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Adding value to Declarations: increasing assurance on execution in shared management
This is a working document prepared by the Commission services. It provides an analysis of the assurance process on the execution of the EU budget in shared management and technical guidance to the attention of the responsible public authorities on how to add value to this assurance process.

1. Purpose
Around 80% of the EU budget is implemented in shared management with Member States. Sound assurance vehicles for this expenditure are therefore vital to underpin the Commission's assumption of responsibility for budget execution in line with the Treaty. To this end, the Commission currently has three different instruments at its disposal.  For structural and other similar actions, Member States provide, at national level, annual summaries containing a certification of the expenditure declared. In the area of agriculture, paying agencies issue compulsory management assurance declarations, accompanied by an opinion issued by the certification bodies. In addition to this, some Member States have taken the voluntary initiative to complement the above instruments by issuing voluntary political declarations. 
As called upon in its report to the European Parliament and the Council on the follow-up to the 2008 discharge, this document presents guidelines which assess these voluntary declarations and statements (hereafter termed "national declarations") against key criteria which, when observed, would add value to the Commission's overall assurance on the operation of management and control systems in the Member States.

The existing national declarations are provided essentially for internal national accountability reasons and their main addressees are the national Parliaments. It is nonetheless useful to assess the extent to which they add assurance on the management of EU funds for the purposes of EU accountability. 
This working document ends with a comparative analysis of the declarations or statements currently issued by four Member States, measuring them against elements such as coverage, overall conclusion, underlying work or timeliness of publication.
2. The present situation
Article 317 of the TFEU provides that "the Commission shall implement the budget in cooperation with the Member States, in accordance with the provisions of the regulations made pursuant to Article 322, on its own responsibility and within the limits of the appropriations, having regard to the principles of sound financial management. Member States shall cooperate with the Commission to ensure that the appropriations are used in accordance with the principles of sound financial management. The regulation shall lay down the control and audit obligations of the Member States in the implementation of the budget and the resulting responsibilities". 

The Financial Regulation (FR) sets out the responsibilities of Member States operating in shared management, in Article 53b(3)
 stating that: "Member States shall produce an annual summary at the appropriate national level of the available audits and declarations". These summaries should be transmitted to the Commission by 15 February following the year which they cover. The underlying provision of Article 53b was introduced at the time, at the Council's request, to give effect to paragraph 44 of the Inter-Institutional Agreement on budgetary discipline and sound financial management.
 
As regards the annual summaries on structural actions, to date all Member States have fulfilled their obligations though both the quality and added value of the summaries differs and the Commission has had to take action on areas of non-compliance in a limited number of cases. A preliminary evaluation of the added value of the annual summaries submitted by the Member States over the last three years for the structural funds suggests that in their current form they have provided little added value. The Directorates-General responsible for Cohesion policy reported that annual summaries have not proved to contribute to a great extent to the information needed for their Annual Activity Reports (AARs). For the agricultural funds, where statements of assurance are a legal requirement (as opposed to the Structural Funds), the certification bodies of the Member States are also required to issue an opinion on the statement of assurance signed by the director of each paying agency. It can be said that these elements provided true added value within the framework of the overall system for the management and control of agricultural funds
. 
At this time, four Member States have additionally taken a voluntary initiative regarding some form of national declaration or statement. These national declarations cannot replace the current annual summaries or management assurance declarations as their provision is a formal legal requirement under Article 53b(3) FR. National (governmental) declarations, signed by the respective Minister of Finance, are currently provided by the Netherlands and Sweden. The UK's HM Treasury publishes annually Consolidated Statements on the use of EU funds in the UK which are signed by the Permanent Secretary. Denmark's Supreme Audit Institution, the Rigsrevisionen, publishes annually audit statements on the use of EU funds in Denmark which are signed by its Auditor-General. The coverage and timing of these political declarations are quite diverse (see Annex).

However, in order to provide the assurance needed by the Commission, these voluntary  national declarations should be drawn up in accordance with some key criteria regarding their basis for assurance, including the scope, information concerning underlying work done, the accompanying audit opinion and the timeliness of their publication. In practice these essential requirements do not always appear to be observed by the issuing bodies.
This document summarises the added value a national declaration could provide by comparing the current situation with the assurance system based on a broad application of annual management declarations as proposed in a recent Commission's proposal of a new Financial Regulation (Article 56).
 Given the Lisbon Treaty, which emphasised the responsibility of the Member States for budget execution, the Commission has proposed to introduce compulsory management declarations in all areas of indirect management to underscore the new provisions of the Treaty.
3. CRITERIA FOR EFFECTIVE DECLARATIONS 
This section aims to provide an analysis of the existing reports and statements and to draw, based on the experience so far, additional guidance for the usefulness of national declarations in the future.
Beyond the declaration itself, the underlying process of establishing a management declaration is crucial. Offering insight into the operation of the financial management and internal control environment adopted is indispensable to display the true impact on the improvement of accountability at national level, as any declaration of assurance is intended to increase the ownership and accountability of the bodies managing EU funds.
3.1. True and fair accounts

In order to identify clearly what assurance is being given, a summary of the funds received from and emitted to the EU is needed. This can take the form of individual or consolidated financial statements. An audit opinion furthermore guarantees the reliability of these accounts, certifying that they are compliant with the Member States' accounting rules and that they present a true and fair view. Such an audited account provides assurance to the Commission that all transactions are correctly recorded and overall that the accounts present a true and fair view of the financial management of funds.
3.2. Effectiveness of the management and control systems
The declaration should cover the quality of management and control systems in place for funds received from and emitted to the EU. This includes not only the setup (description) of the systems but also their performance (functioning of the operational parts). For this purpose, the body issuing the declaration can base itself on a review of the management and control system carried out by the audit body that audited the systems to assess their correct functioning. 
The management and control system should comply fully with the regulations and function effectively to offer reasonable assurance as regards the accuracy of the expenditure statements
. The declaration should clearly set out weaknesses identified in systems, their potential impact and the action to be taken to address them.
Current experience: The two national (political) declarations currently issued both contain qualified opinions regarding certain parts of the ERDF systems. 
3.3. Legality and regularity of the underlying transactions
The transactions underlying the accounts should be, taken as a whole, legal and regular (that is to say compliant with the provisions laid down by the Legislator). A clear statement on the legality and regularity of the underlying transactions for all funds is therefore necessary to underpin the Commission's own assumption of responsibility. To this intent, the national declarations should be primarily based on the existing work performed (and required) at the level of the managing and audit authorities, without re-performing all audit work. 

Because of the sheer volume of transactions, in many cases not all aspects of these transactions can be controlled in detail, notably as regards checking of detailed aspects at beneficiaries' premises. Moreover, most control systems of audit authorities therefore provide for detailed checking on a sample basis, both to detect and correct errors and to provide information on the likely error rate in the population which is not controlled in detail. Such testing contributes to the assurance on the legality and regularity of the underlying transactions.
The national declaration should also make mention of the cases in which the assessments reported in the accompanying audit report and opinion are based solely on systems-based audits conducted and no transaction testing could take place (for example when no expenditure has been declared to the European Commission within the audit period because all processes were not operational yet) as was for example the case for the Dutch national declaration issued.
Current experience: For the latest Consolidated Statement on the use of EU funds in the UK covering the period ending 31 March 2009, the Comptroller and Auditor General issued in his accompanying Report a qualified opinion on the regularity of the transactions. 

3.4. Coverage of assurance 

Beyond the question of scope, any declaration should ultimately encompass all funds under shared management, the main funds being: the European Agricultural Guarantee Fund (EAGF), the European Agricultural Fund for Rural Development (EAFRD); the European Regional Development Fund (ERDF); the European Social Fund (ESF); the Cohesion Fund; the European Fisheries Fund (EFF) and the four Funds of the General programme "Solidarity and Management of Migration Flows" (i.e. the European Refugee Fund (ERF); the European External Borders Fund (EBF); the European Return Fund (RF) and the European Fund for the Integration of third country nationals (IF)). 
In the case of multiple programming periods (e.g. for Structural funds and the Migration Funds there is not only the 2007-2013 programming period but also the winding up of the former programming period 2000-2006), a distinction should be drawn between the programming periods running in parallel.

If deemed appropriate, the national or political declaration encompassing all funds managed under shared management can rely on different sub-declarations signed by the head of each managing authority for each fund and each programme they are responsible for. 
Current experience: When analysing the two national (political) declarations currently issued, Commission services noticed that their scope does not cover all activities in shared management at present.

3.5. The underlying basis for assurance
The European Court of Auditors has stressed that the value of national declarations for building assurance depends on the value of the underlying work. In its Opinion No 6/2007 it highlighted that it would only be possible to make use of potential assurance provided by the audited national declarations and national audit work on the condition that "…the national declarations or national audit work would need to be of appropriate scope, approach and timing, and be carried out according to international standards". The Commission shares this view as adding information to the declarations about the underlying work carried out in the context of the related independent audit opinion would allow the Commission to better assess how to draw assurance from political or management declarations prepared by the Member States.

This means that the declaration should not only present a summary of the audit opinion or the underlying declarations (if the declaration relies on sub-declarations) but that the audit report and opinion accompanying the annual declaration should also provide detailed information about the underlying work carried out in order to reach this opinion. This information can include the audit approach (standards used, types of audits done, overall audit coverage, scope of the system audits, number of substantive tests, sampling methods, reliability and materiality rates), the results of the samples' evaluations, detected error rates, etc.  
It must be noted that, although heavily driven by an accompanying audit opinion, the national declarations should also draw upon other relevant sources of information (such as the results of the checks carried out by the managing authorities). All elements which contribute in a meaningful way to the declaration's assurance should be appropriately disclosed.

Current experience: The current declarations differ in their inclusion of information regarding underlying work done.

3.6. Audit opinion
The value of any document which may be used for assurance purposes is increased by the addition of an independent audit opinion. As already mentioned, this is also true for national management declarations. Thus, where national audit bodies, in their capacity as independent external auditors, and with due regard for international audit standards, issue an independent audit opinion for the management of EU funds to accompany declarations signed at Member State level this can add value and help the European Commission take better account of them in its assurance work.
It is for the Member States to decide whether independent audit opinions are drawn up by its national Supreme Audit Institution (SAI), another public sector auditor, or a private audit firm. In practice the four Member States currently providing declarations have used only the first option. There is therefore a potential role for national SAIs in certification of the different assurance declarations issued by the 'different subpopulations' in the Member States.
In this light, the European Court of Auditors has recognised in its Opinion 6/2007 that audit opinions on national declarations produced by national audit bodies may constitute audit evidence on which the Court can place reliance if internationally accepted auditing standards are used. A precondition to using this assurance is that the national declarations would need to be of appropriate scope, approach and timing.

Current experience: In three cases the national SAI's audit opinion has been included in the Member State declaration or statements currently issued.
3.7. Reservations and disclaimers
Reservations or disclaimers should be included in a Member State's declaration so that the limits of the assurance are clear. For all funds under shared management a reservation should be made in case of material departures from legality and regularity (when the error rate exceeds the tolerable threshold or materiality rate used by the national audit body) or in cases of non-respect of Community policies (for example non-compliance with the cross-compliance requirements in EAFRD). Such reservations should provide a clear indication of the financial amounts at risk and of the action taken to address the weaknesses identified.  
In case the managing or auditing authority could not form (and consequently refuses to present) an opinion on the reliability of the accounts, the effectiveness of the management and control systems or the legality and regularity of the underlying transactions, a disclaimer should be issued. 
Current experience: All national declarations currently issued contain, in some form or another, a reservation or qualified opinion. 
3.8. Timeliness for Commission assurance purposes
The Directors-General or Heads of Service of the Commission are required by the Financial Regulation to give an account of their work, including a management declaration of assurance, in an Annual Activity Report each year. To match this reporting exercise, as well as for its incorporation into the European Court of Auditors annual report, Commission services would need to receive the declarations at the latest in February of the year N+1 (the year following the EU budget year on which assurance is given) in order to use it within the constraints of its reporting obligations to the European Court of Auditors and the Discharge Authority. To be compatible the financial year used for the national declaration should match that of the EU budget.
The fact that the declaration (accompanied as appropriate by an independent audit opinion) should be provided at the latest in February does not imply that the audit work should start only after the end of the reporting period. System audits can already be carried out in the beginning of the reporting year and substantive testing of transactions can partially be carried during the year. 
Current experience: only the Netherlands national declaration is currently delivered, but only in draft form, in time to inform Commission AARs. The latest UK report covering the period 1 April 2008 to 31 March 2009  does not match the EU budget year and was only published on 19 January 2011, providing therefore no support for the Authorising Officer by Delegation when signing off his 2008 and 2009 AAR, which was done end-March 2009 and 2010 respectively.
3.9. National accountability context

The current declarations are all being issued on behalf of the national government or Supreme Audit Institution, depending on the choice of the Member State, in some form or another and are therefore to be seen within the context of accountability to national Parliaments. By doing this, the Member States' declarations provide the national Parliaments with an insight into the management of European funds under shared management.

If made public or forwarded to the Commission, the Member States declarations would provide at the same time the European Commission with accountability information, within the constraints set out above.

4. THE ROLE OF THE VOLUNTARY NATIONAL DECLARATIONS IN THE CONTEXT OF THE COMMISSION'S ASSURANCE MODEL
4.1. The Commission's assurance process 

The principle of managerial responsibility constitutes a cornerstone of the Commission's assurance process. To feed effectively into the Commission's assurance process, any declaration should therefore be based on the work performed at management level, reflected in management declarations signed by persons who have overall executive management or supervision responsibility for spending.
The Commission operates an annual assurance framework (as does the Court of Auditors as regards its Declaration of Assurance), even though many of its programmes are multi-annual. This annual management declaration of assurance directly links the assurance from the national authorities with the expenditure of the financial year.
4.2. Commission use of national declarations
The Commission believes that if the criteria discussed under section 3 are observed, management declarations endorsed at political level in the Member States could indeed contribute to the Directors-Generals' Annual Activity Report and declaration of assurance.

However, the Commission's assurance will rely first of all on the reporting process itself, the quality of the information provided and the reliability of the declaration based on the independent audit opinion. Only under these conditions, could a "national" declaration effectively increase the ownership of the management and internal control of EU funds in the Member States and ultimately strengthen accountability of the authorities managing the EU funds in the Member States. 
More concretely, a clear statement on the legality and regularity of transactions in these declarations is an essential condition in order to enhance their value for the Commission assurance process, thereby mirroring the requirement for Directors General to state in their declaration of assurance whether they have "reasonable assurance that the control procedures put in place give the necessary guarantees concerning the legality and regularity of the underlying transactions".

Such declarations issued at senior management level could make the control process in the Member States more transparent and help identify changes needed to make systems more effective. Furthermore they could reinforce the chain of accountability between Member States and the Commission concerning the use of EU funds under shared management. 
Current experience: Analysis by Commission services revealed that three out of the four declarations have not provided any new elements which were not already stated in the Annual Control Reports received for the corresponding financial period. In the Commission’s view there is no evidence of the impact that national declarations had on the improvement of accountability at national level.
5. Conclusion
Under Action 5 of the Commission Action Plan towards an integrated internal control framework (COM(2006)9), the Commission has been promoting operational level declarations and synthesis reports at national level. Four Member States decided to produce national declarations or statements on a voluntary basis.  The Commission considers that the information contained in three out of the four national declarations
  is almost identical to the information already provided by the Member States in other reports (Annual Summaries, Annual Control Reports, Annual Statements etc) and that it has not proved to contribute to a great extent to the information needed for the AARs of the Directors-General responsible for Cohesion policy. In this respect, the additional information provided is similar to that provided by another eight Member States
 who append a statement of assurance to their annual summaries for the structural funds for the year 2009. In the Commission's view, these voluntary disclosures provided also little added value, contrary to the statements of assurance and the accompanying opinion issued by the certification body within the context of the agricultural funds.
Indeed, the above mentioned key criteria which could – if observed – add value to the national declarations, are included in the provisions of Article 56 of the proposed revision of the Financial Regulation which are foreseen to come into force on 1 January 2014.
 In particular the assurance model that the Commission proposes in the context of the triennial revision of the Financial Regulation for shared budget management modes is based – by analogy with the model used for agricultural funds – on an annual management declaration of assurance (complemented by and subject to an independent audit opinion) signed by a senior national official
.
This way the relevant Commission managers would take full account of the underlying declarations in framing their own declarations of assurance in the DGs' Annual Activity Reports. This would result in a single logical assurance chain in which the assurance provided is derived directly from the management chain, thereby offering greater assurance. A management declaration of assurance issued by local managers would have a positive impact on the level of error as audit results show that the main causes of error can be traced to deficiencies in first level management verifications.
The timeline proposed must fit within the Commission's own assurance framework to provide a single standard assurance chain for all programmes in shared management and for all Member States. The annual declaration of assurance would directly link the assurance from the national authorities with the expenditure of the financial year. This way it would fill possible gaps, for example in Cohesion Policy, where currently the Commission has information on error rates for the expenditure declared in the year preceding the one on which it has to report its assurance only. According to the Court of Auditors
, this should usefully improve the timeliness and coherence of financial and management reporting.
While this proposal differs from the EP's request to have declarations signed at political level, such management declarations would provide the Commission with substantial additional assurance as to the use of EU funds by Member States, since they would derive directly from the management chain. Indeed, the senior Member States officials in charge of payments from EU funds would sign off on the legality and regularity of these payments, the proper functioning of their internal control systems, and the completeness, accuracy and veracity of their accounts, as well as the respect of the principle of sound financial management.  The proposal thus also addresses the criticism expressed on the low added value of existing annual summaries, which do not include an obligatory assurance statement or audit opinion. In the Commission's view such management declarations, certified by external audit opinions, are much more appropriate to obtain assurance from Member States than the present national declarations, and they would reinforce cooperation with Member States in the implementation of the budget by underlining their control and audit obligations stemming from the Lisbon Treaty (Article 317 TFEU).
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Overview of existing National Declarations

	 
	The Netherlands
	Sweden
	UK
	Denmark

	National declaration title:
	"DUTCH NATIONAL DECLARATION"
	"ANNUAL REPORT FOR CENTRAL GOVENMENT" (extract from the report)
	"CONSOLIDATED STATEMENT ON THE USE OF EU FUNDS IN THE UK"
	"REPORT TO THE PUBLIC ACCOUNTS COMMITTEE ON THE AUDIT OF EU FUNDS IN DENMARK"

	Financial Year:
	2009
	2009
	Financial year ended 31 March 2009
	2009

	First publication (Financial Year)
	2006
	2008
	Financial year ended 31 March 2007
	2005

	NATIONAL DECLARATION (ND)
	YES
	YES
	NO
	NO

	ND issued by:
	Government (Ministry of Finance)
	Government (Ministry of Finance)
	Government (HM Treasury)
	Rigsrevisionen (SAI)

	ND signed by
	Minister of Finance
	Minister of Finance and Minister for Local Government and Financial Markets
	Permanent Secretary HM Treasury
	Auditor-General of Rigsrevisionen

	AUDIT OPINION (AO) issued
	YES
	YES
	YES
	YES

	AO included  with declaration:
	YES
	NO
	YES
	YES

	AO issued by:
	Rekenkamer (SAI)
	The accounts have been audited by the NAO but the audit opinion has not been included
	NAO
	Rigsrevisionen (SAI)

	AO title:
	"Report on the Dutch EU Member State declaration"
	None
	"Audit opinion and Report"
	"Report to the Public Accounts Committee on the audit of EU funds in Denmark"

	AO signed by:
	The President
	na
	Comptroller and Auditor general (C&AG)
	The Auditor-General

	COVERAGE
	 
	 
	 
	 

	  - Agricultural funds (EAGF, EAFRD, EFF)
	YES
	YES
	YES
	YES

	  - Structural funds (ERDF, ESF) 
	YES (but no transactions)
	YES
	YES
	YES

	  - Migration  Flows (ERF, EBF, RF, IF)
	YES (but no transactions)
	YES ( but no opinion as no final payments)
	YES
	NO

	  - Revenue (own resources)
	NO
	NO
	NO (not part of Statement but published separately)
	YES

	Multi-annual Fin. Framework
	 
	 
	 
	 

	  - Old programming period:
	NO
	NO
	YES
	NO

	  - New programming period:
	YES
	YES
	YES
	YES

	AUDIT METHODOLOGY
	 
	 
	 
	 

	Audit standards used:
	ISA and ISSAI
	Swedish GAAP (accounts)
	UK GAAP (but on IFRS basis from next year)
	"Same materiality and risk considerations that apply to the audit of government funds"

	Financial Statements included:
	YES (for agricultural funds only)
	YES
	YES
	YES

	Audit scope:
	1. The management and control systems                                             2. The underlying transactions
	1. True and fair view of accounts                                            2. "Effectiveness of internal control"
	1. True and fair view of accounts                                                       2. Regularity of financial transactions (on a test basis)
	1. True and fair view of financial statements                                                    2. Legality, regularity and compliance of underlying transactions

	UNDERLYING TRANSACTIONS
	YES
	YES
	YES
	YES

	Exceptions:
	Declarations on regularity of transactions limited to agricultural funds (as there were no transactions for ERDF+ESF and the European Migration Funds)
	No audits of operations have been performed (as few if any statements of expenditure have been submitted). The ESV has also not carried out any system-based audits on three programmes "Interreg IV A Öresund-Kattegat-Skagerrak", "Interreg IV A Botnia-Atlantica" and "Interreg IV B Northern Periphery". As a consequence, no audit opinion has been submitted on these programmes. 
	None
	None

	Overall audit opinion:
	1. Unqualified for accounts (but limited to EAGF and EAFRD)   2. Qualified opinion on the management and control systems in place for ERDF [no qualification is given regarding payments since there were no payment claims in 2009]
	1. Unqualified for accounts                2. "Satisfactory internal control for EU funds" (no reference to transactions)
	1. Qualified for accounts           2. Qualified for regularity of transactions
	1. Unqualified for accounts       2. Unqualified for transactions (taken as a whole)

	OTHER INFORMATION
	 
	 
	 
	 

	Primary Addressee:
	Dutch States General (House of representatives) 
	Submitted by the Government to the Swedish Parliament (Riksdag), as part of the Annual Report for Central Government. 
	The consolidated statement was ordered by the House of Commons and created following an announcement by the Economic Secretary.
	Danish Public Accounts Committee

	Purpose:
	To provide the States General with an insight into the management of EU funds in the NL and the EC with accountability information
	The Government’s statement is intended to increase the insight of the Riksdag into how Sweden fulfils its management responsibility and how the EU funds awarded have been used, and also to reinforce internal control at the authorities responsible for managing the funds. 
	To strengthen Parliamentary scrutiny of the UK's use of EU funds and to add transparency by providing a single perspective on how the UK manages EU funds. The Government hopes that the ECA and the Commission will be able to take into account the UK's statement and audit opinion.
	The report has been issued for the national discharge for the ministries' management of EU funds.

	Detailed declarations:
	For each policy area audited, a separate declaration and audit opinion and a scope statement
	None
	No declaration
	For each policy area audited, a separate declaration and  audit opinion

	Official publication (translated version)
	19/05/2010 (advanced version in Dutch on 10 March) 
	23/09/2010
	19/01/2011
	01/02/2011

	Language:
	NL, EN
	SE, EN
	EN
	DK, EN


� Council Regulation (EC, Euratom) No 1605/2002 on the Financial Regulation applicable to the general budget of the European Communities as amended by Council Regulation (EC, Euratom) No 1995/2006 of 13 December 2006.


� “The institutions agree on the importance of strengthening internal control without adding to the administrative burden for which the simplification of the underlying legislation is a prerequisite.  In this context, priority will be given to sound financial management aiming at a positive Statement of Assurance, for funds under shared management. …Member States therefore undertake to produce an annual summary at the appropriate national level of the available audits and declarations.” (OJ C 139, 14.06.2006, p.1.).


� Article 7(5) of Regulation (EC) No 885/2006 provides that if a Member State has more than one paying agency, its coordinating body shall also draw up an annual summary (the so-called synthesis report) covering the statements of assurance and the certificates of the certification bodies.


� COM(2010) 815


� Cf. the definition of internal control in INTOSAI's Guidelines for internal control standards for the public sector (p6) or COSO's Internal control – Integrated Framework.


� The Netherlands being the exception.


� BG, CY, EL, FI, FR, HU, LT and RO. 


� And reflected in the AAR's signed in March 2015


� See the current Commission's proposal of Article 56 in the triennial revision of the Financial Regulation COM(2010)815.


� Opinion N° 6/2010, paragraph 26.
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