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A common feature of the aforementioned funds i$ tihe execution of the budget
is implemented througtshared managemenin such a management model, the
utilisation of funds, and the corresponding audd aontrol activities are implemented
jointly, through the cooperation of Member Statad ¢he European Commission. In
order to achieve a successful implementation, gmogpiate management and multi-
level control system was established in each MenState that aims to ensure the
sound financial management, moreover, regularity kgality of the use of those

funds.

In its annual report for the financial year of 201dr the policy group o€ohesion,
energy and transporthe European Court of Auditors (ECA) estimated. &6 error
rate, exceeding that of the preceding year, whi@s \wigher than the error rate
assessed for the entire EU budget (3.7%). The majirerrors were due to breaking
the public procurement rules and the reimbursenw@nineligible expenditures.
Furthermore, the audit authority was evaluatedh@yEuropean Court of Auditors as
partially effective ensuring the regularity of unigeng transactionsAs a consequence
of the high estimated error rate and the deficemadentified in the control system,
Member States still have several issues to resolbe field of the utilisation and

auditing of EU funds assigned to Cohesion policy.

In recent years, the amounts spent on auditingasad (Annual activity reports of
the Directorates-General of the European Commisdtomopean Parliament, 2011).
Mendez and Batchler (2011) are of the opinion thatadministrative reform of the

European Commission actually led to an audit expfos

Based on the above, the following questions ahse& could audit efficiency be
increased within the current institutional framework? How could coordination be
better implemented within the current frameworks of the internal control and

external audit systems?



1.2 Scope and Objectives

The research focuses on examining how a greatel I&vefficiency could be
achieved by having the various players rely onahdit results produced by others.
The issue of the need for an enhanced coordinafi@udits has been raised by many

scholars.

Within the context of the present thesis, | amrmteting coordination as a sort of
methodological convergence, the aim of which islégrease the differences between
the methodologies applied and their harmonisatitth wespect to one another. The
professional justification for this is that frometlaspect of auditing, coordination in
itself cannot improve efficiency. This positive edf can only be observed if
professional framework allows those performing #uglits to rely on one another’s
work. In this respect, the basis to be applied &@nhg made up of the International
Standards on Auditing (ISAs). Within these, thendads dealing with the
exploitation of the work of internal auditors (IS340 - Using the Work of Internal
Auditors) and representations made by the manageri&A 580 - Written

Representations) are of particular significance.

Consequently, I am examining the actors of theriralecontrol and external audit
systems from the aspect of whether they apply thernational Standards on
Auditing. From an auditor’s point of view, the @alice on each other’s work cannot be
realised in the case of actors who do not perfdrair taudit activities according to

these standards. On the basis of the above, tharoksexplores three directions.

Firstly, 1 examine how a higher rate of methodotadiconvergence could be
achieved among players who perform their actividesording to relevant standards,
and how, as a positive effect, the possibility @fying on the work of auditors could

be increased, resulting in an increase of effigienc

Secondly, | investigate how efficiency could be aoplished in that part of the
audit chain which does not perform its activitiez@ding to the ISA-based audit

methodology.

Finally, | review the whole system to see whetlere are still reserves within that

could improve system operation quality withoutgngficant increase in costs.

The diagram below illustrates the area of reseanchits main correlations:
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where:

AA - audit authority, MA - managing authority, CAcertifying authority, IBs -

intermediate bodies

‘ : the potential direction along which the utitisa of the audit work of
others could arise

- D : national level
- B - EU level

1.3 Research methodology

The thorough examination of the audit methodologwead as a solid basis for the
research, which was realised through qualitativeceudures. Besides critical
evaluation of relevant literature, the researchultesare based on empirical

investigations.

Reviewing of relevant literature, | collected the related international and

Hungarian literature related to the research tagxségart of this work, 1 went through:
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- the relevant EU-level legislative environment, whincludes the provisions

with regards to the institutional system to be fbahthe national level,

- the system of institutions introduced in the Humgarenvironment as well

as its legal background,

- the tasks, audit practices and inter-relationsiop&U and national-level

players,

- the methodology applied by auditors and contrallangl the relationship of
these methodologies to international standards GIFAnd INTOSAI

standards),

- earlier efforts made to improve the internal coistreystem and its
implications (Caldeira, 2005 !.
/ 0. 1 2

- the legislative background between the Europeant@duditors and the
supreme audit institutions of Member States, asl el the practical
realisatio / +.
the activity of the Contact Committee of the Supeefudit Institutions of

the European Union), and

the international and the national requirementangigg the IT system.

During the research, it was of crucial importanbattdue to the Postgraduate
Research Grant Programme of the European Courtuditérs and the Historical
Archives of the European Union, | had a unique opputy to consult the documents
of the European Court of Auditors between 1977 202. Consequently, | had the
chance to research and systematise the develoghtéhe ECA’s audit methodology,
which served as a starting point to support theishgtatements formulated during my

research.

At the focus ofempirical methodsthere were in-depth interviews (Appendix 2)
with professionals of the EU and the Hungarian taadid control systems. In

Hungary, | contacted:

1. the State Audit Office of Hungary, as the extelindependent auditor of
the budget,

-12 -



2. the National Development Agency, as the managirigoaity,

3. the Directorate General for Audit of European Fuynds the audit

authority,
4. WELT 2000 Ltd., as the developer of the backgrolinslystem.

| also had the opportunity to interview expertshat European Court of Auditors
in Luxembourg who have been participating in methogical developments for
longer periods and who have conducted actual aatiwities in certain Member
States. Furthermore, during my work | also built auable remarks made by
auditors of the European Court of Auditors in relatto my presentation in

Luxembourg on the research topic.

Besides the above, the methodological seminar mgdrnby the State Audit
Office of Hungary and held in November 2010 by #udi of the European Court
of Auditors, and the workshop aimed at explainitge thew Financial and
Compliance Audit Manual held in October 2011 in embourg also served with

useful lessons with regard to the research dinectio

1.4 Achievements

The framework of the cooperation between the Ewanpeourt of Auditors and the
audit institutions of Member States is defined iy Treaty on the Functioning of the
European Unionaccording to which these audit institutions ‘slcabperate in a spirit

of trust while maintaining their independence’ (8le 287).

The obligation of cooperation, however, does natesearily mean an increase in
efficiency is embedded. From a professional pointiew, the international standards
determine the prerequisites along which auditorsrely on each other’s audit results,
thereby decreasing the extent of audits to bearhout. In this sense, an improvement
in efficiency can only be accomplished if the aaif beyond meeting other criteria,
perform their activities based on commonly acceppedfessional standards and
methodologies. Coordination is, therefore, a neamgssut not sufficient condition of

improving efficiency.
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There are significant discrepancies between thet qurdctices applied by the
national audit bodies of the Member States, a diésd supported by the experiences
gained from interviews conducted at the State A@fiice of Hungary. The pilot
project realised with the participation of the Eagan Court of Auditors as well as the
Danish and Czech supreme audit institutions examnihe possibility of coordinated
audits. It was revealed that the methods appliggt vastly from Member State to

Member State.

Attempts have already been made for years to strenghe convergence of the
methodology applied by auditors. In 2006, the Ccntaommittee of the Supreme
Audit Institutions of the European Union set up erking group in order to ‘to draw
up common audit standards and comparative audérierj based on national audit
standards and applicable in the EU environment'p&d of this project, the practices
of Member States were mapped and the cooperatidtwebe institutions was

reinforced. However, the purpose of setting comstandards was not realised.

Given the above, it is unlikely that the need fonwergence will be manifested
uniformly and occur voluntarily within the entirdJEThe experience gained from the
interviews, namely that the supreme audit insbingi due to misinterpretation of what
the international auditing standards include fer plrpose of taking each other’s work
into account, feel a threat to independence, dsesedhe chances of voluntary

convergence even further.

This is the reason why a generally accepted methggas required, one that
would serve and should be applied as a sort ofdatdn | have reviewed the
development of the ECAs audit methodology from 296 nowadays, as | was
looking for an element within the audit system thatld be considered stable, and
which furthermore could be dynamically adapted lte thanges of the external

environment.

In summary, the demand for voluntary convergencentitated at the national
level is unlikely to occur uniformly. In order talsieve methodological convergence,
and thus improve efficiency, a point of refererc@ecessary to be determined, and the

methodology of the European Court of Auditors fiitis role.

-14 -



Thesis statement 1:

In the field of auditing funds assigned to Cohesiompolicy, the prerequisite of
convergence is the determination of a point of refence, and the audit

methodology of the European Court of Auditors is apropriate for this purpose.

According to the European Union’s Financial Regata{Council Regulation (EC,
Euratom) 1065/2002), the Member States prepareatimeial summary of available
audits and declarations. This document first habletsubmitted in 2008 for the 2007
financial year. Furthermore, certain Member Stht@ge issued the so-called national
declarations on a voluntary basis, which are additethe supreme audit institutions.
In the Netherlands for instance, the Minister ofdfice signs the national declaration,
while in Sweden, the Prime Minister and the MinisiEFinance certify the document,
which is audited by the national audit office. lengral, with respect to the EU
environment, the issuer of this document is a mendbethe government of the
Member State, while the declaration is auditedigxternal independent auditor who

cannot be linked to the declaration itself.

From an auditor’s aspect, the annual summary israaudited document which
cannot be considered decisive audit evidence. A&t same time, the national
declaration can be interpreted asmanagement representatido which ISA 580
refers. This in itself does not constitute suffintiand appropriate audit evidence, but it
does carry important content: in this, the manageraeknowledges its responsibility
in relation to preparing financial statements ahd tompleteness of information

provided to the auditor.

The impact of the annual summary and national daitens on financial

management and the extent of the audit activityehmen examined by many authors.

In 2007, the European Court of Auditors published ‘opinion on the annual
summaries and national declarations of Member Staéd the audit work on EU
funds of national audit bodiesThis document examines three closely linked wpic
Firstly, the European Court of Auditors recommenétadthe European Commission

to create added value to the annual summariesdier dor these to be more than just
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sector-specific summaries, thereby allowing fomihte become actual supplementary
elements of internal control systems. Secondlyh@ opinion of the European Court
of Auditors, the national declaration, as the ndement of accountability, is a

voluntary initiative the applicability of which depds on the scope and quality of the
audit that serves as its basis. Finally, the Ewmnp€ourt of Auditors’ s opinion

contains the possibility of relying on the work afpreme audit institutions, thus the
national declaration audited by them, should thosee been prepared in line with
international auditing standards, with appropriatelit scope, approach, timing and

quality.

In light of the first experiences, the Director&eneral for Internal Policies of the
European Parliament assessed the annual summariesllaas their impact on the
work of the European Court of Auditors in a stud9{9). The authors emphasise that
there is an accountability gap between the natiarad the EU levels, as the
acknowledgement of responsibility of Member Stasemissing from the system. In
the meantime, the declarations made at the levileoEuropean Commission by the
Directorates General in the subject are mandatequirements. Furthermore, the
study also proposes that the national-level deiitarashould be audited by the

Member State supreme audit institution or an inddpat audit firm.

From a professional aspect, the introduction ofrthgonal declaration is justified
as it closes up the accountability gap betweenBleand national levels. From an
auditing aspect, the audited national declaratitmwa the possibility of the European
Court of Auditors to rely on the work of Member @& supreme audit institutions,
which in turn results in the improvement of audficeency. It must, however, be
emphasised that the fact of auditing in itselinisuifficient for an auditor to interpret a
written representation as evidence. It is a necgsgeerequisite that the applied
approach and methodology be identical, and thapéned covered by the declaration

be appropriate for the auditor.

The Directorate-General for Internal Policies oé tBuropean Parliament argues
that Member States’ audit institutions or privatanpanies could be auditors of the
national declarations. Over the course of my resedr examined and assessed the

/
what benefits and disadvantages would there bthdrend, | came to the conclusion

that in an ideal model the European Court of Audittas a dominant role, where, as a
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sort of knowledge center, it lays down a uniforranfiework for auditing national
declarations and does not distract this audit taskn supreme audit institutions.
Member States’ accountability increases with thieoduction of national declarations
and their subsequent compulsory auditing, while umethodological convergence,

audit efficiency improves by taking the work of ettauditors into account.

Thesis statement 2:

A uniform methodology, developed by the European Qat of Auditors for the
purpose of auditing ‘national declarations’ the conpulsory adaptation of which is

explicitly included in the legal environment, suppas the convergence process.

The internal control system put in place at natideeel is highly complex. The
certifying authority, the managing authority ané tudit authority (in Hungary these
are typically the Hungarian State Treasury, thadwal Development Agency and the
Directorate General for Audit of European Fundsjehdifferent audit mandates, and
all base their activities on different audit metbtogies. Besides the above
organisations, there are several intermediate bode Hungary supporting the
implementation tasks of the managing authority.

With the exception of the audit authority, the noetblogies of the elements of the
internal control chain are not of an ‘audit natusad the International Standards on
Auditing are not applied. The method of samplin@iso fundamentally different as
the latter use risk-based sampling, while the aaudlihority applies statistical sampling
and conforms to international standards duringatsvity.

Consequently, to improve efficiency, audit levelaséd on a more unified
methodology could and should be rationalised. Sitheemanaging authority is the
central element of the system and has significaitiag capacity, it would make
sense to integrate the audit tasks of the cergfaanthority among the tasks of the
former. This would eliminate the efficiency-defiatising of uncoordinated audits,

while not resulting in a change in quality as thaathorities perform similar types of
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audits. With such a change in the system, commtioicand coordination improve

within the auditing process and the possibilityaatlit overlaps also narrows.

The shortening of the audit chain does not havergact on the activities of the
audit authority. As this is the first among aue@wels which performs audits based on
internationally accepted standards, from a profesdi aspect it cannot rely on the

audit results of the aforementioned authorities.

Thesis statement 3:

If the audit assignments of the certifying authority were to be performed by

the managing authority, audit efficiency would impiove considerably.

One of the basic criteria for management and cbayistems is that Member States
are obliged to have reliable accounting, monitomngl financial reporting systems in
computerised form (Council Regulation (EC) 1083&0&nsuring this computerised
system is the responsibility of the managing authoihis system is capable of
providing data on fund utilisation for purposesfiaiincial administration, monitoring
and ex-post audits. The current European Unionl legaironment, therefore, only
stipulates general requirements for this electrdrackground, and does not provide
detailed regulations with regard to such IT struesu it approaches this field from a
direction that focuses on what basic support tésissIT background should perform
(e.g. recording and reporting financial transadjoirregularities, and financial

corrections imposed by Member States).

In Hungary, the Unified Monitoring Information Sgst (UMIS) was introduced as
the IT background for the ERDF, ESF and the CF. 3ystem, besides being a data
bank containing all basic data related to grants) also be used for supporting
monitoring and ex-post audits. The implementindhatities, the beneficiaries and at a
national level, external and internal auditors hasveess rights to the system.

For EU auditors, the provision of information redjag basic data is often quite
complicated and this impacts the efficiency of thestivities. The direct access to

them is, however, more than simple time-savingnfem auditing aspect, this allows
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for them to draw conclusions through the directlygsis of basic data regarding the
operation of the control system. Why is this patacly important? According to the
system-based approach applied by the European Gbéuditors, the audit begins
with the examination of the internal control systehthe audited entity in the interest
of allowing the auditor to collect evidence of @fficient operation. In such cases,

there is less need to directly test grants andatlosvs for time savings.

There exist various degrees of integration conogrraccess to core data. The
setting up of a common integrated database fowti@e of the EU would represent a

higher level of integration than the simple acdessore data.

Thesis statement 4:

The audit efficiency would improve to a certain extnt if EU (the European
Court of Auditors, the European Commission) auditos were to have direct access

to the core database.

1.5 Overview of Dissertation

After the firstintroduction chapter, the doctoral dissertation is organiseal timtee

parts.

In Chapter 2, | briefly review the significant literature reéat to the research topic in
order to summarise what aspects of the subjectlaashexamined and what results
they reached. The comprehensive presentation dioatstive literary sources also

allows for me to distinctly present the added valtithe thesis.

Chapter 3 contains the presentation and critical assessmérthe complex
internal control and audit systems of EU funds urgleared management. As a first
step, | will review the regulatory system for therious audit players, and the type of
audits they perform, and | highlight the currentng® of interaction. A separate
chapter deals with the European Court of Auditgsthas particular institution has

special significance with respect to my thesisth&t end of the chapter, deficiencies of
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the current system will be summarised as this witlvide the guideline for other

sections of the dissertation.

Chapter 4 deals with the convergence of audit methodolodt@st of all, 1 will
review the attempts aimed at harmonising the varimethodologies. At the heart of
these is the ‘single audit’ concept, as this isdpproach that represents the claim for
audit coordination and reliance on various auditits. | will interpret this concept as
well as its feasibility, its criteria towards tharnous players of the control and audit
systems. | will then present the current framewwstkich defines the cooperation
between the various audit players. | will examine tlevelopment of the ECAs audit
methodology in a separate sub-chapter, as thisoatprfield of my research and as

such receives special emphasis in my theses.

Finally, I will uncover some points in the contsylstem in connection with which |

am proposing changes in order that a more effiggstem could be achieved.

| conclude the dissertation with my conclusions.
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2 Literature review

A core pillar of the methodology for this researsha literature review, the basic
objective of which is to deliver a comprehensivemmiew of international literature
on methodological issues relating, by some meaasthe analysis of future

convergence.

Even though existing literature, focusing on coafien, is already extensive, it
mainly examines three aspects. First, the mutuapexation between the Court and
supreme audit institutions (SAIs) has been death vior years. Castells (2005)
highlights the characteristics and audit activityte ECA, and, in addition, describes
its unique characteristics: the diversity of tremtis, complexity of audit engagements
due to variety of budget areas, and a singularacier. Castells suggests coordination
between external auditors, the ECA and the SAlshef Member States, for cost
minimisation. Nevertheless, he emphasises somé&udifés to be resolved. With
respect to joint audits, the professional backgdpuhe audit methods applied may
defer, and misalignment of audit timetables acismber States may exist. In case
of placing reliance on SAIls’ work, the ECA wouldcbhene responsible for the audit
activity performed by SAls or it would be forced éstablish common standards and
supervise SAls’ work, which definitely raises tlssue of independence. The pilot
project on coordinated audit and the activity & @ontact Committee of the Supreme
Audit Institutions present remarkable examples tadirt commitment to achieve a
higher degree of collaboration. Desmonds (1996)uates the relevant provision of
the EC treaty, with regards to collaboration betwe&Als and the ECA, as the

establishment of a ‘functional link’,

Secondly, the Commission’s internal control framdwbas been reviewed by
scholars numerous times. It is a common view tih& €ommission has made
tremendous efforts to construct its multi-levelurasce system in order to accomplish
smoother financial management. Nevertheless, therestill room for further
improvement. Caldeira (2008) argues that majorftyemors arise at the beneficiary
level and the primary controls do not operate prigpéle warns that deficiencies of
the primary and secondary controls cannot be bathbyg the European Commission’s

audits. The milestones and the underlying EU liteeaon the evolution of the internal
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control system are detailed in Chapter 4.1, witecsd emphasis on the so-called

‘single audit'.

Thirdly, another field of interest has been theletion of the European Court of
Auditors. Laffan (1999) analyses the subject fromme taspect of ‘historical
institutionalism’, in other words, how the ECA dedd its mission and place in the EU
governance sphere. Levy (1996) examines the deweop of value-for-money
(bonne gestion financiere) audits in the contexdiwérsity, caused by the variety of
programmes, the different budgetary frameworks tireultural background, the lack

of pre-defined objectives, and finally the struetof the ECA itself.

Scholars primarily investigate the developmenthefinternal control system of EU
funds and the enhancing cooperation between thet @od the SAI's when searching
for the remedy for the high error rate. Less attenhas been paid to the potential of
the existing IT background to support controllend auditors. It was detectable during
the interviews prepared at Hungarian or even E@llévat the IT aspect, as a source
of evidence for audit purposes, has not been eMloited yet. An objective of the
thesis is to address this deficiency by investigatiow the IT aspect can add value to

the work of auditors and controllers.
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3 The internal control and external audit system of EJ

funds under shared management

The implementation of the Union’s budget variesoagng to the provisions of the
Financial Regulation. Should there becantralised managementhe European
Commission is responsible for the implementatioenttalised direct management
means that the Commission itself selects contractoansfers funds, and performs
monitoring activities. By contrast, in case of cah$ed indirect management, the
implementation is delegated to agencies by agremmand the Commission plays a

supervisory role over the system.

In the case o$hared managemerthe implementation is delegated to the Member
States, who are in charge of taking all the necgss@asures to ensure the financial
interest of EU taxpayers. The Member States haywdwent irregularities and fraud
by means of an effective and efficient internal tooin system. The method of
decentralised managemaeastperformed when the implementation is deleg&tettiird
countries, not belonging to the European Unionalynjoint managemens a tool for

delegating tasks to international organisations.

Funds for Cohesion policy are delivered to benafies under the shared

management system, which accounts about four-fifthke total EU budgét

Figure 3. The methods of implementation of the EU budget

source: www.ec.europa.eu

2 The implementation of funds for Common AgriculluRolicy (CAP) is also carried out under shared

management. However, the thesis concentrates ato@®hesion spending.
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Prior to the multifaceted examination of the cutreystem, with the intention to
identify the points to be rethought, the individggistem components, its functions,
and the relationship among them have to be intredluarhich serves as a solid base
for the subsequent evaluation. First, the audit@rdrol systems are presented at EU
level. Special attention has been paid to the ErapnpgCourt of Auditors. Secondly, the
implementation of the international legal framewaorto national level is explored. A
distinct part describes the monitoring and infoliorasystem, put in place in Hungary.
Finally, the deficiencies of the current systemidsmtified, for which solutions are to

be found.

3.1 The internal control system

Under shared management, the European Commissioescaut a supervisory
role over the system, while the Member States fesgonsibility for control activities
of funds. At the EU level, the Commission itselfshiamternal Audit Service (IAS)
beside the audit capacity of its departments, theafled Directorates-General (DGS).
The supervision for Cohesion policy is mainly peried by the DGs for Regional
Policy and for Employment, Social Affairs and Ingilon (DG REGIO for ERDF and
CF, and DG EMPL for ESF)he IAS prepares an annual internal audit reporthen
audits performed, the recommendations made, anddhen taken. In addition, in
2011 the IAS issued an overall opinion on the feiahmanagement, for the first time.
The opinion declares that the Commission fulfiliesdduty in connection with internal
control procedures and risk management and reaok&sbnable assurance, with
certain limitations in policy areas, revealed arftirmed in the DGs’ assurance

statements.

At national level, different layers of control habeen set up to ensure that EU
sources are used in legal and regular manner, asgethe principle of sound
financial management. The budgetary principlesoainsl management are described
by reference to economy, efficiency, and effectesm In practice, it means that pre-
defined objectives are monitored against perforraandicators to make the best use
of EU funds.
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- ensuring that decisions on projects for funding e in accordance with

adequate criteria fulfilling EU and national rules;

- verifying that the expenditure declared is reatumed in accordance with the

approval decision, and complies with EU and nationas;

- ensuring that there is a computerised system feording and storing

necessary data for planning, evaluation, verifarag] and audits;
- evaluating operational programmes;

- ensuring that the certifying authority has all tlezessary information to verify

these items for the Commission;

submitting to the Commission the annual and fiegbrts on implementation.

The control activity of the managing authority, tag first level of control, must
include administrative verifications for each apation for reimbursement submitted
by beneficiaries, in addition to on-the-spot veations of individual operations. The
authority has to launch written standards and mhoees for the verifications.
Documents of verifications have to be available dtiner national authorities (i.e.

certifying or audit authority) or authorized offit$ of the EU.

As the second layer of control, the primary taskhaf certifying authority is to
submit to the Commission certified statements gfeexiture and applications for
payment. This activity assures the Commission thatstatement of expenditure is
accurate and can be reimbursed, it derives froraliel accounting systems, and the
expenditure was incurred in accordance with thdiegdgde EU and national rules. To
expedite its activity, the certifying authority geven information from the managing
authority on verifications and from the audit auttyoon the audits performed. To
fulfil its duty, the certifying authority is entétl to carry out both administrative and

on-the-spot check at the organizations involvethéfinancial management.

Thirdly, as a key objective of its activity, treudit authority verifies that the
operation of the management and the control syssegifective. The Commission
supervises the audit work of the authority fromesal aspects. It has to provide an

audit strategy to the Commission within nine moraghthe approval of the operational
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programme, including the audit method to be used, the sampling method. On a
yearly basis, it submits an annual control reporttlee audits performed during the
previous twelve-month period ending on 30 Juneasheyear, and an opinion whether
the management and control system operates e#gctiin order to provide a

reasonable assurance that statements of expenditbmitted to the Commission are

accurate and the underlying transactions are kghkregular.

While carrying out audits, the audit authority askeep to internationally accepted
audit standards. It does so when the authorityopad system audits or project audits
of a sample. The sample is based on a randomt&@tisampling method and the
conclusions are drawn according to ISAs. The saapte audited each twelve-month
period has to be selected from the expenditures hhae been submitted to the
Commission in the preceding year.

The audit authority carries out on-the-spot auditeng which the documentation
and the records held by the beneficiary are checkedcorrelation with the
expenditures declared. In addition, the selectioterea and the implementation in

accordance with the approval decision are examined.

The managing authority, altogether witlonitoring committees have to ensure
the quality of the implementation, by comparisonsfihancial indicators. Those
approve the criteria for selection and amendmeatsew the progress and the results
of the implementation, and approve the annual tegrua final report of the managing
authority. Finally, monitoring committees may susigeevision of the operational
programmes. Monitoring Committees do not themselpedorm direct audit or

control activities, thus they remain out of theseof the further analysis.

Due to its responsibility for the existence anceetive operation of management
and control systems, the Commission supervisesatitiwity audit authorities, by
means of compliance assessment, the approval dfsatategies and the inspection of
annual reports. The Commission may conclude theant rely on the opinion issued
by the audit authority; hence, it will perform @s/n on-the-spot audits only if there is

evidence of shortcomings in the national system.
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Figure 6. Audit and control tasks at the EU and national leve

source: DG REGIO, Annual Activity Report, 2011

The audit and control activities of the Europeanm@ussion and the Member
States, embedded in different types of checks watted frequency, are executed in

the whole budget cycle: from setting till closure.

3.2 The external auditor of EU finances: the European Gurt of Auditors

Prior to the establishment of the European CourAwditors, the external audit
function of the Community was carried out by twodies: an Audit Board for the
accounts as a whole and, on the other hand, artgkddr the operational revenue and
expenditure of the European Coal and Steel Commubite to the enlargement of the
Community, and the growing size of the budget irajpal, it became apparent that the
Audit Board is not in the position to ensure theented quality of external control of

the Community’s finance.
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In 1973, Heinrich Aigner published a repdrtie Case for a European Audit Office,
which initiated the idea of placing on the agenda guestion of transforming the
Audit Board into a European Audit Office. After wd-year debate, the European
Court of Auditors was established, and it startsdoperation a few years later; the

long story of methodological evolution began.

3.2.1 Legal framework

From the legal aspect, the roots of the ECA go lacthe Treaty of Brussels in
1975, when certain financial provisions were ameéndad the ECA was created.
Becoming operational in 1977, the ECA was establisis an external body to replace
the antecedent audit bodies and to foster the gemaacy and the credibility of the
European finances. With the entry into force of kaastricht Treaty(TEU - Treaty
on European Union) in 1993, the role and the powefethe ECA was remarkably

strengthened as it was ranked as one of the instigiof the European Union.

The Treaty of Amsterdameffective from 1 May 1999, authorized the ECA to
perform sound financial management audits andek semedy at the Court of Justice
in the pursuit of fight against fraud even wheneotBuropean Union institutions are

affected.

The Treaty of Nigan 2001, stressed the importance of the coomerdietween the
ECA and the supreme audit institutions of the Men&tates, and established that the

ECA should be composed of one member from each Me®tates.

According to theTreaty on the Functioning of the European Un{@irEU, Article
287), the tasks of the ECA are set out as follows:

- examination of the accounts of all revenue and edipagre of the Union and

of all bodies, offices or agencies set up by theobin

- issuing a statement of assurance, known as DASdEion d’ Assurance)
for its French acronym, for the European Parliamand the Council
concerning the reliability of the accounts and lggality and regularity of

the underlying transactions;
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- examining whether all revenue has been received ahdxpenditure
incurred in a lawful and regular manner, and whettlee financial

management has been sound.

The ECA has the mandate to perform audits bothdbaseecords and on the spot
in any institution, agency etc., which manages Hhdg even in the Member States,
down to the final beneficiaries. While doing sog tBCA and the audit bodies of the
Member States ‘shall cooperate in a spirit of trughile maintaining their

independencé’’

In addition to treaties, the Financial RegulatiéiR) lays down the basis for the
whole budget cycle, from drafting until the implemegion. As such, FR mentions
special licences the ECA has. While performingaiiglit task, the ECA is empowered

to consult all information and documents consideodde of importance.

The ECA performs two types of audits, namely finahaudit and performance
audit. The objective dinancial auditsis to examine whether the financial statements
present a true and fair view, and the underlyirapgactions have been executed
conforming to regulations and rules. It addresbseslegality and regularity, and the
reliability of accounts. Theerformance auditalso known as value-for-money or
sound financial management audit, focuses on tlauation of the economy, the

efficiency, and the effectiveness, the ‘3Es’ inrsho

Based on its activity, the ECA produces differgmiets of publications:

- special reports on specific questions (result offgpmance and

- specific annual reports concerning European Uniodids (result of
financial audits);

- opinions at the request of other institutions of. EU

TFEU, Article 287

Council Regulation (EC, Euratom) No. 1605/2002 oflaBe 2002 on the Financial Regulation applicable to
the general budget of the European Communities
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3.2.2 Professional standards

Performing its audits task laid down in TFEU and, B ECA strictly adheres, as
far as applicable to ECA's work, to internationallgccepted standards: the
International Standards on Auditing (ISA) and thetetnational Standards on
Assurance Engagements (ISAE), both issued by thernational Federation of
Accountants (IFAC), the INTOSAI standards, and tBaropean Implementing
Guidelines for the INTOSAI Auditing Standards. Tjm@®cess to converge the ECA’s
standards and international ones is of crucial mgpee because it seriously
influenced the evolution of the ECA’s methodologietailed in Chapter 4.3.1.
Consequently, the necessity of giving a summarnthef fundamental standards is

beyond dispute.

The first significant sign of efforts towards thartmonization of internationally
accepted standards in ECA’s practice was in 19%mhe Contact Committee of the
Presidents of the Supreme Audit Institutions of Hueopean Union established an ad-
hoc working group on auditing standards. The grougs designed to develop
guidelines based on the INTOSAI Auditing Standaetsepted at the 1992 INTOSAI
Congress, which are applicable in the European #Jrdnd serve as a common
methodological point of reference. In 1994, theugrgrepared a set of eight draft
guidelines, and identified the need for further on&t this stage, some important

issues were raisé&d

- what are the benefits of adopting the INTOSAI stadd and European
guidelines in particular; what problems could bpexted to encounter
if the ECA did adopt them?

- to what extent are the INTOSAI standards and Ewopguidelines
compatible with the ECA's Audit Manual and the agwh it has
adopted for the DAS audit?

- are these standards and guidelines compatible tweéhTEU and the
FR?

8 Draft Guidelines on Auditing Standards, 31.084.88CA internal document)
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- what are the implications of adopting the INTOSA&rglards and
European guidelines for both internally within tBEA and the ECA's

external relations?

Even at the beginning of the work, all agreed thatadoption and implementation
of INTOSAI Auditing Standards and developed guides would have been beneficial
for the ECA, and voted for a test period of thendtads.

At this stage, the ECA's audit manual was undeisimv and the European

Guidelines were taken into consideration in thscpss.

In addition to the INTOSAI Standards, the birthI8As in 1991, transforming the
former guidelines to standards, was also a fundéahetement of the framework of
the ECA’s work.

In 1997, the ECA adopted the Court Audit Policy &tdndards (CAPS) that served
as a framework for the implementation of the redigeudit Manual. The CAPS,
codifying the ECA’s practice, did not imply sigruéint changes but synthesised three

fundamental sources:

- the INTOSAI Auditing Standards;
- the IFAC International Standards on Auditing; and

- the ECA’s audit policy.

From a structural point of view, the CAPS, the INGA), and IFAC standards are
structured approximately the same, only did theemixdiffer from a few aspects.
Nevertheless, the adoption of the CAPS is consitleyebe of huge importance as it

formally declared the usage of harmonised standartte ECA'’s practice.

The adherence to relevant international standa@s rhemained high priority
henceforward and has been under review constarily. ECA's Quality Assurance
system, launched in 1998 as an a posteriori toas, imonitored compliance with
CAPS from time to time. Not only did the internalaijty assurance system evaluate
the compliance but also external reviewers assatskd2008, the International Peer
Review of the European ECA of Auditdfsreached the conclusion that the ECA

o Revision of the ECA's audit manual - Adoption of E@&dit policies and standards and the procedure for
adopting the revised manual, 03.04.1997 (ECA intetoeument)

10 International Peer Review of the European Courtudifors, 2008
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Environment and Energy OP and the Transport ORypreal examples of funds with
the highest volume, while the Economic Developn@Rtand the Social Renewal OP
have the highest number of funded items (AppendixTais diversity should have

implications on control and audit activities.

3.3.1 The institutional background at the national level

3.3.1.1 The internal control system

Examining the internal control system in Hungahge implementing authorities,

the tasks of which have been enumerated in Ch@gtehave been set up as follows:

- managing authority: the National Development Agenawnder the
surveillance of the Government Commissioner for&epment;

- audit authority: Directorate General for Audit afifépean Funds, under the
governance of the Minister of National Economy,chmarge of compiling
the ‘annual summary,

- certifying authority: Hungarian State Treasury, @nthe governance of the
Minister of National Economy;

- intermediate bodies: several bodies, supervised thg National

Development Agency (Appendix 7).

Under the Hungarian regulation, the intermediatelid® perform on-the-spot
checks by risk-based selection with varying intgnslepending on the amount of the

funds the beneficiary receives.

12 A summary of the available audits and declarati@aticle 53b (3) of FR).
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Funds received Percentage of
projects to be

selected for on-the-
spot verification

<36.000 EUR At least 5 percent
Risk based sampling
36.000 EUR< At least 25 percent
<90.000 EUR
90.000 EUR< At least once before
<900.000 EUR closing the project
900.000 EUR< Yearly and on closing
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13 The Gov. Decree No 4/2011 (I. 28.) on the rules the use of funds from the European Regional

Development Fund, the European Social Fund andCtiteesion Fund in the programming period 2007 to
2013 determines the thresholds in Hungarian cuyrefibe figure includes amounts exchanged at 278
HUF/EUR.

14 Act LXVI of 2011 on the State Audit Office of Hgary

-0, -



possible accession of Hungary provoked an intemgjf\Hungarian - EU relations
brought about by the requirement that Hungary lachtch up in all areas, including
the area of financial controllhe European Court of Auditors, for the first tinme
1993, held a seminar in Berlin for SAls of the Gahtand Eastern European
Countries, and three years later in Luxembourg. eBasipon the European
Commission’s proposal, a ‘twinning system’ facii@d the adaptation of the aquis. The
The relation with the National Audit Office of théK was of paramount importance,
which helped the SAO apply the international statisl@nd methods The SIGMA’s
major goal was to develop the candidate countadsiinistrative systems. After the
accession, the Contact Committee of PresidentsUbSEIs, the Liaison Officers of

the SAls, and Working groups compose the forum witifateral relations.

The SAOQO, since 2003, has participatechasobserver during ECA’s audit visits
Hungary. It has coordinated tlpeeparation for on-the-spot checks, and it haseshar

theprevious audiexperience irorder to facilitatehe work ofthe ECA

According to the current SAO’s strategy, a spea@d#kention is paid to the
enhancement of reliable financial management ardSAO’s advisory role in the
audit of EU funds, with an emphasis on the ECA’'sl dhe Commission’s audit

activities.

3.3.2 The IT background

The general principles of the management and corgystems, established
according to the provisions of Commission RegufaifeC) No. 1083/2006, include
the requirement that Member States shall arrang&eitable accounting, monitoring
and financial reporting systems in computerisedmforin addition to that, the
Regulation delegates to the managing authoritydtitg of operating such a system,
which records and stores all the data on implentientanecessary for the financial
management of funds, monitoring, verification, andlit activities. Furthermore, the
certifying authority should have accounting recoofiexpenditure confirmed to the

European Commission in computerised form.

5 The title of the twinning project was 'Preparatiof the Hungarian State Audit Office for the cofiing task

emerging from Hungary’s joining the EU’
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It is of prime importance to emphasise that regmatramework at EU level
defines neither detailed characteristics nor a¢ewstucture of such an IT system, but
rather it stipulates features it must be capabl@af. recording and reporting financial
transactions, irregularities, and financial coriets imposed by Member States).

Turning to the national context, the Unified Momitg Information System
(UMIS) has been developed to store and synchralizbe core data for policy areas
financed by the European Regional Development Ftimel,European Social Fund,
and the Cohesion Fund. The complexity of UMIS foartsasis for monitoring and ex-
post audit activities, as it covers the whole pbjeycle: from planning until

evaluation:

- electronic submission of applications, automatipuinof electronic

applications;

- on-line information for applicants (status of apption/ project,

contract modifications, submission of missing uhdeg documents);
- electronic submission of payment claims (inputrsfoices);

- electronic submission of project reports (inpuiraficators into UMIS

monitoring module);

- data input from web based functions is stored iseparate web
database and automatic data exchange occurs eanyniites, which

synchronizes core data among systems;

- public information on the managing authority’s wiedbs(statistics,
reports, report generators).
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Figure 10.

source: European Parliament, Directorate-General lftternal Policies, 2011, and ECA Annual Report2610
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National coordination: includes the preparationtioé National Strategic Reference Framework, which
constitutes the reference document for EuropeaworJfinds at national level, for the programmingiqur
2007-2013.

Programme preparation: relates to the tasks gigpiey OPs. Setting up of the management and dontro
system is also contained.

Programme management: covers tasks of manageoenas project selection, monitoring, publicity.etc
Certification: includes verifying expenditure.

Audit: audit activities laid down in the legal fr@work.

-2 -



To resolve the problem of increasing audit costsstranger cooperation and
coordination between auditors at different leveds been suggested. With respect to
internal control, the so-called ‘single audit modehs become widely accepted, a
model which favours the idea that different buiigliblocks of the system place
assurance on the work of previous controls perfdrrbg lower layers, which
diminishes the danger of duplication. Regardingeedl audit functions, there is an
increased cooperation between the Court and SRisugh the Treaty of Amsterdam
declares that the Court and the SAl's 'shall comjgein a spirit of trust while
maintaining their independence’, these institutiongess implementation problems
caused by different mandates and dissimilar reiatigpps with their national
parliaments. A pilot project on coordinated audiith the participation of the Court
and a few SAI's, proved that this divergence represa real challenge for the auditors

and has an impact on future cooperation.

To reduce the error rate, the European Commissiaa $uggested a few
amendments to the FR. Interim payments will berictstl to 90 percent of funds due
to Member States, and the remaining amount wilatdisposal following the annual
clearance of account$he introduction of an annual clearance of accoants of an
annual closure of completed expenditure are exgdoteeinforce the quality controls,
and consequently the financial management in Merbates. As anticipated, these
measures will decrease the error rate below 5 perepproaching the 2 percent
materiality threshold set by the European CourtAafditors. The proposal to
concentrate audit resources to programmes withghehiestimated risk allow and
allow proportionate control activity for programmesth effective internal control
system are expected to create motivations for areffective system operation at the

Member State level.

The proposed changes, as estimated by the Eurdpaamission, will not affect
the level of control costs, it will remain cca. @rpent of the total funds. However, the
rearrangement of control costs will shift the whoiternal control system towards a

more effective functioning.
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4 Towards convergence in audit methodology

The widely proposed enhancement in coordinatiamoisa sufficient but necessary
prerequisite for the efficient and effective opematof the audit and control system
across the whole Union. To reap the benefit, initemddto improved coordination,
methodological convergence has to be achieved prehd to save EU’s financial

interest.

This chapter first gives an overview of the subjiotn a historical perspective,
concentrating on the milestones of the process.tdime of ‘single audit’ is interpreted
to both internal control and external audit levelsthe heart of which concept the
reliance on others’ work has been conceived. S#gpothe legal and the professional
frameworks for a better cooperation are elaboratédtdly, the potential role of the
ECA is delineated based on the research of metbgaall evolution. Finally, some

amendments are suggested in order to improve efiidiency.

4.1 The single audit concept from a historical perspecte

In Opinion No 2/2004 on thisingle audit’ model (and a proposal for a Commuynit
internal control framework)the ECA highlighted the significant pitfalls d¢fet internal
control system and proposed an internal controméwaork to reinforce the
effectiveness of the control function at the Consois and Member States levels.
Appreciating the efforts invested by the Commissamal results achieved, the ECA
outlined the characteristics of a well-designed andnaged internal control system.
The opinion itself did not entail a specific defian of what is meant by single audit,
still the concept was delineated. Irrespective ebgyaphical view, whether it is
applied in the U.S, the Netherlands or even inEbheopean Union context, its aim is
to avoid duplication of audits by relying on thenwaf other auditors; and to improve
financial management through an efficient and éiffecinternal control system. The

main prerequisites, enumerated by the ECA, to aptismthe single audit are:
- common principles and standards;

- coordinated audits to avoid overlaps;
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- transparency in order that the results can be asddelied upon in the

chain of control procedures;
- appropriate legislation for all levels of the systeand

- partnership between the European Commission antémeber States

to improve their internal control systems.

The Opinion described an example of a so-catledin-based modgin which
different layers of control activities were delite The term ofprimary controls
covered those performed by the paying entity ohtgawhich includes administrative
checks and on-the-spot checgcondary controJsarried out by separated units on a
risk-based basis, are to examine if primary coatfohction effectively and regularly.
Also at national levelcentral controlsoversee the operation of the aforementioned
two levels. Finally, the Commission’s own supermsis a guardian of what has been
done at national level with respect to internaltoals.

In response to the Opinion, the Commission sugdestRoadmap to an Integrated
Internal Control Framework,and prepared th#ction Plan towards an Integrated
Internal Control Framework’in January 2006. In the pursuit of a positive DAS
(Declaration d’Assurance, issued by the ECA onréliability, regularity and legality
of the accounts), it became clear that it is n@sgae to maintain further development
in the internal control system unless Member Stesesprovide the Commission with
reasonable assurance for the transactions implechettational level. The Roadmap
suggests that with respect to the single audit agmbr, common standards, audit
methods (including determination of sample sizengang techniques etc.), and
guidance should be provided. The Action Plan idiextidifferent fields for action of
which a fundamental part is concerned with managéndeclarations and audit
assurance, which have crucial importance for tafgep. Another field of interest of the
Action Plan deals with the single audit approacitdy coordination of work with
respect to audit strategies, planning, follow-upd eelying on the results of the work

of others.

The voluntary initiative of thécontract of confidencewas introduced to simplify
the audit work of Cohesion policy by empowering Eieropean Commission to rely
on the audit activity performed at national levahd consequently diminishing the

need for auditing by the Commission (Mendez, 2011).
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To promote the convergence in audit approachesadiember Statethe Contact
Committee Working Group on Common Auditing Starslandd Comparable Audit
Criteria, founded in 2006 and chaired by the ECA, had tlendate to work out
common auditing standards and comparable audgriajtbased on internationally
accepted auditing standards. As stated earlierraomnstandards and methodology are

preconditions in the single audit concept in otderely on the work of others.

The Treaty of Lisbon, signed in 2007, which enter@® force on 1 December
2009, has arguably become of huge importance blamieg that ‘the Commission
shall implement the budget in cooperation with Khember State&®. To reflect the
increasing accountability of the Member States,Goenmission made a proposal on
national audit statementsn EU expenditure. After being rejected by the fiico
Council, composed of the Economics and Finance strs of the Member States, the
idea was refined, and finally the amended FR inetuthat 'the Member States shall
produce an annual summary of the available audidisdeclarations at the appropriate
national level® . Annual summaries were delivered for the firstdiin 2008 for the
financial year of 2007. The rationale to introd@eual summariesvas to reinforce
the accountability of Member States disposing Ebd&iunder shared management.
On the other hand, information included in AS gisovides evidence with respect to
the legality and regularity of expenditure for tl@nual activity report of the
Directorates General of the Commission. In addjtibmplementing Rules and
Guidance Note to the FR were provided to the Menfbtes to support them
fulfilling their obligation as laid down in the ameéed FR. Under the FR, the
presentation of expenditure certified to the Eusmpe&ommission and the audit
activity is key, and more importantly, mandatorgreénts of the annual summaries,
while an overall analysis and an overall level slance statement are optional parts.
The European Commission’s review activities on ahrsummaries include, on the
one hand, an analysis if the summaries fulfil thaimum requirements (compliance

check), and, on the other hand, if those providetemefit (quality check).

8 The Treaty of Lisbon, 2007, Article 317
¥ Council Regulation No 1605/2002, Article 53b
2 Moore Stephens LLP (2011)
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Although the Commission’s initiation of nationaldiustatements failed and was
excluded from the amended FR, a few Member St&desrfiark, Sweden, the UK,
and the Netherlands) have issuedional declarationon a voluntary basis and have
had them audited by SAls. Taking the Dutch examgble,minister of Finance signs
the declaration on behalf of the government anexra assurance derives from the
independent opinion of the Dutch SAI. In Swederg tteclaration, issued by the
Government, and signed by the Prime Minister andider of Finance, is an element
of the Annual Report for Central Government, whishaudited by the Swedish
National Audit Office.

In the same year, the ECA adoptedoamion (6/2007)on the annual summaries of
Member States; ‘national declarations’ of Membeait&$ and audit work on EU funds
of national audit bodiesThe opinion addressed three related issues;lédron
whether those constitute consecutive evidenceniECA in its audit work. First, the
compulsory application of annual summaries, regubg the FR, is definitely a new
element of the internal control system in the cHmeed model in shared management
areas. The AS can be regarded as a sort of sumimging unaudited, instead of a
source of conclusive audit evidence which the E@A rely on for DAS. Likewise,
national declaration and those being audited bysS#l voluntary initiatives of some
Member States (Denmark, Sweden, the UK, and theedands) are considered to be
additional elements of the internal control framekvand could also contribute to the
improvement of the internal control. Neverthelebg ECA declared in this opinion
that national declarations themselves are not degbas consecutive evidences for the
ECA. With regards to audited national declaratidh®se might be evidence if the
ECA wishes to rely on them. Thirdly, the work of ISAauditing EU funds required by
national regulation may have impact on the ECAditawork as long as those adhere
to international auditing standards. To conclubde,ECA’s view on annual summaries
is that in that form annual summaries are only sisEctor summaries and the
Commission has to create added value to thoseewhtional declarations are of even
greater importance under shared management. The &@#erated the potential
benefit of cooperating with SAls: increasing acdability and transparency,

diminution of the contradicting results, and extetdround for audit evidence.

In 2008, a progress report on the Action Plan dtétat the introduction of the

framework contributed significantly to the reductiof errors. In parallel, for the first
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time, the ECA did not show the ‘red light to any the supervisory and control

systems.

The application of annual summaries itself, encgeda by the process for
improvement of the internal control of EU spendingtdly lived up to expectations. A
European Parliament study on annual summaries,gheaiol in 2009, evaluated the
compliance, the benefit, and the effect of suchuahsummaries on the Member
States. It proved that the annual summaries mostptained the minimum
requirements but lacked overall analysis in margsesahence, the overall assurance
deriving from those was quite limited. The Europé&aarliament could not perceive
any direct impact of annual summaries on improveanoéithe financial management
of funds, and found that ‘the opinions of the kégkeholders are rather moderate’.
Hence, a management representation on the adeqpatation of internal control
systems, as well as on the legality, the regulaaitg the accuracy of expenditure
reported to the Commission was promoted. In additilie results of the study
suggested that the management representation litsefubject to an external audit
performed by a private audit firm or SAls dependemthe Member State’s choice.
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Auditor of management Benefits Shortcomings

representation

SAl - knowledge of operation of - absence of link of reporting

administration, specific outside the Member States

regulation, language .
9 guag independence from the

- less intensive presence from  ECA which would rely on

EU institutions SAls work if audits are
. . . performed according to
- experience in audit of co- ISAs

financed projects

Private audit firm

- terms and conditions laid - not exhaustive experience
down in contract are more of audits in EU financed
flexible (i.e. direct reporting projects
abroad)

- parallelism in audit of EU
funds between SAIl and
private firm, competence of
SAl is affected

- possible bigger increase in
audit expenditure

Figure 12.  The benefits and the shortcomings of alternativesf@uditing

management representation

source: European Parliament, Directorate-Generallftternal Policies, 2009

The authors of the study argued that the ECA asawitor of management
representation would be out of the question, aswkeuge of operation of
administration and Member State-specific regulai®mbsent, and furthermore, the
more intensive presence of the ECA would not bealds.

The study drew attention to the existence of betal and technical restraints for

which solutions need to be found:

- financial years vary across Member States, herepdhod attached by
the management declaration runs accordingly, whiefinancial year
of EU accounts being audited by the ECA starts darfuary and ends
31 December each year;

- diversity of methodology in use;

- ECA performs audits per clusters of Activity Badgadgeting (ABB)
and not per Member States;

-48 -



- no direct reporting line to the Commission underent regulations.

In summary, the European Parliament concluded timataccordance with the
Opinion No. 6/2007, the accountability at Membeat& level could be increased by
the issuance of a management representation oadeéguacy of control systems, as
well as accuracy and regularity of underlying temt®ns, which should be subject to

external audits.

Moving forwards, in October 2010, the Working Groap Common Auditing
Standards and Comparable Audit Criteria finishéoua-year long project. It prepared
three documents, which were added to the finalrtegpal the resolution: ‘Information
on SAIl practices in auditing EU funds/policies vitithe framework of INTOSAI

standards’ concerning:

- SAls mandates and audit activities in the EU fieldhe result of a

‘mapping exercise’;
- Compliance Audit; and
- Performance Audit.

To a certain extent, the working Group failed teauplish its original task as no
standards were developed. Nevertheless, it enhahesdooperation between SAls

and provided examples of auditing EU funds in défe Member States.

A few years later, the ECA emphasized in Opinion N@010 that there was room
left for the Commission, together with Member S¢ateimprove the quality of annual

summaries so as to raise the level of assuraneendram them.

From the aspect of reliance on the work of othelitats, the ECA has launched a
Pilot Project on co-ordinated audftsfocusing on the examination of the legality and
regularity with the DAS approach, only for agricull expenditure, in the
participating Member States (the Netherlands, ahd €zech Republic). The
underlying principle of the project is that the E@&uld take into account outputs
certified by SAls, such as audited national detiana in the DAS process if those

were more common and better structured.

2L APM: Pilot project on Co-ordinated Audits, 22.0218 (ECA internal document)
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The phrase of coordinated audit is defined as syph of cooperative activity
where SAls ‘coordinate or harmonise their audit rapphes in some way' but
variations may still exist (INTOSAI, 2007), resuafgi in national or joint audit reports.
By contrast, joint audits require identical appioand result in a joint report, while in

case of parallel audits, the approaches differesudh SAI issue an independent report.

The pilot project revealed the divergence in audi&thodology, which highly
influenced the work in all phases and resultedydelat this stage, no efficiency goal
was attained but there might be some in the futée.positive, non-quantitave
impacts, the ECA’s auditors expanded their knowded§ national control systems,
while the participating SAls gained enriched audgults. With an eye to the future,
the ECA recommended a commonly defined and agredi methodology in case of
further coordinated audits.

A study onAnnual summaries — a comparative study of addedev@Moore
Stephens LLP, 2011yvas published in spring of 2011 in the context bared
management for annual summaries of the period 200B- About half of the
Member States proved to have made significant tsfftar improve the standards of
their annual summaries, while 30 percent did nohaga to make progress with

respect to compliance.

Voluntary assessment

14
12
10
6
4
z &
0

Novoluntary Voluntary information  Voluntary information
information provided  of little added value of added value

No of member States
=)

Status

Figure 13.  The outcomes of compliance and voluntary assessment

source: Moore Stephens LLP: Annual summaries -ngpemative study of added value, 2011

Concerning the quality aspect of the summaried,dfdhe Member States did not
provide voluntary information on the internal camtenvironment, thus the original
goal, namely to improve risk management and raise dawareness of financial

management was not accomplished. The content aft ®fothe 27 Member States’
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annual summaries provided added value to the stédkeh) with special attention to

DGs of the European Commission.

The authors argue that the initiative of nationaetldrations, generally speaking,
does not directly lead to improved financial mamaget, though it appears to be an
additional element in the accounting chain. Morepite¢urned out the administration
structure of the Member States, irrespective oftyipe whether it is centralised and
decentralised, had not determined the feasibilitg aew reporting tool, the national
declaration.

Finally, the introduction of ananaging authority statemenh internal control has
been strongly advised in the study, which put thgpleasis not on verifying that the
internal control systems prevent errors from odngir but rather on the effective
functioning of those systems. In addition, theestegnt should be subject to the audit

activity of the audit authority and it should foan opinion on that.

The European Commission, the ECA’s primary auditeas proposed some
amendments of the FR applicable to the managenmahtcantrol of funds under
shared manageméht The section on’Clearance of accounts and financial
correction’ of the proposal embodies the concept that the Mendtates have to
submit, in addition to the certified annual accauhe summary report of audits and
controls, and the audit opinion, a ‘management atatibn of assurance as to the
completeness, accuracy and veracity of the anragaluaits, the proper functioning of
the internal control systems, as well as to thallggand regularity of the underlying
transactions and the respect of the principle afndofinancial managemefit’ The
proposal remarkably broadens the duty of the mawgaguthority with a management
declaration 'on the assurance on the functioningthef management and control
system, the legality and regularity of underlyimgnsactions and the respect of the
principle of sound financial management, togethiéh & report setting out the results
of management controls carried out, any weaknedsesfied in the management and

control system and any corrective action taken’

22 Dated 11.09.2012.
2 Article 75 (b).

24 Article 114 (4 (e)).
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In conclusion, the enhancement of the managemehtamirol systems has been a
work-in-progress for several years and is expetteglield the benefit in terms of
guality and diminishing error rates, not immedigatelt in the foreseeable future. With
respect to the cooperation between supreme auwstitutions of the Member States
and the ECA, tremendous efforts have already beatlento improve and intensify
their common work, but due to diversity, there quite a few challenges still waiting

to be overcome.

4.2 The framework for enhanced cooperation and reliance

In the context of shared management, there araigelegal regulations and
professional standards, which highly determinepith towards an improved level of
cooperation. In this section, the applicable legatl professional frameworks are
elaborated to lay down the basis for the examinadiohow the existing actors could

work together in a more efficient way.

4.2.1 The legal framework

The principles of cooperation between the ECA d&3Als are principally down
in the provisions of the TFEU and FR, which do mwecisely describe the

collaboration in details, rather present the gdrfeaenework.

According to the provisions of Article 287 (3) dfet TFEU, ‘the Court of Auditors
and the national audit bodies of the Member Stsitedl cooperate in the spirit of trust
while maintaining their independence’. The natioaatlit bodies have to inform the
ECA if they intend to participate in the audit, ahdy are obliged to provide the ECA

with any documents that are necessary to fulfitlusy.

Articles 140-142 of the FR reaffirm the general pei@tion principles of ‘spirit of
trust’ and ‘maintaining independence’ and the ddtiign to provide all the necessary
information and documents. The FR also includesstipilation that the application

of integrated computer systems must not restra@rattess of the ECA to documents.

Concerning the internal control system, the franmbwior cooperation is set up
mainly in Council Regulation (EC) No 1083/2006 @dmmission Regulation (EC)
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No 1828/2006. Based on provosions, the managirngpétyt has to ensure, in general,
that a ‘record is available of the identity andation of bodies holding the supporting
documents relating to expenditure and audits, wimctudes all documents required
for an adequate audit trail'. In addition, the mging authority guarantees that the
certifying authority receives all the informatiom werifications for the purpose of
certification, and it provides the monitoring contte® with documents, which are
necessary to fulfil its duty to deliver quality itementation. The certifying authority,
in order to certify expenditure, takes into considien all audits performed by the
audit authority.

4.2.2 The professional framework: the international standards

In addition to the regulatory framework, there existernational standards the
auditors have to adhere to during audit engagem@atssequently, before going into
more in-depth examination of different scenarioscobperation, it is essential to
understand profoundly the applicable internatios@ndards, as it constitutes the

framework in case any intention to put relianceotiver auditors’ work occurs.

With regards to the International Standards on #ugli(ISAs), the fundamental

references are

- ISA 580: Written Representations (revised and réetladue to the
Clarity Project of the IFAC);

- ISA 610: Using the Work of Internal Auditors (onfgdrafted).

Written representationas a type of audit evidences a statement made by the

management to the auditor, which, in general, edd®two issues:

- the responsibility for the preparation of the fingh statements according to

the applicable financial reporting regulation;

- the completeness of information and recorded tetitses, and access to

those.

% The ISA 620 ortUsing the Work of an Auditor’'s Experis irrelevant as this paper examines the reliance

between elements of the existing internal conthaliic and the external auditors.
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If any uncertainty of the reliability of written peesentation (e.g. diligence of
management, integrity, competence) occurs, thet@uldas to assess its implications
on the audit evidence in general. The auditor mayclude that due to the risk of
management misinterpretation, the audit cannot é&dopned. In the absence of
corrective measures, the auditor may consider waihithg from the audit

engagement.

If management does not present the requested nvriggresentation, the auditor
has to discuss it with the management, draw thelasions, and evaluate its impact
on audit evidence and on the audit opinion itsEffe ISA 580 clearly states that the
auditor has to disclaim an opinion on the finanstatements, if the management does
not provide the written representation or the aurdinds sufficient evidence that it is
not reliable.

The international standard on auditing 610Wsing the work of internal auditors’
has relevance for an external auditor, if it is me# reduce the extent of audit
procedures by putting reliance on internal auditegk. In such case, the auditor has
to judge if the internal auditors’ work appearslie adequate for his own audit
purposes. When deciding on the adequacy, techoarapetence and objectivity as
well as due professional care are under examinafisra second step, the impact of
using the work of other auditors on the extentjrignand nature of the audit has to be
assessed. For instance, the threat of subjecbyitthe internal auditors and the scope
of the audit engagements performed by those piiofesls are to be considered. The
external auditor has to judge how the gains confiogn the work of other auditors
relate to the efforts, in order to be convinced thase works are worth relying on.
The ISA 610 suggests that agreement made in adwaititenternal auditors on some
issues (materiality, sampling methods, documentagitw.) significantly expedite the

audit work.

Finally, it is important to emphasize that the n$@nother auditor's work does not
decrease the responsibility; the external audigard the sole responsibility for the

opinion expressed in the independent auditor'sntepo

An early IFAC study (1994) otUsing the work of other auditors — a public sector
perspectivehas also some implications for the cooperatiomeen the ECA and the
SAls. Due to varied legal requirements across natiborders, the mandates of SAIS’
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and scope of audits differ accordingly. An agreeintendetailed responsibilities, as a
solution for the divergence, is suggested in thelyst Keeping in mind that great
variety, auditors have to consider the aspectscoéssibility and constitution when

making decision on using the work of other auditéwscessibility refers to the fact if

access is ensured to all levels of the governmdrite constitution addresses the right
of access to the auditee’s administration. Moreovke auditor has to make a
judgement on the other's competence, independeacd, his mandate when

considering whether or not to place reliance om pleason.

The ISSAI*® 300 on'Fields standards on government auditingtorporates that at
the stage of planning, the auditor has to assesslélgree of reliance that might be
placed upon the other's work. Amongst auditing glines of INTOSAI, the ISSAI
1580 on‘Written representation’ drawn on ISA 580, are interpreted in a broader
context in the public sector, as the managemeespansibilities might be also more
comprehensive. Accordingly, ISSAI 1610 ‘&ising the work of internal auditordias

also a broader scope than ISA 610 for the prigsattor, based upon it was developed.

The PCAOB’ Auditing Standard No. 5 ofAn Audit of Internal Control Over
Financial Reporting That Is Integrated with An Audif Financial Statements’
contains that the auditor has to evaluate the ctenpe and objectivity of the other
auditor to determine the extent to which the auditay use his work. A higher degree
of competence and objectivity corresponds, in gaEnery a greater use of other’s work.
work. In this context, competence refers to theoagaishment of knowledge that
enables the auditor to perform its duty, while objety brings up the ability to
execute those tasks independently and with ‘inteled honesty’.

Generally speaking, the mandatory application oé tlelevant international
standards, with respect to management representatic the use of the work of other
auditors, does not decrease the responsibilitheptimary auditor, in the EU context,
that of the ECA.

% International Standards of Supreme Audit Indting

27 public Company Accounting Oversight Board
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4.3 The role of the European Court of Auditors in the pocess of

convergence

This chapter has two main objectives. First, tolexgpthe development of the
methodology, from the foundation of the Court urgitent progresses, and thoroughly

identify the factors that affected the evolutiom as dynamics.

Secondly, to support further research to examingtwhe potential role of the
Court could be in the process of convergence t@p@tir common methodology to

EU funds across Member States.

4.3.1 The methodological evolution

The ECA’'s methodology has been evolving for decadesl has been highly
influenced by both internal and external factora.t®e one hand, the development in
compliance with standards (detailed in Chapter23.2as strongly affected the
methodology in use. On the other hand, the progoésthe ECA’s methodology
significantly relates to the institutional evolutioof the ECA. Finally, the task of
issuing DAS on the reliability of the EU account&lan the regularity and the legality
of the underlying transactions necessitated dewedop of a DAS methodology itself.

When examining the methodological evolution, ons t@mbear in mind that the
ECA principally carries out two different types adidit, which highly influenced the
dynamic of the development itself. Financial audiscentrate on reliability, legality
and regularit? issues, while performance audits deal with souimantial
managemenRt. Depending on the period under examination, metlugges of the two
types of audit were developed, in some cases, ditbrse dynamics or often in

parallel.

Spending decades on development resulted in a sivalitured, four level

methodological framework. This chapter providesaiet of thresholds of the

2 Reliability: examining the accounts of all the emgiture and revenue of the EU and the EU instihstio
Legality and regularity: checking the legality ardyularity of the underlying transactions of EUrray.

2% sound financial management: checking if the fir@nmanagement of the EU has been sound.
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evolution of the ECA’s methodology, from its foutida until recent developments:

significant milestones of the process and its raties are accessed.

4.3.1.1 Phase 1 (1975-1993)

After setting up the formal organizational struetuwsf ECA, the next question
became how to implement the tasks laid down inTieaty of Brussels. The goals
were clear, but the way of implementation was emaging, especially in the context

of diversity of ECA members.

After starting its operation in 1977, first the EGAd to establish a philosophy thus
it was unrealistic to expect rapid effect (Wallad®80). Given the diversity of
auditing practices in the Member States, the EC# fiad to establish its approach to
auditing (Laffan, 1999).

In the first few months, the ECA tried to defing, & starting point, its objectives
including the determination of what the phrageod financial managementeally
mean¥®. The ECA concerned itself with a value for mon&F§) type of audit.
Meanwhile, the formation of audit working groupsdathe creation of rules of
procedure were also of fundamental importance derthat the ECA could start its
audit operation. Although there was no formal mdtiogy used in audits at that time,
the development had already occurred. As statdfdrfirst Rules of Procedure, the
President of the ECA was responsible for ensuriogwarrant) uniform auditing
procedures across various sectors being auditgenaral department was set up with
the responsibility of improving audit proceduresl ari working out reference material

for auditing’, which can be seen as the root of methodology.

In 1978, André J. Middelhoek, who became presidater, prepared a paper on
working method¥. He enumerated a wide range of audit methods, hwiiere
relevant to the ECA’s work. Methods differed depgagdn whether the regularity and
legality or the evaluation of financial managemeas under examination. In general,

methods were split into two categories:

%0 Discussion at meeting of ECA of Auditors, 26-2818F7 (ECA internal document)
31 Draft Rules of Procedure for the ECA of Auditors (Ei#ernal document)

32 Working methods and professional training (ECAfin& document)
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- examination of individual transactions;

- system / procedures examination.

Concerning regularity and legality, Middelhoek eraplzed the necessity of
computer-based auditing, the use of audit prograsniened sampling methods instead
of 100 % checks. To perform its task emerging fritre Treaty, in 1978 the ECA
adopted a broader approach, thgstems approachior the examination of legality and
and regularity. By definition, a system approadensto the concept that ‘the auditor
seeks to rely, as far as possible, on the systémsanagement and internal control
applying to the particular Community body or adiivbeing audited® under the
assumption that the auditee has an internal cofunation. In fact, the ECA could not
hope to be able to examine each of millions ofgaa@tions attaching the EU budget,

thus the system based approach seemed to work.

As for the evaluation of financial management, toee concept demanded the
effectiveness and the efficiency, thus concerns'wdfy’ (objectives), ‘how’ (to
implement the objectives), and ‘how much’ (costdfénanalyses) were raised. One
can judge those years as the period of trying fneléhe liaison between working
methods and the work programme, lacking the awéitibof a clear, written
methodology. Noteworthy efforts were made to arelsrking methods, i.e. for the
accounts of 1978, in order to establisbmmon guidelinds applicable to different
areas, among which methods were also includedystieif a more common approach

Nevertheless, the terms of methodology or manuat wet even mentioned.
Concerning financial management, Middelhoek prog@dear criteria:

- materiality. refers to ‘relatively considerable impact in intéal terms’,
no detailed definition was given;

- generality systematic weaknesses rather than incidental csiseuld
be considered;

- objectivity ‘factual substance’ of information presented; and

- political sensitivity consideration of political significance.

B Audit guidelines, 04.07.1983 (ECA internal docuihen

% Note to the President and the Members of the Griuuditors, 15.11.1979 (ECA internal document)
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Despite the fact that Middelhoek’s paper can habdyudged as a methodology or
even a broad approach to auditing, it can defwibal considered as a pioneer of the
latter methodological evolution by analysing audiethods. Still, the constructive
approach to audits remained unsolved.

Built on the outcome of Middelhoek’ s work, a wargiparty started its operation
in autumn 1978 to result in an exhaustive reporthe audit of financial management.
That was the first meaningful attempt to set dowooenmon approach to auditing
funds by the ECA. The stutRwas completed in January 1980, and was offerédeto
meeting of the ECA by Middelhoek. The novelty oé tstudy was that it broke down
the concept of sound financial management into ethsebcategories: economy,
efficiency, and effectiveness. In other words, tteguirement of investigating,
‘whether the financial management has been solindyplies the analysis of the

aforementioned3E’ (economy, efficiency, and effectiveness).

% Activités de groupe de travail dans le domaineahtrdle de la gestion financiére, 30.01.1980 (E@Arnal

document)

%  Treaty amending certain financial provisions ofe tireaties establishing the European Economic

Communities and the Treaty establishing a single €ibuand a single Commission of the European
Communities, in Official Journal of the European @aumities (OJEC). 31.12.1977, No L 359, p. 1.
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economy efficiency effectiveness
- resources are - relationship - degree of goal
available at the right between the goods fulfilment in a
definition time, in the right and services cost-effective way
place/ produced (output)
guantity/quality, at and the resources
the right price employed (input)
tasks of . : : .
- choosing resources in -  appropriate - high degree of
financial various quantities and organisation and effectiveness
qualities at various operation
management prices
- systems are - evaluate if the - justify that there is
established in a management a clear link
tasks of audit proper manner, establishes betweer_1 activities
collect evidence to adequate and main
prove the choice of procedures objectives
type, quality and
price
limitations of - misinterpretation if - efficiency alone
) carried out without does not exclude
audits considering the waste of resources
output

Figure 14. The ‘3E’concept

source: Working Party on the Audit of Financial Maement, 30.01.1980 (ECA internal document)

In addition to the analyses of the abovementiored components, the study also
introduced a simple model for auditing the finahai@nagement. Forming an opinion

on financial management distinctly includes theeaetlent examination of:
- individual transactions/projects;
- systems operated by the management.

The model was built on the existence of a strongrirelationship between
transaction- and system-based audits. When therdediciencies in a transaction, the
grass roots have to be revealed in order to betal@&minate procedural weaknesses
deriving from the system itself. On the other hasgstem weaknesses have to be

reflected at transaction or project level by estintathe possible effect.

The study also defined, for the first time, the damental parts of auditing the

financial management:
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- review of the whole area, selection for examination
- preliminary survey of selected subjects;
- execution;

- reporting.

At theselection stageone has to take into account different aspecssibfects (i.e.
the size, the importance, high risk of managemestilpms). At thepreliminary stage
the selected subjects are investigated in a broadase. This step has crucial
importance with respect to the following stage, glening of auditsAfterwards, the
execution of the auditequires significant resources primarily focusednaoonitoring
systems of the auditee. Taking the system basemaqp as a starting point, if an
auditor perceives the failure of the systems, frtxaminations must be undertaken
resulting in more intensive substantive tests. Ikinghe outcomes of auditing are

summarized imeports

To sum up, the report in question had two maineaments. First, it included an
exhaustive description of the concept of the ‘Eecondly, it gave a comprehensive
picture of the stages of financial managementt bhad never been defined before. It is
of importance to emphasize that the approach deadtly with the audit of financial

management, and not with legality and regularity.

In addition to the report on the audit of finanai@nagement, the year of 1980 can
be seen as a threshold from the methodologicalt pafirnview. Establishing audit
groups in 1980 gave rise to a special unit, ADARWr (Audit Development and
Reports), which focused on, beside other tasksd#wvelopment of audit practices by
moulding the diversity into a common approach, \WHater resulted in the Manual
(Laffan, 1997).

A few years later, in a progress report of finahoianagement auditit was stated
that despite the efforts there had still not beasomsistent approach to that type of
audit. To remedy the situation, a pilot project tmfining the basis for a common
approach and standards was proposed. As a stading Aldo Angiof® suggested a

study for the structural funds alone in order ttreg feasibility of a comprehensive

37 Progress report on financial management audi®911982, (ECA internal document)

% Ppresident of the ECA from 21 December 1989 to 3deber 1992
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approach could be judged. However, this propos#liaafor structural funds alone,

was not implemented.

In the pursuit of a common base for methodologyyas a substantial milestone
when Middelhoek submitted theudit Guidelinego the President and the Members of
the ECA in 1983° The developed guidelines, based upon the preyiaussd audit
notices, were expected to reinforce the consisteit approach to auditing and to

form the basis for the later Audit Manual.

No. Title of notice Status
1 Conduct of audit inquiries unchanged
2 The ECA's audit approach revised
3 Ascertaining, documenting and evaluating systendscamtrols revised
4 Audit working papers revised
5 Financial management audit unchanged
6 In-depth examination of the systems and procedofrése unchanged

Commission
7 Procedural arrangements for the Annual Report uTgpdth
8 Planning and programming the audit new
9 Internal procedural Manual on Audit Reports andr@pis unchanged
10 Financial Audit new

Figure 15.  Audit notices in 1983

source: Audit guidelines, 04.07.1983 (ECA intemhatument)

With respect to the scope of the audit, the Gumdslimade a distinction between
the examination of accounts, that of legality aedutarity, and the examination of
financial management, complying with the provisiaishe EC Treaty and the FR.
Nevertheless, there is a relationship among thaslest in order to operate in a legal
and regular manner, a reliable accounting systeshialdle accounts) is required.
Additionally, the audit of the accounts serves abase for the examination of

regularity, legality, and financial management. Ssquently, the guidelines offered an

3 Audit guidelines, 04.07.1983 (ECA internal docurent
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Figure 16.

source: Audit guidelines, 04.07.1983 (ECA intem@atument), Audit notice No. 2



The Guidelines gave descriptive insight to theedéht stages of auditing, detailed

hereafter.
I Planning

Within the set of audit notices, quite an extensbref® has been devoted to
planning (and programming) the audAt the planning stage, the annual work

programme has been transformed into more detaléething documents:
- audit planning memorandum (APM): overall strategjign for the au-
dit;
- audit programme: converting the strategic plan detailed audit tasks;
- job budget: estimating the necessary human ressewifcéhe audit as-
signment, and comparing that with the resourcesntak

ii. System evaluation

As compared to the study previously detailed, cme @onclude that a new phase,
the system evaluation was incorporated. At theesysevaluation stage, auditors
assessed whether the internal control systems edted appropriately to ensure that
the accounts are fair, the revenues and the exjppeesliare legal and regular, and

finally, financial management is sound.
il Execution

Depending on the type of the audit assignment,ettexution stage may vary in
nature. To obtain reasonable assurance whethéadbeunts are materially legal and
regular,” which is the main goal of financial asdiaa combination of three types of

audit procedures have to be applied:

- compliance tests to evaluate whether controls ¢@gmaperly in prac-

tice;
- analytical review of trends, variances etc.;

- substantive tests of the underlying transactions.

40 Audit Notice No. 8
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Thinking over the range of tools an auditor apptiesvadays, one can state that the
methods have not basically changed. Neverthelassinteraction between elements

has undergone a remarkable evolution so far.

The main objective atompliance tests to find out whether reliance can be placed
upon the control systems, which highly influendes auditor's procedures. If there is
any sign of system weaknesses, it is not worthgting time in compliance tests, as
the area of substantive testing cannot be limitédnsequently, compliance tests
should only be used if a clear link between sugletgf tests and substantive testing
can be declared. The Guidelines included furthercpies to determine the volume of
transactions that needed to be tested in ordethbatuditor could form an opinion on
the operation of internal controls. The maximum bemof transactions to be tested
IS:

max = total value of population concerned / materikty limit

(sample of 30 items is a minimum)

As it can be seen in the formula, a new phraseimtasduced. According to the
materiality limit approachthe maximum value of errors that remained undetiecan
be appended to an amount previously set by theaudi other words, materiality
limit is a threshold that represents the maximularédle error. Although establishing
the materiality is due to a sort of professionalgement of the auditor, the guidelines
suggested that materiality limit for Community beslishould lie between 0.5 and 2

percent.

Highlighted in the Guidelingesanalytical review proceduresupport to determine
the areas where detailed substantive testing isiresy These audit procedures offer a

wide range of:
- trend analysis;
- computation and explanation of ratios and varianaed
- review of other internal or external bodies.

Carrying out analytical procedures needs a lowsr o investment in both time
and staff. Moreover, they facilitate identificatiohelements of the accounts are likely

to be materially correct or incorrect. Therefoleg extent of substantive testing can be
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determined; if there is a likelihood of significagtrors, extended substantive testing

will be unavoidable.

Compliance tests and analytical review proceduressgmt indirect evidence
concerning the examination of accounts, legalityl eegularity. Applyingsubstantive
testing as direct evidence, a set of transactions arectsel and tested to obtain,
together with indirect evidences, reasonable assaras to whether the revenue and
the expenditure are materially legal and regulaid #he accounts are free from
material misstatements. Substantive tests haveotode evidence in connection with
the ECA’s audit objectives:

Audit objectives Evidence required confirming the following for the

account balances or transactions being tested

Legality and regularity The existence, nature, value and classificationirareonformity
with all relevant regulations.

Completenes All amounts relating to the entity at the accougtidata are
included.
Valuation The amounts recorded in the accounts are a redsorelection

of the value of the underlying assets, liabilitiegvenue or
expenditure.

Existence The assets, liabilities or events underlying reedrdaccount
balances or transactions actually exist at the apjate
accounting dates.

Propriety The recorded account balances or transactionserelatirely to
the entity being audited.

Presentatior All recorded account balances and transactionsyels as the
underlying elements and facts, are properly preseint terms of
(and classification) the purposes for which the accounts are preparedl ian

accordance with appropriate accounting principles.

Figure 17.  The audit objectives

source: Audit guidelines, Audit notice No. 8, 041983 (ECA internal document),
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Figure 18.

source: Audit guidelines, Audit notice No. 8, 041983 (ECA internal document),
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According to the approach, the higher the expededree of assurance from
substantive tests, the higher will be the numbemigh value and sample transactions
to be justified as the overall audit assuranceirequwhich has remained 95 percent
since the publication of the Audit notice, and sty relates to substantive tests.

Verification Internal Internal Analytical Neither
situation control and control review internal control
analytical satisfactory satisfactory nor analytical
review review
satisfactory satisfactory

Overall audit
assurance 95 %
required

95 % 95 % 95 %

Overall audit risk 5 9% 5% 5% 5%
tolerable

Risk of audit
procedure failing
to detect any
evidence or error:

_Evaluation of 37 % 37 % 100 % 100 %
internal control

Analytical review
for overall 37 % 100 % 37 % 100 %

reasonableness

Substantive
testing of 37 % 14 % 14 % 5%

accounts

Audit assurance
required from 63 % 86 % 86 % 95 %

substantive test

Appropriate
extent factor 1 2 2 3

Figure 19. The degree of audit assurance required from substdive tests

source: Audit guidelines, Audit notice No. 8, An8e®4.07.1983 (ECA internal document),

Being aware of the audit assurance required frobstantive tests, the Guidelines
described the extent of the substantive tests eacaltulated following consecutive

steps:
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1. determination of:

the total value of population (all the items / saations);

the materiality limit;

degree of audit assurance required from substatestang (and the

extent factor);

extent value = materiality limit / extent factor;
2. deduction of the high value items and error-prdaems from the population;

3. determination of:
- sample size = total value of the normal populatiertent factor;

- total number and value verified is in addition he error-prone and

high value items.

As a result of substantive testing, the most liketyor projected, including the
outcomes of the sample of the normal populationvel$ as that of error-prone and
high value items, can be determined and be compmarexh aggregated basis with the

materiality limit.

In comparison with the Assurance Model introducedDAS practices in 2005,
inspired by the revised DAS approach, the auditcaststill did not use the terms of
inherent and control risks as those are the consequences of the evoluti¢BAGS.
Instead, the assessment of analytical review andrnal control came about.
Nevertheless, the approach can be regarded asdtiegessor of the current assurance
model.

On the other hand, the Guidelines underlined atf@hsoundness of the financial
management had to be evaluated according to the cB8acept. The Guidelines

stressed that not only are the terms of econoffigiemcy, and effectiveness essential,

41 Inherent risk, as part of the audit risk, représethe auditor's assessment that there may be eriatat

misstatement in the financial statements, withaking the effectiveness of the related internaltcs into
account. Control risk, also considered as an elemmeaudit risk, refers to the deficiencies of tinéernal
control system: it fails to detect or prevent aeriat misstatement from occurring.

- 069 -



but also the different management tasks (i.e. getting, implementation, monitoring)

at each level should be covered in financial mamege audit assignments.

A separate audit notice was devoted to working Eafo internal purposes, which
had never been formalised before. The Guidelines tise terms opermanentaudit
file andcurrent audit file which are applicable in current audit practices, Working
papers, having continuing importance for succesaudits, have been recorded in the
permanent file, while the current file has contditiee documents of the execution of
the audit providing evidence for the auditor’'s dpin’*

\2 Reporting

Finally, regarding the reporting stage, the todlgxiernal communication (annual
reports, other annual reports, obligatory or nohgakbory opinions, and special
reports) were enumerated within the Guidelinegp¥ahg the requisites laid down in

the Treaty and the Financial Regulation.

In the late 80’'s, noteworthy efforts were investatb the harmonization of the
financial audit due to the necessity to bring audé@thods together and lay down a
common approach to financial audits. Through reamgion of ADAR’s role,

increased level of harmonization was expectedeérfitid of financial audft.

It was a significant achievement in the evolutidrE€A’'s methodology, bearing
the fruits of a considerable effort of ADAR, whdmetECA published its firsAudit
Manualin 1990, the content of which mainly dealt withdncial audits. Levy (1996)
describes the Manual not as an operational guidesays it ‘codified practice on
systems audit which can be used for Value for Moaagits’. The Manual introduced
the term VFM audit to replace the term financialnagement audit. To sum up the
significance of the written Manual, it was a con@lsystematization of the former

audit notices, guidelines, and unwritten practices.

42 Audit Notice No. 4 (rev. May 1983)

4 Harmonization of the financial audit, 14.09.194B€A internal document)
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4.3.1.2 Phase 2 (1993-2005)

With the entry into force of the Maastricht Treatyl993, the ECA was affected in
two main aspects. First, it was ranked as a Europestitution, which increased its
power and independence. Second, under the prosisibrrticle 248 of TEU ‘the
ECA of Auditors shall provide the European Parliamand the Council with a
statement of assurance as to the reliability of dloeounts and the legality and
regularity of the underlying transactions,” whiclghly influenced working methods
and expanded the work.

Levy (1996) pointed out that the challenge of DASynhave distracted resources
from VFM audits as that required investment in skamgprather than techniques of
system analysis. There was no doubt that in o@endet the requirements, the ECA
had to find the right sampling techniques to ensheerequired assurance for issuing
DAS. Additionally, more intensive audit activity ¢teme necessary in Member States

(Laffan, 1999), all the way down to the financieheficiaries of funds.

Regarding audit sampling techniques, the ECA hamiddd to usanonetary unit
sampling(MUS) concerning underlying transactions (Levy999White, 1999). At the
beginning of its application, a sample of 600 teati®ns was taken with regards to
both payments and commitments, later reduced toofi00. The tasks included also
on the spot audits at the final beneficiaries & Mhember States. The result from the
sample was extrapolated to the whole budget, wthierequired level of assurance

remained unchanged at 95%.

Not only did the DAS requirement affect the ECA’'ernw and methods external
factors did as well. While ADAR was revising thediManual of the ECA, the case
for European Auditing Guidelines, initiated by tHesire of harmonisation among
SAls, was put on the agenda. The European Audi@Guidelines, based on the
INTOSAI Auditing Guidelines, were developed by ad hoc group, which was
established by the Contact Committee of PresideindJ) SAIS” in 1991. The ECA’s
approach with respect to DAS audits proved to besistent with the aforementioned
guidelines. Nevertheless, differences in non-DASIitau between the European
Auditing Guidelines (EAG) and the Audit Manual (AMave been revealed.

4 European Auditing Guidelines, 28.10.1994 (ECArim& document)
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Subject Differences identifiec

Audit evidence EAG empasise explicitly that audit evidence must
be competent, relevant and reasonable. In AM,
implicit reference.

Evaluation of risk EAG analyse audit risk and examine the impact of
high-risk areas. In AM, implicit reference.

The examination of systerr AM suggests that the auditor should examine the
systems of internal control, and then should test
their effectiveness.

EAG recommend that the auditor should go on
directly substantive tests if it is more effectaed
economical based on professional judgement

Audit sampling EAG provide more detailed guidance on
sampling, also for non-DAS audits.

Figure 20.  Differences between the European Auditing Guidelineand the
Audit Manual

source: European Auditing Guidelines, 28.10.199@ AEnternal document)

In 1997, the ECA adopted the revised Manual andB8& Audit Policies and
Standards as referred to in Chapter 3.1.2. In 1988, European Implementing
Guidelines for the INTOSAI Auditing Standards wessued, with the preface of the
president of the ECA, Prof. Dr. Bernhard FriedmaRme exhaustive guidelines used
the term ofperformance auditas a synonym for VFM audit and audit of sound
financial management (SFM) in connection with theameination of economy,

efficiency, and effectiveness.

The novelty of the Guidelines and the revised Mamas that both described the
mathematical model of audit risk with an insightoinhe components of that type of
risk:

AR =IR*CR *DR

where AR isaudit risk IR isinherent risk CR iscontrol risk DR isdetection risk®

4 Detection risk is attached to the likelihood that guditor will not detect a material misstatement.

-72 -



Moreover, the concept of materiality, the significa of professional judgement,

and the relationship with audit risk was notablyphiasized.

As a result of learning by experience, anothersiewi of the ‘old manual’ took
place in 2000. The changes, due to revision, wetiated by the process that emerged
from the necessity of the harmonization of inteovally accepted ‘external
standards’ and that of internal practices. Conogr@mendments, distinct parts were

devoted to the statement of assurance and to theasound financial management.

In 2000, a remarkable ambition for further develepinof the ECA’'s SFM practice
developed’. ADAR, assisted by the Sound Financial Managenfentit Advisory
Group (known as ‘SFM group’), was expected to wawk the module of SFM audit in
the Manual. Beyond their freedom to act, and theeetise of its members, the SFM
group was expected to adhere to certain principtesne of which related to

methodology:

- ‘the starting point for SFM audits should usually &n examination of
relevant key management processes and the relaméicprocedures’,
and as such its aim is to help the management averdlaws and
improve;

- the quality of management information is a matteat tshould be
considered in every SFM audit preliminary study;

- the tendency to devote more effort to preliminatydees, since the
introduction of the new Manual, must be transformeid standard
practice

- using a ‘no surprises’ approach, fully openness taamlsparency with
auditees (especially the Commission);

- as a new point of view, SFM audits should emphagmpsitive
developments and spread best practices of finamaabgement.

Due to the efforts invested, the ECA adopted thst fierformance audit module of
the Manual, ‘Planning SFM audits’ in 2001.

4 A framework for the further development of the E€Asound financial management audit practice,
27.06.2000 (ECA internal document)
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In line with the above principles, in 2001 ADAR amged for the audit manual to
be available on the internet with the intentiordémonstrate transparency and initiate
the cooperation between the ECA and SAlsSince then, manuals have been

accessible to interested third parties.

The introduction of Activity Based Management (ABNHgether with Activity
Based Budgeting (ABB), allocating resources acecmydio consistent political
priorities based on pre-defined objectives, enagedlathe ECA to establish a task
force to examine the effects of these changesst@piproach and organization. It
produced a report in 2085 which stated that it was not impossible to complh
ABB/ABM, but still there were some arguments of onfance. Obviously, an annual
report including remarks for all 31-policy areasulebhave been out of the question
and would have resulted in fragmentation of repartd to mention the fact that it
would have required more resources. Concerningntipact on the organization, the
task force considered that the ECA should carryfioancial audit within a single
division as before and not within the context cf tlespective policy. As for the audit
approach, it was not modified by the introductidrA8M, rather the examination of
the ‘relevance of objectives, and the reliabilifyimapact and output indicators’ was of
priority. In other words, ABM reflects the auditegthe Commission) approach to

SFM, which clearly has to be taken into accourgarformance audits.

A few months later, the new module of the manudipgramming of the ECA’s
work*®, reflected the necessary changes. Interestitigigtroduced for the first time
the term ofPortfolio of Potential Audit Task§’PAT). The PPAT can be describe as a
stand-by and up-to-date set of potential auditdaskluding a list of audit topics,
ranked by priority on commonly accepted criteriathwunderlying arguments for
proposals. The programming guidelitfeislentified criteria that the topics have to be
assessed upon (risk, materiality, relevance, amdrage can be low, medium, or high)
and to be established by priority (low, medium #&mngh). The programming module
formalized a two-level planning system with the laggtion of a five-yearAudit

47 Ppublication of the ECA’s Audit Manual on intern#€.05.2001 (ECA internal document)

4 Report by the ABM/ABB task force on the impact of timroduction of ABM/ABB on the ECA’s
organisation and audit approach, and state of imgigation at the Commission, 12.05.2005 (ECA inferna
document)

4 Programming of the ECA's Work - Audit Manual - MdelB3, 04.10.2005 (ECA internal document)
%0 CEAD A: Programming Guidelines for establishing Bratfolio of Potential Audit Tasks, ECA intranet
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Strategywhich summarizes areas of special interest andugetpals and framework
for the audits, and the adoption of Annual Work Programm@WP) based on PPAT.

The AWP contains the list of recurrent and permatesks and the resources allocated
to them.

At the beginning of 2005, the framework for perfamae audits, as a module of the

manual, was approvet The framework supports the common understanding:

- what is meant by performance audit and how doeslate to evalua-
tion?

- what are the main differences between financialtawhd performance
audits?

- what are the basic questions in performance auwatshow should one

apply the 3E concept?
- what are the key components of the audit process?

Regarding the audit process, a new element app@a@imnparison with previous
guidelines or manuals.

The appearance of management of the audit andtyjealtrol as a component of
the process is undoubtedly related to the issuahdbe International Standard on
Quality Control 1 (ISQC 1) by IFAC, which has recpd the establishment and record
of quality control policies and procedures sinc@20

Quality must be embedded into all stages of thét aydle instead of concentrating

quality checks at the end. This requirement impleds there will be:
- ex post quality reviews to assess the quality akvdone;
- quality checks built in the audit process suppobtgdhecklists;

- on-going quality assurance reviews of procedurekstrong commit-
ment to apply those.

The year 2005 also included important methodoldgimnarovements in respect of
the DAS. The ECA set up a three-member Project Tieam its members in order to

1 Module C1 - Framework for Performance Audits of tBeropean ECA of Auditors, 31.01.2005 (ECA

internal document)
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update methodology. As a result of the efforts, BH®A adopted the revised DAS
approach in February 2006, which was applicabldiag 2006 for the first time. The
question may arise, to what extent it amended te#nodology that had been used for
over 10 years and what elements the revised appratescribed by ECA as ‘an
evolution not a revolutior?, incorporated. The principal areas of amendmere w

the following:

- the development of the assurance model with pgsessment of inher-
ent and control risk in order to reach the expectufidence level of
95 percent and materiality of 2 percent;

- setting up a hierarchy between sources of evidence;
- introduction of decision trees;

- more extensive examination of the work of otheritaus!
- strengthening risk analysis in planning.

The DAS Project Team recommended the introductfan@assurance modelthe
development of which was strongly based upon théahaf the National Audit Office
of the UK with modifications in accordance with tigecial characteristics of ECA’s
audit environment. The use of terms of inherent @rol risks in the model reflects
the evolution of the components of audit risk tagkptace in the late 90’s in both inter-

national standards and the ECA’s methodology.

2 Practical guidelines for DAS audit work after 2008.02.2006 (ECA internal document)
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Assessment of Not high High
inherent risk

Evaluation of
supervisory  excellent good poor excellent good poor
and control

systems

Residual level o .
of substantive Minimum standard focussed minimum standard focussed

testing

Minimum
degree of
confidence to
be derived 45 67 92 67 80 95
from
substantive
testing (%)

Figure 21.  The Assurance Model

source: Practical guidelines for DAS audit workeaf2005, 10.02.2006 (ECA internal document)

The assurance model suggests that if the auditaluates the supervisory and
control system and determines that it is unabl@revent or to detect and correct
errors,focussed substantive testihgs to be carried out with an expected confidence
level over 90 percent. If the inherent risk is hagid supervisory and control systems
are excellent or good, or the inherent risk ismgh and the supervisory and control
systems are goodstandard substantive testingas to be performed. In this case,
assurance derives from substantive testing withranmym confidence level between
67 and 80 percent. If the auditors consider theenmht risk as not high and
supervisory and control systems are excellent, guifsiant part of the overall
assurance can be drawn from controls assurancecamitence of theninimum
substantive testings diminished to 45 percent. Obviously, the realdlevel of

substantive tests strongly relates to the sampée si

According to the model, the level of confidencebtoobtained is dependent on the
outcome of the assessment of inherent risk andiatrah of supervisory and control
systems. As compared with the concept rooted irfdimeer audit notices of the 80’s,
the model presented in the guidelines for DAS wseriknore complex and in line with
standards adopted by the ECA.
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However, it is important to keep in mind that tes@ance model is a useful tool of
planning; its application on the other hand, doed replace the professional

judgement of the auditor.

The proposedhierarchy between sources of evidencie ECA can rely is com-
posed of two types. In the context of auditing Eldds, the principal sources derive
from the examination of the supervisory and conggdtems and substantive testing,
while the other two main sources, the work of otheditors and analysis of annual
activity reports and declarations of the Direct@r@ral, can also be taken into ac-

count while finalizing an audit.

The guidelines contained a setdwdcision trees which embraced the entire pro-
cess from planning to the latest stage, forminguadit opinion. For instance, complex
decision trees were developed in the fields ofabsurance model and drawing of au-

dit conclusion, all with the aim to support audstarork.

Relating tothe work of other auditors, the guidelines reveal that the extent to
which the ECA intends to rely on this field heavilgpends on whether auditors oper-
ate within or outside the framework of the supemsand control systems. In current
practices, the parts of those systems are usuallyegarded as audit evidence for the
ECA but might be at a later st&geOn the other hand, the work of auditors outsite t
internal control systems, mainly SAls in Membert&acan be considered as audit
evidence for the ECA.

Finally, the guidelines stressed that the reinforest of therisk analysisis a mat-
ter of importance. Both the assessment of inheisktand the overall evaluation of
the supervisory and control system at each levallshbe used as an input; the de-
tailed risk analysis can be used as a basis iprineess of planning, reflected in audit

planning memorandum (APM).

In some aspects, the year 2005 can be regardethadraark. The introduction and
the continuous update of the ECA’s Manual, withasafe modules for different types
of audit, concluded, and a complex framework wasiibo be introduced.

% Seminar on ECA DAS methodology and audit missiongémber States, 18 November 2010,Budapest
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4.3.1.3 Phase 3: the current audit methodology (from 2006)

The next important milestone of the evolution of timethodology can be
considered to be when Vitor Caldeira, Dean of tBAD (Coordination, Evaluation,
Assurance and Development) Group and the presesidgnt of the ECA, handed in a
proposal for a Performance Audit Manual, togethith @wn explanatory memorandum,
to the members of CEAD Group in October 2006.

The significance of the proposal, to a certain mixte paradigm shift, is that not
only has a separate Performance Audit Manual begaldped, but also a multi-level
reference framework has been worked out. This @mbrdroke with the practice that

audit methodology is incorporated in different mieduof a single audit manual.

The former Audit Manual contained parts relevantirancial audits, performance
audits, and general procedures related to bothstygdeaudit, while CAPS also
included audit procedures. As intended, the neereeice framework was developed

to remedy those overlaps.

Level lincludes the legal framework for the ECA, whicheatmines its mandate
and mission, and the Rules of Procedurevel 2 contains international standards
relevant to auditing, and the CAPS built upon INFD&nd IFAC standardd.evel 3,

regarded as the most complex part, is composdueé different manuals:
1. the Performance Audit Manual (PAM);

2. the Financial Audit Manual (later re-named Finahand Compliance
Audit Manual — FCAM); and

3. the General Audit Procedures Manual (re-named Vadem of
General Audit Procedure (VGAP).

Finally, Level 4comprises internally produced guidelines to previdformation on
audit technigues and the toolbox, which aims tegnéreferences to external sources
such as INTOSAI, SAls etc. Recently, CEAD has itegsremarkable efforts in
developing guidelines on audit techniques and datysis*, to be incorporated in
level 4.

% Report on progress made by ADAR in developing tidbiox and guidelines on audit techniques, 04.X3620

(ECA internal document)
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With regard to level 3 of the reference framewdhie modules of the old manual,
adopted by the ECA in December 2006, composed #sis for the PAM. The
intention in preparing the PAM was not to write @okbook’ type of manual, but
rather to lay down a sound methodology base arilitdée a general understanding of
performance audits, in conjunction with the proi@sal judgement of the auditor.
PAM has been rather descriptive in nature, formitng basis for common
understanding. During development, associatesechaut the analysis of manuals and
best practices of supreme audit institutions (#agse of Sweden, UK, and Canada),
and INTOSAI and EUROSAI guidance was also taken aticount.

The VGAP of level 3 deals with subjects, which am@mmon to financial,
compliance and performance audit. Some areas @erfessit relate to Fraud, Statements
of Preliminary Findings (SPF), Quality Control, ar@uality Assurance. The
development of the VGAP and the FCAM by CEAD Grdwgs been intended to be

simultaneous and of priority.

The planning memorandum for a ‘stand-alone findntianual® presents several
rationales. The old manual had not been signifigathanged to reflect the
development in audit methodology, especially comogy ISAs by IFAC, nor the
revised DAS-approach. Finally, the concept of tlesvreference framework was
initiated to develop a manual for financial and gdiance audit applicable to both the
DAS (reliability of the accounts and the legalitydaregularity of the underlying

transactions), and also other financial and compéaaudit®’.

The basis for the FCAM is the revised DAS-approachpliant with INTOSAI
and IFAC standards. To ensure consistency, thetataiof the FCAM was intended to
follow that of PAM: phases of planning, executicemd reporting. During the
development of the FCAM, the ECA established a rikhiTank’ on the DAS
methodology, as proposed in the Audit Strategy 2802, to support the further
development of the DAS to be reflected in the FCANBy the end of 2009, the Think
Tank had prepared an ‘Issue Analysis’ paper whichtained all the internal and

external expertise in this field and a final repmsith recommendation in 2010.

% Planning Memorandum - Development of the Finanaiadit Manual, (ECA internal document)

% The compliance audit is a comprehensive reviemdtference to laws and regulations.

57 Status and progress of work for the Think Tank1282009 (ECA internal document)
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To conclude this part, a number of significant laagks were identified in the
development of the Court's methodology and the ehwbcess was broken down into
three phases, which were characterised by diffedgnamics of development. The
Court's methodological framework reflects from adipects the professional standards
of auditing. The legal framework and the institnfab evolution highly influenced the

development of the methodology.

4.3.2 The prospects for convergence

As previously detailed, the dominant influencingtéas proved to be the Court’s
institutional development, and the on-going expemta of compliance with
international standards applicable to the audittttdé EU budget and the legal
framework, especially the need to fulfil the reganent to issue a Statement of
Assurance on the reliability of the EU accounts andthe regularity and legality of

the underlying transactions.

In a broader context, the research into the ECAthmdology serves as a reference
point for the examination of the feasibility of a@mmgence in the methodologies
applied within the EU Member States.

As stated earlier, the methodological convergeran essential precondition
towards more effective control and audit systengssbns learnt from the past proved

that harmonisation is not easy to realise, and spesad throughout the whole Union.

First, the Pilot Project on Coordinated Audit rdedaand manifested the diversity
of methodology used for a sample of two MembereStabne can access the extent to

which methodologies vary across 27 Member States.

Secondly, the attempt by the Contact Committee WgrkGroup on Common
Auditing Standards and Comparable Audit Criteritesied that to converge the
different practices into common auditing standasdslifficult to end with success.
Nevertheless, it improved the cooperation betwedéis Sand extended the audit
knowledge. The feeling of threat to independeneecgived during the interviews, is
also detrimental to the process of convergence,utimdately to the possibility that

ECA can use SAI's work, from professional pointvaw.
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Thirdly, the voluntary initiative of audited natian declaration, introduced by
minority of Members, proved that in some Membertéddhere is a higher chance to
put reliance on SAl's work than in the rest of tBaropean Union. Nevertheless,
methodological convergence has to spread in thieeebihion to bear the fruit of

enhanced cooperation.

Finally, the ECA’s methodology, developing for ab@b years, confirmed to be
ISA-compliant and able to adapt to changing envitent. The decision on a 2nd peer
review in 2013, focusing on the performance auclivay of the ECA, is an evidence

of commitment towards high quality audit work.

In conclusion, a call for voluntary convergence nrethodology is unlikely to
produce solid and lasting results. Closer coopamagind even common methodology
could be achieved on the basis of a legal/regulatmproach, by proposing more

specific provisions in this area.

Thesis statement 1:

In the field of auditing funds assigned to Cohesiopolicy, the prerequisite
of convergence is the determination of a point ofeference, and the audit
methodology of the European Court of Auditors is sitable for this

purpose.

In short, convergence must spread from the Cound tae Commission) on the

basis of appropriate legislation.

As stated earlier, the key preconditions of thdiagbility of the single audit model
are that common standards and methodology have taid down and audits have to
be coordinated to promote the next level in thetrobrchain. The expected result is

convergence in audit approach Europe-wide.

The single audit concept contains the term ‘aualif the concept itself suggests
that the core components are coordination, reliamcelower levels' work, and
common principles. In the EU environment, it me#ms the Commission relies on

the work of elements of the control chain as faritas convinced that effective
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systems are put in place at Member States levelagptopriate assurance derives

from the knowledge that underlying transactionslegal and regular.

To make a judgement on the feasibility of the cphcaand the potential use of
auditors’ work at all, one has to make a distinttwhether it is to be applied within
the internal control framework or in relation teetbxternal audit function of the EU,
and whether the control activity is to be performeyg auditors applying audit

methodologies based on internationally acceptetiatals.

With respect to theexternal audit functions, the ECA and SAl's and their
relationship is to be evaluated on the ISA-basedept of the work of other auditors.
This requires a common understanding of the appr@ad the methodology to be
applied, right timing, and also a review of the kg papers. This is a delicate
subject, as a misinterpretation of the ECA'’s redl@on SAls’ work may suggest that
the SAl's are at a lower hierarchical level. Meailejhthe Financial Regulation
applicable to the general budget of the Europeamr@onities declares that the ECA
and the SAls have to cooperate in a spirit of tared maintain their independence,
which excludes any supervision. Putting ISAs ifitis tontext, the emphasis is on the
possibility of using other auditors’ work and relgi on them, which obviously
requires audit evidence on the SAIls work but withestablishing any hierarchy. This
way of thinking is remarkably reflected in the pifoject of the ECA and three SAls,
called 'coordinated audit'.

If the issuance and the audit of the national datilzn by SAls remain optional,
this may result in the intensity of ECA’s audittime Member States differing from
each other depending on whether they have issueld sdeclarations or not. The
difficulty of the alternative, to put reliance oA’ work, is that the ECA performs its

audits according to ABB clusters and not per Mengiates.

Previously, pros and cons have been enumeratecherhatprivate firm or an SAIl
would be better to audit the highest-level managemepresentation, the national
declaration. The EP study revealed against the BEAhis, citing lack of knowledge
(regarding operation of administration, nationaé@fic regulation etc.).To have the
declaration audited by the ECA is also a possibénario and has some advantages.

First, the threat to independence may not occurthaswork of the SAls is not
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examined in terms of the international standard® fational declarations audited by

the ECA itself would thus constitute direct conge®ievidence.

Secondly, if the ECA audited the national declaratthe EP's main argument, the
absence of knowledge of national environment, wad@diefeated-but possibly not in
the short run. It is also an alternative that tli&AEcould have ‘offices’ with its own
professionals in the Member States or ‘regionaiceff to which a few Member
States’ audits would belong, which would mean aamotensive presence of the ECA
at national level. A stronger presence of the Couthe Member States (e.g. regional
offices) would have a positive impact on convergensut this would obviously
require additional Court resources. The regionhltem may be more practical due to
the ABB-clustered audit work of the ECA. In thisseathe familiarity threat has to be
addressed according to the International Standar@uoality Control 1, known as
ISQC 1 by auditors. It can be achieved either bgtion of professionals or quality

control review procedures.

Nevertheless, ECA, as a potential auditor of nafiodeclaration (or any
management representations), is not the best alteen this duty should not be
distracted from Member States. Instead, the ECAllshplay a dominant supervisory
role, where it lays down a uniform framework fodéing national declarations across
the European Union. Meanwhile, it acts as a knogdeadenter and promotes
knoewledge transfer.

The EP study also mentioned private audit firmspassible auditor of national
declarations and enumerated pros and cos. Genspahking, this alternative do not
reduce the degree of divergence of methodologipbeahin Member States, however,
there is an option to move towards convergenceul8hquality assurance system be
introduces, in which private companies have to iabtalicence to audit ND, the
methodological convergence could be reached. Thigeisof such an authorisation
should be an external, independent ‘auditor’ witlquestionnable knowledge and
experience of auditing EU funds: the European CotirAuditors. The privilege to

possess a licence would mean that the uniform rdetbgy is applied.

Irrespective of the fact that the national declarais audited by the SAls or private
audit firms, in both cases it may represent comatugsudit evidence. The ECA’s
opinion on the legality and regularity of the urlgierg transactions is based on the
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assessment of the internal controls, for the oeratf which the national declaration
provides evidence, not to mention the substantestirtg. If an effective control
system exists, the extent of substantive testmgther words, the sample size, can be
reduced, and thus the audited national declardtasna strong direct influence on the
ECA’s audit. Nevertheless, the content of the matiodeclaration has to be

harmonized with the ABB clusters in order to maxenthe gains.

This would mean the accountability of the Membext&t, and thereby the financial
management of the EU finds may improve. Obviouslig not only the question of a
cost-benefit analysis of quantifiable and non-qgifiatie gains, but requires political

commitment at both the EU and the Member Statddeve

Finally, the audited national declaration means ardy the accountability of the
Member States and a source of assurance the Coimmasd the ECA may rely on,
but by making annual summaries and national daaasapublic in all Member States

EU citizens would be assured that their money isagad in the best possible way.

Thesis statement 2:

A uniform methodology, developed by the European Qat of Auditors for the
purpose of auditing ‘national declarations’ the conpulsory adaptation of
which is explicitly included in the legal environmat, supports the
convergence process through reinforcing the legahgironment.
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rational. Extracting audit licence from Member 8g&atcould not represent the best

alternative. In short, this part of the chain i$ twobe shortened.

Nevertheless, in exploring sources with which them@hission may gain an
additional assurance, it is worthwhile examining atvhkind of management
representations the existing financial reportingtasn includes. One may ask whether
they share the characteristics, which make thenrogpite audit evidence from
which an audit assurance may be derived. Intergyetihat ISA 580 contains on the
written representation in the context of the EU:

the annual report on the implementation of the ajp@mal programme,
issued by the managing authority of the MembereStain a yearly
basis: it cannot be judged as a management repatisen as there is

no assurance statement provided,

- the previously mentioned annual summary can neithieerseen as
management representation, as the assurance statenan optional
part;

- the statement of expenditure covering all the dpegaprogrammes,
issued by the certifying authority each time aterim payment is
submitted to the Commission, cannot be regardeda agaluable

management representation;

- the annual control reports, provided by the audtharity at national
level every year, are not a source of assurandéeatber States level,
as the audit work of the Authority is supervised thg Commission
itself.

At the EU level, the Commission’s synthesis reporthe DGs’ achievement bears
the features of management representation, prayiddditional assurance from the
DGs’ Annual Activity Reports with an assurance ama¢ént. Consequently, an
assurance gap can undoubtedly be perceived at Me@tates level, and the
mandatory issuance of national declaration can é&en sas a remedy for this.
Arguments for the next step towards an even hidgnezl of assurance, the audited
national declaration, are made hereinafter asdhigect strongly relates both to the
evidence the ECA wishes to rely on, and to the eomtpn between the ECA and
SAls of the Member States.
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There are arguments that the control activity @ @ertifying Authority could be
taken over by the Audit Authority, which has alletlexpertise and an ISA based
methodology. This would result in a shorter contiiohin, eliminating audit overlaps
and achieving time savings; furthermore the agtiat the Audit Authority would
become more preventive due to an on-going mongooihthe system for certifying
statements of expenditure to the European Commissiod the ISA based
methodology would spread at a lower level. Finaflyhe fields where the activity of
independent auditors (who are obliged to adhel&As) is a necessary project-level
requirement for the granting of EU funds were edezhat national level, this could be

regarded as a first level of audit to prevent erfosm occurring.

Thesis statement 3:

If the audit assignments of the certifying authority were to be performed by

the managing authority, audit efficiency would impiove considerably.

Cohesion Policy under shared management is the nsbst business of the EU
where Member States bear distinct responsibilitp improve the financial
management not more audits, but better coordireidds become necessary, and thus
the reliance on others’ work is unavoidable. Inititernal control framework, the ISA
- based reliance exists only between the Commisaim@hthe audit authority, while
other parts of the system in the control chaindoih the features of the single audit
concept, but not according to the internationahdsads. To shorten the control chain,
the elimination of certifying authority has beemposed. Outside the internal control
system, the ECA, the external auditor of EU financeay take into account the SAls
or private auditors’ work, all strictly adhering tmternationally accepted audit
standards. The cooperation between the ECA an8A#e will be strongly influenced
by the decision as to who will be responsible fodiang the national declaration, if
that becomes mandatory at all.
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4.5 The potential in IT

One can hardly expect that with enhanced cooperdiatween audit and control
functions, the problematic issues of increasingscaad material error can be tackled
in the short term. What other possibilities arer¢h® exploit the full potential of the

current system? IT database is certainly one.

The increasing cost of controls and audits has hesause of concern for a number
of years. This subsection puts forward the ideahafv the existing non-human
resources (e.g. IT) could be better exploited witheequiring additional financial
resources. How could the IT systems add value dit and control functions to make
audits more efficient? How could the UMIS contributo transparency in the

utilization of EU funds and support the work of hetxternal and internal auditors?

In fact, the degree of contribution greatly depermas the level of IT system
integration and rights of access, thus severalasaen exist.Level 1represents the
current situation where each Member State haswits management and control IT
system, and auditors at EU level have no directesgcto national systems.
Consequently, data service, required by the Courthe Commission for audit
purposes, is time-consuming, as, in the long in&drom chain, it sometimes goes back
too slowly to the developer of UMIS. The interviewgh professionals of the Court
revealed a perceptible time lag in data transféickvhas influence on the timing of
audit visits to Member States. On the other harada dransferred to EU auditors
appears to be rather stocktaking in manner: ituskes funds, which have been
allocated to certain projects / programmes at argiime. Owing to the lack of access
to core data, no further conclusions could be drdmwam analysing changes in
historical data recorded in the IT system, withpexs to the overall functioning of the

management and control systems.

Level 2suggests a more developed and coordinated sy$ugith,on a stronger
exploitation of UMIS. In this scenario, the natibhb systems remain unchanged but
EU auditors have direct access to those systeram Hre IT aspect, it could easily be
solved and it is a cost-effective way of utilizitige existing sources.

In parallel, what kind of benefits could be achivier auditors of funds of

Cohesion policy? First, the direct access by therCand the Commission to core data
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stored in the UMIS would result in time savings doethe elimination of time-
consuming data inquiries from the supreme audiitut®ns and audit authorities at
national level. This is rather a technical pointvigdw. More importantly, from the
professional aspect, direct audit evidence coulddmeed for system assessments with
respect to management and control systems opetiatiigmber States. Unlike Level
1, either the database could be analysed or th&otaactivity of the managing
authorities or intermediate bodies could be exathitence, it would be possible to
bring together additional information for systensessment, which greatly influences

the extent of substantive testing.

The direct access to core database addressesstiee o transparency. Cipriani
(2010) emphasises that financial correction ofteanifiested in substitution of
ineligible cost, and ‘Member States tend to ovestale national expenditure in order
to create a buffer of eligible items’. Although thegulatory framework permits such
substitutions, there is a considerable debate whethis practice is desirable and
conforms to the original aim of Cohesion policy this field, the Court suggests some
issues for consideration. First, ineligible expémd might be systemic by nature, and
if not addressed appropriately, it can be substtuby another ineligible one.
Secondly, if the replacing expenditure has origjnbeen financed by national funds,
‘cohesion spending is turned inéx postsupport for the budgets of Member States’
(ECA, 2012). The Commission’s view on substitutadrineligible expenditure is that
Member States should have the right to make suahgds to optimize the utilization

of EU funds if deficiencies appear at national leve

In case of direct access to core database, auditoutd have insights into the
practice of substitution of ineligible expenditurg new expenditure, which would be
an additional source of information when deterngnithe outcomes of system
assessment. At first sight, one can expect thatulies may derive from the fact that
auditors have to be familiarised with national ¥stems. However, this obstacle can
definitely be overcome; auditors frequently face tthallenge of getting to know
different IT systems and solutions in their daydty activities (e.g. computassisted
audittechniques CAATS).

To sum up, a slight change (direct access to cata) @t IT level, though supported
by professional arguments, opens up a more pdljimat of view.
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Earlier | referred to the context of the shared agggment of EU funds, in Hungary
the UMIS has been developed to store and syncleoalizthe core data for the
European Regional Development Fund, the EuropearalSéund, and the Cohesion
Fund. During the interview$ a not wide, but perceptible, communication gaps wa
perceived between what the UMIS developer has b@dnthat the UMIS should be
capable of and what its users can expect fromatcldose this gap and exploit the

potential in IT, an enhanced communication is ghpadvised.

To conclude this part, the UMIS could contributevaods transparency in the
utilization of EU funds and support the work of b@&xternal and internal auditors at
EU level. The potential of the Court and the Eussp&ommission having direct
access to data stored in the UMIS was also higtddjhtime savings and additional

direct audit evidence for system assessment.

Thesis statement 4:

The audit efficiency would improve to a certain extnt if EU (the European
Court of Auditors, the European Commission) auditos were to have direct access

to the core database.

%8 During my research | had the opportunity to intewiqualified experts from the following bodies and

Institutions: European Court of Auditors, State Au@iffice of Hungary (SAI in Hungary), Directorate
General for Audit of European Funds - DGAEF (Auditthority in Hungary), National Development Agency
- NDA (Managing Authority in Hungary), Welt 2000 d.t (Unified Monitoring Information System -IT
background).
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5 Conclusion

For years, the estimated error rate for Cohesidicypbas been exceeding the one
for the EU budget as a whole, which in the majoatycases has been caused by the
breach of the procurement rules, and the reimbuesenof ineligible costs.
Deficiencies of the internal control systems at tiaional level have also been

emphasized from time to time.

Meanwhile, the European Commission has made treousnelfforts to improve the
quality of the chain based model of internal castroesulting in increased control

Costs.

This quasi-contradiction raised the research qmesif how audit efficiency could
be increased within the current institutional fravoek, and how coordination could
be better implemented within the current framewooksthe internal control and

external audit systems.

The sole improvement of coordination can hardle liyp to expectations in this
field, as it cannot improve efficiency in itself.@thodological convergence has to be
achieved, which, built on the relevant internatiostandards, allows auditors to rely

on each other's work.

The original aim of annual summaries, first isst@dthe financial year of 2007,
was to reinforce the accountability of Member Statethe implementation of funds
under shared management. However, impact analysesaled that those mainly
contained the minimum requirements but lacked dvesaaluation in many cases;
hence, the assurance deriving from those was ratimited. To improve
accountability, the introduction of a managing auitly statement on internal control
has been strongly advis€dMoreover, it was argued that the national detiama, the
voluntary initiative of a few Member States, do mltectly result in an improved

financial management.

Lessons learnt show that there exists a varietsudiit methodologies applied by
SAls across the Union. To promote the convergencaudit approaches across the

European Union, the Contact Committee Working Graup Common Auditing

%9 Moore Stephens LLP, 2011
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Standards and Comparable Audit Criteria mappedtia practices and enhanced the

cooperation between SAIl's, but the original goaeiting standards was not realised.

The Pilot Project on co-ordinated audit, conceitgabn the examination of the
legality and regularity with the DAS approach fgriaultural expenditure, proved that
due to divergence of methodology, auditors face esoamplementation challenges

during different phases of audits.

During the interviews, a feeling of threat to indadence was perceivable, due to
the misinterpretation of what the ISA's include floe purpose of taking each other’s

work into account, which reduces the chance of ecgence even further.

Consequently, the voluntary convergence at the MerShates level is not likely to
occur uniformly, which is detrimental to the progedf placing reliance on other’s
work. For funds assigned to Cohesion policy, thecpndition of methodological

convergence is the determination of a point ofreafee,

The ECA’s 35-year old methodology has been highfiuenced by both internal
and external factors: the institutional evolutitime development in compliance with
standards, and legal requirements. Being stable abld to adapt to changing
environments, in addition to being committed to hhigtandard audits, the audit
methodology of the European Court of Auditors pbte be the appropriate point of

reference.

The initiative of national declaration, issued bfew Member States, revealed the
divergent practices with respect to, on the onedhdmaring the responsibility of
budget implementation of EU funds, and on the oti@erd, applying approaches and
methods in those countries that issue that saleofaration. From an auditing aspect,
the audited national declaration opens up the biisgifor the European Court of
Auditors to rely on the work of Member States’ SAlor alternatively independent
audit firms, which in return may result in the impement of audit efficiency. The
audited national declaration (or any managementesgmtations) may constitute
conclusive audit evidence for the ECA only if thedarlying methodology is common.
To achieve this assurance, in addition to commase kend methodology, political
intention is necessary between Member States aWd E@ited national declarations
have a potential use for the ECA’s work in shareghagement areas, and can be
evaluated as other auditor's work for DAS purposedine with the International
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Standards on Auditing. In the pursuit of a posild&S, Member States could provide
assurance by national declaration, or such typmafagement representation, for the
money they have spent from the EU budget. It wanldrove financial management
of EU funds in shared management on the one harwauld allow the Member

States to take responsibility for those funds @ndtiner hand.

For private audit firms, the common methodologulddbe achieved through the
introduction of a quality assurance system, in Wipdvate companies have to obtain
a licence, issued by the European Court of Auditoraudit ND. The privilege to hold

a licence would mean that the uniform methodol@ggpplied.

In general, the European Court of Auditors showdsieha dominant role, laying
down a uniform framework for auditing national deeitions that does not take away
this audit task from the national level. Membert&aaccountability increases with
the introduction of audited national declarationsd,a due to methodological
convergence, audit efficiency improves by taking thork of other auditors into
account. In other words, a uniform methodology,edeped by the European Court of
Auditors for the purpose of auditing national dealemns, the compulsory adaptation
of which is explicitly included in the legal envirment, supports the process of audit

convergence.

Coming to the point of the internal control systehge methodologies of the parts in
the internal control chain, except for the audithauty, are not ISA compliant. As a
result, neither the audit authority nor the ECA @tewed to rely on their work from a
professional point of view. However, to advancdcedhcy in the control chain, it
would make sense to integrate the audit taskseo€tdntifying authority with the tasks
of the managing authority. This amendment wouldniglate the efficiency-deficit

arising from uncoordinated audits, and the overtd#psudit overlaps would decrease.

For EU auditors, collecting core data from Membdat& is often quite
complicated and may influence the efficiency ofittaidit activities. The possibility
of direct access is more than simple time savikRgsn an auditing aspect, this would
allow them to draw conclusions through the dirawlgsis of core data regarding the

functioning of the internal control system.
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The following figure captures the concept and sunsas the proposed changes:

auditor of

management
representation:
SAl or
private audit firm

audit authority

Anviifhinina AndlhAvibog
wel I.Il_yll I\‘-’ AL IV IL_y

managing authority
intermediate bodies

Figure 24.  The co-ordinated model of auditing funds assignedtCohesion
policy
where:
- MS1... MS ‘n’: Member States of the EU

- QAS: Quality Assurance System to ensure that nakideclarations (or
any Member State-level management representatienawedited on a

common methodology

- » represents direct access to core datat@mal level

To conclude, as long as the underlying approachnagithodology is not common,
one can hardly expect improvement in the way dffeérauditors rely on each other’s
work, regardless of whether they are internal cemmal. In other words, the path

towards a more coordinated audit model leads throngthodological convergence.
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Appendix 1 The EU budget for 2012

CA: commitment appropriations - PA: payments appeations

source: http://ec.europa.eu/budget/figures/indexcfem
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Appendix 2 Draft of in-depth interviews

l. Interviewee Notes

- institution / authority:

- position:

- experience:

- knowledge of legal framework:

- knowledge of relevant internations
standards

I. Methodology Notes

- type of audits / controls:

- existence of written methodology:

- duty of developing methodology:

- external guidance:

- review of methodology:

- ISA compliance, knowledge of
ISAs:

- sampling method:

- training of new employees on meth-
odology:

- other:
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II. Cooperation, coordination Notes
types of cooperation (national, Europear
level):
frequency (planned, ad-hoc):
impacts on methodology:
adequacy of the current legal framework;
threat to independence:
benefits and drawbacks of the current pr
tices:
reliance on other’s work: stages of
planning
execution
reporting
other:
V. Problems and perspectives Notes

problems identified at national and EU leve

proposed changes:
coordination

convergence in methodology

other

other:
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Appendix 3 The EU budget allocated to CF, ERDF, an&SF (2007-2011)

(EUR million) 2007 | 2008 | 2009 | 2010 | 2011
43 713,0|45 611,4 |44 683,5|48 828,054 731,6
It o#S 6 738,2 10 056,6 10 750,6 11 648,9 12 353,0
4 059,4 6471,3 6 675,4 6 919,9 7 510,7
31,7 22,8 19,1 21,9 23,5
3715 897,9 852,1 869,5 865,6
! " 0,0 150,0 7229 453,1 565,6
# 9 9,5 18,4 31,0 32,1 20,8
% & & 958,8 1052,6 1149,1 1187,9 1315,1
' ( ) (* 267,4 363,9 309,6 243,3 494,7
1+ , ) 181,8 232,1 189,6 76,7 297,1
' A% -, 37,4 60,6 54,4 98,3 102,4
' *1* - 48,2 71,2 65,5 68,4 95,3
- ) 119,6 131,7 141,6 171,3 150,9
/ ( o) 0 35,2 50,2 62,6 65,8 61,4
0 1 ) 37,9 197,5 110,0 219,1 102,0
+ "234 ) 18,6 49,0 12,4 104,5 114,3
+| - 4 ) - 0,2 701,1 487,7
3" ) 198,5 265,5 285,4 261,6 249,2
56 5 ) 630,2 385,7 379,2 397,9 391,6
% It #$ 36 974,8 35 554,8 33932,9 37179,1 42 378,5
% &R &" 32 699,6 30 264,5 26 848,5 292140 35914,3
( 24 23521,6 21 400,3 19 886,8 21 725,6 27 121,2
) - 2 7 835,2 7 395,2 6176,3 6 757,4 7 651,0
+, 24 1297,8 1361,4 700,0 650,4 1076,8
/ 44,9 107,5 85,4 80,7 65,3
% % @& 42752 5290,4 708338 7959,9 6 453,7
3" ) 0,0 0,0 0,0 0,0 0,0
56 |5 ) 0,0 0,0 0,6 52 10,5
% ) * +, . ( 54 648,4 54 812,7 55 877,3 56 647,3 57 374,5
0 4 Y )L N ) 42 650,1 43 288,6 46 349,2 44 283,5 44123,6
0 3|, , 42 413,2 43 008,8 46 093,3 43 987,4 43 817,9
Direct Aid 37 045,9 37 568,6 39 113,9 39 675,7 40 178,0
Export refunds 1444,7 925,4 649,5 385,1 179,4
Storage -106,7 147,9 173,4 93,6 -175,6
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Other 4029,4 4 366,9 6 156,4 3833,0 3636,1

0 24,7 26,3 24,2 10,4 34,0

0 3 ) 212,3 253,5 231,7 285,8 271,7

0 ) 10 874,3 10529,1 8 739,7 11 485,8 12 295,2
0 +, )) 749,7 572,1 290,9 395,5 445,9
0! ) 217,8 232,7 221,9 200,0 236,9
o# & 7 114,4 145,4 216,0 221,3 205,2
03" ) 40,8 42,3 49,1 49,6 53,1
056 5 ) 1,3 2,3 10,4 11,6 14,7
- Y+ 1049,8 1310,6 1993,0 1373,0 1827,3
- / ‘& $1"2& 212,2 389,7 684,5 683,9 871,1
) =) 68,7 194,6 405,5 302,6 437,8

L -) L) 51 24,8 447 35,7 41,2

) ) 4, 2,3 29,5 49,3 54,5 60,0

3" ) 93,4 99,5 138,3 237,1 272,9
56 5 ) 42,7 41,3 46,7 54,1 59,3

- % 3 837,6 920,9 1308,5 689,0 956,2
P ) 70,8 64,0 80,4 76,9 67,6

(|, 0080 38,1 43,2 50,1 47,2 51,5

9|, 124,7 135,3 139,8 144,2 148,6

! $) 00 98,2 111,8 110,9 118,6 1149

# +, ( 18,6 19,3 26,1 23,7 27,8
% ( 8,3 8,5 10,0 9,4 12,7

' (. 75,2 77,2 89,6 83,7 88,2

. +, ) -,) 196,6 273,2 622,5 13,0 263,8
3" ) 76,6 102,3 112,6 1211 132,2
56 5 ) 130,5 86,1 66,5 51,3 48,9

4 ) 7291,8 7 310,7 79829 7 486,5 7102,2
10 1, 2510,5 2126,7 2203,2 1473,0 1262,0
5 ) 4781,3 5184,0 5779,8 6 013,5 5840,2

5 + 6 805,6 72925 7615,3 7 895,8 8 359,3
6 ) 444.6 206,6 209,1 0,0 0,0
TOTAL EXPENDITURE 113 953,3 116 544,5 118 361,0 122 230,7 129 394,9
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Appendix 4 Operational programmes for 2007-2013 in

Hungary

Operational Programmes Abbreviation

Economic Development OP EDOP

Transport OP
Social Renewal OP

Social Infrastructure OP

Environment and Energy OP

State Reform OP

Electronic Administration OP

West Pannon OP
South Great Plain OP
North Great Plain OP
Central Hungary OP

North Hungary OP

Central Transdanubia OP

South Transdanubia OP

Implementation OP

source: www.nfu.hu
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TOP

SROP

SIOP

EEOP

SROP

EAOP

WPOP

SGPOP

NGPOP

CHOP

NHOP

CTOP

STOP

IOP



Appendix 5

& 7 ¥#

Cohesion for growth and
employment

Structural funds
Cohesion Fund
Total expenditure

& 1%

Cohesion for growth and
employment

Structural funds
Cohesion Fund

2007

36 975
32700
4275
113 953

2007
EUR
million

1304
934
370

2008

35555
30 264
5290
116 545

% of total
EU

4
3
9

2009

33 933
26 849
7 084
118 361

2008
EUR
million

1189
775
414

2010

37179
29 214
7 960
122 231

% of total
EU

3
3
8

EUR
million
2011

42 379
35914
6 454
129 395

2009
EUR
million

2174
1316
858

Cohesion fund and Structural funds assiged to Hungary

% of total
EU

6
5
12

source: http://ec.europa.eu/budget/figures/intersgindex_en.cfm
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2010

EUR % of total
million EU
2 086 6
1427 5
658 8

2011
EUR
million

3 637
2797
838

% of total
EU

9
8
13



"%&

! + ,' 6%*7"% &8

source: based on data availablexwww.emir.nfu.hu
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Of* 0/n%
40 # 4 .6%*0 .6%*0 10480

State Reform OP - e '

South Great Plain OP Lo -

South Transdanubia OP ' - - '

North Great Plain OP - - -

Electronic Administration . '
OP 1 b H b ]

North Hungary OP - L -

Economic Development .
OP ’ ) ) )

Central Transdanubia OP "= R '

Environment and Energy : '
OP ; ’ ’

Central Hungary OP -- ' - ! '

Transport OP : - oo
West Pannon OP - " . '

Social Renewal OP : oo ' .

Social Infrastructure OP -, - - - ' -



Appendix 7 Intermediate bodies in Hungary

SECTORAL PROGRAMMES ®

Economic Development OP MAG - Hungarian Economic Development Centre Ltd.

Social Renewal OP ESZA Tarsadalmi Szolgaltatd Nonprofit Kft.
Wekerle Sandor Alapkezel

Social Infrastructure OP ESZA Tarsadalmi Szolgaltatd Nonprofit Kft.
Wekerle Sandor Alapkezel

Environment and Energy OP Environmental Development Directorate
"Energy Centre" Energy Efficiency, Environment anteEgy
Information Agency Non-Profit Company

Transport OP KIKSZ - Kozlekedésfejlesztési Zrt.

State Reform OP, Electronic VATI Nonprofit Kit.
Administration OP

REGIONAL PROGRAMMES

West Pannon OP Nyugat- dunantdli Regionalis Fejlesztesi Ugynokség. K
VATI West Pannon Regional Office Sopron

Central Transdanubia OP Kozép- Dunantuli Regionalis Fejlesztési Ugynokség Kh
VATI Central Transdanubia Regional Office Székesfeér

South Transdanubia OP Dél-Dunantuli Regionalis Fejlesztési Ugynokség
VATI South Transdanubia Regional Office Pécs

Central Hungary OP MAG - Hungarian Economic Development Centre Ltd.
Pro Régio Kbzép-Magyarorszagi Regionalis Fejles#gSzolgaltatd
Kht

South Great Plain OP DARFU Dél-alféldi Regionalis Fejlesztési Ugynokségtkh

VATI Regional Office Szeged

North Great Plain OP EARFU Eszak-Alfoldi Regionalis Fejlesztési Ugynckéanprofit Kit.
VATI North Great Plain Regional Office Debrecen

North Hungary OP Es;ak- Magyarorszagi Regionalis Fejlesztési Ugynikt.
VATI North Hungary Regional Office Miskolc

80 Gov. decree 4/2011
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