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Annex 2A ASSESSMENT QUESTIONNAIRE

PILLAR PILLAR SUBJECT TC ASSESSMENT {!)
1. INTERNAL CONTROL YES
2. ACCOUNTING YES
3. EXTERNAL AUDIT YES
4.  GRANTS NO
% PROCUREMENT NG
&, FINANCIAL INSTRUMENTS () YES
7. EXCLUSION FROM ACCESS TO FUNBING YES
8. PUBLICATION OF INFORMATION ON RECIPIENTS YES
9. PROTECTION OF PERSONAL DATA YES

Pilfars 1, 2, 3, 7, 8 and 8 are always subject to assessment.

Billars 4 to 6 may be subject to the assessment, depending on the nature of the implementation tasks to be entrusted,

(1) The entity/auditoer should state here YES or NQ to indicate whether the pillar is subject to assessmant.
{2) The reference to ‘financial instruments’ is deemed to also include budgetary guarantees.

PURPOSE AND USE OF THIS DOCUMENT

1. in a first phase, the entity will be requestad to complete relevant guestions in Apnex 2a and to submit 2
caompleted Annex 23 to the contracting authority (if different to the entity itself) and the auditor.

Attention; the entity is requested to complete questions indicated with "to be completed by entity’, “TBCBE” in the column
with the heading ‘Entity comments’. Key questions must only be completed by the auditor based on its professional
judgement and the assessment procedures and tests performed,

The contracting authority will provide a completed Annex 2a guestionnaire to the auditor as soon as possible after the
auditor has baen contracted but prior to the start of the auditor's assessment procedures.

2. tn a second phase, Annex Za will become a support tool used by the auditor to design, plan and perform the
assessment procedures and to take into account the criteria which the European Commission deems essential or
important far the entity subject to assessment to comply with.

The completed questionnaire is an essential source of assessment information and evidence for the auditor. However,
it is by no means the only source to be used by the auditor to plan and perform assessment procedures and to draw
conclustons. All information completed and provided by the entity is subject to the assessment procedures the auditor
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PILLAR 1 — INTERNAL CONTROI
deems necessary. The auditor must not rely on information untif it has ensured through assessment procedures that the
information is sufficlently accurate and complete for the purpose of the assessment and to arrive at informed conclusions
for key questions.

Hence the suditor may modify, complete and add Information in the "Auditar comments’ column as it sees fit. The auditor
may alse add additional questions if it considers that this Is necessary to arrive at an informed conclusion for key
guestions,

Use of the colurnn ‘Auditor comments’ — [t is highly recommended that the auditor uses as much as possible comments
and narratives in summary form to avoid entering lengthy texts In the ‘Auditor comments’ column. The auditor may
adapt the width and/or length of this column to enter information and cornmants, Alternatively, the auditor may use
attachments (e.g. long narratives and/or documents obtained from the entity) which can be referred to.

The auditor remains fully responsible at all times for designing, planning and perfarming the assessment procedures it
deems necessary to arrive at a conclusion for each pillar covered by the assesstnant. The auditor must take into account
the specific engagement circumstances and apply professional judgement throughout the assessment process.

PILLAR 1 — INTERNAL CONTROL

KEY QUESTION {level 1} comments

Has the entity set up and ensured the functioning in all material respects of an effective, efficlant
and economical internal control system and in accordance with the criteria set by the European
Commission?

Guidance
Article 154 of the Financial Regulation

The Commission may accept that the accounting systems and the internal control systems used by entities and persans
entrusted with the implemeantation of Unian funds or budgetary guarantees are providing equivalent levels of protection
of the financial interests of the Union and of reasonable assurance of achieving the management objectives,

PILLAR 1 - INTERNAL CONTROL

£Entity Auditor
1. CONTROL ENVIRONMENT — questions/eriteria tormmants comments

Key gquestion {level 2}: Does the control environment of the entity provide an adequate basis for
carrying out internal control across the organisation?

Note: The contral environment includes the governance and management functions and the
attitucles, awareness and actions of those charged with governance and management concerning the
entity's internal control and its importance In the entity.

1.1. [Integrity and ethicel vatues.

Does management demonstrate a commitment to communicate and enforce integrity and ethical
values?

e Auditer
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1. TBCBE
111 15 thare a written code of conduct that is communlcated to all staff or

a staff manual containing pravisions promaoting ethical behaviour and

values?
1.1.2 TRCBE

Does management stress and communicate the importance of integrity
and ethical values to staff ("tone from the top’)?

A TBCBE
113 Are there procedures (e.g. disciplinary sanctions, financial and 8

personal liability) for staff who do not comply with integrity rules and
ethical values?

1.1.4 ) , . , TBCRE
Are there procedures in place to deal with possible conflicts of interest

at management level?

Entity
1. CONTROL ENVIRONMENT — guesticns/criteria commerts

Auditor
comments

1.2. Organpisational structure and assfgnment of authority and responsibility.

Does the entity have o clear ond adequate organisational structure and are key responsibilities clearly
definedy

1.2.1 TBCBE
Does the entity have a clear organisational structure {i.e. the

framework within which an entity's activities for achieving its
objectives are planned, executed, controlted and reviewed) which
supports good management and governance?

1.2.2 TBECBE
What I5 the decisipn-making structure and who is the highest decision-

making authority?

1.2.3 TBCBE
Are reporting lines and responsibilities clearly defined? For example:

are responsibilities, suthorities and reporting lines clearly stipulated in
employment contracts and/or operating manuals?

1.2.4 Arg job descriptions available? TBCBE

1.2.5 TBCBE
How are the authority and responsibility for operating activities
assigned and how are reporting relationships and authorisation
hierarchies established?

1.2.6 TRCBE
What are the policies and practices that relate to, for example,

recruitment, orientation, training, evaluation, counselling, promaotion,
compensation and remedial actions?

el
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1.3. gGovenance oversight structure.

Poes  the .

enti ty hove an adequate governance oversight structure?

1.3.1 TBCBE
Is there a governance oversight body {e.g. oversight authorities, audit
committee, regufators, governing board, executive body} which is
independent of the management of the entity?

13.2 TBCBE
Are there rules for the appointment, remuneration and resignation off
members of the governance oversight body?

1.3.3. TBCBE
Ifthere is no governance oversight body, has the entity’s management]
taken measures to carry out its governance oversight responsibiflties?

134 TBCRE

Does the entity have an internal audit function? If yes, refer to Section
5.2

Co
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PLLAR 1 — INTERNAL CONTROL

Entity Audlitor
1. CONTROL ENVIRONMENT — quastions/eriteria comments comments
1.3.5 TBCRE
if no, how (i.e. by what other measures) doss management exarcise
oversight of the development and performance of internal control?
1.4.Process for attracting, developing and retaining competant individuals.
Does the entity demonstrate o commitment to ottract, develop and retaln competent individuals in
alignment with ohjectives?
1.4.1 TBCBE
Does the entity have formal written human resources policies and
practices?
1.4.2 Daes the entity have recruitrnent and remuneration polictes? TBCBE
1.4.3 TBCEE
Does the entity have a staff development {covering development and
tralning needs) and appraisal system?
PILLAR 1 — INTERNAL CONTROL
Entity Auditor
2. RISK ASSESSMENT — questions/criteria corments comments

Key question (level 2}: Does the entity identify risks to the achievermnent of its objectives across the

entity and are risks analysed as a hasis for determining how they should be managed?

21

Does the entity specify its objectives with sufficient clarity to engble
the identification and assessment of risks relating to objectives?

2.2

Poes the entity have risk assessment procedures in place which enable
management to identify, assess and address existing or potential
issues that may hamper the achievement of the entity's objectives?

TBCRE

2.3

Are risks assessed on a project basis or across the entity as a whole?

TBCBE
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PILLAR 1 — INTERNAL CONTROL
2.4 Are risk assessment procedures dacumented? TECBE
25 Does the entity have a risk registar? TBCBE
Entity Auditor
2. RISK ASSESSMENT — quastions/criteria tofmants comments
2.6 TBCBE
Does the entity have risk assessment procedures which:
- ldentify events and risks affecting the achievemnent of the objectives,
including the potential for fraud?
-~ Analyse the significance of risks and the likelihood of their
occurrence?
- Determine the actions and follow-up mechanisms needed in
response to the risks?
— Implemant and modify controls to respond to changes in identified
risks?
- PILLAR ] lN'I}EBNAL CONTROL
Entity Auditor
3. CONTROL ACTIVITIES - questions/criteria commaents comments

Key question (level 2): does tha entity deploy effective and efficient control activities?

3.1.

General

Does the entity have formal and written policles and procedures for control activities?

311

Does the entity deploy control activities
— through formal, written policies and procedures?

— that contribute to mitigating risks to the achievement of objectives
to acceptable levels?

=~ that are relevant i.e. based on an assessment of risks and of controls
required to manage these risks?

TRCBE

Cl
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PILLAR 1 — INTERNAL CONTROI,

31.2

Are the following key aspects addressed by the control activities
deployed by the entity?

— reliability of accounting and reporting {see Section 4 — information
and Communication);

— safeguarding of assets and information;

- compliance with rules in procurement and other expenditure
prDCESSES;

w prevention,  detection and correction of
errors, fraud  and irregularities.

TBCRE

3. CONTROL ACTIVITIES = questions/criteria

Entity
comments

Auditor
comments

3.2, Seqreqation of duties — general

Is there effective segregation of duties for following key functions:

w guthorising officer (i.e. mandate to authorise tronsactions for operational and/or finoncial issues)
and gccounting officer (i.e. authority to execute payments);

« guthorisation, processing, recording and reviewing of transactions;

— operational ond finoncial supervision.

3.21

Is sepregation of duties formally stipulated, for example in an aperating
or procedures manual?

TBCRE

3.3 . Safequarding of infoermation — documentation, fling ond record keeping

Does the entity have odequate and effective procedures for documenting, filing and record keeping,
and controls over the completeness and geeurocy of infermation?

3.3.1 TBCEBE
What are the maln features of the entity's filing systems {electronic,
paper, oparating instructions, use of databases and electronic
archiving systems)?

3.3.2 identHy and document key features of the filing system/procedures. | TRBCBE

Lat)



€ 191/80fficial EN [tournal of the Curopean Union 6.6.201%

PILLAR 1 -- INTERNAL CONTROL

3.3.3 Tacet
Does the entity have a specific policy or procedures for documentation
and filing relating to the processes for grants, procurement and
financial instrumants?

Note: specific requirements may apply, such as transparency and
confidentiality,

3 A nformation processing and camputerised information systems.

Does the entity have effective procedures and controls over IT systerns which maintain the integrity of;
information and the security of data these systems process?

34.1 TRCBE

Does the entity have formal and written pracedures and controls with

regard to its IT systems? S
3.4.2

oes the entity have adequate and effective procedures for initiation,

approval, recording, processing and reporting of transactions?

Entity Auditor

3. CONTROL ACTIVITIES - questions/eriteria comments comments
343

Does the entity apply an appropriate mix of manual and automated

elements in internal control, taking into account the nature and

tomplexity of the entity's use of IT and computerised information

systems?
3.4.4

Do the controls over the entity's IT systems include affective general ]

controls and application controls?

Guidance relating to computerised information systems

The entity's business/activity processes result in transactions that are initiatad, recorded, processed and reported by the
information system, which is either manually or computer operated or through a mix of manual and computar-operated
procedures,

s there an appropriste segregation of duties for key accounting functions i.e. for the initiation, approval, recording,
processing (i.e. transfer to the general ledger) and reporting in the financial statements?

The use of IT affects the way that control activities are implamented, Controls over IT systems are effective when they
fmaintain the integrity of information and the security of the data such systems process, and include effective peneral IT
controls and application controls,

General IT controls are palicles and procedures that relate to many applications and support the effective functioning
of application controls, Thay apply to mainframe, miniframe and end-user environments, General IT controls that
maintain the Integrity of information and security of data commonly include controts over the following:
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3

CONTROL ACTIVITIES -~ questions/eriteria

Entity
comments

Auditor
comments

- data centre and network operations;

— systemn software acguisition, change and maintenance;

— program change;

— ACCEess Security;

- application system acquisition, development and maintenance.

Application controls are manual or automated procedures that typically operate at a business process level and apply
to the processing of transactions by individual applications. Application contrals can be preventative or detective in
nature and are designed to ensure the integeity of the accounting records. Accordingly, application controls relate to
procedures used to Ihitiate, record, process and report transactions or other financial data. These controls help ensure
that transactions occurred, are authorised and are completely and accurately recorded and processed. Examples
include edit checks of input data, and numerical sequence checks with manual follow-up of exception reports ar
correction at the point of data entry,

The use of manual ar automated elements in internal control also affects the manner in which transactions are initiated,
recorded, processed and reported;

— Controls in a manual system may include such procedures as approvals and reviews of transactions, and reconciliations
and follow-up of reconciling items. Alternatively, an entity may use automated procedures to inftiate, record, process
and report transactions, in which case records in electronic format replace paper documents,

= Contrals in IT systems cansist of a combination of automated controls (for example, controls embedded in ecomputer
programs) and manual contrals, Manual controls may be independent of IT, may use information produced by IT, or
may be limited to monitoring the effective functioning of IT and of automated controls, and to handling exceptions.
When IT is used to initiate, record, process or report transactions, or other financial data for Inclusien in financial
staternents, the systems and programs miay Include controls related to the corresponding assertions for material
accounts or may be critical to the effective functioning of manual controls that depend on 1T,

An entity's mix of manual and automated elements In internal control varies with the nature and complexity of the
entity's use of IT.

3.5.Prevention, detection ond carrection of ervors, fraud ond irreqularities

Does the entity have adequate and effective procedures for the preveation, detection and correction
af errors, froud and irregularities?

351

Does the entity consider the potential for errors, fraud and
jrregularities in assessing risks to the achievement of objectives?

TBCBE

i
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PHAAR 1 — INTERNAL CONTROL
Entity Auditar
3. CONTROL ACTIVITIES - questions/eriteria comments comments
352 TBCBRE
Does the entity identify (sensitive) posts with risk of colfusion {e.g.
bank and cash management, procurement and purchase functions)
and are there supervisory measures (e.g. rotatlon of functions,
additional controis)?
353 TBCBE

Are there procedures for the reporting and fallow-up of errors, fraud
and Irrepularities?

3.6. Sofeguarding of fixed gssets

Does the entity have an adequate ond effective fixed and intangible assets monagement system in
place which ensures the safeguarding of fixed and intangible assets and tracks fixed assets for the
purposes of financial aceounting, preventive maintenance and theft deterrence?

361

Does the entity have a description of or procedures manual for its asset
management system?

TBCBE

3.6.2

Obtaln & sufficient understanding of the entity's asset management
system j.e. practices and procedures for the acquisition and
management of land and buildings, machinery, vehicles, equipment
and intangible assets (e.g. intellectual property rights, licences),

Note: spacific attention should be paid to procurement rules which are
applicable for the acquisition of fixed and intangible assets (refer to
piltar 5 — procurement),

Guidance

Document the above protedure with descriptions and references to relevant source material {e.g. systems, flowcharts,
manuals ete.) and identify any shortcomings in the entity's asset management system.

Relevant issues include: roles and responsibilities (segregation of duties) for management of assets acquisition and
purchase procedures, asset registration (use of asset reglsters, vehicle logbooks), controls and procedures for access,
control and monitoring procedures, safeguard and access procedures, asset disposition and transfer of assets.

i
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PILLAR I — INTERNAL CONTROL

3.7.5afequarding of inventories and accounts recelvable and debts

Does the entity have an odequate and effective Inventory (supplies, goods and materials}
management system in place which ensurgs the safeguarding aof inventories and which tracks
inventories for the purposes of financial oocounting, preventive maintenance and theft deterrence?

Does the entity have an odequirte and effective rmanagernent system in ploce which ensures the

reconciliation of payments with accounts receivable ond debts?

3.71

Does the entity have a description of or procedures manual for its
inventory management system?

TRCRE

3.7.2

Obtatn 2 sufficient understanding of the entity's inventory
management system (practices and procedures for the acqulsition,
purchase and management of supplies such as matarlals, tools, spare
parts and office supplies),

Note: specific attention should be paid to procurement riles which are
applicable for the acquisition of supplies, goods and materlals (refer to
pillar B — procurement),

Guldance

Document the above procedure with descriptions and references to relevant socurce materizl (e.g. systems, flowcharts,
manuals etc.) and identify any shortcomings in the entity’s inventory management system.

Relevant Issues nclude: (i) roles and responsibilities for the management of inventories, acguisition and purchase
pracedures, and inventory records; (i) safeguards, access and use; (iii) control and monitaring procedures, stock taking

and reconciliations; {iv) use and disposal of stocks

3.8, Bank management and safequarding of cash In the bank

Does the entity have an adequate and effective bonk management system In place which ensures the
safeguarding of bank accounts ond which allows for the proper occounting af cash collected and used?

381 TBCBE
Does the entity have a description of or procedures manual for its bank
management systermn?
Entity Auditor
3, CONTROL ACTIVITIES « questions/criteris commaents COminents
3.8.2

Does the entity perform regular (at feast on a monthly basis)
reconcliations of accounting data held in the entity's accounts
{general ledger account, cash baok) with bank account data, and in
such a way that no material differences are left unexplained?

of
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PILLAR 1 — INTERNAL CONTROL

383
Obtain a sufficlent understanding of the entity's bank management
systern (practices and procedures for the management of bank
accounts),

Guldance o

Document the above procedure with descriptions and references o relevant source material {e.g. systems, flowcharts,
matials etc.) and identify any shortcomings in the entity's bank management procedures.

Relevant issuas include: roles and responsibilities (segregation of duties, access rights, use of a separate treasury
function) for management of bank accounts, type of accounts (e.g. interast bearing, currencies used), use of dual
sighature procedures, regular bank reconciliations, supervision and control, use of dedicated/spacific bank accounts for
projects; treasury policies.

3.9. Cosh monagement and safequarding of cash on hand

Does the entity have an adequate and effective cash management system in place which ensures the

safeguarding of (petty) cash and which atfows for the proper accounting of cash calfected and used?

391

Does the entity have a description of or proceduras manual for its cash
management system?

TBCBE

392

Does the entity perform regular (at least on a monthly basis)
reconciliations of accounting data held in its accounts {general ledger
account, cash book) with bank account data, and in such a way that no
material differences are left unaxplained?

3.9.3

Are there appropriste procedures for holding cash and cash counts?

3.8.5

Does the entity clear and reconcile suspense accounts and advances
f.e. of cash payments made, from which no expenditures have yet been
recorded, at least monthly within 30 days of the end of each month?
Such advances may include travel advances and operational imprest
(!} note accounts, This may also include transfers to other entities,
which are classified as expenditures when they are made, even If
reporting on any earmarked portion of the transfers is expected
periodically.

3. CONTROL ACTIVITIES - questions/criteria

Entity
comiments

Auditor
comments

(s
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PILLAR 1 — INTERNAL CONTROL

396
Obtain 3 sufficient understanding of the entity's cash management

system (practices and precedures for cash management).

Guidance

Documment the shove procedure with descriptions and references to relevant source materfal (e.g. systems, flowcharts,
manuats etc.) and identify any shortcomings in the entity’s cash management procedures.

Relevant issues Include: roles and responsibiities (segregation of dutfes, access rights, use of a separate treasury
function} for cash management; procedures for cash handling and limits of cash to be held; regular petty cash counts
and reconciliations; management of cash advances (use, authorisation, limits, monitoring and clearance).

3.10.  Recruitment,

Does the entity have adequate and effective procedures for the recruitment of staff (both permanernt
and temporary)?

3.10.1 TBCBE
Does the entity have a description of or procedures manual for its
recruitment system?

3102
Obtain a sufficient understanding of the entity's recruitment system
(practices and proeedures for the management of expatriate, local and
other staff).
3.10.3
Perform & walkthrough of the recruitment process from the approval
of the selection procedure to the signing of the employment contract,
Guidance

Document the above procedures with descriptions and references to relevant source materlal (e.g. systems, flowcharts,
manuals ete.) and identify any shortcormings in the entity's recruitment precedures

Relevant issues include: rotes and responsibilitles for the mapagement of staff; selection and approval procedures;
determination and approval of salarles, allowances and other conditions of employment; use of employment contracts;

job descriptions,

3.11. Pavroll and time management.

Does the entity have an odequate and effective payroll and time management system?
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PHLAR 1 -~ INTERNAL CONTROL

3.11.1 TBCBE
Does the entity have a description of or procedures manual for its
payroll and time management system?

Entity Auditor

3. CONTROL ACTIVITIES - questions/eriteria comsmants comments

3.11.2
Obtain & sufficient understanding of the entity's payroll and time
management system i.e. practices and procedures for payroll and time
management,

3113
Are the personnel database (2) and payroll directly linked ta ensure
data consistency? Are reconciliations performed on a regular basis {in
principle monthly)?

B 5 7 S
Are payroll and time management systems linked to ensure correct
caleulation of salaries and wages where applicable?

3.11.5
Is authority to change records and payroll restricted and are audit trails
availabla?

3116
Are there appropriate (approval) procedures for changes to the
personnel records?

3.11.7
Are there procedures for identifying contral weaknesses and/or ghost
waorkers? For example: are (annual) payroll audits performed by an
internal audit capability?

3118
Poes the entity have a system to allocate staff, salaries and related
costs to projects?

3119
What principles (i.e. plausibility of basic assumptions used and
allocation keys) does the entity use to allocate salaries and salary-
refated costs to projects? How is time spent by staff for specific
projects approved and recorded?

Guidance

Document the above procedures with deseriptions and references to relevant source material (e.g. systems, flowcharts,
manuals etc.) and identify any shortcomings in the entity's payroll and time management systems.

{u
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Relevant issues include: rolas and responsibilities for the payroll and time management; recording, calculation and
approval of salaries and salary components (fixed/variable; overtime; saclal security), Special attention should be paid
to the entity's time management system: timekeeping procedures and records (use of thnesheets), supervision control
and approval procedures,

3.12,

Controls for other solary-reloted expenditure and oflowances,

Does the entity have adequate ond effective controls for other solary-refated expenditure ond alfowances?

Entity Auditor

3. CONTROL ACTIVITIES — questions/critarin comments comments
Key gquestion (level 3):
3.12.1 TBCBE

Does the entity have a description of or procedures manual for its

controls of other salary-related expenditure and ailowances?
3.12.2

What procedures and controls are in place to determine and pay

allowances for travelling and accommaodation {i.e. per diems)?
3123

What procedures and controls are in place to determine and pay
expenditure for training and personnel development?

3,13, Acguisition of services and costs of services,

Does the entity have adequate and effective controls for the acquisition of services and for the
accounting of costs for services?

3133

What procedures does the entity have in piace for the contracting of
services with external service provides {e.g. studies and research;
advertising, pramotion, publication and visibllity actions; evaluations;
audit, accoumnting and legal services; technical assistance; transtation
and interpretation; organisation of conferances and seminars; visthility
actlons)?

Note: specific attention should be paid to procurement rules which are
appiicable for the acquisitton of services (refer to pillar 5 —
procurement).

TBCBE
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3.14. Expenditure cantrols for ather (non-salary} expenditure.

Does the entity have adequate and effective controls for other (non-salary) expenditure?

Note: this includes all costs other than salaries, salary-related expenditura and allowances and costs
of services, Examples include: office costs such as rent, consumables and office supplies, utility costs
{electricity, water, gas, fuel), taxes and levies {e.g. sewer and solid waste charges), cleaning and
maintenance; communication (telephone, fax, Internet); insurance, administration and accounting,

printing.
3141 TBCBE

Does the entity have a dascription of or procedures manual for its

contrels of other (non-salary) expenditure?

Entity Auditor

3. CONTROL ACTIVITIES ~ questions/criteria comments camments
3.14.2

Obtain a sufficient understanding of the entity's system for expenditure

control (practices and procedures for expenditure control).
Guidance

Document the above procedures with descriptions and references to relevant source material (g.g. systems, flowcharrs,
manuals etc.} and identify any shortcomings in the entity's procedures for expenditure control.

Relevant issues include: roles and responsibilities for expenditure control; management procedures which ensure that
expenditure control is in ling with the entity's procedures; authorisation and approval of expenditure; perfermance of
regular budget—actual camparisons of expenditure.

Does the entity have adequate and effective controls for operating performance?

3,151 TBCBE
Does the entity have a description or manual of its procedures for
monitaring operating performance?

3.15.2 TBCBE
What measures does the entity have in place to review operating
performance 1e. the progress made on the implementation of
activities and projects?

3.15.3 Has the entity adopted quality standards {e.g. 150)7 TBCBE

3.15.4 If extaraal standards are not, used are there internal standards? TBCBE

3.15.5 TBCBE

Dees the entity have procedures for the evaluation of operating
performance  {prior, during Implementation and  after
implermentation)?

i
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33156

By whom (internal or external) are these evaluations performed and
how are results reported and followed up on?

TBCBE

3.16.  Co pliance with requlations and rules for using funds,

Dpes  the'ty have adequate and effective contrals for ensuring compliance with EU regulations and

ent

rules for

the funding f the entity's activitics and prajects?

3.16.1

Does the entity have & description or manual of Its procedures to
ensure compliance with regulations and rules for using funds?

T8CBE

2.16.2

Does the entity have procedures in place which ensure that actual
expenditure incurred and ravenue received for activities and projects
are in conformity with applicable rules e, conditlons set out in
contracts and agreements?

3. CONTROL ACTIVITIES - questions/criteria

Entity
comments

Auditor
coments

3.16.3

Does the entity have procedures in place which ensure that spacific
rojes and conditions are well-known and respected? Such rules and
conditions can relate to eg.: the eligibility of expenditure,
procurement rules (see pillar 5), origin cules, rules for visibility of £U-
funded actions, and rules for the transfer of assets at the end of &

project,

{1) The Imprest system is a form of financial accounting system. The most commoan Imprest system s the petty cash system. The basic
characteristic of an imprest system is that 3 fixed amaunt is reserved, and subsequently replenished after a certain period of time
or when circumstances require, becauss money was spent. This replenishment will come from another accotnt source g, petty
cash will be replenished by cashing a cheque drawn on a bank account,

{2) Effective payroll management should be underpinned by a personnel database {in some cases called the ‘nomingl rofl' and net
necessarily computerised), which provides a fist of all staff, who should be paid every month and which can be verified agalnst an
appraved lst of staff and the individual personnel records {or staff files), The link between the personnel database and the payroll
It a key control. Any amendments required to the personnel database should be processed in a timely manner through a change
report, and should result In an audit trail, Payroll audits should be undertaken regularly to identify ghost workers, filf data gaps and
identify controt weaknesses,

PILLAR 1 — INTERNAEL CONTROL

4, INFORMATION AND COMMUNICATION — guestionsfcriteria

Guidance

Informatian is necessary for the entity to carry out Internal cantrol responsibilities to support the achlevement of its
objectives. The entity's management obtains or generates and uses relevant and guality Information from both internal
and external sotrces to support the functioning of other components of internal controt,
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This concerns internal reporting, which covers financiat reporting and reporting to the entity's management on the
qualitative aspects of the implementation of activities and projects within the entity.

External reporting (external information and communication)

Two flaws of gxternal information and communication can be distinguished;

— External reporting putbound: financial reporting and reporting to extarnal stakeholders on the qualitative and
quantitative aspects of the entity's implementation of activities and projects,

This concerns essentlally the entity's annual financial statements and its accountability towards its {external)
stakeholders.

- External reporting inbound: financial reporting and reporiing to the entity on the qualitative and quantitative aspects
of the implementation of activities and projects by grant beneficiaries.

This conterns the reporting flows from grant beneficiaries to the entity and their sccountability towards the entity,
Reporting is based on specific rules and conditions set by the entity in order to cormply with the requirements (including

. feporting requirements) for funding provided by the EU and other donors. These reporting. flows constitute a.vital. .. ...

element of internal control,

The above two types of external reporting are dealt with under pillar 2 — aceounting.

Entity Auditor
4, INFORMATION AND COMMUNICATION {cont'd) — questions/criteria comments commeants

Key question (level 2); Does the entity have controls and procedures in place which ensure reliable
reporting — both internal and external (inbound apd outbound) ~— in line with applicable
requirements and standards?

4.1, Internal reporting

Daes the entity have adequate and effective controls for ensuring that internal reporting provides
relevant and quality information to management?

4.1.1 TBCBE
Does the entity obtain or generate and use relevant, gquality

information (internal and/or external sources) to compile
managerment reports?

4.1.2 TRCRE
Poes the entity's management receive regular {manthly, quarterly)

reports on prograss made on objectives, activities, projects?

413 TBCBE
Does the information cover qualitative aspects of implementation

such a5 use of performance indicators, implementation status and
delays, key problems and issues?

4.1.4 TBCBE
Does the information cover financial aspects such as budget-actual

comparisons and analyses of expenditure incurrad by activity/project?

t
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4. INFORMATION AND COMMUNICATION {cont'd) — questions/criteria Entity Auditor
T 9 camments comments
4.1.5 THCBE

BDoes the entity internally communicate information, including
objectives and responsibilities for interna! control, necessary to
support the functioning of internal contral?

4.2, Exter nalreporting fouthound) — financial stotements

ity prepare and present annuef financiol statements which are reliakle and in fine with

foes the ent applicoble
International standards?

4.2.3
Does the entity prepare and present annual financial statements
which are reliable?
‘Reliable’ means that the financial staterments:
- represent faithfully the entity's financial position, financial
performance and cash flows;
w raflact the economic substance of transactions, other events and
conditions, and not merely the legal form;
— are newtral, i.e. free from hias;
—- gre prudent; and
- are complete in all material respects,
Guidance

Year-end financial statements are a critical condition for transparency. The ability to prepare year-end financial
statements in a timely fashion is a key indicator of how well the accounting system is operating, and of the quality of
recards maintained.

In order to be usefud and to contribute to transparency, financial statements must be understandable to the reader and
deal with transactions, assets and Habilities in a transparent and consistent manner. This is the purpose of financial
reporting standards. Some countries have their own public sector financial reporting standards, set by government or
another authorised body. To be generally acceptable, such national standards are usually aligned with international
standards such as the Internatianal Public Sector Accounting Standards (H25A3), of which some are relevant for countries
that adopt accrual-based accounting, while others are relevant for cash-based systems.

ol
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4.2.2 Does the financial information presented in the financial statements
meet the folfowing qualities which make it useful for the usars?

— Relevance Financial information should be relevant to the decision-
making needs of users,

— Materiality There showld be a focus on financial information which
is expected to affect users' decisions,

— Faithful representation Financial infarmation should be true and fair
and free from misstatement.

— Comparability Financial information should be comparable across
periads and across organisations,

= Verifiability Information should communicate the underlying
economics of the antity's activities.

— Tirneliness Disclosure of financial information should not be
axcessively delayed,

—  Understandability The financial information must be
understandable by users with reasonable knowledge of the entity's
activities,

423 , o | TBCBE
Does the entity prepare and present annual financial statements which
are in line with applicable international standards? What is the
applicable financial reporting framework? What basic regulations and
riles does the entity need to comply with when preparing and
presenting its annual financial statements?

4.2.4
Other qood proctice disclosures
Do the financial statements of the entity disclose:

- the entity's address and legal form and the jurisdiction under which
it operates?

— the nature of the entity's operations and its principal activities?

Entity Auditor

4,  INFORMATION AND COMMUNICATION (cont'd) — questians/eriteria comments comments

s
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-~ & reference to the legal and regulatory framework governing the
entity's operations?

-~ the name and identity of the controling entity (where applicable)?

- budget-actual comparisons of appropriations/commitments and
dishursement?

-~ cetalls of sources of funding (amounts received/receivable and
identify of fund providers)?

« statements of financial position and of financial performance by
type of activity, programme, project, {trust) funds and financial
instruments for the peried covered by the financial statements?

4.2.5

Daoes the entity comply with national accounting {including financlal
reporting) standards which apply In the country in which it is
establishad? For example: the World Bank i.e. the International Bank
for Reconstruction and Development {IBRD) and the interpational
Developrnent Assoclation {IDA) comply with US Generally Accepted
Accounting Principles {US GAAP),

4.2.6

Does the entity comply with international accounting standards
{including financial reporting} or accounting policies and rules
prescribed by specific regulations or conventions?

- International Public Sector Accounting Standards (IPSAS)
- ipternational Financial Reporting Standards {IFRSs)

w Other specifle conventions and rulas such as for example the United
Mations System accounting Standards (UNSAS)

TBCBE

4,27

What is the accounting basis for preparing and presenting the financial
statemerits of the antity:

— Accrual basis
— Cash basis
— Modified cash or modified accrual basis (1.2, mixed).

Footnote: ‘Accrual basis’ means a basis of accounting under which
transactions and other events are recognised when they oecur {and
hat only when cash or its equivalent is received or paid}). Therefore the
transactions and events are recorded in the accounting records and
recognised in the financlal statements of the periods to which they
relate. The efements recognised under acerual accounting are assets,
liabilities, net assets/equity, revenua and expenses.

TRCBE
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428 What period of time does the entity use as its financial year? TBCBE
Entity Auditor
4, INFORMATION AND COMMUNICATION (cont'd) — gquestions/eriteria comments comments
429 Do the entity's financial statements include the following TBCBE
components:

- statement of changes in net assets/equity statement of financial
position {also referred to as halance sheet or statement of assets
and liahilities);

- staternent of financial performance (also referred to as statement
of revenues and expenses, income statement, operating
statemeant, or profit and loss statement);

- statement of changes in net assets/equity; .. ... L
— cash flow staternent; and

- accounting policies and notes to the financial statements.

4.2.10 TRCBE
Are the entity's financial statements submitted for external audit within

& months of the end of the financlal year?

Poes the entity have reporting procedures which alfew adequate and timely reporting to donors/fund
providers (including the Eurapean Commission) an the use of funds for projects, (trust) funds and
financial instruments provided by them?

43.1 . \ . . [ :
Does the entity have specific and dedicated reporting procedures for TBCBE

activities, projects or {trust) funds and financial instrurments financed
by the EU ar other donors?

4.A.Externgl reporting {inbound) — reporting by sub-delegatees and aront beneficiories

Does the entity take oppropriote measures which ensure, to a reasonagble extent, that gront
beneficiaries provide reliable and timely reports on the use of funds provided to them by the entity?

441 Does the entity have specific and dedicated reporting procedures for TBCBE
activitias, projects, (trust) funds and financial instruments financed by
the EU or other donars?

4.4.2 TBCBE

Does the entity provide conditions for reporting by grant beneficiaries
on the financial and qualitative aspects of the implementation of
activities, projects, (trust) funds and financial instruments?
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4.4.3

Are conditions for reporting clearly and properly communicated (e.g.
use of terms of reference, use of (web-based) guidelines, instructions,
brochures)?

- What are the main reparting conditions?

— Are these conditions binding? For example: are conditions set out in
{annexes) to agreements or contracts concluded by the entity with
grant beneficiaries?

— Are consequences of non-compliance with conditions (e.g. rules for
eligibility of expenditure) explained?

TBCBE

4,

INFORMATION AND COMMUNICATION {cont'd) - questions/criteria

Entity
comments

Auditor
comments

4.4.4

Does the entity monitor/verify whether reporting conditions are
respected?

TBCBE

4.4.5

Doas the entity obtain and review progress reports made by the grant
beneftciarles on a regular basis?

TBCBE

4.4.6

Does the entity respond in an effective and timely manner to issues
resuiting from the review of these reports? Such Issues may include:
significant differences In budget—actual comparisons of expenditure,
unusuat expenditure items, (possible} ineligible expenditure, delays in
project implementation, project activities not implemented as
planned.

TRCBE

PILLAR 1 — INTERNAL CONTROL

.

MONITORING - guastlons/criteria

Entity
comments

Auditor
coriments

Key question {leval 2): Does the entity monitar {the components of) its internal
control system ragutarly and effectively?

5.1. Monitoring of (the components of) the internal control system {if the entity has no internal audit

function}

if the entity has no internal cudit function, does it have adequate and effective measures to monitor
internal control?

5.1.3

What are the main activities that the entity uses to monitor (the
companents of) its internal control system?

TBCBE

212

How does the entity initiate remedial actlons to deficiencles in (the
companents of} its internal control system?

TRCRE

of.
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5.2, internof audit function.

Does the entity hove an effective internal qudit function?

5.2.1 . TBCBE
Standards and internal audit charter
Does the internal audit function comply with the international
professional standards and the Code of Ethics issued by the Institute
of Internal Auditors (www.theila.org)?

Guidance

Regular and adeqguate feedback to management is required on the performance of the internal control systems, through
an internal audit function or equivalent systems monitoring function. In some countries, internat audit functions are
concerned only with the pre-audit of transactions, which is then considerad part of the internal cantrol activities.

5 MONITORING — questions/criteria

Entity
commants

Auditor
comments

5.2.2

Standards and Internal audit charter {ront'd)

Has the internal audit function adapted an internal audit charter which
is consistent with the Definition of Internal Auditing, the Code of Ethics
and the standards issued by the Institute of Internal Auditors?

Footnote: Aninternal audit charter is a formal docurnent that sets oyt
the internal audit activity's purpose, authority and responsibility. The
internal audit charter: (i) establishes the internal sudit activity's
pasition within the organisation, including the nature of the chief audit
gxecutive's functional reporting relationship with the board; (i)
authorises access to records, personngf and physical properties
relevant to the performance of engagements; and (i) determines the
scope of internal audit activities. Final approval of the internal audit
charter resides with the senior management of the entity ar an
oversight body (audit committee) where appropriate.

TBCBE

5.2.3

Independence

How does the internat audit function fit into the entity's organisational
structure?

524

Independence

Is the internal audit function independent i.e, does it have freedom
from conditions that threaten its ability to carry out internal audit
responsibilities in an unbiased manner?

TBCBE
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5.2 Independence (cont'd) TBCBE

Does the chief audit executive/head of the internal audit function have
direct and unrestricted access to senior management and the
aversight body as appropriate?

5.2.6 ) TBCRE
Objectives ond scope of work

What is the nature of the internal awdit function's responsihilities?

8527 TBCBE
Objectives and scope of work {cont'd]

What are the activities parformed, or to be performed, by the internal
audit function?

52.8 Objectives and scope of work TRCBE

Does the internal audit charter define the nature of the {assurance)
services provided to the entity?

Note: ‘Assurance services' involve the internal auditor's objective
assessment of evidence to provide an Independent apinion or
conclusions regarding an entity, operation, function, process, system
or other subject matter, The nature and scope of the assurance
engagement are determined by the International Standards for the
Professional Practice of Internal Auditing.

Entity Auditor

5. MONITORING - questions ferlteria comments comments
5249 TBCBE

Objectives ond scope of work

Does the internal audlt function prepare a risk assessment of the

activitias and/or organisational functions (e.g. departments, units)?

Note: Evidence of an effective internal audit (o systerns monitoring)

function would also Include 3 focus on high-risk areas.
52.10 TBCBE

Objectives and scope of work

Daoes the intarnal audit function draw up a multi-annual (usually three-

year) audit plan as well as annual gperational plans? How and by

whom are audit subjects selected and approved?
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52.11 TBCBE
Objectives and scope of wark (cont'd)
Do these plans incorporate an appropriate range of audit types
including compliance, financial audits, payroll audits, system including
infermation technology audits, forensic and performance audits?
5.2.12 TBCBE
Objectives and scope of work
Isthe internal sudit operational for all activities managed by the entity?
5213 TBCBE
Reporting
Are internal audit reports completed and issued to a fixed schedule
and are they distributed to senior management and an oversight bady
“l'or audit committee as appropriate¥ T T
&.2.14 TBRCBE
Reparting (cont'd)
Does the internal audit function present regutar {i.e, monthly,
cuarterly) progress reports to the management of the entity and an
aversight body/audit commitlee as appropriate?
5.2.15 TBECBE
Follow-up on internal audit findings and recommendations
Are findings and recommendations resulting from internal audit duly
addressed {to the entity's senior management and an oversight body/
audit cammittee as appropriate) and resolved?
52.16 TBCBE
Folfow-up on internal audit findings and recommendations
Does the entity's management respond promptly to internal audit
findings?
Entity Auditor
5. MONITORING — questions/critetla comments COMMents

L
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5.2.17 TBCBE
Foltow-up on internal audit findings and recommendations

Are internal audit recommendations implemeanted fully and timely?

Note: Evidence of an effective internal audit {or systems maonitoring)
function would also include action by management on internal audit
findings. This is of critical importance since lack of action an findings
comptetely undermines the rationale for the internal audit function.

8.3 Manogement's assertion regarding the effectiveness of the internol control system

Does the entity's management make an assertion regording the effectiveness of the internal control
system?

5.3.1 TBCBE

Does management include a repart regarding the effectiveness of its
internat control system {l.e. an internal contral report) in the entity's
annual financlal statements/annual report?

If yas, review the entity's internal control reports of the last 3 years
and the indepandent auditor's report on management's assertion
regarding the effectiveness of the internal control system.

if yes, which type of opinion {ungualified, qualified) did the external
auditors express on management's assertion regarding  the
effectiveness of its internal control system?

PILLAR 2 — ACCOUNTING

Auditor
KEY QUESTION {level 1} Lommeants

Does the entity use an accounting system that provides in all material respects accurate, complete
and reliable information in a timely manner, based on national and/or international accounting
standards and in line with the criteria set by the European Commission?

Guidance

Accounting policies are the spacific principles, bases, conventions, rules and practices applied by the entity In preparing
and presenting financlal statements. A reliable basis means that the entity applies accounting policles which are relevant
to the decislon-making needs of users, and reliable in that the financial statements:

— represent faithiully the entity's financial position, financial performance and cash flows;

- reflact the economic substance of transactions, other events and conditions, and not merely the legal form;
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Auditor
KEY QUESTION (levef 1) comments

— are heutral, i.e. free from hiag; -
are prudent; and
- are complete in all material respects,

Article 154 of the Financial Regulation

The Commission may accept that the accounting systems and the internal controf systems used by entities and persons
to be entrusted with budget implementation tasks on behalf of the Commission are providing equivalent levels of
protection of the finaneial interests of the Union and of reasonable assurance of achieving the management objectives.

PILLAR 2 = ACCOUNTING

Entity Auditor
1. ACCOUNTING SYSTEM AND POLICIES — questions/criteria commants comments

1. Accounting systern and policies

Key question (ievel 2): Does the entity use an adequate accounting system and does it have clear and
written accounting policies?

11
Poes the entity apply accounting policies which:

— are relevant to the decision-making rieeds of users and which
provide a reHable basis for preparing the entity's financial
statements?

— comply with the applicable national and/or international accounting
standards or accounting policies and rules prescribed by specitic
regulations or conventions?

1.2 TBCBE
Does the entity have a manual of accounting policies and procedures,

including detailed descriptions of accounting procedures for the
varinus types of financial and accounting transactions?
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13

Does the entity operate a double-entry bookkeeping/accounting
system?

Note: A ‘doubla-entry’ accounting system is a set of rules for recording
financtal information in a financial accounting system in which every
transaction or event changas at least two different nominal ledger
accounts,

TBCBE

1.4

Does the entity have a chart of accounts which properly reflects its
operations and activitias?

TBCBE

1.  ACCOUNTING SYSTEM AND POLICIES ~ questions/criteria

Entity
comments

Auditor
comments

e

Does the entity perforim regular bank reconciliations and cash book
reconciliations (where applicable)?

TBCBE

1.6

Does the entity perform cegular reconclliations and clearings of
suspense accounts and advances? Are separate (general ledger)
accounts kept for the accounting of advance and final payments for
differert projects?

Neate: reliable reporting of financial information requires constant
checking and verification of recording practices, This is an impartant
part of internat control and a foundation for good quality information
for management and for external reports. Timely and frequent
reconciliation of data from different sources is fundamental for data
rediability.

TBCBE

1.7

Does the accounting system allow the processing and reporting of
aceounting and financial information relating to specific projects,
activities, {trust} funds and financlal instruments, no matter whether
these are financed by the entity itseif and/or external sources {such as
the European Commission)?

TBCBE

1.8

Can the entity ensure an accounting trail for transactions {income and
expenditura) relating to specific projects, activities, {trust) funds and
financial instruments, no matter whether these are financed by the
entity itself and/or external sources (such as the EC)?

TRCBE

19

How are advance payments made to the entity by external
organisations (e.g. the EC) for funding of specific projects, activities,
{trust) funds and financial instruments accounted for in the entity's
accounting recards?

TBCBE

1.10

Does the entity have procedures for ‘clearing’ advances paid by it to
grant beneficiarias {e.g. are advances cleared on the basis of audit
teports on the use of funds submitted by grant benefictaries)?
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Entity Auditor

2. BUDGETING — questions/criteria camments comments
4. Budpeting
Key guestion (level 2): does the entity have a budget system and procedures which result in
transparent and reliable budgets for its operations and activities?
21 TRCEE

Arg budget procedures formalised (e.g. through a budget manual or

circulars)?

e [ Entity o Auditor
2. BUDGETING — guestions/ceiterta cornments comments
2.2 TBCBE

At which  intervals are budgets prepared
{(annual, half.yearly, quarteriy)?

2.3 Whao are the key actors invalved with the budget process? TBCBE

24 Whicth accounting and other data sources are used? TBCBE

25 TBCBE
Doers the entity have an appropriate budget classification system
{classification criteria could, for example, include: operational and
rapital expenditure, activity-based hudgets or functional, analytical
classification, classification by project/sub-project).

26 TBCBE
Do budgets provide a coharent and clear presentation of projected/
estimated costs in line with the entity's activities, operations and
projects?

2.7
Are budgets transparent and comprehensive and do they properly
reflect the operations of the entity?

2.8

Are assumptions used to prepare the budgets and to compute
projected and estimated expenditure plausible? Are cost allocation
keys, which are applied to compute budget cost data, based on logical,
consistent and plausible assumption and principles?

.
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29 TBCBE

Are budget data relevant and reliable so that they are of real use to the

management and/or other users?
2.10 How and by whom are budgets spproved? TBCBE
2.11 TBCBE

Can the accounting system produce comprehensive reports for actual

expenditure incurred in comparison to the initial budget?
2.12 TECBE

Are reports stating actual total expenditure compared to the ariginally

hudgeted total expenditure prepared ona regular basis {quarterly, half

vearly) and are they issued within a reasonable amount of time {1

month) after end of period?
213 TBCBE

Are differences between actual expenditure and the originally

budgeted expenditure examined and properly explained?
2.14 TBCRE

In cases where the composition of expenditure varies slgnificantly from

the original budget, are such variances properly approved?

Entity Auditor

2. BUDGETING - gquestions/criteria comments comments
2.15 TBCBE

Do reports on budget execution also account far expenditure made

from transfers to patts (e.g. offices in other locations} of the entity

which pperate in an avtonomous/independent way from the entity's

headquarters?

PILLAR 2 — ACCOUNTING
3 ACCOUNTING AND BUDGETING FOR SPECIFIC PROJECTS, ACTIVITIES, (TRUST) Entity Auditor
camments comments

FUNDS, FINANCIAL INSTRUMENTS AND BUDGETARY GUARANTEES - questions/criteria

The purpose of the gquestions in this section is to assess whether the entity's accounting systemn can produce reliable
and timely reports on the use made by the entity — and/or by grant beneficlarles — of funds for specific activities,
projects, (trust) funds and financial instruments (X}, The users of these reports are the entity's management and/or
external parties which have provided funding {such as the European Commission),

3.

Accounting and budgeting for projects, activities, (trust) funds and

financlal instruments

" f
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Key question {level 2): does the entity have accounting and budgeting procedures which allow
adequate and timely reporting to donors/fund providers (including the European € on the use of
funds provided by them for projects, activities, (trust) funds and financial instruments and capacity

and processes in place to produce financial statements (3)7?

Al

Does the entity have an accounting systermn and procedures which
allow the generation of relevant and reliable infarmation for preparing
reports (with financial and qualitative information) and financial
statements on  activities, projects, {trust) funds and financial
instruments financed by the EU or other donors?

TBCBE

3.2

Does the entity's accounting system allow the generation of financhal
reparts for specific activities, projects, {trust) funds and financial
instruments, or the generation of aguregate accounting data, which

statements?

TBCBE

can be directly used to compile financial reports and financial|

Guidance

An entity's information system typically includes the use of standard journal eatries that are required on a recurring basis
to record transactions. Examples might be journal entries to record salary costs in the general ladger.

An entity's financial reporting process also includes the use of non-standard journal entries to record non-recurring,
unusual transactions or adjustments, These may be necessary to account for cost items (including allocation of costs)
relating to a specific project which are not covered by standard accounting procedures and journal entries. In manual
general ledger systems, non-standard journal entries may be identified through inspection of ledgers, journals and
supporting documentation,

3 ACCOUNTING AND BURGETING FOR SPECIFIC PRQIECTS, ACTIVITIES, (TRUST) Entity Auditor
FUNDS, FINANCIAL INSTRUMENTS AND BUBGETARY GLIARANTEES — questions/celteria comments comments
2.3 TBCBE

To what extent does the entity need to make additional journal

entries, adjust entries and/or carry out other manual processing and

manipulation of financiat and cost data to prepare complete and

reliable reports?
3.4 TBCBE

To what extent does the entity use intermediate andfor (cost)

sllocation tables tracking the financial information presented in

project-specific Infarmation to the entity's general ledger accounts

and/or costing accounts?
3.5 TaCBE

To what extent does the entity make use of additional software {e.g,
spreadsheet applications Itke MS Excel) outside its regular accounting
software to produce financial reports?

Ly
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2.6 TBCBE
Obtain a sufficient understanding of how financial information (i.e.
expenditure) for projects is accounted for In the entity's accounting
system (i.e. key assumptions, allocation principles) and how this
informatlon has been extracted and included (automatically/manual
adjustments) in the financial reports,

3.7 TRACBE

Does the entity have a budgeting system and procedures which allow
generation of relevant and reliable information for preparing budgets
on activities, praojects, (trust) funds and financial instruments?

Note: in principle the same guestions apply as for the entity's general
budget procass,

(1) A reference to ‘financial instruments’ is deemed to #lso include budgetary guarantees,
{2)In accordance with Artlcle 209(4} of the FR.

PILLAR 3 - INDEPENDENT EXTERNAL AUDIT

KEY QUESTION {level 1}

Audltor
comments

1s the entity subject to an independent external audit, to be performed in all material respects in
accordance with internationally accepted auditing standards by an audit service functionally
independent of the entity and in accordance with the criteria set by the European Commission?

Guldance

A high-gquatity external audit is an essential requirement for creating transparency in the entity's use of resources,
Including funds provided by donors. Key elements of the quality of external audit are: the objectives and scope of the
audit, and adherence to appropriate auditing standards including independence of the external suditor 1.2, the audit

tnstitution.
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1,

REGULATORY FRAMEWORK -— questions/criteria

Entity
comments

Auditor
comments

Key question (level 2): does the entity have a clear regulatory framework for external audit?

L1

Is the entity subject ta an external audit performed by an independent
professional external audit firm (private sector) in accordance with
standards equivalent to international standards on auditing?

if ves, complete questions at 2.1 {Principles) and 3 (External audit
procedures),

TECHE

1.2

is the entity subject to an external audit performed by a national audit
Institution (public sector) in accordance with standards equivalent to
international standards on auditing? If yes, complete the gquestions in

If yes, complete questions at 2.2 (Principles) and 3 {External audit
procedures),

TBCBE

1.3

audit or oversight body which operates under a specific regulatory or
institutionalisad framework {ep external auditor of the UN) in
accordance with standards equivalent to international standards on
auditing? if yes, complete the questions in Section 4 below.

if yes, complete guestions at 2.3 {Principfes) and 3 (External audit
procedures),

TBCBE

PILLAR 3 -~ INDEPENDENT EXTERNAL AUDIT

2.

PRINCIPLES - questions/criteria

Entity
comments

Auditor
comments

2.1, The external audit is performed by an fndegendeni‘:gggfngﬁfongl gxternal oudit firm {private sector) in occordance
with stondards equivalent to international standards on cuditing.

Key question (fevel 2}: 15 the entity subject to an external aucdit which is:

- performed by a professional external audit firm which is independent from the entity and which complies with the
fundamental principles of professional ethics, which include: integrity, objectivity, professional competence and due
care, confidentiality and professional behaviour?

~ performed in accardance with auditing standards equivatent to International Standards on Auditing (15As’) issued
by the International Auditing and Assurance Standards Board (IAASB)?

211

is the audit performed by a professional external audit firm which is
a member of an established national accounting or auditing body?

Is the national accounting or auditing body 3 member of (FAC?
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2.

PRINCIPLES ~ questions/criteria

Entity
comments

Auditor
comments

2.1.2

Is the audit performed in accordance with the applicable national
standards on auditing and are these standards in compliance with
international Standards on Auditing ("15As"} issued by the international
Auditing and Assurance Standards Board (IAASB)?

Is the auditor who performs the audit governed by a code of ethics
which establishes the fundamental ethical principles for auditors with
regard to integrity, objectivity, independence, professional
competence and due care, confidentiality, professional behaviour and
technical standards?

Is this code of ethics compliant with the IFAC Code of Ethics for
Professional  Accountants Issued by HFAC'S International Ethics
Standards Board for Accountants (IESBA)?

2.1.4

2.2. The external gudit is performed by a natienal gudit institution (public sector) In occordanee with standards equivalent
to international standards on guditing.

Key question (level 2}: Is the entity subject to an external audit which is:

— performed by a national audit institution or a supreme audit institution (e.g. a national court of auditars or equivalent
bady) which is independent fram the entity and which complies with the fundamental principles of professional
ethics, which include: integrity, objectivity, professional competence and due care, confidentiality and professional

behaviour?

- performed in accordance with auditing standards equivalent ta principles, standards and guidance issued by the
international Organisation of Supreme Audit Institutions (INTOSAIY

221

I5 the audit performed by a national audit institutlon which is a mamber
of INTOSAI?

222

is the audit performed in accordance with the applicable national
standards on auditing and are these standards in compliance with
INTOSAl Standards?

2.2.3

15 the auditor who performs the audit governed by a Code of Ethics
which astablishes the fundamental ethical principles for auditors with
regard to integrity, objectivity, independence, professional
competence and due care, confidentiality, professional behaviour and
technical standards?

i3 this Code of Ethics compliant with the INTOSAI Code of Ethics (155A1
30) or equivalent?
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2.2.4

{s the fundamental principle of independence fully respected?

PILLAR 3 - INDEPENDENT EXTERNAL AUDIT

2.

PRINCIPLES -— quastions/criteria

Entity
COMMEnts

Auditor
comments

2.3, The external audit is pecformed by an external gudit or oversight body which operates under o specific requlatory or
institutionalised framework {e.q. external ouditor of the UN) and which js independent from the entity In accordance with
Standards equivalent to interngtional standards on auditing.

Key question (level 2): |5 the entity subject to an external audit which js:

- performed by an external audit or oversight body which is independent from the entity and which corplies with the
fundamental principles of professional ethics, which include: integrity, objectivity, professional competence and due
care, canfidentiafity and professional behavigur?

— performed in accordance with auditing standards equivalent to International $tandards on Auditing (15As’) or

INTOS5AI standards?

2341

Is the audit performed by an external audit or oversight body which
operates under a specific regulatory or institutionalised framework?
Obtain a brief description of this framewark,

2.3.2

{5 the audit performed in accordance with standards equivalent to the
international Standards on Auditing (‘15As") or INTOSAI standards?

233

Is the auditor who performs the audit governed by a Code of Ethics
which establishes the fundamental ethical principles for auditors with
regard to integrity, objectivity, independence, professional
competence and due care, confidentiality, professional behaviour and
technical standards?

I8 this Code of Ethics compliant with the principles of the IFAC Code of
Ethics for Professional Accountants issued by IFAC's International
Ethics Standards Board for Accountants (IESBA), the INTOSAI Code of
Ethics (IS5A1 30) or an egquivalent code of ethics?

234

15 the fundamental principle of independence fully respected?

PILLAR 3 — INDEPENDENT EXTERNAL ALUDIT

EXTERNAL AUDIT PROCEDURES - questions/criteria

Entity
comments

Auditor
comments

Key question (level 2): is the entity subject to sppropriate external audit procedures?
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2.1

What typels) of external audit apply to the entity (2.8, annwal audits
of the entity's financial staterents, compliance audits and other

audits)?

What are the objectives and scope of these audits? Do audits also
cover aspects of legality and regularity related to funding provided hy
the European Commission and/or other fund providers?

With what frequency are the audits performed?

To whom does the auditor Issue its report?

TBCBE

PILLAR 3 == (NDEPENDENT EXTERNAL AUDIT

3.

EXTERNAL ALUDIT PROCEDURES = fuestions/critecia

Entity
comments

Auditor
cotmmants

22

By which auditor{s) are these audit performed {see 1 — regulatory
framework)?

TBCBE

2.3

Within how many months of the end of the entity's flnanclal year Is an
atdit report on its financiat statemeants issued?

Which type of audit opinion was issued on the financial statements in
the last 3 years?

TeCEE

2.4

Are findings and recommendations resulting from external audits duly
addressed (to the entity's sedior managertent and an oversight body/
audit committee as appropriate) and resolved?

TBCBE

.5

Dioes the entity's management respond promptly to external audit
findings?

TBCBE

26

Are external audit recommendations implemented fully and in a timely
manner?

TBCBE

PILLAR 4 -~ GRANTS

KEY QUESTION {levei 1}

Auditor
commerits

Does the entity apply appropriate rules and procedures for providing financing from EU funds

through grants and in accordance with the criteria set by the European Commission?

Guidance

The entity may conclude grant contracts directly with grant beneficiaries (1) A grant is a financial contribution by way
of donation given to a specific beneficiary to finance activities carried out by the beneficiary or to finance the operation
{L.e. the operating costs) of the beneficlary.
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The entity should have procedures in place which ensure, {o a reasonable extent, that these grant beneficlaries meet
requirements for internal control, accounting and external audit. The principles of a grant system must be stated in a
well-defined and transparent legal and regulatory framework that clearly establishes appropriate policies, procedures,
accountability and controls. While the grant system operates within its own framework, it benefits from the overall
contral environment, including public access to information, internal controls operated by the entity, the entity's
accounting system and axternal audit,

The Commission may accept that grant rules and procedures are appropriate If the followlng conditions are met:

{a) they comply with the principles of proportionality, sound financial management, equal treatment and non-
discrimination;

{b) they ensure transparency, with adeguate publication of calls for proposals, direct award procedures being limited to
reasonable amounts or being duly justified;

PILLAR 4 — GRANTS

Auditor comments
KEY QUESTION {level 1)

{c) they prevent conflicts of interest throughout the entire grant award procedure.

(') The netion of ‘grant beneficiaries’ is to be understood In a broad sense, i.e. it may alse include partnar/hensl
the entity's implementing partners.

PILLAR 4 — GRANTS

Entity Auditor
1. LEGAL AND REGULATORY FRAMEWORK - questions/criteria commenty comments

Key question (level 2): Does the entity have a elear legal and regulatory framewaork for providing
grants?

1.1 TBCRE
What types of grants does the entity provide? Does the framework

properly define the term ‘grants’ and the forms of grants {eg.
maximum amount, percentage of total (eligible) cost of the action, use
of lump sum financing etc.)?

ni.
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1.2

For grants awarded following calls for propaosats, are there guidelines
for grant applicants and do these guldelines clearly describe
pracedires and rules from the application to the award of grants?

— Arg these guidelines published and easy accessible?

— Da the guidelines clearly describe key principles (see befow) and key
Issues such as eligibility rules, supporting docurnents reguired and
provide a description of the activities/action?

w Do the guidelines include documents such a5 grant application forms
and action budget templates?

— Are means of redress avatfable, easily accessible, transparent,
nondiscriminatory, efficient and effective? Are
beneficiarles/applicants informed about their rights throughout
the process?

TBCBE

1.3

Does the entity use standard templates for grant contracts?

Do the contract templates allow for actiens/activities 1o be clearly
defined?

Are all benefictaries identifled in contracts?

Do contracts specify at least the subject, the beneficlary/ies, the
duration, the maximum amount of funding, a budget for the gction or
work programme and the responsibilities of the beneficiary/ies?

TBCEE
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PILLAR 4 — GRANTS

1.

LEGAL AND REGULATORY FRAMEWDIRK — questions/criteria

Eatity
cormrments

Auditor
camments

1.4

Do contracts clearly set out the conditions, rules and eriteria that rmust
be respected?

Ifa grant is awarded to several entities, do the grant contracts clearly
se! out the obligations and responsibilities of the coordinator, if any,
and of the other beneficlaries, and the conditions for adding or
temoving a beneficiary?

Amendments to grant contracts must not involve any changes that
would influence the grant award decision or the equal treatment of
applicants, where relevant. Are these criteria respected?

Are there basic rules for eligible costs {e.p. actual costs incurred by
the grant beneficiary)?

TBCBE

PILLAR 4 — GRANTS

i

PRINCIPLES — questions/criteria

Entity
comments

Auditar
cormments

Key gqueastion {level 2); are the following principles integrated in the procedures, rulas and criteria of
the entity's grant award system: transparency, equal treatrent, eligibility criteria and avoiding
conflicts of intergst?

These principles must be integrated in the procedures, rules and criteria of the entity's grant award
system in accordance with the overarching principle of proportionality. Frinciples are not absolute
and a limited number of exceptions can be laid down provided that they are clearly stated, reasonable
and justified.

2.1

Transparency Are calls for proposals published widely and in an easily
accessible way? Do grant applicants have sufficient time to submit
proposals?

Equal treatment Are calls for proposals evaluated by an evaluation
committee which is impartial and which uses ¢lear and published
triteria? Are selections and awards performed on the sole basis of the
application? |s communication with grant applicants allowed in these
phases?

2.3.1

Eligibility criteria Does the grant award system provide eligibility
¢riteria which are transparent and non-discriminatory? Are eligibility
criteria published and easy accessible?

2,32

Eligibility eriteria Are there eligibility criteria for grant applicants (e.g.
legal and administrative status and rules on natfonality)?

r oy
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PILLAR 4 — GRANTS

233

Eligtbility criteria Are there eligibllity criteria for the actions to be
financed by the grants (e.g. types of activities, sectors ar themes and
peographical areas covered by the grant)?

Entity Auditor
2. PRINCIPLES — questions/eriteria comments comments
2.5
Avoiding double funding Does the grant award system include basic
fules which make it ciear that the same costs cannot be financed twice
for the same action?
2.6
Avolding_conflicts of Interest Does the grant award system include
pracedures and rules to prevent canflicts of interest throughout the
grant award process?
PILLAR 4 — GRANTS .
Entity Auditer
3. GRANTS PROCEDURES — questions/criteria comments comments

Key question {level 2): does the entity apply appropriate rutes and protedures for

providing grants?

3.1. publication of coll for proposals - Does the entity apply appropriate rules and procedures for the
publication of calls for proposals?

3.1.1

Are calls for proposals published i national/international media (e.g.
press, internet)?

TBCBE

3.1.2

Are relevant documents available and easy accessible (e, on
websites) for grant applicants? Relevant documents may include:
guidelines for applicants including important criteria such as eligibility
rufes for applicants, actions and expenditure, grant application forms,
grant agreement or contract templates and annexes,

TBCBE

3.1.3

Does the grant award system provide the possibility to award grants
without a call for proposals (L.e. direct award)? Are conditions for a
direct award procedure strictly defined and fimited to exceptional and
duly justified situations e.g. grants to beneficlary countries, crisis
situations, maonopoly situations or slmilar cases?

TRCBE

IATa]
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PHLAR 4 — GRANTS

314 TBCBE
Does the grant award system provide a support and information
function (e.g. are information sessions with potential applicants
organised, is there & contact point/helpdesk function, is there a FAQ
mechanism, handbooks)?

— s It possible for grant applicants to submit gquestions after
publication of the call for proposals and before the deadline for
submitting proposals?

= Are answers to questions of an applicant shared with other
applicants?

Entity
3. GRANTS PROCEDURES — questions/criterla comments

Auditor
comments

- 3.2 Submission of proposals = Does the entity ‘apply appropriate rules and pracedires for the| T

submission of proposals?

321 . , | TRCBE
Does the entity have procedures in place for the receipt, registration

and keeping of proposals made by grant applicants?

Does the entity use electronic/IT systems to register and process grant
applications? Are there measures and controls in place which ensure
integrity, availability and, where appropriate, confidentiality of
documents and the protection of personal data?

3.2.2 TBRCBE
Are deadlines for the submission of proposals communicated to grant

applicants?

3.3. Security and confidentiolity of propoesals - Does the entity apply rules and procedures which
guarantee the security and confidentiality of proposofs?

Daes the grant award system include rules which ensure security and TECBE

confidentiality of proposals submitted, in particular by:

— ensuring that measures are in place for the security and storage of
preposals (e.g. keeping a document register, numbering all
documents or having a central storage area for ail documents), as
well as for limiting access to documents; and

= considering electronic security issues and having documented
processes for electromic storage and communication (e.g.
proposals submitted electronically are safeguarded from access
before the closing time; the system has the capacity to reject late
proposals autormnatically).
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PILLAR 4 -~ GRANTS

3.4,

rules and procedures for the receipt, registration and opening of the proposals?

Receipt, registration and opening of the proposals - Does the entity apply oppropriate

341

Does the grant award system lay down procedures for the opening of| TBCBE

the proposals, in particular by:

— having an evaluation committee open ard authenticate proposals as
so0n as possible after the dasignated time;

— specifying criterla for the nomination of the members of the
committes;

= parforming the opening of proposals in a context where basic
information on the proposals is disclosed and recorded in official
minutes;

— specifying elear policy-defining clreumstances under which
proposats would be invalidated (e.g. proposals received after the
clasing time are Invalidated unless this was due to an error by the
grant awarding entity; criteria for the eligibility of tenderers);

3.

GRANTS PROCEDURES — questions/eriteria

Enitity
comiments

Auditor
camments

- @nsuring that any clarification of submitted proposals does not
result in substantive alterations after the deadiing for submission;
and

- gpsuring that a clear and formal report of all the propasals received
is produced before passing them to the officers responsible for
their evaiyation.

the selection and evaluation of grant proposals?

wn £y
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— Are officials in charge of the evaluation not in a conflict of interest

kvaluation officers/committee (for evoluation committee guidance see
procurernent)

— Are selection and evaluation procedures performed by more than
one avaluating official or preferably a committea?

~ Are criteria for the nomination of the evaluation committee
specified? Depending on the value of the proposals and the level
of risk, the committee could include not only officials from
different departments with no hierarchical links but also possibly
axternal experts.

— Are the role, function, composition and operating rules of the
evaluation committees described? Are the responsibilities of the
hon-vating chairpersan and the voting members of the committes
cleatly described?

— Are there procedures for the keeping of and access to (confidential)
proposal documants?

situation {e.g. through mandatory disclosure) and are they bound
by confidentiality requirements? In the case of an evaluation
tommittee, integrity and professional considerations must be
taken inte account when selecting mambers,

— Are all relevant aspects of the evaluation included in a written report
signed by the evaluation officers/committee?

TBCBE

3.5.2

Administrative and formal checks

Are proposals made subject to administrative and formal checks by the
evaluation comimittee or by other staff, in which case the results of
thelr work need to be reviewed by the committee?

Do these checks focus on a full and correct completion of the grant
application form and the submission of all required supporting
documents?

Can these checks result in the rejection of an application, which means
that a proposal is not considered for further evaluation?

Is it possible for applicants to provide, within a set deadline, missing
information or supporting documents or {0 provide clarification?

TBCBE

3.

GRANTS PROCEDURES — questions/criteria

Entity
comments

Auditor
comments

Y
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PILLAR 4 -~ GRANTS

3.53

Eligibility

Are proposals made subject to eligibility checks by the evaluation
committee or by other staff, in which case the results of their work
need to be reviewead by the committee?

Are these checks performed on the basis of a checklist with eligibility
criteria?

Note: these criteria may Include eligibility criteria for grant applicants
(e.g. legal and administrative status, rules on nationality and grounds
for exclusion) and eligibility criteria for the actlons to be financed by
the grants {e.g. types of activities, sectors or themes and geographical
areas coverad hy the grant).

Do these checks involve a review of ragquired supporting documents?

Can these checks result in the rejection of an application, which means
that a proposal is not considered for further evaluation?

TBCBE

3.54

Financial and operational capocity

Are proposals made sublect to checks of financial and operational
capacity by the avaluation committee or by other staff, in which case
the results of their work need to be reviewed by the committee?

Are these checks performed on the basis of a checklist with criterta?

Does the grant award system provide clear, objective and non-
discriminatory criteria for assessing that applicants have sufficlent
financial and operational capacity?

Are these criteria specified and notified in the call for proposats?

Note: ‘Financial capacity’ refers to the availability of stable and
sufficient sources of financing to ensure operating performance
throughout the action period. ‘Operational capacity’ refers to avallable
professional competence, skills, gualifications and experience fo
complete the proposad action. Assessments can be made on the basis
of the supporting documents to the proposal, such as financial
statements and audit reports, and proof of actions completed by the
applicant,

Can these checks result in the rejection of an application, which means
that a praposal is not considered for further evaluation?

TBCBE

rf.
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Entity Auditor

3.  GRANTS PROCEDURES ~ questions/criteria COmMmMEents tommernts
3.55 TBCRE

Design and content of the action

Does the grant award system provide clear procedures, rules and

eriteria for the evaluation of proposals agalnst set objectives? Key

issues may include: design of the action, priorities, type of activities,

quality aspects, expected impact, sustainability, efficiency and

effectivenass, visibility.

Is use being made of an evaluation grid which sets oyt all relevant

evaluation criterfa? Do evaluation grids inchrde a scoring of the key

aspects of the evaluation?
3.5.6 TBCBE

Conclusions of the evaluation committee

Does the evaluation committee draw up and sign an evaluation report
of all proposals ranked by scores attributed to the praposals? Are
completed evaluation grids attached tw this report?

Do these reports pravide clear conclusions as to successful and
unsuccessful applicants?

Awarding of grants — Does the entity apply appropriate rules and procedures for the award of

3.6.
grants?
3.6.1 TBCRE
Is the decision to award a grant taken at an appropriate level {e.g.
proposal made by the avaluation committee and formal decision
taken by the entity's senior management)?
3.6.2 TRCBE

Do grant decisions have an appropriate form {are decision termplates
available)?

Do grant decisions specify: the total amount of funding: details of the
grant beneficiary; the title/description of the action/activity; where
relevant, the reasons for the award, particularly if these are not in line
with the opinion of the evaluation cotnmittee; the names of rejectad
applicants and the reasons for rejection.
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PILLAR 4 — GRANTS

3.63 Are specific decisions taken with regard to unsuccessful applicattons? | TRCBE
Entity Auditor
3. GRANTS PROCEDURES — guestions/criterla comments comments

3.7. Notification and post-gward publication — Does the entity apply appropriate rules and procedures

far the notification and publication of the grant awards?

371

Notification of grant award to applicants

Are successful applicants notified in writing about the grant award and
relevant details (e.g. at least the amount of funding) soon after the
award decislon has been taken?

Are unsuccessful applicants notifled In writing about the grant award
soon after the award decision has been taken and are the reasons for
rejecting their application provided?

TBCBE

318

grant contracts?

Grant controcts — Does the entity upply appropriate rufes ond procedures for concluding

3.8.1 TBCBE
Doas the entity conclude grant contracts with applicants/beneficlaries
suon after the award decision has been taken?

3.8.2 Bo prant contracts include conditions and rules for the payment of TBCeR
grants such as supporting documants,
suspension/termination/reduction  of  grams  in  case  of
poor/partial/late implementation? Do beneficiaries have the
apportunity to make observations on these matters?

383 TBCHE

boss the entity have procedures in place to verify that costs declared
by beneficiaries in their payment requests (e.g. a declaration in the
form of a finsncial report) are real, accurate, propetly recorded and
eligible in accordance with the conditions of the grant contract?

Al 9
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PILLAR 4 — GRANTS

Entity Auditor
3. GRANTS PROCEDURES — questim‘lslcriteria comments commarits
386 . . .
Does the entity have procedures in place which ensure, to a
reasonable extent, that grant beneficiaries meet the (contractual)
requiremants for internal control, accounting and external audit?
184 TBCBE
Does the entity have in place:
— procedures to suspend/terminate the implementation of a grant or
grant payments, or the participation of a beneficiary in the svent
that irregularities or fraud or breach of contractual conditions have
oecurred?
= appropriate rules and procedures to recover funds unduly paid,
including where appropriate by bringing legal proceedings and by
- - endeavouring to assign claims against its grant beneficlaries tothed -
contracting authority or the European Cornmission?
385 TBCBE
Do grant contracts set out requirements for internal control,
accaunting (inctuding financial reporting) and external audit?
PHLAR & = PROCUREMENT
Auditor
KEY QUESTION (fevel 1) comments
Does the entity apply appropriate rules and procedures in all material respects for providing
financing from EU funds through procurement and in accordance with the criteria set by the
European Cammission?

Guidance

The principles of a procuretnent system need to be stated in a well-defined and transparent legal and regulatory
framework that clearly establishes appropriate policies, procedures, accountability and controls. One of the key
principles established by this legal framework is the use of transparency and competition as a means to obtain fair and
reasonable prices and overall value for money. While the procurement system operates within its own framewaork, It
benefits from the overall control environment, including public access to information, internal controls operated by the
entity, the entity's accounting system ane external audit,

Principles In Article 154 of the Financial Regulation

Entity Auditor
1. LEGAL AND REGULATORY FRAMEWORK — questions/criteria camments comments
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Key guestion {level 2): Does the entity have a clear legal and regulatory framework for
procurement?

The Commission may accept that procurement rules and procedures are appropriate if the following conditions are met:

(a} thay comply with the principle of broad competition of tenderers to obtain the best value for maney and negotiated
procedures are limited to reasonable ameunts or are duly justified;

(b} they ensure transparency with adequate ex ante publication, in particular of calls for tenders, and adequate ex past
publication of contractors;

() they ensure equal treatment, proportionality and non-discrimination;
{d) they prevent conflicts of interest throughout the entire procurement procedure;

(e} they apply appropriate reviaw procedures, rules for recovering funds unduly paid and rules for excluding fram access
to funding (grounds for exclusion to be assessad under the exclusion piltar),

The pational law of Member States  of third  countries transposing
Diractive 2014/24/El {repealing Directive 2004/18/EC) shauld be considered equivatent to the rules
applied by the Institutions in accordance with the Financial Regulation.

PHLAR 5 ~ PROCUREMENT
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Entity Auditor
1. LEGA| AND REGULATORY FRAMEWORK — questiuns/criterla comments camments
1.1 TBCBE
Is the legal and regulatory framework organised hierarchically and is
precedence clearly established?
i3 TBCBE
ts it freely and easily accessible to the public through appropriate
means?
1.3 Does it apply to all procurement undertaken? TBCRE
14 TBCBE
What types of procurement {e.g. works, services and supplies) are
| regulated by this framework? o
" PILLAR 5 =~ PROCUREMENT
Entity Auditor
2. PRINCIPLES - quastions/criteria comments comments

Key question (level 2): are the following principles integrated in the procedures, rutes and criteria of
the entity's procurement system: transparency, equal treatment, public access to procuramant
information, avaiding conflicts of interest and using competitive tendering procedures and best value
for money?

These principfes must be integrated in the procedures, rules and criterig of the entity's procurement
system In accordance with the overarching principle of proportionality. Principles are not absolute
and a limited number of exceptions could be allowed provided that such exceptions are clearily stated,
reasonable and justificd,

21
Transparency, Does the procurement system provide an adeguate
degree of transparency in the entire procurement cycle {i.e. invitation
to tender, cvaluation, award and dispute resolution) in ordar to
promote fair and eguitable treatrment for bidders, i.e. potential
suppliers and contractors?

2.21 THCBE
Equal treatment. Does the procurement system stipulate proceduras
which ensure that all eligible bidders have equal opportunity to
compete and which ensure pon-discrimination?

"

[l
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222

Equal treatment. Does the procurement system contain provisions for
aqual access for all potential candidates? This includes for axample:
absence of restriction to certain candidates, publication and
advertislng  measures  which  ensure the broadest possible
participation, provisions which ensure that tender specifications do
not contain unjustified obstacies to access for candidates {technically,
administratively {e.g. selection, exclusion and award criteria) and with
respect to timing and deadlines).

TBCRE

2.

PERINCIPLES — questions/criteria

Entity
comments

Auditor
comments

2.2.3

Equal treatment. Does the procurement system stipulate avoiding
unnecessary restrictions on the slze, composition or nature of bidders?

TBCBE

224

Equal treatment. Uoes it contain rules for keeping bidding costs low
{for example by: not changing bid forms unnecessarily, not requiring
information that is of little use, allowing adequate time for bids to be
prepared and using electronic bidding systems, if possible).

TBCBE

2.2.5

Equal treatment. Are there measures to design tenders in a way which
avoids bld rigging? For example: for keeping the identity of bidders
undisclosed by using numbers, rather than names, to identify them
and for encouraging participation by many bidders.

Guidance: bid rigging occurs when Bldders agree among themselves to
eliminate competition in the procurement process, thereby denying

the public a fair price.

TBCBE

e



6.6.2019

PILLAR 5 — PROCUREMENT

Publication of orocurement information. Does the procurement
systemn provide for public access to all relevant procurement

information, e.g. procurement plans, hidding opportunities, contract
awards and information on resolution of procurement complaints?

Guidance

Public dissemination of information through appropriste means (e.g.
government or agency level wehsites, procurement journals, national
or regional newspapers or on demand from procurement bodies) on
procurement processes and its outcomes are key elements of
transparency. Ta generate timely and reliable data, a good information
system will capture data on precurement transactions and be secure.

TBCBE

2.4

Avoiding conflicts of intersst. Does the procurement system include

procedures and rules to prevent conflicts of interest throughout the
procurement procedures?

251

Use of competitive tendering procedures and best value for money.
Does the procurement system provide for competitive tendering

pracedures which allow the desired gquality of services, supplies or
works to be obtained at the best possible price?

TBCBE

2. PRINCIPLES — questions/criteria

Entity
comments

Auditor
commaents

2,52

Use of comnpetitive tendering procedures and best value for money.
Does the procurement system clearly define the different
procurement proceduras which can be used and how this is to ba
justified? Elements to consider:

-~ the nature of the pracurement: services {e.g. technical assistance
and studies), supplies {e.g. equipment and materials) and works
{e.g. Infrastructure and other engineering works);

~ the type of the procurement procedure: open and restricted,
restricted, competitive negotiated procedure, ete.;

— the value of the procurement and threshalds for different contracts,
g.g. services, supplies and works,

rf
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253 . TBCBE
Use of competitive tendering procedures and bast value for mongy,

Which of the foliowing types of procurement procedures are provided
for by the procurement system: open (international or local),
restricted procedure, framework contracts, dynamlc purchasing
system, competitive dialogue, negotiated procedure (the use of the
negotiated procedure shauld be limited to reasenable amounts or be
duly justified) and single tender procedure, etc.?

254
Use of competitive tendering procedures and best valug for money,

Are these procedures designed in a way that allows falr and
transparent competition?

PILLAR & — PROCUREMENT

Guidance on the types of procurament procedures

Open procedure

tn ‘oper’ calls for tander (internationat or local), all businesses and other types of economic operator may submit a
tender, The contract is given maximum publicity by publishing a notice in national or international newspapers and in
any other appropriate media. Any natural or legal person wishing to tender may ask to recelve the tender dossier (which
may have to be pald for), in accordance with the procedures specified in the contract notice, The tenders are examined.
The etigibility and the financlal, ecanomic, technical and professional capacity of the tenderers are checked to arrive at
a selection. The tenders are compared and the contract Is awarded. Mo negotiation is allowed.

Restricted procedure

In ‘restricted’ calls for tender, all busingsses and other types of economic operator rmay ask to submit a tender but anly
those who satisfy the selection criteria may be invited to do so. The selection criteria and the tasks to be undertaken are
described in the published contract notice. A long list’ of all the candidates replying to the notice is cut down to a shortlist
of the best qualified, an the basis of their replies. The cantract is given maximum publicity by publishing & notice in
national or international newspapers and in any other appropriate media. Tender dossiers are sent to the shorthisted
randidates. Once tenders have been analysed, they are compared and the successful tenderer is chosen. No negotiation
is allowed.

Guidance on the types of procureament procedures

Framewaork controcts

A framewark contract is an agreement between one or more contracting authorities and one or more economic
operatars. It aims to establish the terms governing specific contracts which may be awarded during a given period,
particularly the duration, subject, price, maximum value, implementation rules and the quantities envisaged. Framework
contracts with several economic operators are called ‘multiple’ framewark contracts. These take the form of separate
contracts but they are all concluded in identical terms. The specifications must state both the minimum and the
maximum number of operators with which the contracting authority intends to conclude contracts, The duration of such
contracts may not exceed a certain number of years (e.g. 4), save for in exceptional cases justified in particular by the
subject of the framework contract. Contracting authorities may not reake undue use of framework contracts or use them
in such @ way that the purpose or effect is to prevent, restrict or distort competition. Specific contracts based on
framework contracts are awarded under the terms of the framewaork contract and must obey the principles of
transparency, proportionality, equal trestment, non-discrimination and fair competition.
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Dynamic purchasing system

A dynamic purchasing system is a completely electronic process for making common purchases for a limited period. It is
open to any business or gther economic operator who meets the selection criteria and has submitted a technically
compliant indicative tender. No specific threshold applies. For each individual contract, the contracting authority
publishes a contract notice and invites all contractors admitted to the system to bid. The contract is awarded to the most
economically advantageous tender (i.e. the sole award criterion is the best value for maney),

Competitive dialogue

in the case of particularly complex cantracts, where the contracting authority considers that neither direct use of the
open procedure nor the arrangemants govarning the restricted procedure will result in the hest value for moneay, it may
use the competitive dislogue. A contract may be considered as ‘particularly complex’ if the contracting authority is
objectively unable either to specify the technical means of satisfying its needs or nhjectives or to specify the legal or
financial makeup of the project. No specific threshold applies, Contracting authorities must publish a contract notice
setting out or attaching their neads and requirements. They must open a dislogue with the candidates, satlsfying the
selaction criteria in the contract notice. The dislogue may cover all aspects of the tender. However, it is conducted
separately with each candidate on tha basis of their proposed solutions and ideas. The contracting authority must ensure

© equal treatment of tenderers and kaedp the tenders confidential it'is theréfore not allowead to pick the best solufions

from different tenderers. The minimum number of candidates invited to tender is thrae, If fawer than three candidates
meet the selection criteria, the contracting authority may continue the procedure with the ang or two whe do meet the
criterta. The contracting authority rmay not make up the number with other economic operators who did hot take part
in the procedure or candidates who do not meet the selection criteria. During the dialogue, contracting authorities must
treat all tenderers equally and ensure that the solutions proposed ar other information received in the dialogue is kept
confidential unkuss the candidate agrees to disclosure, The contracting authority must prepare a report justifying the
manner in which dialogue was conducted.

After informing the participants that the dialogue has been condluded, contracting authorities must ask them to submit
their final tenders on the basis of the solutions presented and specifiad during the dialogue. The tenders must contain
all the information required and necessary for the performance of the project. At the request of the contracting
authority, these tenders may be clarified, specified and fine-tuned, provided that this does not have the effect of
changing basic aspects of the tender or of the invitation to tender, as variations could distort competition or have a
discriminatory effect. At the request of the contracting autharity, the tenderer offering bast value for money may be
asked to clarify aspects of the tender or confirm commitments contaired in the tender provided this does not have the
effact of amending substantial aspects of the tender or of the call for tenders and does not risk distorting competition
oF causing discrirnination,

The contracting authorities rmay specify prices or payments to the participants in the dialogue. The contract is awarded
ta the technically complant tender which is the most economically advantageous {i.e. the sole criterion is the best value
for money). The standard templates must be adapted as required.

Guidance on the types of procurement procedures

Negotiated procedure/single tender procedure

A contract may be awarded directly {using the 'single tender procedure’ or ‘negotiated procedure’) in defined
circumstances (e.g. in cases where the contract to be concluded does not exceed a cartain value or where exceptional
circumstances justify a direct award). [n the case of a negotiated procedure, an evaluation committee must be nominated
to proceed with the negotiation, in all cases, the cuntracting authority must draft a report explaining how participant(s)
in the negotiations were selected and the price set, and the grounds for the award decision. The contracting authority
should epsure that basic principles retating to procurement procedures such as checking compliance with eligibility rules
{nationality rules}, selection and exclusion criteria are duly appfied.

Note:in accordance with Annex |, Section 2, 11-12 of the Financial Regulation the use of the negotiated procedure should
be limited to reasonable amounts or be duly justified,

.
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3.

PROCUREMENT PROCEDURES — guestions/criteria

Entity
comments

Auditor
camments

Key question {level 2): does the entity 2pply appropriate rules and procedures for
procurement?

3.1, Invitation to tender. Are there appropriute rules and procedures for the invitation to tender and

for edch type of procurement (2.g. open, restricted and negotiated procedures)?

3.1l

Does the procurement system ensure a sufficient level of transparency
In the procurement opportunity?

— For open tendering, is the information on the procurement made
publicly available, including related evaluation criteria; and

w for restricted/selective and negotiated/limited methods i3
information published on how to qualify in a readily available
medium within a timeframe and in a8 manner that would
reasonably allow eligible suppliers to apply?

3.1.2

Does the procurement system set out rules for the publication of a
tender notice which include!

- information on the nature of the product or service to be procured,
specifications, quantity, timeframe for delivery, realistic closing
dates and times, where to obtain documentation and where to
submit tenders;

— aclear and complete description of selection and award criteria that
is non-discriminatory and cannot be altered afterwards;

TRCBE

3

PROCLREMENT PROCEDURES — questions/eriterta

Entity
comments

Auditor
comments
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~- details on the management of the contract and the plan and
method for payment and possibly the guarantees when required;
and

— details of the contact point for enquiries?

313 TBCBE
Does the procurement system provide rules to communicate to

potentisl suppliers in the same timeframe and In the same manner, in
particular by:

= encouraging information exchange on a formal basis {e.g. contact
points for enquiries, information sessions, anline tnodule to
obsetve clarification meetings, online pasting of questions and
answers);

- ensuring that questions for clarification are promptly respoanded to
and that this information is transimitted to all interested parties:

— communicating changes immediately, preferably via the same
channel originaily used; and

— publishing information, preferably online, to allow for external
monitoring and public scrutiny?

3.2 Selecion and evalygtion procedures and oward of contracts,

Does  thety apply appropriate rules and procedures for evaluation and award?
enti

Are there ru'es which ensure thot the evaluation process is performed properly and confidentially and

s not
blased?
Does  the
enti ty apply appropriate criteria for evaluation?
Are  therexr criterio for selecting the tender that is the best value for money, e.g. lowest price,
cle wice/quality
ratio or?
other

3.2.1.  Se :urity and confidentiality of information
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3211

Does the procurement system include rules which ensure the security
and confidentlality of information submitted, In particular by:

— grsUring that measures are in place for the security and storage of
tendering docements (eg. keeping a document register,
numbering alt documents or having a central storage area for all
documents), as well as for limiting access to documents; and

— considering electronic security Issues and having documented
processes for electronic storage and communication {e.g. tenders
submitted electronically are safeguarded from access before the
closing time and the system has the capacity to reject late tenders
automaticaliy)?

TRCHE

ER PROCUREMENT PROCEDURES — questions/criteria

Entity
comments

Auditor
comments

3.2.2,

Pracedures for the apening of the tender

3.221

Does the procurement system define a clear procedure for the apening
of the tender, in particular by:

- having a team (or evaluation committee) open, authenticate and
duplicate sealed tenders as soon as possible after the designated
time, immediately followed by public opening, if possible;

— specifying criteria for the normination of the members of this team;

-~ performing the opening of tenders, preferably before a pubfic
audience whaere basic information on the tenders is disclosed and

recorded in official minutes;

— specifying policy-defining circumstances under which tenders
weould be invalidated (e.g. tenders received after the closing time
are invalidated unless it is due to a procuring agency error) and
efigibility criteria for tenderers;

= ghsuring that any clarification of submitted tenders does not result
in substantive alterations after the deadline for submission; and

- ansufing that a clear and formal report of alf the tenders received is
produced (including their date and time of arrival, as well as the
comments received from tenderers} bafore passing them to the
officers responsible for their evaluation?

TBCRE

3.2.3.

Selection and shortlisting criteria

i
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1231

Does the procurement system provide clear, objective and non-
discriminatory criteria for:

- assessing that tenderers have sufficient financial, economic,
technical and professional capacity; and

— selecting and shortlisting candidates and tenderers who meet these
criterfa?

3.23.2

Are these selection criteria specified and notified in the contract
notices?

TECBE

3.2.33

Does the pracurement system provide clear and objective criteria for
assessing the economic and financial capacity of tenderers?

revenue/operating income data for the last 3 years, staff employed for
the last 3 years.

TBCBE

3.

PROCUREMENT PROCEDURES - questions/criterla

Entity
comments

Auditar
comments

3.2.34

Does the procurement system pravide clear and objective criteria for
assessing the technical and profassional capacity of tenderers?

Examples of criteria: services provided, supplies delivered and works
carried out in the past 2 years, samples, descriptions, photos,
specifications of products and/or equipment delivered.

TBCBE

324,

Ev alygtion and award criterio

3241

Does the procurement system provide clear, objective and non-
discriminatory criteria for a detalled evaluation of the technical and
financial aspects of the tenders?

TBCBE

3242

Are there clear and objective criteria and rutes for determining the
results of the evaluation (g.g. quoting of key criteria for each candidate
ot tenderer)?

TBCBE

Examples of criteria: balance sheet data for the last 3 years, turnaver/{ |

if,
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3243

Are contracts awarded on the basis of clear and notified award
criteria? Are contracts awarded to the tendar which guotes the lowest
price or under the best-valye-for-money procedure (i.e. the most
econpmically advantageous tender)?

TRCRE

3.2.5.

Ev aluation officers/committee

3251

Are evaluations undertaken with more than one evaluating official or
preferably by a committee?

TBCRE

3.2.5.2

Are criteria for the nomination of the evaluation committee specified?
Depending on the value of the procurement and the level of risk, the
committee could include nat only officials from differant departments
but also possibly external experts.

TRCRE

3,253

Are the role, function, composition and operating rules of the
evaluation committees described? Are the responsibilities of the non-
voting chairperson and the voting members of the committee clearly
described? Is there a secretary to the committee responsible for
carrying out =it administrative tasks connected with the evaluation
procedura?

TBCBE

3254

Are there appropriate proceduras for the keeping of and access to
{confidential!) tender and proposal documents?

TBCRE

3. PROCUREMENT PROCEDURES — guostions/criteria

Emtity
camments

Auditor
comments

3255

Are officials in charge of the evaluation not in a conflict of interest
situation (e.g. through mandatory disclosure} and are they boundg by
confidentiality requirements? in the case of an evaluation commlttee,
integrity and professional considerations must be taken into account
in the sefection of members and Involve a member that |s external to
the procurement team when possible.

TBCBE

3.2.5.6

Are all relevant aspects of the evaluation included in a written report
signed by the evaluation officers/committee?

TBCBE

PILLAR 5 — FROCUREMENT

Guidance relating to evaluation committees

A
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Appain tment and cornpasition

Tenders should be opened and evaluated by evaluation officers or an evaluation committee farmally appointed by the
contracting authority comprising & non-voting chairperson, a non-voting secretary and an odd number of voting
members. The evaluators must be provided with detailed infarmation on the planned timetable and the workload
involved for an evaluator. Evaluators must be available during the scheduled evaluation period. Replacerant evaluators
should be appointed for each procedure to prevent delays in cases of unavallability. Voting members must have a
reasonable command of the language in which the tenders are submitted, Voting members must have the technical and
administrative ability to give an informed opinion on the tenders. The identity of the evaluators should be kept
confidential.

Impartiality and confidentiality

Members of the avaluation committee must sigh a declaration of impartiality and confidentiality. Any member who has
or might have an actual or potential conflict of interest with any tenderer or applicant must declare it and immediately
withdraw from the evaluation committee,

During the procurement procedure, all contacts between the contracting authority and candidates, applicants or
tenderers must be under conditions ensuring transparency and equal treatment. No Information about the examination,
tlarification, or evaluation of tenders, or proposals, or decisions about the award of a contract, may be disclosed before
the approval of the evaluation report by the contracting autharity, Any attempt by a tenderer, candidate or applicant to

- influence the process in any way (whether by making contact with members of the evaluation committee or otherwise)

may result In the immediate exclusion of Its tender or proposal from further consideration.

Apart from the tender opening session, the proceedings of the evaluation committee are confidential, To keep the
proceedings confidential, attendance at evaluation committee meetings Is strictly limited to the members of the
tommittee appointed.

Apart from the copies given to the evaluators, the tenders or proposals must not leave the room/building in which the
committee meetings take place before the conclusion of the work of the evaluation committee. They must be kept in a
safe place when not in use.

Responsikilities of evaluation committee members

The chairperson is responsible for coordinating the evaluation process and for ensuring its impartiality and
transparency. The vating mermbers of the evaluation committee have collective responsibility for decisions taken by
the committes,

The secretary to the committee is responsible for carrying out all administrative tasks connected with the evaluation
procedure, These include, among others, keeping minutes of evaluation committee meetings, keeping relevant records
and documents and drawing up evaluation reports. Any requast for clarification requiring communication with the
tenderers or applicants during the evaluation process must be conducted in writing,.

Guidanee relating to evaluation committees

Timetable

The evaluation committee must be formed early enough to ensure that members are available to prepare and conduct
the evaluation process. The tenders must be evaluated in time to allow the procedure to be completed within the validity
period of the tenders. It Is very important that all tenderers, whether successful or unsuccessful, receive information
without delay.

Dnee the evaluation has been completed, the contracting authority should promptly take the award decision by
approving the evaluation reports,

Period of validity

Tenderers are bound by their tenders for the period specified in the letter of invitation to tender and/or in the tender
dassier. This period must be sufficlent to allow the contracting authority to examine tenders, approve the contract award
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proposal, notify the successful and unsuccessful tenderers and conclude the contract. The period of validity of tenders
should be fixed at an appropriate number of calendar days (e.g. 90 days) from the deadline for the submission of tenders.

PILLAR 5 -~ PROCUREMENT

Entity Auditor
3. PROCUREMENT PROCEDURES {cont'd} — questions/eriteria comments comments

3.2.6.  Award of contracts

3.26.1 Daes the procurement system provide rules for informing tenderers as TBCBE

well as the wider public on the sutcome of the tendering process by:

~— notifying successful and unsuccessful tenderers of the outcome of
their tenders, as well as when and where the contract award
information s published

- cansideting the possibility of publishing the grounds for the award,
including the consideration given to gualitative tender elements.
Do not disclose commercially-sensitive information about the
winning tender or about other tenders, which could favour
collusion in future pracuremeants; and

- allowing the mandatory standstilt pertod, where one exists, before
the beglnning of the contract?

3.2.6.2 Does the procurement system provide rules which give the possibllity TBCBE

of debriefing 1o suppliers on request by:

— withholding confidential information (e.g. trade secrets or pricing);

= highlighting the strengths and weaknesses of the unsuccessful
tender;

~ for debriefings in writing, ensuring that the written report is
approved befarehand by & sentor procurement officlal; and

- arganising oral debriefings, provided that discussions are carried
outin a structured manner so that they do not disclose confidentlal
information, and that they are properly recorded?
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Entity Auditor
3. PROCUREMENT PROCEDURES {¢cont'd) — questions/criteria comments COMmments

3.3, Complgints system

Does the procurement system provide for an independent, transparent, non-discriminotory, efficient and effective
administrative procurement review process for handling procurement complaints by participents not only before but also
ofter the award and prior to contract signoture?

The prompt resolution of complaints is necessary to enable contract awards to be reversed if necessary and limit remedies
tied to profit loss and costs associoted with bid or proposal preparation after contract signatures. A good process olso
includes the ability to refer the resolution of the complaints to an independent higher authority for appeals.

3.3.1 Does the procurement system provide information on how to lodge | TBCBE
2 complaint related to the procurement process? Are complaints
reviewed by a function or body which:

= is comprised of experienced professionals, familiar with the legal
framework for procurement, and includes members from the pri-
vate sector, civil society and government;,

= is not involved in any capacity in procurement transactions or in
the process leading to contract award decisions;

— does not charge fees that prohibit access by concerned parties;

- follows pracesses for submission and resolution of complaints that
are clearly defined and publicly available;

-~ exercisas the authority to suspend the procurement process;

— issues decisions within the timeframe specified in the rules/regula-
tions; and

— lssues decisions that are hinding on all parties (without precluding
suhsequent access to an external higher authority)?

PILLAR 6 — FINANCIAL INSTRUMENTS (*

Entity Auditor
KEY QUESTION {levei 1) comments cOmments

Does the entity apply appropriate rules and procedures in all material respects for
providing financing from £U funds/budgetary guarantees through financial
instruments and in accordance with the criteria set by the European Union?

Guidance

A financial instrurnent may take the form of equity or quasi-equity investments, loans or guarantees or other risksharing
instruments and it may be combined with other forms of financial support.

Einanciol Requlation applicable to the general budget of the European Union,
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Entity Auditar
KEY QUESTION {level 1} comments camments

The Cornrnission may implement financial instruments {'FIs) urder indirect management by entrusting tasks to entities
and their financial intermediaries, Title X of the Financial Regulation applicable to the general budget of the European
Union sets out principles and conditions for the implermentation of financial instruments, as follows:

— financial instruments under direct and indirect management (Article 208 FR);

w selection of the entities entrusted with the implementation of financial instruments in indirect management {(Artkcle
2084 FR);

— principles and conditions applicable tu financial instruments and budgetary guarantees (Article 203 FRY;

-~ content of the contribution agreement with entities entrusted with the implementation of financial instruments in
indirect management (Articie 155.6 FR; Article 208 FR);

— monitoring of financial instruments (Articles 155 and 209 FR); and

= riles and implementation {Article 215 FR).

internationaf accounting standards for private sector entities

According to IAS (International Accounting Standard) 32 and 39, a financial instrument is defined as “any contract that
glves rise to a financial asset of one entlty and a financia! liabllity or equity instrument of anather entity’,

IAS 32 (Financial Instruments) outlines the accounting requirements for the presentation of Fis, particularly as to the
classification of such Instruments into financial assets, financial liabilities and equity instrumants. The standard also
provides guidance on the classification of related interest, dividends and gains/losses, and when financial assets and
financial liabifities can be offset. 1AS 39 was reissued in December 2003, applies to annual periods beginning on or after
1 January 2005, and Is superseded by IFRS 9 Financial Instruments for annual periods beginning on or after 1 January
2015, IFRS 9 Einancial thstruments sefs out the recognition and measurement requirements for Fis and some contracts
to buy or sell non-financial items. The International Accounting Standards Board (1ASB)is adding ta the standard as it
eomplates the various phases of its comprehensive project on Fis, and so 1t will eventuaslly form a complete replacement
for IAS 39 Financial Instruments; Recognition and Measurement,

International accounting standards for public sector entities

For public sector entities IPSAS (International Public Sector Accounting Standards) 28-30 apply. The definitions of a
financial instrurment and of financial assets, financial abilities and equity instrumeants are essentially the same as in 1AS
32. IFRS 9 has no equivalent in IPSAS and thus do nat apply in IPSAS. Financial instruments can be categorised on the
basiz of their valuation method:

— financial instruments valued at current value (usually market price): cash instruments, securities, derivatives, bonds,
equity instruments traded on active rmarkets;

— financial instrurments valued at amartised cost: loans, receivables, borrowings, equity instrurnents without active
market,

{*} Reference to financial instruments and EU funds is deemed to also Include budgetary guarantees,

r.
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Entity Auditor
1. LEGAL AND REGULATORY FRAMEWORK — quastions/criteria camments cotnmants
Key question {level 2): Does the entity have a clear legal and regulatory framework
for the use and implementation of Fis?
The principles of using financial instruments {Fis) need to be stated in a well-
defined and transparent legal and regulatory framewark that clearly establishes
appropriate policies, procedures, accountabllity and controls, While financial
instruments operate within their own framework, they benefit from the overall
control environment, internal controls opersted by the entity, the entity's
accounting systern and external audit.

Entity Auditor
1. LEGAL AND REGULATORY FRAMEWORK — questionslcrimria comnments comiments
1.1 TBCBE

Doas the entity have a legal and regulatory framework for Fis which

= descriptions of the FIs, including investment strategies or policies,
the type of support provided, the criteria for eligibility for financial
intermediaries and final recipients as well as additional operational
requirerments transposing the policy objectives of the Fi;

— systems, rules and procedures to achieve and measure a target
range of values for the leverage and the multiplier effacts {the EU
contribution to a Fl should aim at maobilizsing 3 global investment
exceeding the size of the EU contribution according to the
indicators defined in advance);

= provisions for the management aof contributions from third parties
including the possibility to open fiduciary accournts on behalf of a
third party, counterparty risks, acceptable treasury operations,
responsibilities of parties concerned, remedial actions in the event
of excessive balances on fidutiary accounts, record keeplng and
reporting {*} equivalent to EU requirements;

— rules for accounting, financial reporting (separate financial reporting
for each F) and externat audit;

- systems, rules and procedures 1o regulate duration, possibility of
extension, and termination of the Fi, including the conditions for
garly termination and, where appropriate, exit strategies as well as
on repayments paid/to be paid back to the third party or to
fiduciary accounts;

— systerns, rules and procedures to monitor the implementation of
support to financial Intermediaries and final recipients including
reporting by the financial intermediaries?

tontains: i e
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12

What types of Fls does the entity use or intend to use? Obtain a
detailed description of:

— Types of Fis used, including explanations of (technical) terms and
abhreviations. Fis may include loans with commercial {market
price} interest rates, loans with favourable interest rates and
repaymient terms, loans with performance-dependent repayment
terms,  micro-loans, non-refundable  grants, pguarantees,
frameworks for cooperation with the third parties, such as
investrent facilities and blending facilities, ete.

— The risks associated with each FI, how these risks are managed and
what remedial measures are In place. Typical risks may include, but
are not limited to, exchange rate risks (loans issued and repayable
in focal currencies and financed through internationally convertible
currenicies) and eredit risks (credit worthiness of borrowers),

TBCBE




€ 191/660fficial | N Hournal of the European Union 6.6.2019

PILLAR & — FINANCIAL INSTRUMENTS

Entity Auditor
1. LEGAL AND REGULATORY FRAMEWORK -~ questions/criteria comments commants

13 ‘ TBCBE
How are Fls provided to beneficiaries {borrowers)? How are they

secured and by which type of liabilities and/or guarantees?
Please reply to the following with reference to:
-~ Support through financial intermediarles (intermediate financing)

— Direct support to final recipients (non-intermediated financing)

1.4 TBCBE
Does the entity have guidelines or aperating rules and manuals for
the Fls used?

15 TBCBE
<o Does the entity make use of standard templates for providing Fls, e

such as model contracts?
Please reply to the following with reference to.
— Financial interrmediaries

- Final recipients {in case of non-intermedlate financing)

1.6 Do these contracts clearly sat out relevant terms and conditions? TBCBE

(1) For those organisations that do not apply International Public Sector Aceounting Standards (IPSAS) yet, it was agreed that financial
reporting can be according to International Financial Reporting Standards (IFRS).

PILLAR 6 — FINANCIAL INSTRUIMMENTS

Entity Auditor
2. PRINCIPLES — questions/eriteria camments comments
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Key question {level 2): are the following principles and conditions integrated in the
procedures, rules and criterla of the entity's financial instruments?

Basic principles {Article 209(1) FR).

Financial instruments shall be used in accordance with the principles of sound
financial management, transparency, proportionality, non-discrimination, equal
treatment and subsidiarity and in accordance with thelr objectives and, where
applicable, the duration established in the basic act for the Fis,

Selection of financial intermediaries (Article 208 FR}

Financial intermediaries shall be selected on the basis of opaen, fransparent,
proportionate and non-discriminatory procedures, avoiding conflicts of interest,
Financial intermediaries or final recipients of the financial instruments shall be
selected with due account of the nature of the financhal instrument to be
implemented, the experlence and the operational and financial capacity of the
entities concerned, and/or the econormic viabillty of projects of final recipients, The
choice shall be transparent, justified on objective grounds and shall not give rise to
a conflict of interest.

Entity Auditor
2. PRINCIPLES — questions/criteria commaents comments

Conditions for financial instrum and budgetory guarantees (Article 208 FR)

Financial instruments/budgetary guarantees shall comply with the following basic
conditions; address market failures or sub-optimal Investment situations,
additionality, non-distortion of competition in the internal market and consistency
with State ald rules, leverage effect and alignment of interest and providing
remuneration consistent with the sharing of risk.

Guidance

The above principles must be integrated in the procedures, rules and eriteria of the
antity's financial instruments in accordance with the overarching principle of
proportionality. Principles are not absolute and a limited number of exceptions can
be allowed provided that they are clearly stated, reasonable and justified.
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TBCRE

211
Basic principles. Are the following basic principles integrated in the
procedures, rules and criteria for the use and implementation of the
entity's financial instruments/budgetary guarantees?
— sound financial management;
— transparency;
=~ praportionality;
= pon-discrimination; and
— egual treatment?

B AL e e TRCRE
Selection of financial intermediaries, What is the entity's procedure
for selecting financial intermediarias {*)?

2.2.2
Selection of financial intermediartes. Are financial intermediaries
selected on the basis of open, transparent, proportionate and non-
discriminatory procedures, avoiding conflicts of interests?

223

selection of financial intermediaries. Are financial intermediaries or
final ragipients of the Fis selected with due account of the nature of
the Fl to be implemented, the experience and the operational and
financial capacity of the entities concerned, and/or the economic
viability of projects of final recipients?

Is the selection transparent, justified on objective grounds and does it]
not give rise to a conflict of interest?

Entity

Auditor
2. PRINCIPLES — questions/criteria tormments comments
231 TBCBE

Conditions for Fis. Do the entity's systems, rules and procedures allow
the entity to implement Fis that address market failures or sub-optimal
investment situations, which are deemed to be ecopomically viable
according to internationally accepted standards but do not give rise to
sufficient funding from market sources?

ifs
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2.3.2

Conditions for Flis. Do the entity's systems, rules and procedures allow
it to Implement Flis that comply with the principle of additionality {Fls
should nat aim to replace those of a Member State, private funding or
another EU financial intervention)?

TBCBE

233

Conditions for Fls. Do the systems, rules and procedures in place within

the entity allow it to comply with the condition of aligning interest by
provisipns such as co-investment, risk-sharing reguirements or
financial Incentives, while preventing a conflict of interest with other
activities of the entrusted entity)?

TBCBE

234

Condltions for Fls. Do the entity's systerns, rules and procedures aliow
it to achieve and measure a leverage and a multiplier effect including,
where appropriate, the maximisation of private investment?

TBCBE

"} Sometimes, [Fis also work through bodies feom the partner countey (national funds), which are assimilated to financial
intermadiaries,

PILLAR & — FINANCIAL INSTRUMENTS

3.

FINANCIAL INSTRUMENT PROCEDURES — questions/criteria

Entity
camments

Auditor
comments

Key guestion (level 2): does the entity effectively apply rules and procedures for the use and impletmentation of its
financial Instruments?

3.1

insteuments?

Guidance: Monitering of financial instruments

Monitoring. Does the entity effectively opply appropriate rules and procedures for the monitoring of financial

1. Toensure the harmonised monitaring of financial instruments referred to in Article 215(3) of the Financial Regulation,
a monitoring systerm should be put in place by the authorising officer responsible for helping provide a reasonable
assurance that EU funds are used in accordance with Article 36{2) of the Financial Regulation,

311

Does the entity have procedures in place for monitoring the use of Fls
which build on the reporting and accounts provided by financial
intermediaries and on the audits available and controls carried out by

the financial intermediary?

TBCBE

A
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Entity Auditor
3. FINANCIAL INSTRUMENT PROCEDURES =~ guestions/criteria COMMmEents comments
3.1.2 TBCBE

Where no financial intermediary exists, does the entity have
procedures in place to directly monitor the use of Fls based on the
reporting and accounts provided by final recipients?

2. The monitoring system should be used ta: (i) assess the progress of the implementation of financial instruments in
achieving the policy objectives reflected in the relevant output and result indicators established by the ex ante
evaluation; {ii} analyse to what extent the implementation complies with the defined reguirements in accordance
with Article 203(2) of the Financial Regulation; and (iii) provide the basis for the Commission's reporting required
under Articles 41{4) and 140{8) of the Financial Regulation.

3.2, loans, Does the entity apply appropriate rules and procedures for the controcting of loans?

What are the recarding and reporting systems and procedures for
loans?
322 Are these systems and procedures adequate?

Are loan contracts approved against adequate and transparent

3.23 o
criteria?
3.2.4 TBCBE
Is the contract (general ledger) account reconciled on a regular basis
{at least every month) to the contract recording system?
3.3,  Guarantees. Does the entity opply appropriote rules and procedures for the issuing of guarantees?
331 TRCBE
What are the recording and reporting systems and procedures for
guarantees?
332 Are these systems and procedures adequate?
3.23 Are guarantees approved against adequate and transparent criteria?
334 TBCBE

Is the contract {general ledger) account reconciled on a regular basis (at
least every month) to the contract recording systerm?

el
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LR

FINANCIAL INSTRUMENT PROCEDURES — questions/criteria

Entity
comments

Auditor
comments

335

Regarding budgetary guarantees, is the entity capable of adequately
reporting  on  thelr implementation, including — where the
contribution reimburses expenditure — on accounts drawn up for the
expenditura incurred and a management declaration confirming that:
{i) the information is propetly presented, complete and accurate; {ii}
the contribution was used for its intended purpose; (i) the controf
systerns put In place give the necessary guarantees on the legality and
regularity of the underlying transactions; and {iv) a summary of the
final audit reports and of controls carried out, Including an analysls of
the nature and extent of errors and weaknesses identified in systems
and corrective action, has haen taken ar is planned?

Interest fate rebates/subsidies. Does the entity hove o };roper recarding and rep

providing interest rate rebates/subsidies?

arting system for

341

What are the recording and reporting systems and procedures for
interest rate rebates?

TBCBE

3.4.2

Are these systems and procedures adequate?

3.4.3

Are interest rate rebates approved against adegquate and transparent
criteria?

Equity. Does the entity apply appropriate rules and procedures for conducting aquity operations?

351

Does the entity have an equity strategy or guidelines for equity
investments and a due diligence process, approved by the board or
other appropriate governance body?

TBCBE

352

Does the entity systematically perform a vatuation of its equity
aperations(s), at the time of approval and periodically over the life of
the investment? Describe the information and the method{s) used for

valuation.

3.5.2

Poes the entity have an established process to manage the exits of its
equity investments? Does the equity strategy set out any requirements
for a timely exit plan?

~ ¥,
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354 TBCBE
Is the entity actively managing its equity portfolio? Does it have board

metnbers mandated in its investee companies {for direct equity
investrnants), or similar means to monitar closely the parformance of
its investee companies? In case of investments in funds, does the
entity have members nominated in the bodies representing investors
in the funds?
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Ga,

BUDGETARY GUARANTEES ~ questions/feriteria

Entity
comiments

Auditor
comments
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Key question {leve| 2): Does the entity have a eredit risk management system and
use an intecnal risk rating system (IRRS) appropriate to the nature, size and
camplexity of the entity's activities?

Guidance

Maost entities Implementing budgetary guarantees are credit institutions or
investment firms that are subject to regulation and oversight, including rules on
credit risk, on risk rating and on the IT systems and procedures to operate them,

The purpose of this sub-section is to assess the reliability of the risk management
function of the entity, including its governance and internal credit risk rating

system, which is material far a future assessment of the risk-sharing arrangements| |

~ between the EU and the entity, as well as for the EU remuneration stemming from
the risk taken by the EU (Article 209(2){f) FR).

The EU exposure to counterparts under budgatary guarantess includes a contingent
liability, which represents the EU financial liability that it is pot fully covered hy
provisions (Article 211 FR}. in order to assess the risk of counterparts claiming £LU
payments for guarantee calls above the available provisioning, the Commission has
to monitor at |east once a year the EU expasure arising from each budgetary
guarantee. To this end, counterparts are requested to provide the Commission
every year with information on the outstanding financial abligations arising for the
EU from the budgetary guarantees, including a risk assessment, grading information
and expected defaults concerning the operations covered by the budgetary
guarantee (Article 219(6) FR). The Commission relies on this information to carry
out the assessment of the sustainability of contingent liabilities {Article 210(3) FR)
and to review regularly the provisioning rate of each budgetary guarantee {Article
2131} FR).

Standards on the regulation, supervision and risk management of banks are
described in;

- gt international level: 'Basel HI', an intermationally agreed set of measures
developed by the Basal Committee on Banking Supervision, including ‘Core
principles for effective supervision’, in particutar principles 15 (risk management
process) and 17 (credit risk);

— at EU level: Directive 2013/36/EU on access to the activity of credit institutions
and the prudential supervision of credit institutions and investment firms;
Regulation (EU) No 575/2013 on prudential requirements for credit institutions
and investment firms; Directive 2014/65/EU on markets in  financial
instruments,
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Entity Auditar
fa2. BUDGETARY GUARANTEES — guestions/criteria comments comments
Ga.l

Risk policy/strategic framework. Does the entity have g sound policy
and strategy In place to dentify, manage, measure and control risk
{with a focus on credit risk)?
6al.l TBCBE
Does the entity have a risk policy that:
~— clearly defines and atlocates respoansibilities
within  the organisation;
— takes into consideration soundness, rationality, and feasibility; and
— rernains available and understandable throughout the entire
organisation?
6a.l1.2 TBCBE

Does the entity have a risk strategy or guidelines, approved by the
senior management, which regularly:

- defines the boundaries and business considerations in accordance
with which the entity is expected to operate when pursuing its
buslness strategy;

- gstablishas Individual and aggregate level risks and different types
of risk {risk capacity, including limits} that the entity Is willing and
able to accept in order to pursue its business activities;

- communicates the board's risk appetite effectively throughout the
entity, linking it to daily operational decision-making and
establishing the rmeans to raise risk awareness across the entity;

- provides continuity by taking into account the eyclical aspects of the
economy where the entity operates and the resulting shifts in the
composttion and quality of the overall portfolic; and

— includes bath quantitative and gualitative considerations?
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Ba.2

Risk governance. Does the entity have an appropriate arganisational
framework to enable effective credit risk management, measurament
and control, with sufficlent qualitative and quantitative human and
technical resources to carry out the required tasks?

Entity Auditor
Ga. BUDGETARY GUARANTEES ~ questions/criteria comments cpmments

6a.2.l TBCBE

is the allocation of responsibilities within the entity clearly defined so
that;

— the board or other governing body approves the policies for
managing and controlling risk and reviews them regularly, and
takes an active role in defining the risk appetite and ensuring its
“alignment with the ertity's stratégic, Capital and financial plans,
and compensation practices;

- the senior management is responsible for drawing up and
implementing the rules and procedures for managing, measuring
and controlling risk;

— there are tlear lines of responsibility for taking on, measuring,
monitoring, managing and reporting risk;

— the senior management ensures that the staff involved in all phases
of the risk management process is qualified, cornpetent and have
the necessary training, willingness and experignce to exercise
prudent judgement in assessing, managing and/or controlling risk,
and a solid understanding of the entity's strategic direction,
padicies, procedures, risk talerance and limits;

« the risk management function is involved in any revenue genera-
tion activities; and

— the chief risk officer {CRO) reports to and has direct access to the
board or its rigk committee without impediment?

s
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6a.2.2

Is the separation of duties implemented so that:

— the credit risk management function is fully indepandent from the
business function and comprises ‘three ines of defence’ clearly
recognisable, as foltows:

1) the business line (Le. first llne of defence) has ownership’ of
risk, whereby It acknowledges and manages the risk that it
incurs in conducting its activities;

2) the risk management function (i.e. second line of defence) is
responsible for further identifying, measuring, monitoring and
reporting risk on an entity-wide basis as part of the second line

of defence, indapendently from the first line of defence (%);

—

3} there is an internal avdit/compliance function (third line of
defence), which periodically reviews risk and in partlcular credit
risk aspects?

TBCBE

0a.

BUDGETARY GUARANTEES — questions/criteria

Entity
camments

Auditor
comments

6a.2.3

Are activities of the risk management function sufficiently
comprehensive In scope 5o as to include as much as possible the
following aspects:

— identifying material tndividual, aggregate and emerging risks:

~— @55e55ing these risks and measuring the entity's exposure to themn?

TBCBE

6a.2.4

Po the entity's policles clearly outline the levels of delegation of
approvals to management {!) and are approvals made in accordance
with the entity's written palicies and guidelines and granted by the
appropriate level of management?

TBCBE

632

Does the entity have a well-functioning system of credit risk
identification, analysis and monitoring?

el .
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63,31 TBCRE
Does the entity's risk identification system encompass the folfowing:

— all material risks to the entity, on- and off-balance sheet and on
group-wide, portfolio-wide, business-line and transaction levels;
and

- an ongoing analysis of existing risks as well as identification of new
or ermerging risks?

62.3.2 TBCBE
Does the risk management function perform an unbiased assessment

of the guality of individual credits/investments and the aggregate
portfolio, including appropriateness of credit risk rating and of the
astimate of losses? {s this second opinion given at approval stage and
then regularly reviewed over the life of the operations?

Ga.3.3 TBCBE
Does the measurement of credit risk take into account as much as
possible the following aspects:

— the specific nature of the credit/investment and its contractual and
financial conditions;

— the exposure profile until maturity in relation to potential market
maovements and the economic cycle;

— the existence of collateral or guarantees;

- the default potential based on the Internal risk rating;

Entity Auditar
6a. BUDGETARY GUARANTEES — questions/criteria comments comments

— qguantitative assessment {e.g. financial modelling) as welf as
qualitative assessmeant: and

— gystematic due diligence and risk analysis of all transactions, where
due diligence findings have an impact on the management
approval and/or structuring of the aparation?




C 191/79

PILLAR 6 ~— FINANCIAL INSTRUMENTS — ADDITIONAL QUESTIONS FOR BUDGETARY GUARANTEES (optional) {')

6a.3.4

Does the (credit risk} management information system of the entlty
include the following characteristics:

— provides adequate information {quallty, detalf, timeliness) on the
eomposition of the credit/investment portfolio;

— is sufficiently reliable and comprehensive so that the entity relies on
accurate, robust and reliable internal and external data to be able
to identify, assess and mitigate risks; and

— includes periodically reviewad stress tests and scenario analyses to
ke used by the entity to better understand potential risk exposures
undet a variety of adverse circumstances?

TBCBE

6a.4

Does the entity use an internal risk rating system {IRRS} appropriate to
the nature, size and complexity of its activities?

6a.4.1

is the entity able to dacument the rationale far its choice of rating
criteria and to provide data and analyses demonstrating that the rating
criterla and procedures are likely to result in ratings that meaningfully
differentiate risk?

TBCBE

£a.4.2

(1) Only applicable in case the entity ptans ta apply for a budgetary guarantee from the European Union.

Daoes the risk rating system of the entity include as much as pessible
the following characteristics:

— all credit exposures are risk-rated;

— it encompasses an adegquate number of ratings, which are
teasonable, timely and dynarnic;

— there is a process to map the IRRS to regulatory classification and/or
credit rating agencies scales;

{2)The compliance Function s also deemed part of the second line of defence.
{2)i.e. when to utilise 2n individual sighature authority, dual or jeint authorities or a eredit/investment committee depending upon the

size and nature of the transaction.
(&) e.£. review of the evidence supporting the model design, back-testing, benchmarking, assessment of the diseriminatory power of

the ratings.

TBCRE
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Entity Auditor
6a.  BUDGETARY GUARANTEES — questlons/criteria comments comtrents
- the rating criteria reflect an appropriate combination of quatitative
and guantitative factors and the criteria to assign each rating are
clearly defined;
— there is a time horizon far the risk rating;
== the ratings reflect both the borrower's expected performance and
the transaction's structure;
— when the entity uses an external database to supplement its data
and/or an external rating model, it demaonstrate the adequacy of
the external data and that the entity understands the rating
philosophy underlying the model; and
 — the rating assigned to an operation is well supported and ..
documented?
6a.4.3 . . . TBCBE
Does the entity retain data on the realised default rates associated
with rating grades and ratings migration?
A4 , .
6a-4 Does the entity have comprehensive policies and procedures on TeCBE
effective validation of the rating system (*) and reguiarly independant
review the adeguacy of the IRRS?
PILLAR & - FINANCIAL INSTRUMENTS — ADDITHONAL QUESTIONS {optional) (7}
b, TAX AVOIDANCE AMD NON-COOPERATIVE JURISDICTIONS - quastions/ Entity Atditor
criteria comimants comments

Key guestion flwel 2): Does the entity implement in the seleation/imﬁ‘iﬁ;mentation of financial instruments/ budpet

ary

guarantees supported by EU funds, standards equivalent to applicable EU legislation and agreed international and EU
standards and therefore: a) does not support actions that contribute to tax avoidance and b) does not enter into
operations with entities Incorporated or established in non-cooperative jurisdictions for tax purposes? Guidance

Tax avoidance standards aim broadly at ensuring that tax rules for effective taxation are in place and not circumvented:

— At OECD level they Intlude notably the principles of transparency and exchange of information, and the work on base
erosion and profit shifting (BEPS)

— More specifically at EU leve! they include the EU tax policy and regulatory framework on tax avoldance (4, such as;
the poficy commitments against tax avoidance (including the EU policy on non-caoperative jurisdictions for tax
purposas), the Code of conduct for business taxation (harmful tax competition), the anti-abuse measures providad
in various directives, the comprehensive Anti-Tax Avoidance package adopted in 2016 and transglating 8EPS rules in
the EU legal framework, the EU rules on administrative cooperation and transparency provided in tha corresponding
directives.,

L



6.6.20190fficial @murna: of the European Union C 191/81
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Bb. TAX AVOIDANCE AND NON-COOPERATIVE JURISDICTIONS — guestions/ Entity Auditor
criteria comments comments

Building on these tax avoidance standards, EU-funded projects should not involve aggressive tax planning and should
have established sound business reasons {(other than tax reasons) for 3 given structure, not taking advantage of the
technicalities of a tax system or of mismatches betwaen two or more tax systems to reduce tax liability, The list of
‘hallmarks’ in Directive Z018/822/EU of 25 May 2018 (‘DACE’) facilitates the identification of transactions that may
include features of tax avoidance or abuse and could be used as a reference by the assessors.

When assessing if the entity's ex ante dua diligence assessment procedures and rules are sufficiently comprehensive to
allow it to meet the requirements of this pillar, the following elements should also be taken into account:

a) Whether the scope of tax due diligence covers the relevant entities in the project structure. For example in addition
to the ultimate benaficial owners, relevant entities should include entities with which, in relation to a given project,
the Entity has a contract or an indirect relationship based on this contract (3).

The relevant financial flows of the project structure (and their respective tax treatment), including for example
whether refevant financial flows would be effectively taxed {*), and whether the project has not been artificiatly
structured (5},

b

The assessment and mitigation of the tax avoldance risks in specific operations arising from the presence of tax
refatad deficiencies in refation to {i) transparency criteria; (i) fair taxation criteria; and (i) BEPS criteria for
jurisdictions comritted to addressing such deficiencies identified by the EU (%)

—

[

d) The entity's procedures for entering into new or renewed operations with entities incorporated or established in

jurisdictions listed under the relevant U polley on non-cooparative jurisdictions, including for example whether such
prohibitions are applied; which project related entities they cover; how the entity defines ‘new or renewed’
operations; whether such prahlbitions apply to contracts for new or renewet operations from the moment the
jurisdiction Is added to the EU list and what derogations are allowsd from these prohibitions {7},

—_

in undertaking their assessment the assessors should take into account relevant guidance published by the Commission,
such as Commission Cammunication on new requirements against tax avoidance in EU legisiation governing in particular
financing and investment operations {C{2018) 1756 final) and subsequent updates,

6b.1 Do the rutes of the crganisation under which financial instruments TBCBE
supported by EU funds are selected/implemented contain an explicit
reference to the assessment of tax avoidance risks and to prohibitions
in relation to non-cooperative jurisdictions (NCls) for tax purposes,
capturing the following standards:

a) OECD principles of tax transparency and exchange of information
and work on base erosion and profit shifting (BEPS); and

by the EU tax policy and regulatory framework on tax avoldance {as
detailed in the guidance notes above), or equivalent?
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PILLAR € — FINANCIAL INSTRUMENTS - ADDITIONAL QUESTIONS (optlonal) (1)

Entit Auditor
6b. TAX AVOIDANCE AND NON-COOPERATIVE JURISHICTIONS — questions/ criteria v
COMMENLS comments
8b.2 " ' TBCRE

With regard to controls related to tax avpidance, what rules and
procedures does the entity have in place so that financial instruments
supported by EU funds do not support actions that contribute to tax

avoldance?

6b.2.1

Are the entity's ex onte due diligence assessment procedures and rules
sufficiently comprehensive in scope to covar the relevant entities
involved in the financial flows of the project?

6b.2.2

1if nead be up to'the ultimate bénaficial dwnar Whether:

a} the relevant financial flows would be effectively taxed; and

b) the project has not been artificially structured to aim at avoiding
tax?

6b.2.3

Does the entity's ex ante tax due diligence assessment consider the
presence of jurisdictions committed to addressing deficlencies
identified by the EL in the relevant entities {¥) as a possible tax
avoidance risk, e.g, in relation ta (i) transparency; (8) fair taxation; and
(iii) base erosion and profit shifting (BEPS), taking Into account the
Council conclusions establishing the criteria for the EU list of non-
cooperative jurisdictions for tax purposes?

In the affirmative, does the entity's tax due diligence assessment
identify possible supervisory measures ta address such deficiencies?

Does the entity's ex ante tax due difigence assessment allow it to assess -
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6h.3 TBCBE

With regard to NCJs, do the entity's rules and procedures ensure that
when implementing financial instruments supported by £V funds, the
entity:

a) identifies, In the project and in the project's refevant entities, the
presence of jurisdictions listed under Annex 1 of the EU Counci!
conclusions;

b) applies enhanced customer due diligence measures for operations
involving entities incorporated or established in non-cooperative
jurisdictions for tax purposes;

6b.

Entity Auditor

TAX AVOIDANCE AND NON-COOPERATIVE JURISDICTIONS - guestions/ eriteria
comments comatents

c) does not enter into new or renewsd operations with entities
incorporated or established in jurisdictions listed under Annex | of
the EL Council conclusions; and

d) derogates from ¢) anly if the action Is physically implemented in the
same jurisdiction, and does not present any indication that the
relevant operation contributes to money laundering, terrorisrm
financing, tax avoidance, tax fraud or tax evasion?

{1}

(2}

The entity may still pags this pillar even If the scoring for this section does not meet the thrashold, but subject to the supetvisary
measuras that will be applied at contractual level as appropriate.

The EU tax policy and regulatory Framework includes, In particular and subject to further developrments: Code of Conduct for
business taxation, 1.12.1997 {0 € 2, 6.1.1998, p. 2); Council Directive 2011/96/E1) of 30 Navernber 2011 on the common system
of taxation applicable In the case of parent companies and subsidiaries of differant Member States (0J L 345, 23.12.2011, p. 8);
Councit Directlve 2003/49/EC of 3 June 2003 on a comman system of taxation applicable to Interest on royalty payments made
between associated companies of different Member States (O L 157, 26.6.2003, p. 49); Commission Recommendation
2012/772/EV of 6 December 2012 an aggressive tax planning (O L 338, 12.12,2012, p. 41}; Council Directive 2011/16/EV of 15
February 2011 on administrative caoperation in the fleld of taxation and repealing Directive 77/793/EEC (OJ L 64, 113,201, p. 1)
Commission Antfiax Avoidance Package: Next steps towards delivering effective taxation and greater tax transparency in the EU
{COM/2016/23); Commisslon Recarmmendation [FU) 2016/136 28 January 2016 on the implementation of meazures against tax
treaty abuse () L 25, 2.2.2016, p. 87); Councit Directive (EU) 2016/3164 of 12 buly 2016 laying dewn rules against tax avoidanee
practices that directly affeet the functioning of the internal market {QJ L 193, 19.7. 2018, p. 1); ECOFIN Council conclusions of 12
Eebruary, & March, 25 May, 17 June, B November and 5 December 2016, § December 2017, 28 January and 13 March 2018,

This inforeation can be consulted at: EU policy on non-cooperative jurisdictions for tax purposes {(https://ec.europa.eu/
taxation_eustomsftax-commonseu-list_en); the anti-tax avoidance package {Commission website: https://ec.europa.euftaxation_
custorms/business/company-tax/anti-tax-avaidance-package en; Councht website:
htep:/ fwww.consilium.europa.eu/en/policies/anti-taxavoidance-package/); the EU policy against harmful tax competition
(https://ec.europa.eu/taxation_custems/business/eompany-tax/ harmful-tax-competition_en) including the work of the Code of
conduct Group on business taxation {Council website: http:/fwww.consillum.europa.ev/en/council-eu/preparatory-bodiesfcode-
conduct-group/; the EU wark  on asdministrative  cooperation  in the  field of  direet  tawation

(Attps:/fec.europa. auftaxation_customs/busiress/tax-cooperation-control/administrative-conperation/ enhanced-

administrative-cooperation-fleld-direct-taxation_en); on transparency for intermediaries {https://ec. europa.eu/taxation_

customs/business/company-tax/transparency-intermediaries_en); and the EU
regulatory framework on taxation (http://eur-

e f.
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PILLAR & = FINANCIAL INSTRUMENTS — ADDITIONAL QUESTIONS (opticnal) ()

lex europa.eu/browse/directories/consheg html?root_defaul=CC_1_CODED
%3008 &displayProfile=lastConsDocProfileficlessification=in-foreefarrow_09}.

{3) 5ee, in particular, Section IV {1} 1.2 of Commission Communlcation (C{2018)1756, 21.3,2018),

{4) This would mean for example looking at whether the profits realised are taxed under the appllcable standard rutes (if not, go to the
next entity level), and whether the profits channelled are taxed under the applicable standard rules (If not, go Lo the next entity
level, up to the ultimate beneficial ewners if need be). However, once effective taxation s established for a given financial flow, ne
further evidence an the taxation of this llow is needad.

(5} This could include for example providing evidence of the economic raticnale of a structurs, the effective substance of the various
entities  {see for instance p. 125 sq http://data.consilium.europa.eu/doc/docurnent/5T-10421-2018-INIT/en/pdf, and
http://data consiium.eurapa.eu/doc/docurnent/5T-5814-2018-REV-3/en/pdf) and the tax impact of the structuring.

(6} The presence of jurisdietions included in Annex 1 of the EU Council conclusions in the structure of an operation shoutd trigger a
case-by-case examination and require specific attention to ensure that the concerns, which these jurisdictions have committed to
address in order 1o comply with tax good povernance criteria, are not exploited in projects financed by EU funds, These concerns
may relate to any of the eriteria mentioned in Annex V to the Councit conclusions of 5 December 2017, i.& - (i) transparency and
exchange of information; (i) fair taxation {including criterion 2.2); and (iii) BEPS standards. For example, financial flows of projects
financed by EU funds should not benefit feom harmful tax regimes that a2 jurisdiction has committed to abolish. Similarly, wherse a
jurisdiction dees not yet meet transparency criterla because of insufficient exchange of information mechanisms with £U Member
States, it should be checked whether the non-reportable tax information in the financial flows of the project may prevent the
effective taxation of this financial fiow.

{7)The only derogation allowed under the EU Financlal Regulation is the derogation for physical implementation. In applying this
derogation the entity should assess the physical location of the project {e.g. via an appropriate economic substance test) and

whether there fs an indication that the relevant project eontributes to taxavoidance,

' ‘[‘S'H\‘e. Jurisdictions included in Annex i1 of €U Couneil Conelusions,

Cu
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PIELAR 6 — EINANCIAL INSTRUMENTS ~ ADDITIONAL QUESTIONS (optional) (%)

Be. ANTI-MONEY LAUNDERING and COUNTERING TERRORISM FINANCING - Entity Auditor
guestions/eriterfa comrnents comments

Key question (level 2): Does the entity implement in the selection/implementation of financial instruments/ budgetary
guarantees, standards eguivalent to applicabfe EU legislation and agreed international and £EU standards? Does it
therefore: a} not support actions contributing to money laundering and terrorism financing; and b) not enter into new
or renewed operations with entities Incorporated or established In jurisdictions identifiad by the £U as high-risk third
countrles?

Guidance on anti-maney laundering and countering terrorist financine (AML/CTF)

Standards on AML/CTF aim broadly at preventing the misuse of the financial system for the purpase of money laundering
and terrorist financing by applying praventative measures.

— At international level, it includes the work of the Financial Action Task Force {FATF).
— More spacifically at EY level, it inclugdes EU Directive (EU) 2015/849.
An examination of the entity's rutes and procedures would ook at:

a) whether the entity's rules and procedures plan for a risk assessment on money laundering and terrorist financing and
for prohibitions in refation to "high-risk third countries’, and in the affirmative to what extent the risk assessment may

lead to the adoption of supervisory measures to address the risks;

whether the entity has appropriate policies, controls and procedures in place, including internal control measuras,
an audijt policy, training measures and rulas for protecting staff/employees that report suspicious transactions or
breaches according to AML/CFT obligations from retaliation;

b

—

¢} whether the entity has an ex gnte due diligence process for checking that appropriate information on payers and
payees accompanies funds transfers and the scope of such process {2);

whather the entity's rules and proceduras include customer due diligence requirements (CDD), record keeping and
monitoring of transactions, and in the affirmative, to what extent they Include reasonable measures to verify the
identity of the beneficial owner(s) of customers {l.e. legal persons and legal arrangements) and understand the
ownership and control of the customer and the measures that are applicable if the entity detects a suspicious

transaction.

d

—

whether the entity applies enhanced due diligence requirements, taking into account Directive (EU) 2015/849, when
dealing with ‘high-risk third countries’; and

——

e

f) whether the entity applies certain prohibitions for projects involving jurisdictions identified as high-risk countrles {3).

ael
With regard to anti-money laundering (AML) and countering-terroristm

financing (CFT), does the entity have appropgriate policies, controls and
procedures in place to ensure that EU-funded actions do not
cantribute to meney laundaring or terrorist financing?
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&c. 1.1

Does the entity have appropriate policies, controls and procedures in

place to identify and assess the risks of money laundering and terrorist

financing, taking Into account risk factors including those relating to

their customers, countries or geographic areas, products, services,

transactions or delivery channelse

PILLAR 6 — FINANCIAL INSTRUMENTS — ADDITIONAL QUESTIONS (optional) ()

Ge. ANTHMONEY |LAUNDERING and COUNTERING TERRORISM FINANCING — Entity Auditor
questions/critarta comments comments
Ge.l.2

When providing £U funds to third parties, does the entity apply
customer due diligence measures comprising:

{a) Identifying the third party and verifying the third party's identity
on the basis of documents, data or information obtained from a
reliable and independant source;

i

—

identifying the beneficial owner and taking reasonable measures

to verify that person's identity so that the entity 1§ satisfied that it
knows who the beneficial owner is, including, as regards legal
persons, trusts, companies, foundations and similar legal
arrangements, taking reasonable measures to understand the
ownership and control structure of the third party;

(¢

—

assessing and, as appropriate, obtalning information on the
purpose and intended nature of the business refationship;

{d

—

continuously monitoring the business relationship, including by
s¢rutinising transactions carried out throughout the course of that
relationship to ensure that they are consistent with the entity's
mandatory knowledge of the customer, the business and risk
profile - including where necessary the source of funds, and by
ensuring that the documents, data or Information held are kept up
to date (47

When applying those Customer Due Diligence measures, doas the
entity apply enhanced customer due diligence requirements, in
particular when dealing with:

— high-risk third countries identified, taking into account Directive (E4)
2015/849;

- & cross-border banking relationship with a third country respondent
institution; or

— when dealing with transactions or business relationship involving
politically exposed persons and other higher risk cases identified
by the entity?
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6e.2 For jurisdictlons tdentified as high-risk third countries, taking into

account Directive (EU) 2015/849, does the entity — when
implementing an EU-financed project:

#) ldentify, in the project and in the project's relevant entities, the
presence of jurisdictions identified as high-risk third countries’;

b) apply enhanced customer due diligence measures for operations
involving ‘high-risk third countries’;

c) not enter imto new or renewed operations with  entities
Incorporated or established in jurisdictions identified as high-risk
third eountrigs, taking Into account Directive (EU) 2015/849;

PILLAR & == FINANCIAL INSTAUMENTS — ADDITIONAL QUESTIONS (optionat) (7}

6e. ANTI-MONEY LAUNDERING and COUNTERING TERRORISM FINANCING — Entity
fuestions/eriteria comments

Auditor
comments

d) derogate from ¢) only if the action is physically implemented in the
same jurisdiction, and does not present any indication that the
relevant operation contributes to money laundering, terrorism
financing, tax avoidance, tax fraud or tax evaslon?

{1)The entity may still pass this plilar even if the scoring for this section does not meet the threshald subject to supervisory measures

that will be applled at contractuat level as approprizte.
() In line with Repulation (EU} 2015/847 and Directive {ELY) 2015/848,
(3) Taking inta account Directive (EU) 2015/849,
(4) Taking into aceaunt Directive (EU) 2015/849,

PILLAR 7 -~ EXCLUSION FROM ACCESS TO FUNDING

Auditor
KEY QUESTION (level 1) comments
Does the entity apply appropriate rules and procedures for excluding third parties from access to
funding through procurement, grants and/or financial instruments (*}?
{*) Reference to financial instruments and EU funds is deemed to include budgetary guarantees. T
PILLAR 7 = EXCLUSION FROM ACCESS TO FUNDING

Entity Auditor

1. LEGAL AND REGULATORY FRAMEWORK comements comments
TBCBE

Key question {level 2}: Does the entity have a clear legal and regulatory frameawork
for exclusion from funding?

A
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PILLAR 7 — EXCLUSION FROM ACCESS TO FUNDING

2.

EXCLUSION CRITERIA

Entity
comments

Auditor
comments

Key gquestion (level 2): Are the following exclusion criteria integrated in the
procedures and rules for the award of proturement contracts, grants and/or
financlal instruments (47

TRCRE

2.1

Are third partles excluded from funding if they or a person having
powers of representation, decision-making or control over them or a
mamber of their administrative, management or supervisory body
have been the subject of 2 final judgment or of a final administrative
decision for one of the following reasons ()

a} bankruptey, insolvency or winding-up procedures;

b) breach of obligations relating to the payment of taxes or social
- security contrlbutions; - o

2.

PILLAR 7 =~ EXCLUSION FROM ACCESS TO FUNDING

EXCLUSION CRITERIA

Entity
commants

Auditor
comments

2.2

<) grave professional misconduct, including mis-representation

d) fraud;

n

corription;

f) conduct ralated to a criminal erganisation;

—

g) maoney laundering or terrorist financing:

h

terrorist offences or offences linked to terrorist activities;
i} child labour and other trafficking in human beings;

i} irregularity {3)

k) creating a shell company;

) being a shell company.

Are there any derogations to the sbove based on justified grounds,
such as:

— overriding reasons of public interest such #s public health or
environmental protection?

Is proportionality taken into account when deciding on exclusion from
funding?

it
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2.3

Is the right of defenca taken into account when declding on exclusion
fram funding?

2.4

Is the assessment of remedial measures, put in place by the entity to
demonstrate its reliability, taken into account when deciding on
exclusion from funding?

(1)if thementity applies Directive 2014/24/EU of the European Parliament and of the Council of 26 February 2014 on publfic procurement
and repealing Directive 2004/18/EC (Article 57) or nationat law transposing this Directive, the protection of the EU financial interests
shalt he considered as equivaient to the Union rutes, policies and procedures.

(2) Directive 2014/24/EU (repealing Directive 2004/18/EC) shall be considered equivalent to the Financlal Regulation of the EU, This
section may therefore be checked against systems, rules and procedures applying the above-mentioned Directive or national law
transposing the above-mentionad Directive,

(3) Not applicable for financial instruments,

PILLAR 7 — EXCLUSION FROM ACCESS TO FUNDING

Entity Auditar
3. PROCEDURES camments comments
. . TBCBE
Key question {level 2): Does the entity effectively apply rules and procedures for
exclusion (in the proviston of grants/procurement/financial instturnents, as
appropriate) based on the requirements mentioned under 27
3.1 . . L
Does the entity effectively apply rules and procedures for exclusion in
the provision of grants?
PILLAR 7 = EXCLUSION FROM ACCESS TO FLINDING
Entity Auditor
3. PROCEDURES comments comments
3.2 ] L
Does the entity effectively apply rules and procedures for exclusion in
the procurement process?
3.3 .
Does the entity effectively apply rules and procedures for exclusion
under financial instruments?
PILLAR 8 — PUBLICATION OF INEORMATION ON RECIPIENTS OF FUNDS AND QTHER INFORMATION
Auditor
KEY OLESTION {level 1) comments

Dioes the entity make public the information on fund recipients in an appropriate and timely

mannery

PILLAR 8 ~ PUBLICATION OF INFORMATION ON RECIFIENTS OF FUNDS AND OTHER INFORMATION
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Entity Auditor
1 LEGAL ANDY REGULATORY FRAMEWORK — guastions/criteria comments comments
Key question (level 2): Does the entity have a clear legal and regulatory framework TBCBE
for publication of recipients, covering: {i} adequate publication elements of
beneficiaries; (i} a reference to a common international standard ensuring
protection of fundamental rights and commercial interests; and (ill) regulsr
publication updates?
PILLAR 8 — PUBLICATION OF INFORMATICN ON RECIPIENTS_OF FUNDS_‘A‘NQ OTHER INFORMATION
Entity Auditor
2. RECLHREMENTS — qLIESthﬂS/(:I'itEI‘Ia commeants commants
. . . TBCBE
Key gquestion {level 2) Are the following requirements integrated in the proceduras
and rules for publication?
2] , . . L
wow .1 Asageneral rule, does the entity publish information on the recipients
of funds containing at least the following elements: name, locality,
nature and purpose and amount?
Without prejudice to the rules and procedures on data protection
addressed under the data protection piltar, are there any exemptions
for justified grounds such as:
-~ the entity may waive publication for reasons of confidentiality and
security, for example If pubdication would threaten the rights and
freedom of individuals or harm the recipient's commarclal interast;
or
— the entity may waive puhlication where the contracts are for low
amounts?
- PILLAR 8 ~ PUBLICATION OF INFORMATION ON RECIPIENTS OF FUNDS AND DTHER INFORMATION
Entity Auditor
2, REQUIREMENTS — questions/eriteria omments comments
2.2
Does the entity publish the information regularly (for example: at
least once 2 year)?
2.3
Does the entity publish the infarmation adequately based on common
international standards? Which ones (for example: 1ATI, OECE)?
Entity Auditor
1. LEGAL AND REGULATORY FRAMEWORK comments comrments
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TBCRE
Key guestion {level 2): Poes the entity have a clear legal and regutatory framework
for the protection of personal data?

PILLAR 8 — PUBLICATION OF INFORMATION ON RECIMENTS OF FUNDS AND OTHER INFORMATION

Entity
3. PUBLICATION PROCEDURES — questions/criteria comments

Audltor

comments

TBCBE
Key question (level 2); Does the entity effectively apply rules and procedures for
publication (in the provision of grants/procurement/financial instruments, as
appropriate) based on the requirements mentionad under 27

3.1
Poes the entity effectively apply rules and procedures for publication

in the provision of grants?

3.2
Does the entity effectively apply rules and procedures for publication

in the procurement process?

33
Does the entity effectively apply rules and procedures for publicatlon

under financial instruments?

PILLAR 9 — PROTECTION OF PERSONAL DATA

KEY QUESTION (level 1)

Auditor
comments

Does the entity ensure protection of personal data equivalent to that referred to in Article 5 of the
Financial Regulation (17

{*} Without prejudice to Regulations (EU} 2018/1725 and (EU) 2016/679,

PILLAR & = PROTECTION OF PERSONAL DATA
PILLAR 9 -~ PROTECTION OF PERSONAL DATA

Entity
2. REQUIREMENTS comments

Auditor
cemments

Key question (level 2): Are the following requirements integrated in procedures
and rufes for the protection of personal data?
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2.1

As a general rule, are personal data;

- processed lawfully, fairly and transparently for the individual in
question;

— collected for specified, explicit and legitimate purposes and not
further processed In A manner not compatible with those
purpases;

— adequate, relevant and limited to what is necessary for the purposes
for which they are processad;

— accurate and, where necessary, kept up to date;

- kept in a form which permits identification of the individuals for no
longer than is necessary for the purposes for which the personal
data are processed;

- processed in a manner that ensures apprapriate security of thel o

parsonal data?

2.2

Do procedures and rules encompass the following principles:

= right to infermation;

- tght to access and rectify or erase personal data;

— right to data portability;

~ right to confidentiality of electronic communications?

3.

_PILLAR 8 -~ PROTECTION OF PERSONAL DATA

PROCEDURES

Entity
comments

Auditor
comments

Key question (level 2): Does the entity effectively apply rules and procedures (e.g.
appropriate technical and organisational measures) for the protection of personal
data {in the provision of grants/procurement/financlal instruments, as appropriate)
based on the reguirernents mentioned under 27

3.1

Does the entity effectively apply rules and procedures for the
pratection of personzal data in the provision of grants?

TBCBE

[
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Entity Auditor

3. PROCEDURES comments comments
3.2 ‘ TBCBE

Does the entlty effectively apply rules and procedures for the

protection of personal data in the procurement process?
33 TBCBE

Does the entity effectively apply rules and procedures for the

protection of personal data under financial instrumants?







