds generally to the initial evaluation of the ICS (working partially).

b) For Classical Variable Sampling (CVS) or for MUS – standard approach 
	Characteristic
	Value

	Book value (Bv) – IACS
	415.205.530,29

	Tolerable misstatement (2%) – IACS
	8.304.110,61

	TPE - IACS
	2.869.812,42

	Precision - - IACS
	2.251.768,26 
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z'(IACS) = 1,14 * 5.434.298,19/2.251.768,26 = 2,75

The confidence level corresponding to the results of the error evaluation is:

1 – (1-NORMSDIST(z'))*2 = 99%

The above confidence corresponds to the initial evaluation of the ICS.

In case the recomputed confidence level does not correspond to the initial evaluation of the ICS, the CB may decide either for performing additional sampling cf. section 6 of the Annex 3, or for adjusting the initial assessment of the internal control system cf. scores in the matrices as explained in section 5 of the Guideline. 

3.2. Interpretation of sampling results for non-statistical sampling 
Non-statistical sampling will be used for the substantive testing of:

· Public storage operations (if applicable);

· Small populations (if any strata of main expenditure meets the requirements);

· Advances and securities;

· Debtors.

Concerning debtors and guarantees/securities both under and overvaluations can be significant and thus to be considered depending on the related transaction type (new case, correction, recovery or releasing or blocking of guarantee, etc.) For other transactions (payment of advances and calculation of intervention related costs) overstatements will have to be taken account of.
The error evaluation in case of non-statistical sampling is made in three steps:

i) Computation of an error rate (%) by dividing the amount of financial errors to the amount of sample size.

ii) Determining the upper error limit (extending the error rate at the level of total concerned population), by multiplying the computed error rate at sample level with the total amount of population checked. 

iii) The upper error limit therefore determined is compared to the materiality level (tolerable error level). 

Examples can be found in Appendix 4.2. Concrete reporting form per population is defined in Guideline no. XX on model report.

4. Financial reconciliations
Misstatements found in the financial reconciliations will have to be treated as financial errors. In case of expenditure overstatements are of main concern, and for the declaration on debt mainly understatements are to be carefully assessed, however it depends on the transaction type (e.g. irrecoverable amounts – overstatements are more of the audit concern).
5. Overall error evaluation
For establishing the overall opinion for audit objective 1 as determined in the guideline (section 3) the total error found at Fund level will have to be considered that will be the sum of the following errors:
	Audit steps
	Linked to the error evaluation
	Results that will have to be considered in the total error at Fund level

	Review of internal control system
	Any financial errors from compliance testing
	Known errors

	
	Formal errors from compliance testing
	n/a

	Validation of L&R of expenditure
	Financial errors from substantive testing – statistical sampling 
	Upper error limits 

	
	Financial errors from substantive testing – non-statistical sampling
	Extended error rate (equivalent of upper error limit) 

	
	Other financial errors
	Anomalous errors

	Validation of accounts
	Financial errors found in the reconciliation
	Known errors

	Total financial impact
	(Sum of the above errors with a financial impact)


Further details are include in the guideline (section 7.5.1)
For establishing an opinion for audit objective 2 the IRRcb will have to be considered. Further details are included in the guideline (section 7.5.2) and in the guideline no. XX on MD.[image: image10.png]
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