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Second level audit report
Second level audit report
 
Covering the accounting year 
According to Article 127 of Common Provision Regulation (EC) No 1303/2013 
and Article 25 Regulation (EC) No 1299/2013 
CCI No 2014TC16M5TN001  European Regional Development Fund
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This second level report is prepared by:
INTRODUCTION 
 
This Audit Report from the second level auditor (SLA) is a basis for the compilation of the Annual Control Report (ACR) which the Audit Authority (AA) has to transfer to the European Commission until the 15th of February of each year. 
 
This report consists out of three parts: The report and the attached checklist as Annex 1 and additionally a list with types of findings as Annex 2
.
The procedures between AA and SLA are stipulated in the Rules of Procedures of the Group of Auditors of the Interreg Baltic Sea Region Programme 2014–2020 (CCI No 2014TC16M5TN001). The content of the SLA-Report is within the responsibility of the respective national SLA. After finalizing the respective audit, the SLA are asked to send the report with signature and stamp and with the attached Annexes 1 and 2 as a scanned pdf-file via email to the Audit Authority with a copy to the MA/JS. The signed original paper-version has to be stored at the auditors place. 
1. Identification of the operation
Max. amount ERDF co-financing (A) (€)
Max. amount NOR co-financing (B) (€)
Max. amount of ENI co-financing (C) (€)
Max. amount of Russian co-financing (D) (€)
Max. amount of all partner´s own contribution (E) (€)
Total operation budget (= A+B+C+D+E) (€)
1.1 Identification of the audited partner (PP or LP)
%
Max. amount of Programme co-financing (ERDF, NOR, ENI/RU) (A) (€)
Max. amount of all partner´s own contribution (B)  (€)
Total Partner (LP or PP) budget (A+B) (€)
1.2 Identification of the second level auditor (SLA)
2. Audit process and audit scope
Please describe how was the second level audit organised, its procedure, on-the-spot visit, drafting of the audit report and contradictory procedure, involvement of the first level controller etc.  How was the second level audit carried out - 100% control or sample (size of the sample/amount of expenditure checked)? Was the second level audit (or parts of it) outsourced? If yes, to which authority/company. Who is responsible for which part?
2.1 Audit objectives
The objectives of the audit were to:
-
complete and deliver to the Audit Authority the audit report and checklist;
-
verify the delivery of products and services co-financed from the Programme;
-
verify the soundness of expenditure declared by the project partner(s);
-
verify the compliance of such expenditure and project activities with Programme rules
-
assist in reducing the risk of ineligible expenditure;
-
contribute to the Annual Control Reports and eventually to the closure declaration;
-
support the Audit Authority in carrying out its duties.
The Audit Authority will compile a final Audit Report and an Audit Opinion by the 15th of February of the year following the respective accounting year
2.2 Audit timetable
Date(s) of on-the-spot-check(s):
Contradictory procedure
2.3 Expenditure covered by this audit report and checklist (in EURO)
Max. amount of Programme co-financing (ERDF, NOR, ENI/RU) (A)  (€)
Amount Partner’s own contribution (€)
Total expenditure covered by this audit  (€)
(A) Expenditures by budget-lines covered by this audit report and checklist
Total (€)
BL 1
Staff-costs
BL 2
Office and administration
BL 3
Travel and accommodation
BL 4
External expertise/services
BL 5
Equipment costs
BL 6
Infrastructure and works
BL 7
Expenditure for specific project activities
Total (A)
(B) Funding source
Total (€)
Amount of Programme co-financing (ERDF, NOR, ENI/RU)
Amount partner’s own contribution
Total expenditure ( = Total A)
2.4 Total expenditure reported by the partner (Cumulating ALL REPORTS up to this audit)
(A) Expenditures by budget lines cummulated
Total (€)
BL 1
Staff costs
BL 2
Office and administration
BL 3
Travel and accommodation
BL 4
External expertise/services
BL 5
Equipment costs
BL 6
Infrastructure and works
BL 7
Expenditure for specific project activities
Total (A)
(B) Funding source
Total (€)
Amount of Programme co-financing (ERDF, NOR, ENI/RU) (B1)
Amount of partner’s own contribution (B2)
Total expenditure ( = B1+B2 =Total A)
2.5 Audit methodology used by the auditor
3. Audit findings: General comments on findings (please comment financial findings)
3.1 Ineligible expenditure detected (in Euro)
Did the second level audit detect any ineligible State aid relevant expenditure?
3.1.1 State aid relevant ineligible expenditure detected (in Euro)
Budget line
Description of ineligible item
legal basis
Total (€)
3.1.2 Not State aid relevant ineligible expenditure detected (in Euro)
Budget line
Description of ineligible item
legal basis
Total (€)
Amount of Programme co-financing (ERDF, NOR, ENI/RU) (A)
%
Amount of partner’s own contribution (B)
Total of ineligible expenditure (A+B)
3.2 Management and other findings (please comment findings e.g. without financial impact)
3.3 Auditee’s comments
4. Notification to OLAF (> EUR 10.000 ERDF)
5. Conclusion and key recommendations from the SLA       (on financial and non-financial findings)
6. Signature(s) and stamp(s) of the SLA
      Place and date:
Name of the SLA(s):
11.0.0.20130303.1.892433.887364
Free and Hanseatic City of Hamburg - Ministry of Science, Research and Equalities
Department of Research Policy, Innovation, European and International Affairs
Germany
R003
BSN
Project partner
Liis  Karo-Astover  
Ministry of Education and Research of Republic of Estonia
Research Division
Munga 18, 50088 Tartu
Estonia
3 727 350 304
liis.karo-astover@hm.ee        
a) National (governmental), regional and local public authorities
Hannes Vahemäe
Auditor
Estonian Ministry of Finance
Financial Control Department
Suur-Ameerika 1, 10122 Tallinn
Estonia
+372 611 3017
hannes.vahemae@fin.ee
PR2 and PR3
no
	CurrentPage: 
	PageCount: 
	repfrom: 01.07.2017
	repfrom: 2018-08-16
	repto: 30.06.2018
	repto: 2018-09-13
	tf: Financial Control Department of the Ministry of Finance of Estonia (GoA member of Estonia)
	tf: Audit was performed by the II Audit Unit of the Financial Control Department of the Estonian Ministry of Finance, auditor Hannes Vahemäe. Audit Supervisor was the Head of the same unit, Kadi Peets. No part of the second level audit was outsourced. Additionally to the administrative checks and on-the-spot control, an interview with the project partner was carried out and clarifying questions were asked from the FLC.More information about the audit procedures is provided in the point 2.5 of this report. 
	tf: Audit was carried out in accordance to the Audit Strategy and the Audit Check-List prepared by the Audit Authority (AA) of the Programme, the Programme Manual, Common Provision Regulation (EC) No 1303/2013, Regulation (EC) No 1299/2013 and national law. Engagement introductionThe main necessary procedures, and the list of the required materials was presented to the audited body by the letter of announcement.Administrative checkAdministrative check covered all invoices, payment documents and other supporting documents explaining the expenditure declared with the progress reports PR2 and PR3 by the project partner. The control procedures were carried out on the basis of the checklist composed by the AA. On-the-spot verificationOn-the-spot control involved the review of the records and their keeping methods, physical availability of the documents, presence of original documentation, and its compliance with the declared expenditure, etc. The system for keeping records was analyzed, the accessibility to the necessary project information was assessed, and the compliance of procedures with the approved manuals and regulations was evaluated.
	tf: Finding No 3.1: The Project Partner (Estonian Ministry of Education and Research) has stipulated in its public procurement documents (procurements no 155981 and 181267) discriminatory qualification criteria. Major finding with financial impact in a sum of 535,94 €.The Estonian Ministry of Education and Research has carried out two public procurements (No 155981 in 2014 and No 181267 in 2017), which are both carried out for procuring the travel and accommodation services (procurement name is in both cases "Ordering travel arrangements for the Estonian Ministry of Education and Research").In both procurements' contract notices, the Project Partner has stipulated two criteria that have a discriminatory nature: - one criteria is referring to checking the existence of sufficient financial guarantee of the service provider as required with the Estonian Tourism Act § 15 on the basis of the database of the Estonian Consumer Protection Board;- the other one is referring to the Estonian Register of Economic Activities as the tenderer had to be registered in the register as a travel undertaking.Neither of the criteria did not stipulate the option "or equivalent". In auditor's opinion are these two criteria discriminative to the potential foreign bidders to participate as they may not have information registered in the Estonian registries at the time of tendering. According to the type of irregularity No 9 of the guidelines ("Unlawful and/or discriminatory selection and/or award criteria laid down in the contract notice or tender documents") , the application of discriminatory selection criteria should lead to a financial correction of 25% of the expenditure declared for the contract at stake, which may be reduced to 10% or 5% depending on the seriousness of the irregularity.To assess the seriousness of the irregularity the auditor took into account the following factors: level of competition, transparency and equal treatment. The auditor based it's opinion on professional judgement on previous experience and took as an example the EC auditors practice in similar cases. Therefore, as both procurements were publicly available via the national procurement register, there have been at least 5 tenders (in procurement No 155981 was 5 and in procurement No 181267 was 6) and one offer from an internationally operating company (CWT Estonia AS / Carlson Wagonlit Travel AS, which is a part of the global Carlson Wagonlit Travel group), it is possible to conclude that there has been a certain level of competition, including one foreign bidder. Therefore, the financial correction of 10% should be applied. 
	tf: N/A. There are no findings in regard to management or without financial impact.
	tf: Auditee's comments:Travel services have been ordered for the audited project from the winners of the travel services' procurements 155981 and 181267 of the Ministry of Education and Research. The report refers to  allegedly discriminatory conditions in the procurement notices concerning the requirement for registration as a travel undertaking  and financial guarantee of the company. The requirements for the tender were placed in accordance with the Public Procurement Act §41 (3) in force at the time of the tender and the Tourism Act, according to which  proof of economic activity  and financial guarantee were required.The exact wording of the contract notice: "The tenderer is registered in the register of economic activities as a travel company (sub-classification of travel services provided both in Estonia and abroad). The contracting authority verifies the fulfillment of the requirement from the register of economic activities." The same wording has been used for both the 155981 and the 181267 procurements. No foreign suppliers were registered to the procurement, therefore no questions about the submission of equivalent evidence could be answered. No bidders were removed due to these conditions, and everyone had the opportunity to participate.  An international company CWT  was also involved in the procurement 181267, as a subsidiary of the international company participated (CWT Estonia AS)  and did  not mention that the procurement conditions were restrictive.Travel costs for the BSN project during one reporting period were below tender limits and a bid-of-three rule could have been followed. However, the travel costs for the entire project  during three years were expected to exceeded these limits (60 000 EUR planned for traveling during the project). In addition, as most travel in the project was expected to be undertaken by the  employers of the institution, in-house rules had to be followed, which require the travel services to be ordered from the winners of the travel service tenders. Therefore, it was decided to follow the rules of the general tender for the whole institution, although the traveling costs during the audited period were below the limits of an international tender and a bid-of-three rule is in accordance with the Programme rules.Given the above considerations, a waiver of the repayment requirement should be considered.
	tf: N/A. The ineligible expenditure is not exceeding 10 000 €. 
	tf: The Managing Authority is recommended to formalize the financial correction in audit scope in amount of 535.94 €, including the 455.54 € (85%) of programme’s funds and 80.40 € (15%) of Project Partner's own contribution.Outside the audit scope (in period 1), the Managing Authority is recommended to formalize the financial correction in an amount of 168.47 €, including the 143.19 € (85%) of programme's funds and 25.28 € of Project Partner's own contribution.The Managing Authority is also recommended to use the same financial correction (10%) on the expenditure which may be reported for reimbursement with the future progress reports and which are referred to the public procurement no 181267. The MA should also inform (make a written decision) the FLC about the recommendation of financial correction in the future progress reports. FINAL CONCLUSION BY THE AUDITORS:The auditors are still in opinion that the references to the registrations in Estonian registers are restrictive for foreign bidders, because it would be too expensive and time-consuming to do the registrations to Estonian registers. Also the auditors would like to point out, that in the contract notice it was stipulated that the project partner controls the requirements (registration and financial guarantee) from the register of economic activities. In auditors' opinion it only refers to the Estonian register and if there's no option of "or equivalent", it has a restrictive nature. The auditee brought out that the international company CWT subsidiary (CWT Estonia AS) participated  also in the procurement and it did not mention that the procurement conditions were restrictive. The auditors assume that the CWT didn't mention it, because the company had already the needed registrations in the Estonian system. In auditors opinion, the other potential foreign travel companies, who didn't have its subsidiaries registered in Estonia or required registrations in Estonia, would not apply to the procurement. Auditors would like to point out that, when the costs are related to the procurements and the project partner is a contracting authority, then the procurement procedure should be carried out correctly and without restrictions on the level of contracting authority. In the audit scope, the travel costs didn't exceed international threshold, but these costs were related to the two procurements that was carried out by the Estonian Ministry of Education and Research. And the declared costs form a part of the contracting authorities overall costs for travel and accommodation services.
	tf: Signed digitally
	tf: Auditor: Hannes Vahemäe;Audit supervisor: Kadi Peets 
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