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The methodology for checking expenditure documents of the Estonia-Latvia Programme in the programming period 2014–2020 by the first level control bodies
1. Background

The Managing Authority (hereinafter ‘MA’) of the Estonia-Latvia Programme 2014–2020 (hereinafter ‘programme’) has decided to define the basic principles of a methodology for sample-based checking of the eligibility of the costs declared in the partner report submitted by a project partner or a lead partner to the financial control (hereinafter ‘FC’) bodies of Estonia and Latvia and for on-the-spot verification. The principles of on-the-spot check applies only to Estonian FC and Latvian FC follows the nationally developed methodology for conducting site visits.
Financial control system currently covers 100% of expenditures of all projects, which are outlined in the partner reports, implemented by Estonian and Latvian project partners. The MA proposes to implement during desk-based check the sample-based methodology for those budget lines, where it is feasible, in order to facilitate the first level control process of the programme and to reduce the high workload of the financial controllers. This document provides guidance on how to check the declared expenditure by the project partner on a random sample basis and also which principles have to be observed during on-the-spot check by Estonian FC. The current concept has been compiled in cooperation with the MA, Estonian FC and has been introduced to Latvian FC.

2. Basic principles of the methodology for desk-based verification and on-the-spot verification
Pursuant to Article 125(5) of Regulation (EU) No 1303/2013 of the European Parliament and of the Council, the verifications comprise two key elements namely, administrative verification (i.e. desk-based verification) in respect of each partner report and on-the-spot verification of an operation.
2.1. Desk-based verification
2.1.1. 100% verification is applied to:
· First partner report and last partner report;
· Public procurement;
· High value items with the value above 5000 euros (not including VAT);
· The costs of a newly recruited person for BL Staff costs and BL External expertise and services costs;
· In case of a systemic error is found in the sample tested, it is necessary to extend the verification to 100% of the declared expenditure in the partner report, i.e. the financial controller must check all the respective costs under the budget line, where the error was discovered;
· If there are contracts in the partner report, in which FC has previously identified errors or ineligible costs that affect the total cost of the contract, these costs must be checked 100%;
· BL Equipment;
· BL Infrastructure and works.
2.1.2. The sample-based methodology

European Territorial Cooperation programmes are characterized by small population
 sizes, which means that it is not cost-effective to apply a statistical sampling method for checking the eligibility of the costs of the project partners.

There is used the non-statistical sampling method, particularly simple random sampling, which is based on the total population of the cost items under those budget lines, in which sampling is allowed in order to facilitate and accelerate the management verification of the partner reports by Estonian and Latvian FC.

Random sample size, its characteristics and taking a sample

Random sampling is applied to the following budget lines:
· BL Staff costs – the sample size is 10%;
· BL Office and administrative costs if flat rate is not applied
 – the sample size is 20%;
· BL Travel and accommodation costs – the sample size is 10%;
· BL External expertise and services costs – the sample size is 20%.
The sample size is different between the budget lines based on the risk assessment of potential errors and irregularities carried out by Estonian FC. As indicated in the list above, the sample size depends on the exact budget line and is 10% or 20% of the total value of the costs under each budget line, which is controlled on a sample basis.
· The random sample can be drawn from minimum 4 cost items;
· The minimum coverage of 10% or 20% of the expenditure declared in the partner report has to be respected by the financial controller when taking a sample for checking the costs under each budget line.

· Additionally, 10% or 20% of the number of the cost items declared in the partner report under each budget line must be checked. In case during desk-based verification there are found errors in the amount of at least 20% of the cost items, it should be handled as an error and all the costs under the respective budget line must be checked 100%.
· FCs have to make sure that the costs of a newly recruited person are included in the random sample or added to the sample manually during the verification of the report, which includes costs of newly recruited person(s).

· If there are discovered material errors (i.e. ineligible costs, not just missing documents as payment orders, etc.) in the amount of at least 5,00% (tolerable error rate must be rounded to two decimal places) of the total value of checked expenditure, 100% of the costs of the budget line are subject to be verified by the financial controller.

· If FC has previously found significant errors during the verification of some of the project’s partner reports, the next partner report of the same project must be checked 100%. If the so-called “stronger check” of the partner report shows that there are not significant errors, the next partner report may, if possible, be again checked by random sample.

· All unusual, suspicious invoices have to be checked. If those are not included in the sample after random sampling, such invoices have to be added to the sample manually.

· All items in the population should have an equal chance of being selected when using simple random sampling.
· The random sample will be compiled with the help of data analysis programme (e.g. Microsoft Excel). Excel’s RAND function is used to generate random numbers.
· Sampling unit is a monthly payment to an employee, an invoice, a business trip report, a monthly overhead payment or sum of monthly overhead costs during the reporting period.
For the purpose of an adequate audit trail, the financial controller must compile and document a precise description of how the sample was taken when using the sample-based methodology for checking the eligibility of the costs declared in the partner report. This description should indicate to the details of the methodology followed by the financial controller and also refer to the main results and the type of errors detected during desk-based verification.
2.2. On-the-spot verifications
On-the-spot verification is carried out complementary to desk-based check in order to check in particular the reality of the operation, delivery of the product or service in full compliance with the terms and conditions of the agreement, physical progress, and respect for European Union rules on publicity. On-the-spot verification can also be conducted to check whether the project partner is providing accurate information to the financial controller regarding the physical and financial implementation of the operation.

On-the-spot verifications of the programmes are conducted on the basis of a risk assessment. For this purpose, the first level control of Estonia has developed a risk assessment tool in order to determine the projects that must be inevitably controlled on the spot according to the data provided in the application form by the project partner. The risk assessment tool is an Excel table that takes into account the following criteria when selecting the projects to be checked on the spot:
1) The total budget planned by the project partner/lead partner is more than 200 000 euros;
2) The budget of BL External expertise and services costs is more than 10 000 euros;

3) Equipment will be purchased in the frames of the project;
4) Investments will be made during the implementation of the project;

5) The project partner is at the same time the lead partner;

6) The project partner/lead partner is from private sector, NGO or foundation;

7) The project partner/lead partner have had problems with reporting costs (technical and substantive issues);

8) The project involves at least 5 partners from the respective country.
If more than three risk criteria out of eight have been met, on-the-spot check of the respective project must be conducted by Estonian FC at least once during the lifetime of the project and before the final payment is made to the project. In the event of additional risks or shortcomings concerning the project will be found by the financial controller during desk-based check of the partner report, it may lead to on-the-spot verification, even if it was not initially planned on the basis of the information outlined in the application form.
As required in case of desk-based verification, the summary of on-the-spot check has to be drawn up consisting of a description of the methodology followed by the financial controller, including the criteria on which basis the project was selected to be subject to such on-the-spot control and if the main purpose was to confirm or complement the results of the administrative verification. Moreover, this summary must refer to the main aspects verified on the spot, in particular those aspects that are either not possible or are difficult to verify through desk administrative verification (e.g. confirming the reality of accounting entries in the official accounts of the beneficiary, checking the reality of the operation, the physical progress, the respect of Union rules on publicity, the delivery of the product or service in full compliance with the terms and conditions of the contractual agreements). In addition to that, the main results and the type of errors detected must be included in the summary of on-the-spot check.
� The population comprises the expenditure declared to financial control authority in partner reports in the reference period.


� The only exception to calculating office and administration expenditure as flat rate, are the costs funded from technical assistance of the programmes, which are on a real cost basis, i.e. the random sampling method must be used.
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