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Follow-up of 2006 AAR reserves 

The Annual Activity Report for 2006 concluded that there were significant deficiencies 
affecting the effective functioning of certain key elements of the management and control 
systems in the UK (England and Scotland) as well as for almost all Interreg programmes. 
Therefore, the Directorate General for Regional Policy (DG) had no reasonable assurance for 
expenditure declared on the legality and regularity of underlying transactions for the 
programmes concerned.  Throughout the year 2007 the DG has been active in ensuring the 
implementation of action plans in the Member States concerned, and executing a targeted 
strategy for INTERREG.  For other Member States where material deficiencies in 
management and controls systems were reported in the 2006 AAR, action plans have also 
been agreed and closely monitored as detailed below.  
 

UK-England and Scotland 
 

England  

The DG had audited in 2006 several programmes in order to verify the implementation of an 
agreed action plan to address deficiencies in the management checks. It was concluded that 
the action plan had not been effectively implemented and that there was still a high risk that 
expenditure certified may not be in compliance with Community law. As a consequence, a 
suspension procedure was launched in December 2006 and the Commission adopted in April 
2007 a decision suspending interim payments for five English regions and one URBAN 
programme in a sixth region. The UK authorities were required by the decision to carry out 
further checks and make the financial corrections required to correct the irregularities 
detected.  

The DG examined the work performed through its own audit work and as a result lifted the 
suspension for 8 programmes. Further information is needed for 2 programmes in order to 
ensure appropriate follow-up and for 2 other programmes a formal financial correction 
procedure may be commenced under Article 39 of Regulation 1260/1999. These procedures 
will be completed in early 2008 which will bring to a conclusion the issues giving rise to the 
reservation.  

Scotland 

A reservation was made in 2006 for three programmes (Western and Eastern Scotland and 
Clyde Urban Waterfront Regeneration Zone) due to serious deficiencies found in key 
elements of the management and control systems. The DG agreed an action plan with the 
Scottish authorities providing for increased checks to be carried out to ensure the legality and 
regularity of the expenditure declared. A follow up audit was carried out in October 2007 to 
confirm the results as reported to the DG in the report of July 2007.  

The audit concluded that the progress made on the implementation of the action plan is 
generally satisfactory in terms of the coverage and intensity of primary level checks. 

The audit work to be carried out in 2008 will consist of follow up activity to verify the full 
implementation of the action plan by the established deadlines. 

 
INTERREG 
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Following the serious deficiencies found during audits carried out in 2006 (for three 
programmes audited) and the limited assurance on the non audited programmes, a reserve was 
made for INTERREG (with the exception of INTERREG IIIB North West and Azores, 
Canaries and Madeira).  

Significant audit work was carried out by the DG in 2007 through 7 audit missions and 
follow-up work for 2 programmes audited in 2006, INTERREG III-B CADSES and 
Spain/Portugal. For the latter an action plan was agreed, and an audit was carried out in 
November to make an interim assessment of its implementation. A self-assessment 
questionnaire was also sent to all managing authorities of INTERREG programmes in order to 
identify and address potential deficiencies for the non-audited programmes. As a result of the 
audit work and the analysis of the annual control reports received to date, the DG launched 
the procedure under Article 39 for suspending interim payments for 3 programmes: 
INTERREG III-B MEDOCC, INTERREG IIIA FR/UK and INTERREG III A DE/LU/BE. A 
detailed risk assessment for the non-audited INTERREG programmes has been carried out in 
order to categorise the programmes according to different risk levels. The audit work to be 
carried out in 2008 will target the most important medium and high risk programmes to 
increase the level of assurance for the DG. 

 
 

Follow-up of other action plans  

 
Netherlands 
 
Following the serious systemic deficiencies in the Dutch programmes discovered in 2005 and 
2006, a substantial action plan was agreed with the Dutch authorities at the end of 2006 
including numerous actions to improve the functioning of the systems of the managing 
authority, paying authority and audit bodies and to audit a sample of projects to verify that 
certified expenditure declarations 2000-2006 had been legal and regular.  
Two interim progress reports on the improvements of the functioning of the systems were 
received and analysed during 2007 and further clarifications were requested.  Two interim 
progress reports were also received on the execution on the sample checks.   Close monitoring 
of the action plan included follow up meetings held in May and November and fact finding 
missions in June and November 2007 to ensure the methodology applied for the sample 
checks and the quality of the work carried out were in accordance with agreed standards. The 
final report on the implementation of the action plan will be sent by the 31st January 2008.  
The DG has also informed the Dutch authorities that VAT to which the Dutch VAT 
Compensation Fund (VCF) applies is not eligible for Structural Fund co-financing. The Dutch 
authorities will now need to clarify what part of the VAT already declared to the Commission 
for 2000-2006 can be maintained and which was (or could have been) compensated from the 
VAT Compensation Fund and thus needs to be excluded from their expenditure declarations.  
An audit will be carried out in early 2008 to verify satisfactory execution of the action plan 
and the financial corrections applied by the national authorities. 
 
Finland  
 
Audits carried out by the DG in 2004 and again in 2006 revealed deficiencies in the 
management and control systems.  The action plan calling for improvements was 
communicated to the Finnish authorities in December 2006 and a meeting took place in 
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January 2007. The reply of the Finnish authorities on the implementation of actions under the 
action plan has been received the analysis of the submitted documentation will be finalised 
before end of 2007 and discussed during the annual coordination meeting with the audit 
bodies.  A final verification audit will be carried out in the first part of 2008.  
 
 
Poland 
 
Between 2005 and 2006, the Commission carried out 6 systems audits of the ERDF 
Programmes and 4 systems audits of the Cohesion Fund.  These audits revealed deficiencies 
in primary level management checks, the certification process, the audits, the audit trail and 
the computerised monitoring information system.  A detailed action plan covering all the 
detected issues was agreed with the Polish authorities in 2007.  This includes additional 
checks on a sample of expenditure declared up to end 2006.There has been an increased 
exchange of information and collaboration in relation to the different actions and a review 
meeting was held in October.  The action plan will not be fully completed until 2008.  The 
first audit by the DG to review the additional audits of expenditure will be carried out early in 
2008. 
 
Spain 
A reservation was made for the ERDF in Spain in DG REGIO's 2005 AAR due to significant 
deficiencies affecting the effective functioning of certain key elements of the management 
and control systems. An action plan was agreed and sent to the Spanish Authorities in May 
2006 with a view to resolving the deficiencies concerning both ERDF and Cohesion Fund. 
During 2006 the Spanish authorities made progress on outstanding issues.  However, more 
actions were necessary to obtain an adequate degree of assurance, which were detailed in the 
audit report sent to the Spanish Authorities in April 2007. The information received from the 
Spanish Authorities in October and November 2007 did not demonstrate the adequate 
implementation of actions requested by the DG as concerns primary level checks. 

Therefore, for the ERDF: 

• an audit mission is currently being carried out to confirm that (1) the requirements of 
Article 4 are being respected in the other intermediate bodies, (2) to verify that the debtors' 
ledger is updated and 

• a letter will be sent for the suspension of payments for 15 intermediate bodies for which 
the primary level checks are unsatisfactory either because they are insufficient in intensity 
and/or scope. 

 For the CF, will proceed with the closure by project, following the conclusions of the 
winding up declaration. Particular attention will be paid to the weaknesses in Article 4 checks 
related in the winding up declaration.  

Additionally, the Spanish Authorities have provided information in the framework of the "ad 
hoc" enquiry to verify the compliance with Community public procurement law of the 
modifications of contracts and complementary works and the related expenditure declared to 
the Commission. The DG will quantify the risk for the Funds of the existence of additional 
works awarded which are not in conformity with the provisions of the Directives and will 
inform the Member State of the actions required and will apply the corrections necessary to 
each Fund. 
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The follow up of these actions in 2008 should enable a conclusion to be reached on all 
outstanding issues. 

Portugal 
 
An action plan covering both ERDF and Cohesion Fund was agreed with the Portuguese 
authorities in April 2005 and accordingly they verified compliance of a representative sample 
of contracts with public procurement rules for the period 2000-2004. Following a quality 
review audit performed in June 2006, the DG considered that, in general, it had reasonable 
assurance that the action plan had been satisfactorily completed, except for financial 
corrections to be applied to some projects, for which the contradictory procedure is ongoing. 
In relation to the expenditure declared from 2005 onwards, the Commission has analysed the 
results of an enquiry done by the national authorities in 2007 and, based on this information, 
concludes that there is reasonable assurance on the implementation of the new control 
procedures for the verification of public procurement for 20 ERDF programmes (out of 23) 
and all CF sectors in Portugal. In conclusion, the Action Plan as been satisfactorily concluded 
except for the remaining 3 OPs and the remaining contradictory procedures. 
 
 


