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Metodika interniho auditu strukturalnich fond u

Methodology of Internal Audit of Structural Funds



Souhrn

Tato bakaléska prace se zabyva aktualnim tématem internihauastrukturalnich
fonda Evropské unie. Jeji podstatou je wtseni fungovani auditniho systému na
uzemiCeské republiky a jeho Zkenéni do auditni struktury Evropského spaastvi

v programovém obdobi 2007 - 2013. Vzhledem k velkémnoZstvi informaci
pottebnych k pesrgjSimu pochopeni systému auditu je v pratedstaveno saasre
n¢kolik tematickych okrufi vztahujicich se k dané problematice. Me& pati
vymezeni pojmu interniho auditu v auditorské profggko takové a fedstaveni
standard, které tvdi jeji zéklad. Déle nasténi problematiky strukturalnich folid
spolu s vyswutlenim hierarchie subjektpodilejicich se na implemegitdm procesu.
Prace se také zabyva firai strankou ¥ci, tedy alokanim procesem prasdki fonda
EU a v neposledriact se zaobira jednanim vipact vyskytu nesrovnalosti v jakékoliv
fazi implementace. Informace &hto ¢asti prace jsou pouzity v kapitole Methodology
of Internal Audit of Structural Funds. Ta seznaméfende s ptibéhem dvou typ
auditi v ramci auditniho systému, tedy s audity sysiéan audity operaci. Jejich
vzajemna provazanost je taktéz v této kapitole bisa Po fecteni této prace ziska
éten& uceleny pehled o problematice auditu strukturalnich fondCeské republice,

jakozto v¢lenském statu Evropskeé unie.

Kli ¢ova slova: audit operaci, audit systémstrukturalni fondy, opeéai program,

auditni organ, finatni prostedky, nesrovnalosti, Evropska unie



Summary

This bachelor thesis deals with an up-to-date tdpe internal audit of Structural Funds
of the European Union. Its goal is to explain thectioning of audit system within the
Czech Republic and its integration in the audcitire of the European Communities
in the programming period 2007 - 2013. For an emmgnamount of information
necessary for more precise understanding of aysliés, several thematic areas related
to the main topic are introduced in the thesis. Agithose is definition of internal audit
within the audit profession as such and introductbstandards forming its framework.
Moreover the problematics of Structural Funds Bimed along with explanation of the
hierarchy of entities involved in the implementatiprocess. The thesis also analyses
the topic from the financial point of view, hendeetallocation process of financial
resources of the EU Funds. It also describes theeeding in case any irregularities are
detected in any implementation phase. Informati@mmfthese parts of the thesis are
used in the chapter Methodology of Internal AudiStructural Funds. It introduces to
the readers the process of two types of auditsechout within the audit system: the
systems audits and the audits of operations. Thaetual relationship is also included.
After finishing this thesis, a reader should gaicomprehensive overview of the audit
of Structural Funds in the Czech Republic, as a beEmS$tate of the European Union.

Key words: audit of operations, systems audits, Structurahds, operational

programme, audit authority, financial resourcegegularities, European Union
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1 Introduction

As the title suggests, this bachelor thesis focuseshe Internal Audit of Structural

Funds of the European Union (EU). Through mediacare more and more often come
across phrases like “financial aid”, “projects wuy region”, “business support” etc. All

these expressions have one phenomenon in commoimainid the Structural Funds of
the EU.

As the Czech Republic became a Member State oEthepean Union in 2004, it is
also involved in fulfilling aims of an economic amsdcial cohesion according to the
Treaty Establishing the European Community. As Theaty states,the Community

shall aim at reducing disparities between the Isvef development of the various
regions and the backwardness of the least favotggobns or islands, including rural

areas’! Further more, it imposes that the Structural Futids European Investment
Bank and other existing Financial Instruments sthobélp to achieve the above

mentioned aims.

This thesis looks at the Structural Funds frompghit of view of an authority which
plays a significant role in testing and assessroetite whole system. By that an Audit
Authority — the Central Harmonisation Unit of theinigtry of Finance of the Czech
Republic is meant. Its function is an integral parthe whole implementation process
in the programming period 2007 - 2013 for it is passible for providing an
independent verification of the management androbrgslystems of the operational

programmes.

Individual chapters deal with various conceptstétrts with introduction of terms such
as internal audit (1A) and Structural Funds. THecaltion process of financial resources
along with its amount available from the Structufainds follows and the last minor

chapter is focused on the general principles ofblintroducing the International

! Consolidated versions of the Treaty on Europeaiotyand of the Treaty Establishing the European
Community, Article 158
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Professional Practices Framework and the Standdius.main part focuses on the
procedures and methodology applied to the inteandlts of systems and operations as
they occure in terms of the Structural Funds. Tdst two chapters are devoted to the
outcome of internal audit activities representedhgyaudit report, its findings, opinions
and recommendations. Attention is also paid tgularities, which might occur in any
part of the implementation process.
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2 Objectives of Thesis and Methodology

2.1 Objectives

A goal of this thesis is to provide a complex, stmwed and up-to-date overview of
issues involved in practice of internal audit of' & Structural Funds. This topic is to be
put into context of connected issues for a bettelerstanding of its principle. All the

terms and concepts that are used in the thesis toebd in accordance with present
pieces of legislation and other documents amendleg subject matter. The main
objective is to describe the work and processesiimgnthrough the audits of

management and control systems of the Structunadi$as well as to give account of

the audits of operations.

2.2 Methodology

To satisfy the set up objectives, several methodsvbrk with relevant materials and
documents are used. Author of this thesis has aktygres of documents available, e.g.
pieces of European legislation such as acts, regntaand COCOF guidelines, and on
the other hand pieces of Czech legislation for garacts and government resolutions.
Also supporting and guiding documents e.g. methmgles, working documents and
pieces of information provided on web pages ofuai institutions serve as a basis of

this thesis.

In the beginning, the analysis of the documentsdsessary to seize the problem.
However, while reading through the resources, autbiben came across other
documents that also seemed to be relevant. Sontioeird of the materials increased
almost with every new document. It is importantoteentate oneself in the plenty of
documents, keep the range of materials used relalgosiaort and still not omit any

important piece of information.

Another issue is appearance of the same or vemasimformation in more documents.

The individual topics fade into one another and etinmes it is also hard to find a
12



current version of a document. That is because wfa$te methodologies and manuals
are available only electronic form and very oftea tveb pages are not up-to-date. As
long as the issue of Structural Funds is relativedw, the regulatory framework is not
unified and demands overall understanding. So dsk is to compare the materials,
diferentiate which ones are to be used and whiaks aare not the key or supreme

documents.

The elaboration of this thesis also demanded aistliamiliarization with many new
professional terms used within the manuals andratbeuments. This led to work with
explanatory and special dictionaries.

Also an illustration of theoretical issues with tpeactical examples is used. For

example to describe the process of financial ressuallocation, a specific call for
proposal of applications is present.

13



3 Literature review

3.1 Concept of Internal Audit

This part of the thesis was placed at the veryrbegg to acquaint the readers with a
concept of internal audit which is essential foe thhole work. For purposes of this
thesis, terms such as internal audit, externaltardi control are introduced in mutual
relations with regard to public sector and privaetor. Even though the public sector is
crucial to this thesis, the private sector is aiswoduced and both concepts are

compared for a better idea.

3.1.1 Audit according to the Auditor’s Act

One of possible views of audit as such is describetthe Act No. 93/2009 Coll., on
Auditors (hereinafter the “Auditor's Act). This dal document defines the audit
activity as the performance of statutory audits, reviews ofnecoic management,
verification of accounting records and verificatiaf other economic information in

keeping with auditors standards.

However, as the Auditor's Act further specifies, by statutory audit is meant
“verification of annual and extraordinary annual acmts or consolidated annual
accounts ... and/or interim annual accountsAnd this applies if such verification is
required by another piece of legislatiohBy that is meant the Act No. 563/1991 Coll.,
on Accounting, as amended. These audits can berpexfl by the statutory auditors or
audit firms having the licence issued by the Chamiie Auditors of the Czech
Republic.

This fact implies the_externaklation of the auditor to the accounting entitihe
accounting unit of a company orders an audit serwhich is delivered by the auditor

firm or the statutory auditor. The client might uatlly use the services of the same

2 Act No. 93/2009 Coll., on Auditors, and amendiregtain other legislation
3 dtto, Section 2 (a)
* dtto
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audit supplier whenever necessary (e.g. auditsrditgpto the Act on Accounting, Due
Diligence audits, Quality audits), however the tielaships still work on the client-
supplier principle. But to stick to the point, dekig the audit in terms of the internal

relations and public sector is necessary.

3.1.2 Audit according to the Act on Financial Control

Section 3 of the Act No. 320/2001 Coll., on FinahcControl (therinafter the “Act on

Financial Control*) divides the whole financial ¢om system into three subsections.
The third part pursuant to subsection 1c) is imgodrifor purposes of this thesis: an
internal control system in public administrationdies. That includes two different

concepts: _managing contr@nd _internal auditas analysed below. The complex

requirements on internal control system are statéthrt Four, Sections 25 — 31 of Act

on Financial Control.

The managing control is described in the Act orakaial Control asffhancial control
ensured by responsible managers as a part of agrnat management of a public
administration body> The essence of work of control managers rudsrifig
preparation of operations prior to their approvaluring the continuous following of
the operations exercised until their final settlemand calculation and the ensuring
check of the chosen operations within the evalnatbthe results achieved and the
correctness of manageméfit.

On the other hand internal audit is described @s &xamination separated in an
organizational manner and funcionally independeMtork of an internal auditor then
lies in “the assessment of the adequacy and efficiency eofntnaging control,

including the examination of the correctness ofsemoperatioris’

® Act No. 320/2001, on Financial Control in Publidrinistration and on the Amendment to some Acts,
Section 3 (4) (a)

® dtto

" Act No. 320/2001, on Financial Control in Publidrinistration and on the Amendment to some Acts,
Section 3 (4) (b)
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We can see that managing control is one of the geaia functions necessary in the
whole public administration body. Managers aredhly ones responsible for the flow
of all the operations and systems. The internaitaunit is independent of this executive
function and its task is to evaluate the work ohaging control. Internal auditor might
also recommend improvements, but the responsildititythe follow-up actions bears

the management.

A situation might also turn up, when both typestloé audit professions co-operate.
During the audit work of EU Funds, auditors of ameenal supplier are also invited to
the audit team on an outsourcing principle. Thipgesms mainly when the planned
capacity of auditors is insufficient or when itniscessary to provide specialized audits,

e.g. when the IT system audits are performed.
3.2 Concept and Issue of EU’s Structural Funds

The concept of the Structural Funds brought witinatv terms, functions and work
positions. Moreover it demands a new network oflipiddministration authorities to be
established and it gives incentives to various eanfyapplicants to take advantage of
new financial resources available. This part ofsthen short describes the complex
implementation process as it is nowadays set tiparCzech Republic.

3.2.1 Legal Regulations and Definitions

As long as the Structural Funds operate on the &kl| the EU authorities are
responsible for publishing legislation setting e rules and criteria. One of the key
documents is Council Regulation (EC) No 1083/2086 aalled “General Regulation®.

In support of the General Regulation, another pa#degislation was pubished. It is the
Commission Regulation (EC) No 1828/2006 shortly ednthe ,Implementing

Regulation“. The General Regulatiorlays down the principles and rules on
partnership, programming, evaluation, managememtiuding financial management,

monitoring and control on the basis of respondileit shared between the Member

16



States and the Commissich So far many new terms come out that need to be

explained prior to next parts of this work.

Structural Funds a ‘main realization tool for the European policy ofoeomic and

social cohesion.”It provides “distribution of finances mitigating the differees

between Member States and their regiths

European Regional Development Fund (ERRBptributes hy redressing the main

regional imbalances through support for the deveiept and structural adjustment of
regional economies, including the conversion oflidewy industrial regions and
regions lagging behind, and support for cross-boydeinsnational and interregional
cooperation'® The finances from the ERDF are assigned to investrfinfrastructure)
projects. Such projects are focused for examplgconstruction of roads and railways,
reconstruction of cultural monuments, and modetioraof the crisis management

system.t!

European Social Fund (ESRHontributes by improving employment and job

opportunities, encouraging a high level of employtm@nd more and better jobs. It
shall do so by supporting Member States' policigsirg to achieve full employment
and quality and productivity at work, promote sddrelusion, including the access of
disadvantaged people to employment and reduce madtioregional and local
employment disparities

8 Council Regulation (EC) No 1083/2006, Article 1

° Fondy Evropské Unipon-line]. [2011-03-01]. Fondy Evropské Unie: 26niiliard € pro Ceskou
republiku. Available from: <http://www.strukturakfibondy.cz/Informace-o-fondech-EU>

19 Regulation (EC) No 1080/2006 of the Europan Padiat and of the Council, Article 2

' EU Funds[on-line]. [2011-03-01]. EU Regional Policy. Availle from: <http://www.strukturalni-
fondy.cz/Information-about-EU-Funds/EU-RegionaliBy#

12 Regulation (EC) No 1081/2006 of the European Bandint and of the Council, Article 2

17



Looking at the list of funds used as a tool in amdpean policy, a Cohesion fund is to
be found there as well. However, that one doesooht as a Structural Fund, hence it

will not be mentioned in detail in this work.

Operational Programme (OR)a ‘document submitted by a Member State and adopted

by the Commission setting out a development styateth a coherent set of priorities

to be carried out with the aid of a Fuhtf

Priority Axis is “one of the priorities of the strategy in an opevafll programme
comprising a group of operations which are relataad have specific measurable

goals“**

Programming“The objectives of the Funds shall be pursued infthmework of a
multiannual programming system organised in sevesthges comprising the
identification of the priorities, the financing, dna system of management and

control.“*®

Programming periodand its definition can be found within the defimit of a

Programming noted above. It is a term often memtiom connection with Structural

Funds. It corresponds to a pamtiltiannual programming systén?

Beneficiaryis “an operator, body or firm, whether public or prigatresponsible for

initiating or initiating and implementing operatien.. and receiving public atd’

13 Council Regulation (EC) No 1083/2006, Article 3 (1
14 dtto, Article 2 (2)

!5 Council Regulation (EC) No 1083/2006, Article 10
1 dtto

7 dtto, Article 2 (4)
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3.2.2 Objectives of EU’s Regional Policy in Programmingried 2007 - 2013

Within the EU policy of economic and social cohesithree objectives were identified
to be achieved in programming period 2007 — 2018 e aid of the Structural Funds
and other authorities:

1) Convergence objectivéocuses on “...improving conditions for growth and

employment through the increasing and improvemérth@ quality of investment in
physical and human society, adaptability to ecomorand social changes, the
protection and improvement of the environment, addhinistrative efficienc§™® It is

the priority objective of the Funds and it aimstbe least-developed Member States.

2) Regional Competitiveness and Employment objedsivon the contrary aimed on the

more developed regions. Its goal istrengthening regions' competitiveness and
attractiveness as well as employment by anticigaioonomic and social changgs
These changes should be connected to the openingadé¢, innovation and the

promotion of the knowledge society, the improvenadrthe environment etc.

3) European Territorial Cooperation objectii®e unlike the two above mentioned

objectives focused on cross-border cooperatioshdtuld do sothrough joint local and

regional initiatives, strengthening transnationaboperation by means of actions
conducive to integrated territorial developmenkia to the Community priorities, and
strengthening interregional cooperation and exchaof experience at the appropriate

territorial level.“?°

3.2.3 The Institutional System and Authorities of the lementation Process in the
Czech Republic

Along with the phenomenon of the Structural Furdlsnand for a new institutional

system also turned up. In the Czech Republic, émdral coordinator for all activities

associated with European funds is the Ministry Rexgional Development. It plays a

18 Council Regulation (EC) No 1083/2006, Article X8en 2 (b)
19 dtto, Article 3 Section 2 (a)
20 dtto, Article 3 Section 2 (c)
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role of a National Cooperation Authority and oneitsf main tasks is to prepare the
National Development Plan and the National Strategference Framework (NSRF).
In the NSRF, the development areas are describedveds as the operational

programmes within each objective of the EU poli€¢yeoconomic and social cohesion.
The whole NSRF and especially the OPs are senhdoEuropean Comission for
approval. The summary of the operational programapgsoved for the programming
period 2007 — 2013 is available in the Supplementsble 3.2

According to the Article 59 of the General Regulati within each operational
programme, specific management and operationatmsgshave to be set up to ensure
forming the functions of bodies involved in managetand control, also ensuring that
the principle of separation of functions existswesn the authorities and that the
expenditures declared under each OP are correct paodded through reliable
accounting and other systems. Functioning of tlaegkorities can be according to the
Article 46 of General regulation financed withirspecial OP. The programme in the
Czech Republic is called the OP Technical Assigamiénances allocated into this
programme from both EU funds and the state buddeth® Czech Republic are
amounting to EUR 0.29 billion.

The authorities to be established and their funstiare as follows:

Managing authority (MAJ)s “a national, regional or local public authority or public

or private body designated by the Member State tmnage the operational
programmeé.*? Its tasks are to ensure the whole implementationgss of the OP. It is
responsible for selecting the operations for fugdiior verification of accuracy of the
expenditures, for existance of systems in compedrform for recording and storing
all data gathered and last but not least it is aesiple for assuring the flow of

information between the authorities. In the Czedpublic, the funcion of the MA

L The Supplement IV of this thesis was created ooatance National Strategic Reference Framework
of the Czech Republic 2007 — 2013
?2 Council Regulation (EC) No 1083/2006, Article 58c8on 1 (a)
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execute the ministries in case of thematical ORd,the Regional Councils in case of

the regional OPs.

Certifying authority is “a national, regional or local public authority or oldy

designated by the Member State to certify statewfeexpenditure and applications for
payment before they are sent to the Commissiom the Czech Republic, the united
function of the paying and certifying authority (RCis carried out by the National
Fund established by the Ministry of Finance. Theifgeng authority is responsible for
the financial flow between a Member State and thpBean Commission.

Audit authority (AA) is “a national, regional or local public authority orohy,

functionally independent of the managing authorétyd the certifying authority,
designated by the Member State for each operatipraramme and responsible for
verifying the effective functioning of the managenaad control systertf*

A Member State also has the possibility to setniprmediate authorities to participate
on the execution of some or all functions of thenagang or certifying authority. In the
Czech Republic, the intermediate bodmase also been integrated into the system. They

are subordinated to the MA which delegates somigsdfinctions and responsibilities
on them. These are mainly those activities wheectlicommunication with applicants

for the grant and beneficiaries of the financialiginecessary.

The AA also has an intermediate body as long antmeber of audits to be performed
is inconsistent with number of auditors of the APherefor the Government of the
Czech Republic has imposed by a document Usnedady ¥. 760 z 11.¢ervence
2007° a provision of the function of an audit bodiestbé audit authorityIn the

appendix to the Government resolution the guidslioe activities of audit authority as

well as audit bodies are specified. The guidelidefine, that the audit authority is the

%3 Council Regulation (EC) No 1083/2006, Article 56c8on 1 (b)
4 dtto, Article 59, Section 1 (c)

5 Author’s translation: Government resolution No #6011 July, 2007
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Ministry of Finance, and the audit bodies are imtiral ministries of the Czech

Government, the capital city of Prague and Regi@wincils of the cohesion regions.
Within these authorities, the 1A departments araldshed. In accordance with the
General Regulation, the AA does not perform neitheraudits of the management and
control system or the audits of operations, bus ialso responsible for ensuring the
independence of the audit bodies which performatidits. Unlike the audit bodies, the
AA communicates with the European Commission thditastrategy as well as the

annual control reports.

Monitoring committee®shall satisfy itself as to the effectiveness andliguof the

implementation of the operational progranfni&

3.2.4 Special Criteria

Besides explanation of general terms and descniptfofunctions and processes, the
General Regulation also defines concepts whoseaab&d must be ensured. One of
these concepts is additionalitly states that Contributions from the Structural Funds
shall not replace public or equivalent structurapenditure by a Member Stdt€. The
additionality is weighted according to the averagenual public or structural
expenditures based on the previous programminggbexith respect to exceptional
outlays. For example the additionality for the Cergence objective will be examined

by the European Commission mid-term in 2011.

Moreover, there are horizontal issues to be enseeé of them is a concept of the

sustainable developmentThe objectives of the Funds shall be pursued in the

framework of sustainable development and the Comynpromotion of the goal of

protecting and improving the environmgat

Next one is the equality between men and woraed the non-discriminatiori The

Member States and the Commission shall take appateprsteps to prevent any

%6 Council Regulation (EC) No 1083/2006, Article 68 (
%7 dtto, Article 15 Section 1
28 dtto, Article 17

22



discrimination based on sex, racial or ethnic omnigreligion or belief, disability, age or
sexual orientation during the various stages of lemgentation of the Funds and, in

particular, in the access to theffr
3.3 Approval and Allocation of Financial Resources

In the previous chapters main concepts relatecetmd audit and Structural Funds,
which are essential for this thesis, were introdudgut to describe the audit process
itself, it is necessary to explain the procedurethe implementation starting with the
announcment of the first call till the financialttteement of the whole OP. Then it is
possible to understand when does the audit auyhanitl the audit bodies of the AA
enter the implementation process and what is tbenee of their work.

3.3.1 Ciiteria for Allocation

For the purpose of financial aid allocation, thee€lz Republic is divided into specific
regions. Those are called NUTS (Nomenclature ofitberal Units for Statistics). There
are three main groups according to the numbertafeais living in each region. The
structuring is carried on according to values shibweTable 1 (in Supplements). The
Czech Republic is divided into eight new regionsvascan see on the m&pcture 1 (in

Supplements). The cohesion regions are North-Wstth-East, South-West, Central

Bohemia, South-East, Moravia-Silesia, Central M@and the capital city of Prague.

The reason for which the new structure was estadaliss that the current regional
division of the Czech Republic falls into the catggof NUTS Il regions, but for
drawing financial aid assigned to objectives Cogeace and partially Regional

Competitiveness and Employment, only NUTS Il regiare allowed to apply.

The conditions under which financial resources loarassigned differ according to the

individual objective. As described in General Regjoh, the requirements are for the:

1) Convergence Objective — the region must cormeggo NUTS Il level, its GDP per

capita measured by the purchasing power parityOid02- 2002 must be lower than

29 Council Regulation (EC) No 1083/2006, Article 16
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75 % of the average GDP EU-25 per capita in theespemniod. In the Czech Republic,
all regions are in compliance with these conditiersept the Capital City Prague.

2) Regional Competitiveness and Employment ObjeciWUTS 1l or NUTS | level
regions might apply, the GDP condition is oppodite the one in Convergence
objective. That menas the GDP per capita must dieehithan 75 % of the average GDP
EU-25 per capita. In the Czech Republic the redidfilling these conditions is only
the Capital City Prague.

3) European Territorial Cooperation Objective — tness-boarder NUTS Il regions
lying along with all the inner and some outer stadendaries. All NUTS regions in the

Czech Republic are eligible to apply for finan@al within this objective.

3.3.2 Administrational Bodies Involved in Allocation ahBncial Resources

When it comes to the organization structure ofcaltion process, a new authority

emerges next to the already presented ones in 3.2.3

Financial Departments “an unit within the Chapters of state budget whichkes

payments to the beneficiaries from the state budggsturces, corresponding to the part
of national funding and the part designated for-fuading of those expenses, which
are to be covered by resources from the budgetbf*® The specific function of the

financial department varies with regards to theraf@nal programme. The situation is
slightly different with financial departments foegional OPs and e.g. for OP Cross-

border co-operation Czech Republic — Poland.

3.3.3 Financial Resources from the EU Budget

The overall resources available for the EU funds period 2007 — 2013 are
EUR 308,041,000,000 at 2004 prices. This amouiridexed at 2 % per year for the

purposes of programming. The biggest amount (819%) is allocated to the

%0 Author's translation based on the original versidetodika finagnich toki a kontroly prograri
spolufinancovanych ze strukturalnich fénd=ondu SoudrZnosti a Evropského rgk&ho fondu na
programové obdobi 2007 — 2013, p. 2
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Convergence objective. For the objective Regioonahmetitiveness and employment it
is 15.95 % and for the European territorial coopenaobjective the resources amount
2.52 %.

The amount allocated for the Czech Republic isataltEUR 26.69 billion. The
allocation for the individual objectives for theogramming period 2007 — 2013 is

shown in theTable 2 in Supplement&!

The Member States which do not use Euro as theweway need to convert the
amounts lising the the monthly accounting exchange raté@fXommissich®

3.3.4 Financial Flows between the EU and the Czech Républ

A strategic document for financial management ot @8-funded from the EU budget
is a ,Metodika finagnich toki a kontroly program spolufinancovanych ze
strukturalnich fond, Fondu soudrznosti a Evropského riggb@ho fondu na programove
obdobi 2007 — 2013 It is a framing document and it admits adjustmefuts

individual OPs, however this must be approved leyNtinister of Finance of the Czech

Republic.

The financial flows of resourcesHall take the form of pre-financing, interim payrse
and payment of the final balant¥ Firstly the Commission sets the maximum amount
of financial resources for each programme and fache Structural Fund in a
programming period. After the OP is approved, thmm@ission transfers the pre-
payment on the special bank account of the PCAénGzech Republic. During the
course of OPs, the applications for interim paymeme accumulated and then sent to

%! Pravidla pro zaji&ni spolufinancovéni pro&dki EU z narodnich vejnych zdraj [on-line]. [2011-

03-11]. Available from: <http://www.mfcr.cz/cps/mdbcr/mfcr/lll_material Pravidla_pro

zajisteni_spolufinancovani_pdf.pelf
%2 Council Regulation (EC) No 1083/2006, Article &) (

3 Author’s translation: Methodology of Financial Rl and Control of Programmes Co-funded from the

Structural Funds, Cohesion Fund and European kéeshEund in Programming Period 2007 — 2003
% dtto, Article 76 (1)
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the Commission three times in a yeafhg cumulative total of pre-financing and
interim payments made shall not exceed 95 % ofahé&ibution from the Funds to the

operational programmg*?

The interim payments and the final payment arecedtk pursuant to the applications
supported by the documented certifications. Théfation of expenses is a procedure
when the PCA is verifying correct use of financaatl within each OP. After the

successful certification, the transfer of the reses from the EU budget to the state

budget of the Czech Republic takes place.

The financial flows through which the beneficiarreseive the financial support differ.
Municipalities, allowance organizations and companhave to undergo different
processes. The methods used are for example “fosugh“ grants, a funding
principle, a pre-funding principle as well as threnpiple of the “Lead partner”. For its

complexity, the topic will not be further analysedhis thesis.

The General Regulation also sets the limits fofurwling proportion for all Member

States. The Czech Republic falls into the categotty following condition: the average

GDP per capita in the 2001 — 2003 period was lothan the 85 % of the EU-25
average. Fulfilling this condition, the part of thkgible expenditures is 85 % from the
ESF and ERDF for the Convergence and Regional ctitmpaess and employment
objectives, and 15 % from the state budget of thecE& Republic. This is a very good
condition, because for example France gets 75 %h®rConvergence objective and

50 % for the Regional competitiveness and employrobjective.

The beneficiaries also have to financially partate on the project. The public
procurement ceiling were set according to the tgpa subject/beneficiary and also
according to the region in which it applies for tip@nt. The problematics of public
procurement had to be regulated since there isagiement with the rules for the
public contracts, which look at the public procuesrhas favouritism of chosen subject.

% Council Regulation (EC) No 1083/2006, Article 79 (
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Therefore exceptions to the public procurementtbdie set up such as de minimis and
block exemptiong®

So far the procedures between the EU and the nmapagithorities were introduced.
The next chapter describes the processes runnimdynb@tween the applicants and the
managing authorities of the OP.

3.3.5 Allocation Process towards the Beneficiaries

As explained, the operational programmes framewthele process. The OPs further
consist of priority axes and then support areage fanaging authority announces
throughout the year individual calls for propostbpplications (herinafter the “calls)
in compliance with a previously published plan afl€ Along with each call also the
Guidelines for applicants and beneficiaries areothiced. If the content changes, the
MA publishes an amending guideline. For this algimtibe happening in quite a short
time, the structure can become hard to orientagsalfin. Therefore for example the
ROP Central Bohemia discloses information on the&lajues being in force, see
Picture 2 in Supplements.

The author of this thesis decided to illustrate finecess with information from a
specific call. It is a randomly chosen call No. %m the regional operational
programme Central Bohemia for the programming [pe2i@07 — 2013’

In general, the text of the call encompasses irdtion on its thematic focus, the

activities supported within the projects and inthea of the activities for examination

of the proposal. In the Guideliness we can find #meount of financial resources

allocated for the call and also the rules for firing. The call No. 56 is financed by
80 % from the ERDF and by 20 % from the Regionali@i budget of the cohesion

region Central Bohemia which acts as a recipiedtamanager of the support from the
Structural Funds.

% pokyny pro Zadatele arfemce pro vyzvw. 56 regionalniho opewmiho programu regionu
soudrznosti $edniCechy
3 dtto
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Next important area to be explained is the eligibig@enditures. According to the
General Regulation the expenditureshdll be eligible for a contribution from the
Funds if it has actually been paid between the ddtsubmission of the operational
programmes to the Commission or from 1 January 200¥chever is earlier, and 31
December 2015 Further rules $hall be laid down at national levéf with respect to
an individual OP. These rules have been set umpptbved by Usneseni viadiR ze
dne 24. ledna 2007 61

The projects to be proposed are also defined mgeaf time and territorial horizon. In

the call No 56, the projects might be realized initthe whole are of NUTS Il Central

Bohemia region and the acceptance of applicatisnstapped when the amount of
incoming applications reaches 150 % of allocatedouweces for the call. The

applications are submitted in electronic form tilgiothe web application IS BENEFIT7
and in printed form handed in to the MA of ROP NUITEentral Bohemia.

When all the applications are gathered togetheir #valuation takes place within 20
days after the call is closed. The selection gatbave several phases. In the first part
controls of acceptability and control of formal vagments take place. If the
applications for grant pass, the second part diuatian is carried out. Specific criteria
for each call are examined and evaluated with @iceamount of points. The maximum
of points the project can get is determined in adealn order to get on in the process,

the projects need to get at least 65 %.

The successfull projects proceed to the final stagech is the risk analysis and in
some cases also the ex-ante control. The applicamtsevaluated concerning the
“financial health®. Their rentability, indebtednessd liquidity are investigated in

relation to financial statements such as balaneetsand profit and loss account. The

3 Council Regulation (EC) No 1083/2006, Article 36 (
% dtto, Article 56 (4)

40 Author’s translation: Government resolution Noffdm the 24 January 2007
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Regional Council then publishes the list of pragesgpproved for financing including the

allocated amounts and the contracts on provisiangrant are signed.

During implementation of the project, specific reqments are set upon the
beneficiaries. For example the beneficiary needspen a bank account only for the
project purposes, there are special conditionssiguplier selection etc. When the
realization phase is carried out and after finighime project, progress monitoring takes

place.

3.3.6 Financial Management of the Project

Payments are sent to the beneficiary during thgegromplementation based on the
simplified application for payment of a grant. lbntains appeal for pay-off of the
eligible expenditures which need to be supporteddaxydocuments (invoices). The
simplified applications might be submitted eacheéhmonths at the maximum and not
more than 85 % of a grant might be paid off. Thmaming 15 % are repaid after the
project implementation is finished, 60 days aftdrygcal realization. If all the

applications for payment of a grant are correat, fihancial department transfers the

financial resources from the Regional Council budgethe beneficiary’s accoufit.

As noted above in 3.1.2, before the signature cbmtract on provision of a grant,
during the project implementation or after its enyglithe on-spot controlls might take
place according to the Act No. 320/2001 Coll., anaRcial control. There are three
kinds of public administration controls: ex-anteterim and ex-post. Also the external
controlls might be carried out for example by the®me Audit Office of the Czech
Republic, Ministry of Finance of the Czech Repupbliuropean Commission, the
European Court of Auditors or the European Antider®ffice (OLAF).

Not only controls on various levels, but also asidiittervene into the implementation
process to verify the effective functioning of mgament and control system and/or to

“l Compare to Pokyny pro Zadatelef§gmce pro vyzvig. 56 regionalniho opetaiho programu regionu

soudrznosti $edniCechy, p. 56 and following
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verify the reported expenditures on a sample ofaimns (projects). These audits are a
subject to a chapter 3.5 of this thesis.

3.4 General Principles of Internal Audit

Just as any specialized occupations have theiuenigchniques and procedures, also
auditors have their regulations and rules whicldguexecution of their work. These
principles are a subject to this chapter.

In 3.1 the difference between the essence of wbduditors focusing on “accounting”
activities and those performing the audits in tewhghe internal control system in
public administration bodies was explained. Theeefois not surprising, that also the
regulations vary. The auditors performing withine tiAct No. 93/2009 Coll., on

Auditors follow the regulations published by thea@iber of Auditors of the Czech
Republic. This authority sets, that the auditoes @bliged to work in accordance with
the International Standards on Auditing (ISAs) whare issued by the International
Auditing and Assurance Standards Board (IAASB)islione of the standard-setting
boards working by the International Federation ot@duntants (IFAC).

Next chapter focuses on the regulations which applyhe audit activities in terms of

internal control system in public administratiordizs.

3.4.1 International Professional Practices Framework

It was already mentioned, that within the instiinfll system supervising and managing
the implementation process, the audit authoritgsponsible for execution of all audits.
It “shall ensure that the audit work takes accountnbdérnationally accepted audit
standards**?

These Standards are a part of an InternationaeBsmal Practices Framework (IPPF)
published by the Institute of Internal AuditorsA)J which was established in the USA
in 1941. The authority mediating the Standards betwthe Il1A and the Czech Republic

“2 Council Regulation (EC) No 1083/2006, Article &3 (
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is the Czech Institute of Internal AuditoiSI(A). CIIA has much shorter history, it was
established in March 1995 to support the professibmternal audit by providing

information and consultations as well as organizdgcational seminafs.

“As a coherent system, a framework facilitates cbeist development, interpretation,
and application of concepts, methodologies, anthrtepies useful to a discipline or
professiori*** The IPPF consists of two main parts. The firstcédled Mandatory

Guidance and it is obligatory to all auditors. Teecond part is called Strongly
Recommended Guidance and its purpose is to guelenternal auditors within the
effective use of Code of Ethics and of the Stanslard

3.4.2 Mandatory Guidance of the IPPF

1) Definition of IA: “Internal auditing is an independent, objective aasge and

consulting activity designed to added value andrawg an organization’s operations.
It helps an organization accomplish its objectibgsbringing a systematic, disciplined
approach to evaluate and improve the effectivelmésssk management, control, and

governance proces$®

2) Code of Ethics'describes the minimum requirements for conductd, teghavioral

expectations rather than specific activitié§ It is divided into two main parts: the
Principles and the Rules of Conduct. The purposth@fRules of Conduct is to better

understand the Principles in order to implementtiveo practice.

There are four main principles to be applied byittternal auditors?
Integrity — “The integrity of internal auditor establishes trumtd thus provides the

basis for reliance on their judgemént

43 Cesky institut internich auditérfonline]. [2011-03-02]. What is internal audit?vailable from:
<http://www.interniaudit.cz/en/ciia/>

4 Mezinarodni Ramec profesni praxe interniho auditul0

“ dtto,, p. 20

“ dtto, p. 12

4" Mezinarodni Ramec profesni praxe interniho augit@4, 26
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Objectivity — “Internal auditors exhibit the highest level of msdional objectivity in
gathering, evaluating, and communicating informatiabout the activity or process
being examined. ... Internal auditors are not unduijuenced by their own interests
or by others in forming judgements

Confidentiality— “Internal auditors respect the value and ownerstiimfmormation they

receive and do not disclose information without rayppiate authority unless there is a
legal or professional obligation to do .$o

Competency- “Internal auditors apply the knowledge, skills, agberience needed in
the performance of internal auditing services

3) International Standards for the Professionatt®ra of Internal Auditing Standards)

“provide a framework for performing and promotingteimal auditing.*® The
Standards consist of: Attribute, Performance ang@lémentation standards. Also a
specific number system holds for better orientatibhe Attribute standardset the

basic requirements on those performing the inteandit whether it is an organization
or an individual. They are ordered by a numberx®Rxlformat and by a name. The

Performance standardiescribe the character of internal audit serveeesvell as the

gualitative measures for assessing the 1A's peréoce. They are named the same way
as the Attribute Standards with one exceptionfthemerical line is 2xxx. And last but

not least, the Implementation standaa® an extension of the first two types of

standards. They are written right after the textthefstandard itself. There are two types
of the Implementation standards. They are focugdreon assurance (A) or consulting
(C) activities. For better explanation, an examfl@ Standard 2440 — Disseminating

Results is presented Supplement 1.%°

Despite it looks that both fields of auditors' me$ion as described above have their
specific Standards and thier usage is stricly agsigo this or that branch, the situation
is a little bit different. The environments in whian audit is carried out differ a lot. As

long as the goal is to deliver the best possiblopmance, tha auditor might sometimes

“8 dtto, p. 12
49 dtto, pp. 55 - 56
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find guidance in other than IIA Standards. Therefas set, that when necessary and
efficient, the auditors of AA or of the audit boslimight next to the IIA Standards also
use the INTOSAI or IFAC standards or other inteéowally recognized auditing

standards.

3.4.3 Strongly Recommended Guidance of the IPPF

This guidance is not obligatory, however as flowifigm the name, it is highly
recommend to perform the audit activities accorlgings written in the IPPF, the
Strongly Recommended Guidance descfimactices for the effective implementation
of The 1lA’s Code of Ethics and the Internationtdrglards.® The Guidance is divided
into three subparts: Position Papers, Practice sailids and Practice Guides. The object
of the Practice Advisories is now only thenéthodology and approach for
implementing the Code of Ethics and the Standatdsvhich means, that it has been
reduced as compared to the previous version. Thiteohpart was not deleted for good,
but it was put into the two new parts: Practicedgaiand Position Papers. The first
ones ‘allow guidance to be issued at the tools and teples level, and includes
detailed processes and procedures, programs, aep-ks-step approaches’ The
Position Papers help irutiderstanding significant governance, risk or cohtssue$™
not only the internal auditors, but also the widaedience not directly familiar with this

concept.
3.5 Methodology of Internal Audit of Structural Funds

This chapter is the main part of the bachelor thesirstly it describes the regulatory
framework under which the audits are carried oud #me hierarchy of authorities
involved. Also the planning process of an OP isodticed along with the obligatory
documents. Then the common methodology for thesassent is introduced and finally

the individual procedures of both types of audigsn performed within the audit

Y Mezinarodni Ramec profesni praxe interniho augitd,0
L dtto, p. 14
2 dtto, p. 14
3 dtto, p. 12
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system of an operational programme. That meanssysg&ems audits and audits of
operations.

3.5.1 Legal Framework and Applicable Regulations

There are several types of regulations which ses/@ guide when carrying out the
audits. The first group consists of the internaibnrecognized practice, e.g. the ethical
norms and standards, which were a subject to theiqus chapter. The second group
could be named as directly applicable legislatissued either by the European
Communities (EC) or by the Member State. Two rejuig are essentially important:
the Council Regulation (EC) No 1083/2006 and Corsmois Regulation (EC) No
1828/2006, both previously mentioned in the thesis.

In compliance with the supremacy principle, theioral legislation participates in
regulating the implementation of the Structural #inPAmong these belongs mainly the
Act on Financial Control, already mentioned and Ao No. 552/1991 Coll., on State

Control, as amended.

The final type is the methodological instructiofBased on the Article 103 of the
General Regulation, a Coordination Committee offbeds (COCOF) was established.
Among many documents they published regarding thmplementation of the
regulations dealing with the Structural Funds, @@COF 08/0019/00-EN is crucial. It
describes the methodology for the assessment oageament and control systems in
programming period 2007 — 2013 not only on the Eikl, but also on the national
level. Whilst this is a key document concerningtsys audits, the audits of operations
follow the procedures stated in COCOF 08/0021/02daNed the Guidance note on
sampling methods for audit authorities.

In the Czech Republic, the guiding document is M@nual pro auditiidicich a
kontrolnich systéin oper&nich program.®® Together with its supplements, especially
the second supplement called Odbornyivpdce procesy auditu systéna auditu

** Author’s translation: Manual for Audit of Managemend Control Systems of Operating Programs,

hereinafter the “Manual”
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operaci’, it provides a framework for carrying out the syss audits as well as the
audits of operations.

3.5.2 Authorities Involved in Audit and Control Systems

It is necessary to ensure that the EU budget amahakional co-financing, their inflows
and outflows and the management function corre@ihys task falls mainly within the
competence of the European Court of Auditors. 16 @&s an external and independent
auditor when verifying the systems as well as theltidget outflows, not only in the
European Commission’s departments, but also in Mentbtates. The European
Commission participates in the responsibility foe tEU budget, therefore it the needs
to satisfy itself that the management and contystesns in each Member State operate

in an effective and correct way according to thecke 72 of a General Regulation.

It performs the_compliance audiggther on its own behalf or with help of the eradr

supplier of audit services. These authorities testmanagement and control systems
within OPs of a Member States. Authorities beingtdd are the audit authorities,
paying and certifying authorities and the manageughorities as well as their
intermediate bodies. In the end, the European Casian decides whether it either can
rely on the opinion issued by the audit authoripnaerning the functioning of the
systems and correctness of the statements of expes] or whether it carries out its
own audits for the management and control systeemaufficient.

In the Czech Republic the responsibility of an Ag providing all audits within each
OP was laid on the Ministry of Finance of the Czd®bpublic. The hierarchy of
supervision and control processes is as follows:pghmary control system is carried
out by the MAs and the PCA. To supervise theserotmtthe audit bodies perform
audits as a part of a secondary audit system. Titieé bodies are in the organizational
structure of the MA and they account for their walikectly to the Minister or to the
chairman of the Regional Council and to the directbthe AA. The audit authority

leads them methodicaly and is also responsibléhfgr work. And above all, the central

%% Author’s translation: Specialized Guide on Proesssf Systems Audits and Audits of Operations
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audit system is carried out by the AA. It contatihe audits of primary control system,
of a secondary audit system and also audits ofatipes. A graphical illustration of this

system is ifTable 4 in Supplements.

3.5.3  Planning of Audits

Planning activities are very important for manglefiactions, for our everyday life, and
it cannot be thought apart from the audit systermcofding to the Manual, there are
four main types of planning documents: audit sggtenedium-term plan (for three-
year period), annual audit plan and sample fortawdioperations.

The most important one, the audit strategy, whicivarked out by the AA, needs to be
presented to the European Commission after theoaglpof the OP. The audit strategy
should be €overing the bodies which will perform the audits,the method to be used,
the sampling method for audits on operations ara@ititicative planning of audits to
ensure that the main bodies are audited and thaditaware spread evenly throughout
the programming periat® Also the financial resources and personnel ne¢deuk
estimated based on the current quality of managearahcontrol systems and written
in the audit strategy. When there is a common mamagt and control system of OPs,
a single audit strategy might be used. If the Cossion doesn’'t come up with any
remarks within three months, the audit strategpdgeas accepted. It must be revised
minimally once a year and approved by the Minisféinance. The medium-term plans

and annual audit plans are based on the audi¢gyrat

3.5.4 Risk Assessment

To ensure verifying of all activities of operatibnmmogrammes and their priority axes
from the beginning of the programming period, a péran audit strategy and of audit
plans is also a risk assessment and an evaluatipreadefined key requirements for
each subject of the implementation structure ohe&ae.

As stated in the Manual, an audit risk model isrfed for two reasons: to give a

reasonable assurance about functionality of manageand control systems of OP and

%6 Council Regulation (EC) No 1083/2006, Article 63 (c)
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to carry out efficient audits. Using the informaticom the audit risk model, the AA
and the audit bodies can better focus on more as&gs.

The audit risk (AR) is in a Manual defined as & rihat auditor either issues an opinion
without reservations, even though the statemenéxpfenditures contains important
irregularities, or on the contrary, that auditasuss an opinion with reservations or a

negative opinion, even though there are no importeegularities.

The audit risk is composed of three parts: thenaerisk (IR), the control risk (CR)
and the detection risk (DR). The individual categersee described below. The audit
risk is then computed with help of a following etjaa:

AR = IR x CRx DR.”’

Important is a reverse relationship between thataigk and the audit assurrance.
Therefore:

Audit Assurance = 1 — AR.58

a) The_inherent riskiR) rises from the substance of the environmims. influenced by
the external factors, e.g. economic, political audtural, as well as by the internal
factors such as the type of the organization amdqimalification of employees. The
technique used to evaluate the inherent risk isc@lgsinformation gathering without
further analysis. The purpose is to gain as mudbrnmation as possible about the
particular OP, about the organizational structdréhe organization/entity being audited
and also about the control procedures. This allishbelp to understand the audite area
before the systems audit starts. The outcome efishthe summary of inherent risks
where the probability of occurance is the highest @here there is the biggest possible
impact on the aims of the OP.

> Manual pro auditiidicich a kontrolnich systémoper&nich program spolufinancovanych v
programovém obdobi let 2007 — 2013, p. 83
%8 dtto, p. 84
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According to the Manual, with the Structural Funtsg inherent risk is set to the

highest possible level, which means 100 %. It iegk higher professional scepticism
when planning and carrying out the audits. It idatause there is a fraud risk from the
management’s side. In other words, it is assumeal, itregularities are caused by
deliberate faults and deceptions. The managementhef OP is responsible for

regulation of the inherent risk, not the auditor.

b) The_control risKCR) depends on the functionality of the contr@amanisms. The

auditor identifies the level of risk, that the sigrant irregularities in the statement of
expenditures will not be avoided, identified andreoted by the management and
control systems. The auditor needs to considerthvenehe faults or deceptions might
occur, how it might happen and then tests if thetrobd procedures are able to prevent

these irregularities from happening.

This assessment whether on the level of operatipr@ramme or within a specific
systems audit is carried out according to the sdm@mmework. It is because the
European authorities wanted to ensure a unifiedogah to this assessment and for that
purpose the Guidance on a common methodology mra#sessment of management
and control systems in the Member States was fhdalis As results from its title, this
guidance applies only to the systems audits, naheraudits of operations. The method
of key requirements assessment is used by the Eamopontrol and audit bodies
(European Commission, European Court of Auditorsee part 3.5.2) as well as by
national audit authorities and audit bodies whemfopming the systems audits.
Therefore explanation of this approach is placeithéopart 3.5.5 where the performance

of systems audits is described.

c) The_detection riskDR) corresponds to a risk that auditor will netett an important
fault which exists in the statement. We distinguisio basic types of detection risk:
a selective risk and a non-selective risk. Thecseie risk can be further divided having
regard to the type of audit being performed, eitiher systems audits or the audits of

operations.
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The selective risk within the systems audits hasdgpects: the control risk is either set
too high or too low. In both cases it stems frora thct, that auditor did not verify

100 % of all operations or transactions, but onsample. If the CR is set too high, it
leads to uneconomical behaviour, more audits amgedaout than it is necessary. In the
second case, if the control risk is set too lovg #uditor finds the management and
control systems reliable and therefore plans smallenber of audits of operations. This
behaviour leads to ineffective audits. But in rgalauditors should not rely that much

on the systems and should perform more audits.

The selective risk with the audits of operations edso take two possible forms: we
distinguish the risk of incorrect rejection and tisk of incorrect acceptance. The risk
of incorrect acceptancds”the risk that the sample supports the conclusiat the
recorded account balance is not materially misstatdnen it is materially misstatéd’®
The risk of incorrect rejection works the other waynd and in such a case, auditor
might suggest pointless recommendation which irspireore audits, and therefore it

rises the costs.

The non-selective risk comprises all aspects ofitausk which are not caused by
sampling. In general, these are human errors saca ehoice of an improper audit
procedure. As stated in the Manual, to minimizertbe-selective detection risk, precise

planning, managing, controling and monitoring odlidactivity is necessary.

These two types of audit are closely related tdedber. The results of systems audits
directly influence the sample size for the auditegerations. And moreover, the audits
of operations confirm or disprove the results ahdioning of the management and
control systems. To see how this theory works ecpce, a simple example is given.
According to the Implementing Regulation, the reedde assurance in the audit
opinion to be reached corresponds to 95 % levealsstirance combined both from the

systems audits and the audits of operations. Tinglies 5 % audit risk and the inherent

*HITZIG, Neal B. Statistical Sampling Revisitethe CPA Journal Onlinfonline]. May 2004, Vol. 74,
5, [cit. 2011-03-14]. Available from: <http://wwwygscpa.org/cpajournal/2004/504/essentials/p30.htm>
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risk is set on 100 % with the Structural Funds. ¥de use the numbers to form the
equation/A = IR x CR x DR. If the control risk is high, let's say 50 %, theditor can
afford to set the detection risk at 10 % in oraefulfil the audit risk level: 0,05 =1 *
0,5 * 0,1. To ensure low detection risk, the amafriesting as well as the sample size
need to be increased. On the other hand if ther@amsk is low, let's say 12,5 %, the
formula allows the detection risk to be at 40 %isTimeans than auditor can dare to

audit a smaller sample size and the costs will efesg’

When the important concepts such as risk assesandrilans of audit were explained,

the procedures of systems audits as well as ofsaafloperations are introduced.

3.5.5 Systems Audits

According to the General Regulation, the audit auth is “ensuring that audits are
carried out to verify the effective functioningtbé management and control system of
the operational programme* There are many types of systems which are tesigt,
systems ensuring the correctness of expenditurgsrthe OP, a reliable accounting,
monitoring and financial reporting systems in aleaic form, systems ensuring flow of
information and monitoring when intermediate bodies implemented, and systems

and procedures ensuring adequate audit®trail.

The systems audits generally proceed in three ghd3ehe audit preparation, 2) the
on-the-spot work and 3) the audit completion.

1) When preparing the audit, at first it is necegsa set its goal coming out of e.g. the

audit strategy or individual requirements of théhauties. Based on the goal, the group

%0 Compare to COCOF 08/0021/02-EN. Guidance noteaaiping for audit authorities (under Article 62
of Regulation (EC) No 1083/2006 and Article 16 ain@nission Regulation No 1828/2006), p. 8

®1 Council Regulation (EC) No 1083/2006, Article @3 (a)

62 Audit trail is “a paper or electronic trail thaivgs a step by step documented history of a traiosadt
enables an examiner to trace the financial data fyeneral ledger to the source document.” Business
Dictionary [online]. [cit. 2011-03-20]. Audit traiAvailable from: <http://www.businessdictionarymb

definition/audit-trail.html>
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of auditors defines a realistic extent of audite Qoal and the defined extent are finally
described in a document called an audit assignniteiatalso important to determine an
audited entity within an organization or an authpriwhich is responsible for the
audited activity. The audited entity might be eag. employee and he/she is a very
important source of information when describing $lygstems and processes as well as

when communicating the continuous results.

These activities are followed by the pre-audit.titsk is to gather as many pieces of
information as possible. It focuses on identificatiand deep understanding of main
processes running within the audited entity. Orge is done, it is possible to specify
the purpose, goals as well as general charactsristithe process. Along with that also
identification of risks and control mechanism issgible. It is useful to describe the

process with its attributes, either graphicallyngsilowcharts, or verbally.

After the pre-audit, usually a risk assessmenais@d out in order to plan the particular
audits. An outcome of an assessment should bedinrek model. Firstly the group of
auditors decides upon which of the most signifiagéks are suitable for auditing and it
also conciders its capacity possibilities. Basedhan, areas and processes to be audited
are defined in a work programme. In this documdsu audit techniques to be used are
mentioned. Also an audit schedule is worked outctvlincludes the time schedule of
individual steps. It is proper to consult the awsditedule and work programme with the

audited entity.

The audit preparation phase is finished by audibancement. It includes not only time
schedule, the goal of audit and the way of comnati@o during the audit activity, but

also a documentation and data requirements.

2) The on-the-spot work begins with an initial negt The group of auditors makes
sure, that all employees of the audited entityfamailiar with the goal, techniques and
schedule of audit work. After the initial meetirtge audit work itself can be started.

The auditors test the functioning of the systems.
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The auditors combine two approaches when perforrthiegaudits: they use the risk
analysis as well as the key requirements assessMétitin the risk analysis, the

auditors define the main procedures and their go#lsn the subpart of a management
and control system along with their main risks. Mliee auditors look at the control
mechanisms which are implemented to eliminate evimmze the risk and test them in
adequacy and efficiency. This represents the “béefapart of audit work which is

adjusted according to the particular system. Howéwere is also a “non-variable” set

of key requirements which need to be assessedyinase.

The audit authorities within each Member Stateaat@sed to apply the same method
when evaluating the managing and certifying autlesriand their intermediate bodies
“to ensure harmonisation of audit results and sd thalitors in different parts of the

control chain can rely on each other’s warfR

The assessment is carried out according to 15 &gquirements and 50 assessment
criteria for each key requirement. These are dividagsed on the authorities as follows:

- Managing authority and any intermediate bodieskey/requirements

- Certifying authority and any intermediate bodie$ key requirements

There are four categories used for the assessrhém: &ey requirements as well as of
the authorities as a whole. These are as follo¥ing:

Category 1  Works well; only minor improvements ehes

Category 2 Works, but some improvements are needed

Category 3  Works partially; substantial improveiseare needed.

Category 4 Essentially does not work.

The first step is the assessment of criteria foche8ey requirement using the
abovementioned categories. There is a descriptiani@mmum requirements for each

criterion to help the auditors. In the second sthp,results of assessment criteria are

%3 COCOF 08/0019/01-EN. Guidance on a common metlgydor the assessment of management and
control systems in the Member States (2007 - 206§rpmming period), p. 1
% dtto, p. 4
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used to evaluate the key requirement as a wholereTére a few rules described to be
followed, but auditor’'s professional judgement amidrmation gained from examining
the system play also an important role. The evaloais recorded in a table which
provides a transparent summary. In the third dtep,assessment of key requirements

by authority is done.

The methods used to examine the management anmdlomeichanisms are e.g. analysis
of management and other documentation, intervielwservation as well as the walk-
through test on a chosen sample (observation ofsyiseem at work from the very
beginning utill the last process, purpose is toficonthat the management and control
processes work as demanded), the compliance testitda verifies, that the
management and control mechanisms work effectigaly according to the plan), the
objective accuracy test (predicates about the cet@mpéss and validity of information)
and the repetitive test (the auditor checks wheliegshe comes to the same result as
provided by the primary management and control meisims). The tests are carried

out only with a sample of operations.

All these techniques and tests provide data whiohmf basis for formulating
preliminary findings and recommendations. The &ep of the on-the-spot work is a

final meeting. Its purpose to inform all partiesicerned about the preliminary findings.

3) The audit completion includes at first writinfam audit report. Its first draft is based
on the audit conclusions and sent to the head ofuatited entity and its other
employees and entities involved. They all have gpoaunity to express their remarks
and comments. The auditors discuss the commeritstétr authors and formulate the
final audit report. That is sent to the head ofaalited entity. The form of an audit
report is referred to in part 3.6.1 of this thegiscording to the second supplement of
the Manual, to consider the audit work as finishimir steps need to be done: a
presentation of the audit report to the auditedtyeatcording to the Section 13a of the
Act on Financial Control, a presentation of the iaudport to the third parties, a

submission of the corrective actions into the dasaband an archiving of the audit
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documentation. The audit documentation should l@sparent enough to enable
another auditor to come to the same results.

3.5.6 Audits of Operations

Along with the systems audits, the audit authorigy according to the General

Regulation also responsible foerfsuring that audits are carried out on operati@rs

the basis of an appropriate sample to verify exjienel declared.®® The Implementing

Regulation imposes that the audits should be peddreach 12 months starting on

1 July, 2008. Important here is a concept of aatmn which is defined asa“project

or group of projects selected by the managing auithof the operational programme
. according to criteria ... implemented by one or endreneficiaries allowing

achievement of the goals of the priority axis tachtit relates. ®®

The procedures within the audit of operations cduddalso described in three basic
steps: a) selecting the sample of operations, byiog on the audit and finally

c) audit’s results evaluation.

a) Once the goals of audit are set, the auditopsoagh to the selection of the sample.
The size of the sample to be used for so calledtanbve tests is directly affected by
three parameters: the confidence level, the vditiabof the population and the
acceptable error set by the auditor.

The confidence level isdetermined according to the assurance level obthinem the
system audit®” This implies, that if the assurance level is higtis means reaching
Category 1 (see 3.5.4), not less than 60 % of gplation should be audited. If the
assurance level is average, it corresponds to Ga¢sg2 and 3, the percentage of the
population is not set, but it can be estimated fribra third possibility, when the

assurance level is low, it means that the systeswatuated by Category 4, not less than

% Council Regulation (EC) No 1083/2006, Article 3 (b)

% dtto, Article 2 (3)

7 COCOF 08/0021/02-EN. Guidance note on sampling dodit authorities (under Article 62 of
Regulation (EC) No 1083/2006 and Article 16 of Coission Regulation No 1828/2006), p. 11
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90 % of the population should be audited. The sarmsje is also indirectly affected by
the population size itself, whereabé size of the corresponding sample increases with

larger populations, but at a decreasing rafé

The acceptable error corresponds to the maximurermahbty level. The level is set flat
on 2 % and it is dpplicable to the expenditure declared to the Caossian in the

T69

reference yeat” The declared expenditures also serve as a bacigjrelien we speak

about the population from which we are to selesdraple.

There are several audit sampling method among whithauditor has to choose
according to specified criteria. These methods @essified into statistical, non-
statistical and specific. We further choose amavg statistical methods: the Monetary
unit sampling (therein after the “MUS*) method ahé Difference estimation method.
The basic criteria for their application are staietbw.

MUS is a statistical method used when the variabiltyhigh and the population
consists of more than +/- 800 operations. Its madvantages are the implied
stratification, small sample size and focus ondaigems, but on the other hands the

disadvantages can be it assumes only low erroaratét neglects smaller iteris.

Difference estimations also a statistical method used when the vaitxalis low and

the population size includes +/- 800 operations.oAqvits advantages belongs easy
extension of the sample if necessary, on the dibad the disadvantages are a higher

sample size and the sampling is more complicatad With the MUS method.

% COCOF 08/0021/02-EN. Guidance note on sampling dodit authorities (under Article 62 of
Regulation (EC) No 1083/2006 and Article 16 of Coission Regulation No 1828/2006), p. 12

% dtto, p. 18

0 Compare to COCOF 08/0021/02-EN. Guidance noteaaiplng for audit authorities (under Article 62
of Regulation (EC) No 1083/2006 and Article 16 aiimission Regulation No 1828/2006), p. 30

" Compare to Odborny fiwodce procesy auditu systéra auditu operaci: Dodatek 2 k Manuélu pro
auditiidicich a kontrolnich systémoperd&nich progranm spolufinancovanych v programovém obdobi let
2007 az 2013, p. 74
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Non-statisticalmethod suggests that the population has less 8@noperations, but

still in a place value of hundreds.

Specialmethod is used when the population consists ohlemms of operations. The
sampling method is in this case not specificallgalided, but general principles for
sample selection need to be obeyed as stated setdomd supplement to the Manual.

b) When the sample is selected, its audit candréest It is carried out according to the
Section 13a of the Act on Financial Control. Firgtkes place the preparation of audit
in a form of a desk review. Its task is to analyise available documentation to the
project as well as e.g. information about previpysérformed audits. This analysis
serves as a basis for the audit plan. This plamjasily as a plan for the systems audits

includes the goal, techniques and dates of the¢ aadvell as the names of the auditors.

The purpose of the audits of operations are definetthe Implementing Regulation.
The audits verify that the following requirements anet’> “the operation meets the
selection criteria for the operational programmeshbeen implemented in accordance
with the approval decision and fulfils any appli@bconditions concerning its
functionality and use or the objectives to be aktdl, “the expenditure declared
corresponds to the accounting records and suppgrtodiocuments held by the
beneficiary, “the expenditure declared by the beneficiray is ompliance with
Community and national rulésand “the public contribution has been paid to the
beneficiary in accordance with Article 80 of Redida (EC) No 1083/2006

To reach reliable results, the auditors must ntévioonly the pre-set checklists with
guestions and areas to be verified, but they asal ho take into account e.g. who is the
beneficiary, type of the project, amount of finatcid etc. The auditor uses various

techniques to verify the abovementioned requiremjersuch as analyses and

2 Commission Regulation (EC) No 1828/2006, Articte(2)
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calculations, comparison, physical observatioreririews and inspectiors.Once the
auditing of the sample of operations is finishdxd final step is, as in case of systems
audits, to write an audit report (further described3.6.2). However, submitting the
audit report must not be a final step if any irdegty is suspected. The subject of

irregularities is further expanded in part 3.7.

c) So far we worked only with the selected sampils, it is necessary to evaluate the
whole population. Therefore the auditors of the MAAco-operation with the audit
bodies extrapolate the results based on the samipleperations on the whole
population. The methods used for the extrapolatiary according to the sampling

method and hence they will not be described inildeta

The final step is evaluating the compliance with tequirements by issuing an opinion.
The auditor can issue either a unqualified opinighich means a positive result. The
auditor can express dissatisfaction by issuing alifted opinion, where only minor
deficiencies were detected, or even an adverseospimeaning a negative result. The
auditor might also decide to issue a disclaimeropinion when he/she draws a
conclusion that he/shéh&s notcompleted an examination, or the examination is not
broad enough in scope to enable to form an opini8rSpecific reasons for publishing

this or that opinion depend on the particular samgpinethod used.
3.6 Definition and Meaning of Audit's Conclusion

3.6.1 Conclusion of Systems Audits

As already explained, an important document tasbitritten at the end of each audit is
an audit report. It should be brief, objective amhcise as well as constructive with

achievable solutions. The report should also be dngh formal and design level. It

3 Compare to Odborny fiwodce procesy auditu systéra auditu operaci: Dodatek 2 k Manuélu pro
auditiidicich a kontrolnich systémoperd&nich progran spolufinancovanych v programovém obdobi let
2007 az 2013, p. 94

"4 Business Dictionarjonline]. [2011-03-23]. Auditor's disclaimer ofiapon. Available from:

<http://www.businessdictionary.com/definition/awdis-disclaimer-of-opinion.htmi>
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should follow a pre-planned content form whichiigeg as follows. It should consist of
three main parts which differ from those we knog. &com a seminar paper. The first
part is the summary. Usually it is tailed off, botthis case its purpose is to attract
readers to pay attention also to the detailed tefidre Summary includes very brief
description of audit description along with its tgdhe overall opinion on the audited
subject — auditor’s statement, and also key probjeéhe most important findings and

main recommendations.

The second part of the audit report is a body efréport and it contains the goals of
audit, content of audit report, process of audd amembers of the audit group. Also
information necessary to understand the auditea amne their sources. Very important
part are the findings and recommendations. Tharfigedmus be based on trustworthy
facts and it should also contain evidence and gegur of a method used to prove the
statement. The findings should be rated accordingheir significance as of high,

medium or low materiality. Whereas the least sigaiit have no or small impact on
functioning of the system, the most significanbisa systemic character and migh lead
to irregularities. The audit recommendations sug@sps to be taken in order to
minimize or remove the identified risk. also a jpersesponsible for realization of the

recommendation needs to be appointed.

The third part of the audit reports correspondstht® supplements. These include
detailed description of analyses, the audit riskpjithe audit assignment and most
importantly the action plan. This document takes form of a table including

recommendations, its priority and decision whetihevas accepted or not. If it was

accepted, there is also the deadline for its foiBht and the person responsible.
The audit report is pressented to the audit aughehnrough the information system

ISAO and the audit authority supervises the qualitguch audits as well as fulfillment

of the action plan.
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3.6.2 Conclusion of Audit of Operations

As stated in the Act on Financial Control, the awaditivity is officially concidered as
finished once the audit report is handed in tohtbad of the public service body who
was in charge of the audit performance. The straabfi the report in case of the audits
of operations is very similar to the report writtkm the systems audits. The draft of
report comprises the summary at the first placen tbescription of audit activities,
operations and expenditures as well as the audiltréogether with findings and
financial formulation of irregularities detectedchdl audited entity is entiteled to take a
standpoint to the findings and eventually have mégsan it. If there are any remarks,

they need to be worked in to produce a final aregiort.

3.6.3 Annual Control Report

There are two summarizing documents which haveetsubmitted to the European
Commission after a 12 month-period separately &mheoperational programme. The
first document is the annual control report whishbased on the results of systems
audits and the audits of operations. The secondstiee annual opinion which issues
the head of the audit authority in order to issmeo&erall opinion on the whole
operational programme. The opinion might be eithelified, unqualified or a negative

result”
3.7 Detection of Irregularities and Penalties

Whether on purpose or unconsciously, any of estia@d bodies involved in the
implementation process might fall into a mistakenderstandably these need to be
detected, examined and corrected.

The irregularity is in terms of General Regulatidefined as &ny infringement of a
provision of Community law resulting from an actoonission by an economic operator
which has, or would have, the effect of prejudidimg general budget of the European
Union by charging an unjustified item of expendittw the general budgéf®

> Compare to Council Regulation (EC) No 1083/2008icke 62 (1) (d)
"6 Council Regulation (EC) No 1083/2006, Article 3 (7
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We distinguish basically between three types wdgularities. They might be either
categorized as breaches of budgetary disciplinesyakemic irregularities or as other
irregularities. All types might occur within a siegoperation just as within the whole
operational programme and they might also occutkinviany entity involved in the
implementation process (beneficiaries, managingaity, certifying authority, audit
authority and their intermediate bodies). The waytohandling depends not only on
the entity by which it occured and on the type wkgularity, but also on how

significant it is and in which phase of the allacatprocess it is discovered.

Arising from the above mentioned, the detailed psscof solving the irregularities
differs, but the framework is just about the sdfas set in the General Regulation, the
Member States are in charge pféventing, detecting and correcting irregularitiesd

recovering amounts unduly paid together with intéren late payments where
appropriate. They shall notify these to the Comimissand keep the Commission

informed of the progress of administrative and legaceedings "

For the prevention is primarily responsible the Mifan operatinal programme. During
their primary controls also most of the irregulastshould be detected and corrected.
The PCA might also detect remaining irregularitigeen carrying out its control

activities for the certification purposes.

If the prevention is not effective and the irregiilais detected, the next step to be
undertaken is information of responsible subjectd aolution of the irregularity, or
more precisely the suspect of irregularity. Théolelng process described serves as an

example and corresponds to solution of irreguksitivithin beneficiaries.

In this case, the MA is fully responsible for theludion. It initiates a procedure in
accordance to the Act on Financial Control eithiself, or it passes the case on a

particular control body. It can be either the terral financial authorities, the Supreme

" Compare to Metodicky pokyn — Nesrovnalosti, pp- 29
"8 Council Regulation (EC) No 1083/2006, Article 1) (
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audit office, the Office for the Protection of Coatition, the Police of the Czech
Republic etc. The deficiency is handeled as a suisgfeirregularity until a legitimate

decision is given.

In general, next step is to registration and repgrof all irregularities/suspects of
irregularities. The Member States send to the EranpgCommission a regular quarterly
report on irregularities. A subject to this reparg all primary administrative or judicial
findings defined as d first written assessment by a competent authoeither
administrative or judicial, concluding on the basikspecific facts that an irregularity
has been committed, without prejudice to the pdggilthat this conclusion ma
subsequently have to be revised or withdrawn assalt of developments in the course

of the administrative or judicial proceduté’

The reporting structure can be divided into intearad external. Entities belonging to
the internal part are all entities on the natideseél, it means all bodies involved in the
implementation process up to the AFCOS contactmisniThese contact points were
established based on the Article 280 of the EC tyrednich sets that “the Member
States shall coordinate their action aimed at ptiotg the financial interests of the
Community against fraud. To this end they shall aoige, together with the
Commission, close and regular cooperation betwkercompetent authoritie€*The
AFCOS contact points act as a co-ordinator of thernal and external reporting
scheme. Their main task is to ensure reportinghemational level and communicate it
with the external part of the whole structure. Exéernal part is represented by OLAF
(Office Européen de Lutte Anti-Fraude, or Europ@ati-Fraud Office).

On the external level, all irregularities which aret subject to the exceptions from

reporting are announced. On the other hand, inndeenal reporting, all irregularities

¥ Commission Regulation (EC) No 1828/2006, Article(B)
8 Consolidated versions of the Treaty on Europeaiotand of the Treaty Establishing the European

Community, Article 280 (3) of the Treaty Establis@ithe European Community
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are recorded, even those being subject to the Bmossee below). That is because the
information are designated for the PCA who needsie overall informatioft*

Exceptions from the reporting duty exist and they that in caseswhere the
irregularity consists solely in the failure to ex¢e ... owing to the bankruptcy of the
beneficiary, “brought to the attention of the managing authooitycertifying authority
voluntarily ... whether before or after the paymehth® public contributiohand in
cases where irregularities ardetected and corrected ... before any payment to the
beneficiary.?? Also a financial limit for reporting is set “whetke irregularities relate

to amounts of less than EUR 10 08d It is important to bear in mind, that the
exception from reporting holds only in case of wentional activity, the suspected

fraud is always a subject to reporting.

Concerning the financial respect, to prevent frorg pecuniary loss, the PCA has the
right to suspend the payments and certificationragoroject, priority axis or a whole
operational programme, where an irregularity/suspéaregularity was detected. The

recovery of unduly used or suspended financialuess depends on the irregularity

type.

The financial corrections carried out by the PCA& af three types. If the financial
resources were not yet paid from the EU budgehéoGhapters of the state budget,
which provided the prefinancing, the expenditurd not be part of a application for
total payment. If the resources were already paithé Chapter of the state budget, but
not yet certified, the amount of resources willdbeared against next applications for
payment. And thirdly, if the certification processms already completed, the PCA

decreases the amount of next statement of expeeslity the amount in questith.

81 Compare to Metodicky pokyn — Nesrovnalosti, p. 48

82 Commission Regulation (EC) No 1828/2006, ArticB(2)

8 dtto, Article 36 (1)

8 Compare to Metodika fin&nich toki a kontroly prograr spolufinancovanych ze strukturélnich
fondd, Fondu Soudrznosti a Evropského rgié@ho fondu na programové obdobi 2007 — 2013, 9454
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4 Conclusion

Goals of this bachelor thesis were to map the probtics of internal audit within the
Structural Funds of the European Union. Initiatlyvas explained that this type of audit
is a part of an internal control system in the pubtministration bodies and therefore
is regulated by the Act on Financial Control in trast to the audits carried out for the
“accounting” purposes. Next part was focused ofctop Structural Funds. Their legal
regulatory framework was introduced and importaetmts, such as operational
programme, Structural Fund, European Regional Deweént Fund and others were
explained. The three main objectives for the prognéng period 2007 — 2013 within
the economic and social cohesion policy were deedriThe chapter also treated on the
new institutional system which was establishechen€zech Republic by introducing its
main authorities. The last part of this chapter veevoted to requirements and
horizontal topics to be complied with such as adddlity, sustainable development,

equiality between men and women and the non-digtaition.

The third chapter takes down the process of appramd allocation of financial
resources from the Structural Funds. It was fountdtlvat a new territorial division had
to be established in the Czech Republic, so called’S regions, in order to fulfill
requirements for allocating the financial aid withndividual objectives. The author
described the financial aspect when introducingfim@ncing, interim payments and
payment of the final balance. The description efalocation process was divided into
two parts — financing on the EU level and on th&omal level which discused the
procedures to be undertaken by beneficiaries viiéhview of receiving the financial
aid. Before explaining the core of the thesis, dbéhor also included a chapter on the
regulations of audit profession. The Standardsahdr guidance materials within the
International Professional Practices Framework virgreduced. The Czech Institute of
Internal Auditors was mentioned as an authoritypsuing the internal auditors in the
Czech Republic.

The main chapter dealing with the internal audithed Structural Funds defined two
types of audits carried out: systems audits andtsaod operations. The hierarchy of

entities participating on their performing on b&b and national level was introduced.
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Also the audit strategy was described as a keyrdenotiwhen planning the audits. As
an important method used to analyse the systemsneasioned the risk assessment.
An audit risk model is created to define the masisequential risks. Later on, it helps
the auditors with selecting the areas of the systemhich a greater attention should be
paid. The audit risk evaluation was defined asaalpct of three risks: inherent, control
and detection. Moreover the unified approach foal@ating the systems audits is
introduced. The method based on the assessmemtyafekjuirements and assessment

criteria is used.

The purpose of the systems audits was explainag@écation that the management
and control systems function effectively. Theseitsugroceed generally in three steps:
the preparation and planning, the on-the-spot otmtvhen the systems are tested and
final part where the audit report is written. Thed@or's conclusion together with
recommendations on how to improve the functionifithe systems is mentioned there.
The audits of operations are among others carrigd to verify the declared
expenditures. The audit work starts with selecthmggsample of operations with help of
a relevant statistical or non-statistical methadccdntinues with performing the audits
using prepared checklists. Methods such as physizsdrvation, analysis, calculations
and interviews are employed. All findings are alsted in the audit report. After
finishing the audit the extrapolation of its resutin the whole population is necessary

as well as issuing an opinion.

The topic of irregularities was also included asgl@as everything does not always have
to go according to the plan. In this chapter, tinegularity was defined as well as the
authorities responsible for their settlement. Téworting duty was described along with
its external and internal structure and exceptiohke three steps of financial

corrections made in order to correct the deficiem¢orm the final part of the thesis.

The topic was worked out from many different aspedt forming a comprehensive
overview of the problematics of internal audit efustural Funds, a topic to be still up-

to-date in few years time.
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6 Supplements

A. Supplements

Supplement 1

Standard 2440 — Disseminating Results

The chief audit executive must communicate regalthe appropriate parties.

Interpretation:
The chief audit executive or designee reviews ampraves the final engageme

communication before issuance and decides to whahhaw it will be disseminated

2440.A1 —The Chief audit executive is responsible for comitaing the final results
to parties who can ensure that the results arengiue consideration.
2440.A2 - If not otherwise mandated by legal, statutoryyegulatory requirements
prior to releasing results to parties outside thgaoization the chief audit executi
must:

* Assess the potential risk to the organization;

» Consult with senior management and/or legal coumselppropriate; and

» Control dissemination by restricting the use of risults.

2440.C1- The chief audit executive is responsible for oamicating the final result
of consulting engagements to clients.
2440.C2- During consulting engagements, governance, riskagement, and contr

issues may be identified. Whenever these issuesigmdicant to the organization, the

nt

(2]

3

must be communicated to senior management ancb#re.b

60



B. Supplements - Pictures

Pict 1 NUTS Il Regions in the Czech Republic

Central Bohemia ubice __ Moravia-Silesia
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Picture 2 Guidelines in Force for Individual Calls

Platnost metodickych pokyni pro danou vyzvu

C. vyzvy/PPZP |Vydané metodické pokyny upravujici dokumentaci k vyzvé*
1 3,4,5,7, 10,12, 14, 15, 16, 18{D1}, 19, 20, 23, 25, 26, 30, 31, 32
2 5,7,10,12, 14, 15, 16, 18(D1), 19, 20, 23, 25, 26, 30, 31, 32
3-6 5,7,10,12, 14, 15, 16, 18(D1), 19, 20, 23, 25, 26, 30, 31, 32

7 7, 10,12, 14, 15, 16, 18(D1), 19, 20, 23, 25, 26, 30, 31, 32

8 8, 18(D1), 19, 20, 23, 25, 26, 30, 31, 32

5-18 10, 11, 12, 14, 15, 16, 18(D1), 19, 20, 23, 25, 26, 30, 31, 32

19 - 20 12, 14, 15, 16, 18(D1), 18, 20, 23, 25, 26, 30, 31, 32

21 13, 14, 18(D1), 19, 20, 23, 25, 26, 30, 31, 32

22-26 12, 14, 15, 16, 18(D1), 19, 20, 23, 25, 26, 30, 31, 32

27, 30, 31, 33 |18(D1), 19, 20, 21, 22, 23, 25, 26, 27(D1), 28, 30, 31, 32

28, 29, 32 18(D1), 15, 20, 21, 22, 23, 25, 26, 27(D1), 28, 25(D1), 30, 31, 32
34, 35 18(D1), 15, 23, 25, 26, 27(D1), 28, 25(D1), 30, 31, 32

36, 37 18(D1), 18, 23, 25, 26, 27(D1}, 28, 30, 31, 32

38-42 18(D1), 24, 25, 26, 27(D1), 28, 259(D1}, 30, 31, 32

43 18(D1), 24, 25, 26, 27(D1), 28, 30, 31, 32

44 18(D1), 26, 27(D1}, 28, 28(D1), 30, 31, 32

45 - 46 18(D1), 27(D1), 29(D1), 30, 31, 32

47 - 48, 50 - 52 |18(D1), 27(D1), 30, 31, 32

49 18(D1), 27(D1), 29(D1), 30, 31, 32

53 18(D1), 29(D1), 31, 32

54, 56, 57 18(D1)

55 18(D1), 25(D1)

80 1,2,4 6,9,35

91 12,14, 15, 16, 17, 18, 19, 20, 23, 25, 27(D1), 28, 29(D1), 30, 31, 32, 33, 34, 35
92 27(D1), 28, 30, 31, 32, 33, 34, 35

93 18(D1), 31, 32, 33, 34, 35

Poznamky: - fervenou barvou jsou uvedeny metodické pokyny, kieré pro danou vyzvu jiZ nejsou

platné, nebo jsou zapracovdny do novéjsich metodickych pokynt
- je-liu MP uvedenao {D1) plati metodicky pokyn ve znéni dodatku

62




C. Supplements - Tables

Table 1IRecommended number of citizens for each NUTI8vel

. Recommended minimum number | Recommended maximum number
eve
of citizens of citizens
NUTS | 3.000.,00! 7.000,00i
NUTS Il 800,00( 3,000,00!
NUTS IlI 150,00 800,00

Table 2 Distribution of EU funds finances among theESC policy objectives in the period 2007 -
2013

Allocation
Objective Fund 2007 — 2013 (mil.
EUR)

Convergence ERDF, ESF, CF 25,959.3
Regional Competitiveness and Employment ERDF, ESF 43.33
European Territorial Cooperation ERDF 389.1

Total 26,691.6
Table 3 Summary of Operational Programmes accordingo the Objectives
Convergence Objective — Operational Programmes

Thematic Operational Programmes Abbreviation

OP Enterprise and Innovation OP EI
OP Research and Development for Innovations OP Ré&DI
OP Human Resources and Employment OP HRE
OP Education for Competitiveness OP EC
OP Environment OPE
OP Transport OPT
Integrated OP IOP
OP Technical Assistance OP TA
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Regional Operational Programmes Regions of the Czech Republic Included
ROP NUTS Il Southwest Plzeisky and Jihdesky
ROP NUTS Il Southeast Vyg&ma and Jihomoravsky
ROP NUTS Il Central Moravia Olomoucky and Zlinsky
ROP NUTS Il Northwest Ustecky and Karlovarsky
ROP NUTS Il Northeast Liberecky, Kralovéhradecksydubicky
ROP NUTS Il Moravia-Silesia Moravskoslezsky
ROP NUTS Il Central Bohemia i®sdaiesky

Regional Competitiveness and Employment Objective ©perational Programmes

OP Prague - Competitiveness

OP Prague - Adaptability

European Territorial Co-operation Objective — Operational Programmes

OP Czech Republic — the Independent State of BaZ&d7 — 2013

OP the Independent State of Saxony — the Czeclblie[@2007 — 2013

OP Austria — the Czech Republic 2007 — 2013

OP the Slovak Republic — the Czech Republic 202013

OP the Czech Republic — Poland 2007 — 2013

OP Trans-national Co-operation

OP Interregional Co-operation

ESPON 2013

INTERACT I
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Table 4 Example of Controls/Audits System in the Czech Replic within an operational
programme

The Control / Audit Body Subject of Controls / Audits
European Commission Audits of management and dosygiems in the Czed
Republic
Audit Authority Central audits

- of secondary audits of MA (by Audit bodies)

- of primary control on the beneficiary level (by MA

Audit bodies Secondary audits of MA and PCA

Paying and Certifying Authority | Primary controlsthre certification process

Managing Authority Primary Controls on the benefigilevel

Beneficiaries
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