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EXECUTIVE SUMMARY  

2010 was the second best year in terms of number of audit reports closed, with 365 including 

the last two FP5 audits, 179 FP6 audits and 180 FP7 audits, as well as 4 audits on the Coal 

and Steel programme. FP7 has therewith overtaken FP6 in number of audit reports closed. 

 

The external audit Units of DG RTD are 120 FP6 audits away from finalising the FP6 audit 

campaign, exception made of any risk-based audits still to be launched following the effective 

introduction of Charon, an advanced searching tool of FP6 data which was especially 

developed for the identification of certain risks inherent to research expenditure.  

 

The FP6 results so far indicate a representative error rate of 2.98%, a measure of error of non-

compliance with the legal and regulatory framework in the FP6 expenditure. Taking into 

account the effect of the corrective audits and extrapolation, the residual error rate, i.e. the 

error that remains uncorrected, is 2.16% for FP6. This means that the FP6 audit campaign is 

very close to its original target rate of 2%, the threshold that Court of Auditors uses to grant a 

positive DAS. Subsequent analysis has shown that it would not be cost-efficient to launch the 

additional audits needed to narrow the gap from 2.16% to 2%. In practice, this would mean 

launching an additional 148 audits. 

 

Where the FP 7 audit campaign is concerned, the error rate appears high at this stage (4.79%), 

but this is on the basis of a not yet representative sample. It remains to be seen how this error 

rate will evolve over time, but if it continues to be high, and in the absence of any agreed new 

TRE-rate, corrective efforts will have to be intensified. 

 

The present governance of the number of Commission services involved in auditing FP7 (six 

Research DGs and two Executive Agencies) hinders an efficient implementation of the FP7 

Audit Strategy. This results from the requirement for each individual authorising officer to 

obtain reasonable assurance on their part of the research expenditure. The practical 

consequences of this are a number of agreed planning constraints for all Research 

Commission services with the aim to avoid over-auditing common beneficiaries and the 

subsequent potential reputational damage to the Commission, and a complex system for 

managing extrapolation cases across all services. These constraints and complications have 

certain operational consequences, and they have introduced delays not only in launching FP7 

audits, particularly those which are part of the representative samples (i.e. delays in getting a 

representative error rate), but also in managing and closing extrapolation cases.  

 

Similarly, the present RDG-governance continues to require important efforts in streamlining 

operations between the different external audit units. The different fora of the CAR, the ESC, 

the FAIR, the MASR and the JAC (their roles are described in this report) serve that purpose, 

but given the fact that DG RTD is chef-de-file in these, the efforts of coordination are very 

considerable. 

 

In addition, during 2010, the JTIs developed their own audit strategies "harmonised" with the 

overall FP7 Audit Strategy.  For practical reasons, a minimum degree of co-ordination is 

required. 

 

The external audit summary for 2010 also reports on the fact that, generally speaking, the 

number of audits requested by the operational services remains relatively modest; the same is 
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true for the joint audits with the Court of Auditors and the requested technical audits. 

However, the surge in fraud-risk related audits has implied the internal re-allocation of a 

number of auditors to this type of activity.  

 

2010 was equally the year during which the Commission Communication SEC(2009) 1720 of 

December 15
th

 2009 was implemented, which introduced the possibility of flat-rate 

corrections in cases of extrapolation. This eased the extrapolation process to some extent. At 

the end of 2010, DG RTD had 265 extrapolation cases on file, 141 of which were "ongoing" 

and 14 were "centrally managed" by the external audit units. The latter category usually 

concerns larger beneficiaries common to all RDGs which require a single contact point for the 

implementation of the extrapolation process.  

 

In 2011, further lessons will have to be drawn from the audit findings when the new research 

funding programmes post-FP7 will be conceived, seeking an appropriate balance between the 

simplification requested by the beneficiaries and the principles of sound financial 

management. Nonetheless, some lessons, distilled from the work of the external audit Units, 

are already available in parts of this report and can be usefully considered in the design of 

post-FP7 programmes.  
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1. BACKGROUND 

1.1. Introduction 

The purpose of this document is to report on the ex-post audit activities in DG RTD during 

2010, using the numerical results of the verifications carried out and providing feedback on 

relevant qualitative issues. This report also contributes to the assurance statement of the 

Director General on the legality and regularity of financial transactions in DG RTD's Annual 

Activity Report. 

 

1.2. Legal background 

For FP6, the legal basis for the external audit activity is Annex III point 2, paragraph 7 of the 

Decision n° 1513/2002/EC of the European Parliament and of the Council, and Article 18 of 

Regulation (EC) n° 2321/2002 of the European Parliament and of the Council. For FP7, 

reference must be made to Article 5 of the Decision n° 1982/2006/EC of the European 

Parliament and of the Council, and Article 19 of Regulation (EC) n° 1906/2006 of the 

European Parliament and of the Council. 

 

The model contract for the 7
th

 Framework Programme (Annex II, Article 22) states that: 'the 

Commission may, at any time during the contract, and up to five years after the end of the 

project, arrange for audits to be carried out, either by outside scientific or technological 

reviewers or auditors, or by the Commission departments themselves including OLAF'.  

 

Similar provisions are foreseen in the model grant agreement for the 6
th

 Framework 

Programme (Annex II, Article 29).  

 

1.3. The mission of the External Audit Units 

The External Audit Units provide a level of reasonable assurance to senior management and, 

ultimately, to the Discharge Authority (European Parliament and Council) on whether DG 

RTD contractors are in compliance with the terms of the DG RTD contract(s). This is done 

through the execution of ex-post financial audits; ex-post audit results provide a 

representative error rate and initiate the budgetary corrections managed by the operational 

services.  Thus, the external audit function contributes to the protection of the European 

Union’s financial interests. 

Since 2008, the responsibilities related to external auditing are attributed to two Units in DG 

RTD: M.1
1
, which is responsible for strategy and planning coordination, in-house on-the-spot 

audits and back-office work
2
; and M.2

3
, which is responsible for outsourced on-the-spot 

audits and for the implementation of the audit certification policy. The mission statements of 

both Units are in Annex I. 

                                                 
1 Unit A.4 became M.1 as from January 1st, 2011. 
2 Back-office work refers to a number of tasks in support of the auditing function including audit information systems and data maintenance, 

batch preparation, extrapolation, management reporting and a variety of administrative tasks. 
3 Unit A.5 became M.2 as from January 1st, 2011. 
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1.4. Role within the control framework activities of DG Research 

Ex-post audit activities need to be seen as part of the overall integrated control framework put 

in place by the Directorate General. Internal control activities include all ex-ante and ex-post 

evaluations, controls, financial and scientific verifications and monitoring tools.  

 

However, in the area of grant management for research expenditure, the focus remains very 

much on controls after payment (ex-post), avoiding controls before payment (ex-ante) as 

much as possible. This is a conscious decision with the aim of reducing the ex-ante 

administrative burden as much as possible, therefore shortening the average time-to-pay 

period. 

 

Accounting transactions included in the cost statements are processed through the internal 

control systems of beneficiaries and checked by their certifying auditors (where appropriate), 

who then issue an audit certificate. These transactions are also monitored by the 

Commission's Project Officers (scientific and financial) even before the arrival of the cost 

statements, and thereafter checked by means of desk reviews before payments are made. The 

use of certifying auditors has been adapted under the 7
th

 Framework Programme (FP7). 

Simulation exercises have shown that around 80% of the transactions for which an audit 

certificate was needed under FP6 would no longer require an audit certificate in FP7. As a 

counterweight, ex-ante certification procedures were introduced. 

 

The control chain described above, which operates before any ex-post financial audit is 

carried out, has to be considered in the overall evaluation of risk and of the external audit 

results. Close cooperation exists between auditors and Operational Units in the preparation 

phase of an audit, as well as in the implementation phase of the audit findings. No audit is 

closed in DG RTD which has not been expressly agreed upon by the relevant operational 

services. 

 

1.5. The audit campaigns  

Given this conscious reliance on ex-post audit controls, the generic approach defined for FP5 

was replaced by proper audit strategies for FP6 and FP7.  

 

Before we look at each audit campaign in detail, there are a number of implementation issues 

common to the FP6 and FP7 campaigns which have not yet been completely addressed: 

 

1. Despite constant coordination efforts, the 'corporate' character of the audit strategies 

reaches its limits in the independence of the AODs.  

2. The reinforcement of the process of extrapolation has turned out to be very time-

consuming and labour-intensive (see section 2.4.3)  

3. The increased number of audits and the effectiveness of the audit methods are 

generating a high number of contested cases, some of which are leading to legal 

disputes. These require more attention of the Commission services in order to defend 

its financial interests. 
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1.5.1. The FP5 audit campaign
4
 

For the 5
th

 Framework Programme (FP5), DG RTD's audit policy was mainly based on 

random sampling based on the assumption that provided the sample was large enough, 

conclusions could be drawn for the whole population. 

 

DG RTD closed its last two FP5 audits in 2010. The final error rate for FP5 is 4.04%. More 

details can be found in part 3 of this report.  

 

1.5.2. The FP6 audit campaign 

The FP6 Audit Strategy (FP6 AS), established after the critical Discharge procedure in 2006 

and intended to cover the period 2007-10, focused on increasing the number of audits, 

improving the consistency of approach and the coherence of conclusions, ensuring more 

homogeneous audit policies, calculating reliable and representative error rates, and 

introducing the extrapolation procedure.  

 

2010 was the last year of the original FP6 audit campaign. By its end, DG RTD's overall 

minimum target of 750 audits over its four-year lifespan has already been largely surpassed 

(see section 3.1).  

 

On January 1
st
 2011, the FP6 figures are as follows: 1082 audits were closed with an overall 

error rate of 3.54%, a representative error rate of 2.98% and a residual error rate of 2.16%. 

120 audits are still ongoing, which should be finalised in the course of 2011. Of these, 34 are 

part of the representative sample; only once they are all closed, the final representative error 

rate of FP6 will be known. More details can be found in section 3 of this report. 

 

The FP6 AS assumed that most of the errors found while auditing would be of a systematic 

nature, and that 750 audits would be sufficient to eliminate them from at least 40% of the DG 

RTD FP6 budget and, in doing so, to achieve the control objective of a residual error rate of 

2% or lower at the end of the multiannual FP6 audit campaign. 

 

The mid-term review of the FP6 AS reported how this assumption was too optimistic after 

finding that the proportion of systematic errors was much lower than anticipated (35.7% of all 

errors in terms of amounts in DG RTD at the end of 2010). Increasing the total number of 

audits was then considered necessary to keep alive the possibility of still removing enough 

errors to be below 2%. At the end of 2010, 1082 FP6 audits have been closed in DG RTD, 

and when including the audits still ongoing, the total will eventually be around 1200. 

  

At the end of the period covered by the FP6 AS (2007-2010), the residual error rate is 2.16%. 

This has been achieved after those 1082 audits, which have identified systematic errors in 

59.2% of the FP6 budget. If the related recoveries have been processed, in line with the AS, 

DG RTD can claim that systematic, material errors have been removed (='cleaned') from 

59.2% of its budget. Yet, in order to be below 2% instead of the present 2.16%, an estimation 

based on the characteristics of the DG RTD FP6 population and the results obtained so far 

indicates that it would be necessary to remove systematic errors from about 68.5% of the 

budget in total. In order to bridge the difference between the 59.2% coverage achieved and the 

                                                 
4
 This will be the last year in which reference to the FP5 audit campaign will be made, since this audit campaign 

can be now considered over. 
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68.5% needed, another 148 audits would have to be launched in addition to the 120 still 

ongoing.   

 

The reason for needing to launch these many more audits to cover just an additional 9.3% of 

the FP6 budget, when the first 1082 audits covered already almost 60%, is that the FP6 audit 

campaign mainly focused on big beneficiaries. Those beneficiaries which remain not audited 

do not receive in most cases a substantial proportion of the budget. With this approach, the 

cost-efficiency of each audit is reduced as the audit campaign progresses, to the point where 

the amount that can be expected to be recovered on the basis of the budget received by a 

beneficiary and the average error rate of all previous audits is less than the cost of performing 

the audit, which remains more or less the same regardless of the size of the audited 

beneficiary. 

 

We have now reached a point beyond which a majority of the additional 148 audits mentioned 

above would fail this basic cost-efficiency check even after including the potential effect of 

extrapolation, based on the auditable amount of the three biggest value participations in each 

case. This assessment, coming at the end of the period covered by the original FP6 AS, and 

considering the need to devote the necessary resources to the implementation of the FP7 AS, 

which is now in full flow, have led to the decision that no further FP6 audits will be launched 

in future other than those related to fraud and irregularities investigations or those requested 

by operational services.  

 

This decision is strengthened by the ongoing debate on the tolerable risk of error (=TRE), in 

which the Commission argues that in the area of direct research expenditure, an error rate 

higher than 2% ought to be tolerated. If TRE had already been adopted, a residual error rate of 

2.16% would be regarded as tolerable. 

 

In any case, the assumption that the very large majority of errors were systematic led 

decision-makers to conclude that effective auditing, extrapolation and recovery would lead to 

a residual error rate of less than 2%, justifying the emphasis on ex-post audits instead of ex-

ante controls. As mentioned above, this assumption has not been confirmed by the facts. The 

Research Commission services must revisit this issue so that it can be taken into account for 

the design of FP8 rules. This may require the revision of the internal control framework as a 

whole, as well as taking into account the costs and the benefits of any possible additional 

controls, ex-post or ex-ante, since it is clear now that the Audit Strategy and the corrective 

actions it triggers might not suffice by themselves to bring the residual error rate to 2% or 

lower, unless at considerable cost. 

 

Another aspect worth considering in future is that audit results have consistently shown that 

most errors in FP6 relate to personnel costs and overheads, and that the effect of ex-ante 

controls between the receipt of the cost statements and their payment is limited (see tables 

3.12 and 3.14 in section 3). 

  

1.5.3. The FP7 audit campaign 

The FP7 audit campaign completed its first full year in 2010. 238 audits were launched, and 

180 were closed, of which 30 were audits from the representative sample.  

 

The implementation of the FP7 audit campaign is currently severely hindered by the planning 

constraints agreed in the CAR in an attempt to prevent situations with a potential reputational 
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risk to the Commission. However, these rules also prevent individual Commission services 

from launching the audits that they require in order to achieve their various objectives and 

targets and, more importantly, to find a representative error rate. The rules include, for 

example, not launching additional audits on beneficiaries undergoing extrapolations, or 

waiting at least three months after the closure of an audit by one Commission service before 

another one can launch the next audit on the same beneficiary. 

 

This situation led the DG RTD audit units, which are chef-de-file for co-ordination of audit 

activities across research Commission services, to signal this issue as a critical cross-cutting 

risk to the horizontal services of the Commission in January 2010. This cross-cutting risk was 

also the subject of section 2.4 of the Report of the Research Task Force of July 2010, which 

considered the creation of a single audit service for research, but which concluded that the 

current structure should be kept until a decision is taken during the preparations for FP8.  

 

It is due to these constraints that it has not been possible to launch yet a substantial number of 

audits in the first FP7 DG RTD representative sample, taken in January 2010, and 

consequently why only 30 representative audits have been closed at the end of 2010, which do 

not give any useful results yet. 

 

The start of the campaign was also delayed by the natural time lag between the start of a 

framework programme and the point in time at which it begins to become 'auditable'. During 

2008 and 2009, DG RTD M.1 run four checks at different points in time to assess the 

'maturity' of the FP7 auditable population, and only after the last one of these, carried out in 

May 2009, it was considered that a first set of FP7 corrective audits could be cost-effective. 
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2. ACTIVITIES 

2.1. Types and nature of the audits carried out  

The External Audit Units select the ex-post audits in accordance with the methods described 

in the Audit Strategies.  

 

For FP6, this meant according to three strategic strands: 

 

 TOP: this was a selection of the beneficiaries which received the most money from the 

Commission. The DG RTD list of top beneficiaries consists of 228 contractors which 

received 50% of the FP6 budget managed by DG RTD. All beneficiaries in this 

sample have been audited at least once (on at least three participations) and, where 

necessary, further audits were carried out in order to confirm the presence or not of 

systematic material errors for each beneficiary. 

 MUS: a selection of 161 beneficiaries was taken from the non-TOP DG RTD 

population using the monetary unit sampling technique. One audit was carried out for 

each of them.  

 RISK: the audits of this strand are intended to have a corrective effect on the amount 

of errors present in the DG RTD population. Beneficiaries are selected on the basis of 

different risk profiles, and the results of these audits are not taken into account for the 

calculation of the representative error rate. 

For FP7, the strategic strands are: 

 Representative: using statistically representative sampling methods for selection, a 

number of audits are undertaken for the purpose of accurately identifying the amount 

of error present in the population (i.e. representative error rate).   

 Corrective: audits are selected using a variety of criteria trying to maximise their 

potential corrective effect. 

 

There are additional auditing commitments in the following areas:  

 

 Fusion: the current arrangement with DG RTD K
5
 is to audit all FUSION associations 

on a cyclical basis by conducting one audit per association at least every three years. 

 Coal and Steel (C&S): a small number of audits are launched every year on 

beneficiaries who receive funds from the Research Fund for Coal and Steel (RFCS), 

which is managed by DG RTD G
6
. RFCS projects, do not receive funding from the 

Framework Programmes, and therefore these audits are not considered as FP-related.  

 Audits on Request (AoR): audits in this category are performed at the request of the 

operational services, and they are normally quite specific in their scope. These 

requests are discussed in regular meetings, and not all are accepted. They are 

considered risk-based audits under FP6 or corrective audits under FP7. 

                                                 
5
 DG RTD J during 2010 

6
 DG RTD K during 2010 
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In 2010, comparable with previous years, three meetings were held to deliberate audit 

requests (a fourth meeting was replaced by bi-lateral contacts with the requesting 

Unit). These meetings are attended by members of DG RTD M.1 and the Audit 

Liaison Officers of those Directorates who requested the audits.  

 

Sixteen AoRs were put forward to DG RTD M.1. In nine cases, the audit request was 

accepted and the related audit mission integrated into the usual audit planning of DG 

RTD M.1. Priority is given to these audits and, hence, more than half of the accepted 

audits were already closed in 2010.  

 

In the remaining seven cases, the need to carry out a financial or scientific audit was 

not recognised. The audit request was considered either incomplete or premature, so 

these audit requests were discarded or put 'on hold'. Requesting units were duly 

informed of the reasons for this.   

 

 Joint Audits with the European Court of Auditors (ECA): see section 2.2. 

 Technical Audits: see section 2.13  

Audits can be either done by the European Commission auditors (in-house audits) or 

outsourced to an external audit firm (batch audits) under a framework contract. The aim is to 

have at least 25% of the audits carried out in-house. 

 

2.2. Coordination with the European Court of Auditors (ECA) 

 

During 2010, our collaboration with ECA continued along the lines of the previous two years, 

with the exception of an increased effort on our part towards the end of their DAS 2010 audit 

campaign to join as many of their missions as possible. We plan to evaluate the pros and cons 

of this approach with a view of possibly adopting it for the whole of the DAS 2011 campaign. 

 

At the same time, DG RTD M.1 carried out some audits which were directly triggered by 

previous audits by ECA, mostly in cases where extrapolation was proposed by them. DG 

RTD sought to confirm and reinforce this assessment on the basis of a bigger sample. This 

approach will be continued in the future as a way of increasing the corrective effect of our 

auditing efforts. 

 

DG RTD M.1 and M.2 participated in joint meetings between the ECA, the DGs of the 

Research family and Commission central services, which were organised to discuss 

methodological issues and to ensure good collaboration. 

 

Finally, it is important to mention that for the Declaration of Assurance for 2009, the ECA 

gave a 'green light' of approval to the ex-post financial audits part of its assessment of selected 

supervisory and control systems in Research, Energy and Transport
7
. This is an important 

achievement and it acknowledges the long way that DG RTD has come from the disastrous 

Discharge in 2006 to this positive assessment in 2010. 

 

                                                 
7 Chapter 5 'Research, Energy and Transport' of ECA's Annual Report 2009, Annex 5.2. 
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2.3. Cross-RDG coordination 

The adoption of common corporate audit strategies requires close coordination between the 

Research Commission services in a significant number of areas. DG RTD is the chair of a 

number of committees, and also provides the secretariat. This requires a significant 

investment of resources, given the present RDG governance. Indeed, DG RTD felt that the 

Commission is running serious cross-cutting risks in relation to (i) the co-ordination of audit 

planning and (ii) a coherent and consistent presentation of audit results. Both these cross-

cutting risks were brought to the attention of the Commission central services in January 2010 

(see section 1.5.3). 

 

2.3.1. Coordination of audits in the Research family (CAR)  

The main coordination forum is the 'Coordination group for external Audit in the Research 

family' (CAR). The CAR tries to ensure a coherent approach towards contractors and 

coordinates policy and operational matters related to the implementation of the Audit 

Strategies. Chaired by DG RTD M.1, the CAR convened 13 times during 2010 (on average 

once every three weeks outside the holiday periods). 

  

The large majority of topics discussed by the CAR during 2010 were related to either the 

steps required to finalise the FP6 audit campaign or to the implementation of the FP7 one: 

 

 Planning of audits: the present accountability structure in the Commission obliges 

each individual Research Commission service
8
,  to come up with a representative 

error rate for its share of the FP expenditure.  The fact that beneficiaries are to a large 

extent common leads to planning clashes. In 2010, the  CAR agreed a planning 

constraints document.  

 'Cleaned' budget of beneficiaries: given the corporate nature of the Audit Strategies, 

the Research Commission services have to agree on when to consider the budget of a 

beneficiary free from systematic, material errors and exchange this information. 

 The calculation of error rates and the Tolerable Rate of Error (TRE)  

 Eligibility of costs: Following Commission's Communication SEC(2009)1720, which 

was approved in December 2009, the CAR discussed the opinion of the Legal Service 

issued on April 20
th

 on the eligibility of twelve taxes and social charges, as well as a 

series of other eligibility issues (time sheets, costs in additional cost contracts, 

concurrent subsidies, the application of a 20% flat-rate for indirect costs in certain 

contracts, average personnel costs…). The CAR also adopted a guidance note on the 

eligibility of salary costs for owner-managers of SMEs. 

 The CAR also has the oversight over the development of some important auditing 

tools, such as the FP7 Audit Handbook (for internal use by the RDG auditors), and 

the FP7 Audit Manual (for use by the external audit firms)  (see section 2.6.3). The 

Committee also discussed and adapted various documents within the FP6 and FP7 

Audit Handbooks: Letter of Announcement (insertion on data protection 

requirements) and the Letter of Conclusion (incorporation of the flat-rate correction 

possibilities). The ongoing maintenance and development of the IT tools has been a 

regular topic as well. 

                                                 
8 DG RTD, DG INFSO, DG MOVE, DG ENER, DG ENTR, DG EAC and the two Executive Agencies ERCEA and REA. 



CONFIDENTIAL 

 14 

 Information on relations with external parties (the European Court of Auditors, the 

external audit firms, the Joint Undertakings) was also shared in the CAR. Planning 

and collaboration issues, specific audits, and divulgation and harmonisation of the 

Audit strategies and policy information were discussed. 

 Information on planning, meetings, audit visits, audit reports and follow-up was 

shared on common beneficiaries. This concerned mostly beneficiaries participating in 

a large number of contracts with various Research Commission services for which 

extrapolation was initiated but suspended ('centrally managed' cases, see section 

2.4.3). These contractors pose an additional coordination challenge. 

 A common training day for all staff of the Research Commission services was held in 

January 2010. 

 

2.3.2. Other coordination Committees  

In addition to the CAR, DG RTD chairs a number of other coordination Committees:.  

 Extrapolation Steering Committee (ESC, see section 2.4),  

 Frauds and Irregularities Committee (FAIR, see section 2.5),  

 Coordination of relations with the external audit firms, including the Monthly Audit 

Status Meeting (MASR, see section 2.10),  

 Joint Assessment Committee (JAC, see section 2.9)   

 Working Group on Certification of Methodology (WGCM, see section 2.9). 

 

Co-ordination is also supported by a number of IT tools known as SAR tools (see section 2.8).  

 

 

2.4. Extrapolation  

Extrapolation remains a key component of the common audit strategies because its essential 

role in 'cleaning' the budget from systematic material errors must have its maximum effect in 

order to significantly reduce the representative error rate to the residual error rate. 

 

2.4.1. Extrapolation policy and coordination 

The Extrapolation Steering Committee (ESC) has now been working for three years. It 

ensures a common approach to decisions related to extrapolation and to defining the 

extrapolation scope. The ESC, in which all Research Commission services
9
 are represented, is 

chaired by DG RTD M.1 and discusses and evaluates potential extrapolation cases for 

beneficiaries put forward by an individual Commission service. Its main aim and mandate is 

to confirm or deny the systematic nature of the errors reported by the auditors. The ESC has 

also become the forum for the exchange of information and the discussion of coordination 

issues which, if unresolved, are then brought to the attention of the CAR. 

 

The confirmation of the systematic nature of an error triggers a number of coordinated actions 

both by the beneficiary in question and the Commission services managing the projects in 

which it participates.  

 

                                                 
9 As of September 2009, representatives from the agencies (ERCEA and REA) have been participating in the ESC. They play a full role in 

the extrapolation process under FP7. 
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Extrapolation was strongly influenced in 2010 by the measures related to the simplification of 

the recovery process for extrapolation cases introduced in Commission's Communication 

SEC(2009)1720of December 2009. Beneficiaries may now choose between three 

extrapolation methods to calculate the cost adjustments in non-audited contracts. Under 

method 1, beneficiaries shall precisely recalculate the costs affected by the systematic error in 

each of the non-audited contracts or the non-audited periods of the audited contracts. 

Following the aforementioned Communication beneficiaries now may apply instead flat-rate 

corrections either to individual cost categories (method 2) or to the total project costs (method 

3).   

 

In its 10 meetings in 2010, the ESC discussed a total of 162 extrapolation cases, 122 of which 

were approved for extrapolation. Since 2008, a total of 542 cases have been dealt with, 445 of 

which have been agreed for extrapolation. The following table provides an overview of the 

ESC decisions per Commission service. 

 

Table 2.1 - ESC decisions taken in 2010  

 
 

 
         

Agreed 10 20   18 15 2 57 122 445 

No 

Extrapolation 6 1   4 2 1 20 34 91 

On Hold   1     2   3 6 6 

Total 2010 16 22 0 22 19 3 80 162 542 

.  

Experience gathered by the ESC allows for a continuous improvement of the underlying 

extrapolation procedures and principles. Any new issues are often brought to the attention of 

the CAR. During 2010, the following three issues became apparent: 

 

1) The necessity to establish a materiality threshold. The introduction of a materiality 

threshold should prevent launching extrapolation for insignificant amounts and should 

avoid initiating complex recovery procedures that would not be effective from a 

cost/benefit point of view. A minimum audit scope requirement in order to ensure a 

sound basis when deciding on the systematic nature of an error should also be agreed.  

2) The question whether adjustments in favour of the beneficiary for a certain cost 

category should be included in the calculation of the flat rate (under method 2 and 3), 

leading to netting off of such an adjustment with the systematic errors in favour of the 

Commission.  

3) The issue of whether extrapolation should already be initiated for FP7 projects in case 

beneficiaries claim (estimated) average personnel costs without having been certified 

for this. Interpretations foresaw that, over the total life span of a project, adjustments 

to the actual personnel costs can be made only in the final cost period.  

 

Instructions were sought on these items from DG RTD management
10

. In the meantime, the 

ESC has tried to minimise the potential risk of inconsistencies and reputational damage to the 

Commission as much as possible. 

 

                                                 
10

 Issues 1 and 3 have been dealt with during the first months of 2010 and will be revisited in next year's report 
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2.4.2. RTD extrapolation cases 

So far, DG RTD has put 265 extrapolation cases on file, of which 141 are currently ongoing, 

17 are under preparation, 14 have been suspended and are centrally managed by the audit 

units DG RTD M.1 and M.2, 21 have been closed, and for 72 cases extrapolation appeared 

not to be due (no other cost periods to extrapolate to, update of audit results, etc.). 

 

Table 2.2 - Current status of the DG RTD-led extrapolation cases (as of 31/12/10)  

 

      

CLOSED 8 9 4   21 

ONGOING 2 46 51 42 141 

ON HOLD (centrally managed) 1 5 7 1 14 

NOT APPLICABLE (no 

extrapolation) 11 20 16 25 72 

SUBMITTED (audit not yet 
closed)   2 3 12 17 

Grand Total 22 82 81 80 265 

 

 

This overview shows that extrapolation frequency has remained stable in the period 2008-

2010.  

 

2.4.3. Extrapolation implementation 

Each individual extrapolation case can potentially affect numerous projects across the 12 

Directorates in DG RTD and up to 8 Research Commission services. Within DG RTD, the 

experience acquired so far has underlined the substantial challenges in this area, especially 

with regard to the follow-up of the reception of revised cost statements and the coordination 

of the implementation. 

 

To address this issue, Unit RTD M.5 'Management of debts and guarantee funds' acts as a 

central reception point dealing with all extrapolation cases launched from 13 March 2009 

onwards. In addition, to improve the coordination of the implementation process, this Unit is 

in charge of monitoring those beneficiaries that do not react promptly to the extrapolation 

requests, or those who request an extension of the deadline given to them. Comprehensive 

RTD-wide Guidelines on the implementation of audit results in FP6
11

 have been adopted in 

2010. This document clearly defines the roles and responsibilities of the various actors in the 

extrapolation process, and underlines the completeness and plausibility checks to be 

performed on the revised costs by the AOSDs. 

 

In a number of extrapolation cases, beneficiaries wish to establish a dialogue and to provide 

additional documentation and evidence. Currently, 14 of such cases, usually for larger 

beneficiaries, are centrally managed by the audit units:  the extrapolation process is suspended 

and all operational services in the Research Commission services are requested not to act 

individually to avoid incoherent actions. 

 

For all DG RTD-led extrapolation cases, (i.e. triggered by a DG RTD audit), so far 5217 

participations have been identified as potentially affected by extrapolation. Among these, 566 

have been implemented (i.e. amount adjusted), 1876 are currently under implementation, 

                                                 
11 Ares(2010)505517, August 11th 2010. 
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1375 relate to the extrapolation cases currently 'on hold' (i.e. the centrally managed cases) and 

for 1400 recommendations the extrapolation turned out not to be applicable.  

 

In addition, 112 cases resulting from audits of the other Research Commission services audits 

have an impact on 942 RTD managed participations, of which 97 have been implemented, 

573 are currently under implementation, 43 relate to cases for which the audit results are 

under discussion ('on hold' cases) and for 229 recommendations the extrapolation turned out 

not to be applicable. 

 

Table 2.3 – DG RTD participations affected by extrapolation 

 

Implementation 

Status 
 

 
 Grand Total 

    

Not applicable 1400 8 218 3  229 1629 

Closed 566 17 62 18  97 663 

Ongoing 1876 105 326 135 7 573 2449 

On Hold 1375  43   43 1418 

Total 5217 130 649 156 7 942 6159 

* ASUR data 

 

Moreover, for 168 RTD-led cases, 1200 participations managed by other Research 

Commission services are equally to be revised as part of the extrapolation process.  

 

Table 2.4 – Cumulative overall adjusted amounts due to extrapolation 

 

 
On December 31st 

2009 

On December 31st 

2010 

(-) Adjustments in favour of the Commission - 2.707.061,00 -10.409.202,58 

(+) Adjustments in favour of the beneficiaries 140.983,00 563.244,72 

 

This table relates to the implementation of extrapolations managed by M.5. Therefore only 

overall information is provided here. 

 

2.4.4. Extrapolation follow-up activities 

Monitoring the actual implementation of extrapolation is carried out by DG RTD M.4 via the 

ASUR-EXTRA tool, where the operational services encode information on the actual 

implementation of extrapolation for each participation concerned. This information in turn 

serves as the basis for reporting and as input for the follow-up audits carried out by the audit 

units. 

 

As DG RTD M.5 was charged only with the management of extrapolation cases launched 

after 13th March 2009, DG RTD M.1 initiated in September 2009 a follow-up campaign on 

all DG RTD extrapolation cases launched before that date to ensure that extrapolation 

adjustments had been applied correctly by beneficiaries. Each case has been analysed through 

either an audit on-the-spot or a global desk review with a focus on the contractor's 

cooperation level, number of corrected cost statements received, amount of the adjustments, 

etc. So far, 81 cases have been selected and analysed. Of these, 49 follow-up audits have been 

concluded, of which 31 were desk-audits and 18 on-the-spot audits. Several of these follow-

up actions are still ongoing. 
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Table 2.5 – Follow-up of extrapolation cases launched before 13
th

 March 2009 

 

 Closed Open Grand Total 

Desk Audit 18 13 31 

Field Audit 9 9 18 

Grand Total 27 22 49 

 

It is important to highlight that, for this part of the process, the audit units very much rely on 

other services, mainly the operational services in charge of implementation. Indeed, the first 

desk reviews highlighted several weaknesses in the implementation process and in the 

subsequent registration in ASUR. Therefore, a pro-active internal monitoring campaign on the 

implementation within DG RTD has been organised between DG RTD M.1 and M.4 in order 

to identify the corrective actions to be undertaken by the operational services and/or DG RTD 

M.5. The follow-up of this initiative will be pursued in the course of 2011.  

 

It has also become obvious that undertaking extrapolation follow-up audits, even in the form 

of desk reviews, requires that the completeness and plausibility check of the beneficiary's 

reply is carried out and properly registered beforehand. This is the reason why monitoring 

activities will have to be reiterated (including where the other Commission services are in the 

lead) on a regular basis. The next follow-up campaigns will be undertaken based on the 

results of these monitoring activities and/or triggered by requests from DG RTD M.5.  

 

2.4.5. Further considerations 

Overall, and as already highlighted in last year's report, the extrapolation process and its 

follow-up remain extremely complex, time-consuming and in need of substantial resources.  

 

Several reports of the Court of Auditors over the last years point out that the process of 

recovery and extrapolation merits closer attention; this is true in particular for extrapolation 

cases which  involve an important number of actors because of its cross-service dimension. 

Given the fact that the residual error rate calculation assumes a full implementation of 

extrapolation,  follow-up activities  are essential in situations where extroplation is not yet 

fully implemented. For example, in cases where contractors do not collaborate or state that 

extrapolation is not justified, timely plausibility and completeness checks need to be carried 

out.  

 

The overall financial impact of actual recoveries/adjustments related to extrapolation is 

potentially very significant. It is important to note that the time needed to actually implement 

the financial adjustments and to initiate the related recoveries can be up to two years or more 

in difficult cases, as the end of subsequent cost reporting periods is awaited (current average 

'Time To Close' is 571 days while only 21 'small' cases - up to 12 projects - have been closed). 

This is likely to be even longer in FP7 as the cost reporting periods are longer. Moreover, 

disputes related to legal interpretations of the regulatory framework have continued in legal 

proceedings with certain beneficiaries, with an impact on the timely implementation of 

extrapolation.  

 

In short, extrapolation remains a bottleneck in many regards and, in order to ensure its 

effectiveness, it will be necessary to improve working procedures further, particularly in 

relation to financial implementation and follow-up actions.  
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2.5. OLAF cases  

DG RTD M.1, in charge of relations with OLAF on external enquiries
12

 since February 2008, 

transmitted twelve new cases of suspected irregularities to OLAF in 2010. In two cases, a 

suspicion of irregularities was reported by the operational services in charge of the projects 

and contracts; in nine cases, the decision to transfer the case to OLAF was taken following 

on-the-spot audits performed by DG RTD M.1 auditors. In one case, an external informant 

raised allegations of potential irregularities. In addition, according to our knowledge, OLAF 

received three complaints directly from individuals concerning possible irregularities in EU-

funded research projects. 

 

In 2010, OLAF classified twelve DG RTD cases as 'non-cases'
13

. Two further cases for which 

the allegations of irregularities were confirmed in the OLAF investigation were closed and are 

currently followed up at administrative, financial and/or judicial level. 

 

With regard to the total number of OLAF cases concerning DG RTD (including those from 

previous years) as of 31 December 2010, DG RTD M.1 manages 22 open cases (6 of them are 

cases initiated by DG INFSO on common beneficiaries) as well as 14 cases which OLAF had 

closed with administrative, financial and/or judicial follow-up, requiring follow-up and/or 

monitoring at DG RTD level. 

 

DG RTD.M.1 was fully involved both in the definition of the DG Research Anti-fraud control 

strategy, which was adopted in August 2010, and the implementation of a number of 

measures of the action plan, in particular those related to fraud detection
14

. The unit further 

intensified its fraud detection activities during the year.  

 

Substantial progress was made in the implementation of CHARON, a cooperation project 

launched at the beginning of 2009 between DG RTD and OLAF, to introduce specific 

software (iBase and Analyst's Notebook) that facilitates the investigation, analysis and display 

of complex information and relationships in FP-data. The tool is used for the selection and 

preparation of fraud risk-based audits and specific inquiries on beneficiaries. After intensive 

technical training of the auditors and back-office colleagues, CHARON became operational in 

the second half of 2010 and the first audits could be initiated on the basis of the results 

obtained from CHARON data search work.  

 

In 2010, three FAIR (Fraud and Irregularities in Research) Committee meetings were held 

with representatives from the other Research Commission services to coordinate activities, 

exchange information, and share experiences and best practices on OLAF-related matters as 

well as on ongoing and potential irregularities and fraud cases.  

 

Finally, DG RTD M.1 organised a specific training in close cooperation with OLAF on fraud 

prevention and detection for the auditors of the Research Commission services to raise their 

awareness on irregularities and fraud in the research sector. 

 

                                                 
12 Internal enquiries relating to individuals are dealt with by RTD.01. 
13 A matter is classified as a non-case where there is no need identified by OLAF to go further with a criminal investigation. Non-cases result 

from assessments that conclude that EU interests appear not to be at risk from irregular activity. 
14 DG RTD M.4 (formerly called R.5) manages the implementation of the fraud prevention activities. 
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2.6. Management and quality control tools 

2.6.1. Keywords Working Group (KWG) 

DG RTD M.1 and M.2 collaborate in the Keywords Working Group (KWG)
15

. It consists of 6 

members and is chaired by DG RTD M.1. The KWG assures harmonisation of the treatment 

of complex audit findings. These findings mainly originate from audits carried out by DG 

RTD, but occasionally also findings of other Research Commission services are discussed 

when they ask DG RTD for a position. The number of cases treated is increasing, and in 2010 

over 80 individual requests were processed.  

 

In 2010, the majority of individual requests originated from DG RTD's legal unit, and 

concerned the assessment or clarification of the application of the rules of the Framework 

programmes. The areas most frequently discussed were the following: 

 

 Time recording and timesheets (the layout of time sheets and the detail of tasks, hours 

and time to be reported). 

 Personnel costs (the calculation of average personnel costs and assessment of non-

standard hourly rates charged to European projects in comparison with charges used 

for national projects). 

 Classification and eligibility of the costs charged for personnel in various forms (as 

internal consultants, as personnel costs or as sub-contracting). 

 Indirect costs elements (the classification of costs as direct or indirect costs and their 

eligibility). 

 User fees (although agreed in the contract, the question was raised if the calculation of 

the fees and their justification should nevertheless be audited). 

 Depreciation charges (depreciation in case of the purchase of large equipment). 

 Internal invoicing (for instance contractors declare additional costs but they 

nevertheless tend to claim costs of central facilities, such as workshops or  

laboratories, which are not directly involved in the project. However, such costs may 

be assessed only eligible if beneficiaries are allowed to claim them on the basis of full 

costs). 

 

As in previous years, questions on correct accounting treatment of accruals and timing (often 

related to travel costs) were also frequently answered.  

 

Cooperation with operational services mostly comprised the assessment of audit certificates 

delivered by third parties. 

 

Issues discussed by the KWG which generated wide horizontal discussions were the 

eligibility of various taxes and the costs of SME owners/managers. 

 

                                                 
15 The most important KWG activities are:  

 Guidance notes preparation and administration: They provide specific instructions for auditors on issues of contention. The KWG 
is responsible for their drafting, legal consultation, preparation of their formal adoption and disclosure in the Wiki database, 

accessible to the RDGs and ECA. The CAR formally adopts Guidance notes. 

 Development and maintenance of the keywords database The 'keywords database' is a compilation of all previous positions taken 
in the past on various interpretative issues, providing guidance to auditors and helping to maintain a coherent approach towards 

external parties.  
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The need to 'speak with one voice' towards beneficiaries is essential. This 'one voice' is to be 

agreed first among the DG RTD audit Units, and then across all Research Commission 

services. Knowing that beneficiaries will consider replies as a formal position of the European 

Commission, all formal replies are approved by the KWG before they are sent, ensuring 

compliance with the rules and policies in force and a coherent approach. 

 

2.6.2. The Audit Steering Committee (ASC) 

The ASC exists to assess the substance of proposals for large audit adjustments and 

interpretative issues. It provides the opportunity of a peer review by fellow auditors on these 

issues. Adjustments are considered to be large when they are above EUR 100 000 and 

represent 5% or more of the costs claimed, or when they are above EUR 30 000 and represent 

30% or more of the costs claimed.  

  

The ASC considers both in-house and outsourced DG RTD audits and helps to ensure equal 

treatment and the coherence of audit work.  

 

The number of cases dealt with in the ASC has grown from 2008 due to the increased audit 

activity: 

 

Table 2.6 - ASC cases 

 

   

2005 3 3 

2006 4 8 

2007 3 5 

2008 12 26 

2009 14 20 

2010 18 32 

 

The large adjustments discussed in the ASC meetings occur when 1) contractors claim costs 

but there is no provision in the contract that such costs can be claimed, or 2) when the 

contractors cannot provide sufficient supporting documentation.  

 

An example of the first category relates to the claim of substantial subcontracting costs in 

several cases. These costs were either not claimed as subcontracting, but as personnel or 

consumable costs and/or the Commission had given no contractual agreement to subcontract 

the activities concerned. Other cases of non-eligible costs are owner-managers which claim a 

fictitious salary (rules for owner-managers have been relaxed since the Commission decision 

of January 21
st
 2011). Or costs which are incurred by the subsidiary of a company where the 

company is the legal entity which has concluded the contract with the Commission; in these 

cases the subsidiary is not allowed to claim costs as long as the subsidiary is not identified 

separately in the contract as a 'third party'. 

 

An example of the second category is the claim of personnel costs where time-sheets 

overstate the hours worked and the contractors are not able to demonstrate by other means (e-

mails, reports, travel expenditure, interviews) the time spent on the project. Other examples 

are invoices which are claimed but they have not been paid by the contractor; invoices which 

are missing; claimed VAT; travel which was not necessary for the project; average salaries 

which could not be reconciled with actual individual salaries paid or where it was established 
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by the auditors that the actual individual salaries were considerably lower than the averages 

claimed; too few productive hours leading to inflated hourly rates; claims of ineligible 

personnel costs (retirement allowance); incorrect exchange rates; wrong indirect cost 

percentage; bonuses for personnel (only eligible under certain conditions); unavailable 

accounting records; charge of the costs of acquisition instead of depreciation; etc… 

 

2.6.3. The Audit Process Handbook (APH) and Audit Manual 

The APH provides the procedural framework for the audit process, complemented by links to 

existing documents related to specific contractual framework programs such as  the Audit 

Program for FP7 or reporting templates.  It describes the complete audit procedures from 

planning of the audit until the audit closure. The APH is common for all Research 

Commission services and  it is used for all their in-house on-the-spot audits.  

 

The APH complements the guidelines of the Audit Manual. This manual mainly contains 

interpretational and explanatory guidance on the specific contractual regulations. It should be 

consulted and used during an audit engagement as a reference of the contractual requirements 

and typical errors detected during audits. The APH is also available to the auditors of the 

outsourced on-the-spot audits. 

 

In 2010, the FP6 versions of the Handbooks have been reworked into FP7 versions by intra 

RDG working groups under the guidance of the CAR. The CAR has formally adopted these 

updated documents. 

 

2.7. Collaboration with the DG RTD administration and finance (UAF) network 

The External Audit Units have continued throughout 2010 to uphold their close working 

relationships with the administration and finance Units during the planning and preparation of 

new audit campaigns, during the audits themselves (in order to obtain feedback on the draft 

audit conclusions), and after the audits closure (for the implementation of the final audit 

conclusions and results). 

 

Moreover, ad-hoc bilateral meetings have been held whenever appropriate to discuss specific 

files. The External Audit Units also participate in meetings between the UAFs and contractors 

in those cases where the contractor continues to contest the audit findings  after audit closure. 

They also participate in the monthly UAF meetings to present and clarify matters linked to 

audit and financial issues. 

 

2.8. IT developments 

During 2010, the External Audit Units were focused on the following IT developments: 

 

 AUDEX (former AMS, Audit Management System) in DG RTD: AUDEX is intended 

to supersede AMS as the main IT system in the External Audit Units. AUDEX will 

also incorporate all the remaining local applications as listed in the 2010 'Schéma 

Directeur'. Unfortunately, at the end of 2010 the system did not reach the minimum 

requirements to go into production. This mismatch between the expectations and 

results has resulted in additional workload for the user group. Until this replacement is 

ready, the current functioning applications are being used. 
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 CHARON project in DG RTD: The CHARON project consists in tailoring an IT 

market product called i2 iBase in view of identifying potential candidates for 

investigations related to fraud and irregularities (see section 2.5). After nine months of 

data cleaning, software installation and data importing, CHARON has been in 

production since September 2010. 

 Sharing Audit Results (SAR): A set of new releases of SAR EAR (Extrapolation of 

Audit Results) and SAR PAA (Planning of Audit Activities) was put in production in 

2010. A list of improvements for the next year has also been agreed among the 

Research Commission services to improve SAR Wiki, SAR PAA and SAR EAR.  

 CoMET: This project aims to provide a central web-based IT tool solely dedicated to 

supporting the FP7 methodology certification, and it was launched in June 2008. In 

2009 the DG RTD-IT-Unit initiated a contract with an external service provider for its 

development. Throughout 2010 the application was being developed by the service 

provider, yet no production version was made available. Until the deployment in 

production environment of the new tool, the local MS Access database initially 

developed in 2007 still supports the certification activities.  

 

 

2.9. FP7 methodology certification 

The Certification policy for the FP7 Grant Agreements was designed with the aim to correct 

the most common errors identified in the past, and in particular those related to personnel 

costs and indirect costs. In this context, FP7 introduced, in addition to the Certificates on the 

Financial Statements (known under FP6 as 'audit certificates'), two new types of ex-ante 

certificates on the methodology which may be submitted prior to the costs being claimed: 

the Certificate on Average Personnel Costs (CoMAv) and the Certificate on the Methodology 

for Personnel and Indirect costs (COM). 

 

The acceptability of the methodology certificates is decided by an inter-service Joint 

Assessment Committee (JAC), which involves DG RTD's External Audit Units and DG 

INFSO. In 2010, 14 JAC meetings were held. 

  

2.9.1. State of play of certification files as of December 31
st
 2010 

 

Table 2.7 - State of play of certification files as of December 31st 2010 

 

 

 Eligibility Requests Certicates 

Type of Certificate Submitted Accepted Submitted Accepted Rejected Withdrawn Pending 

CoM Average Personnel 

Costs and Indirect Costs 
112 69 

22 6 9 2 5 

CoM Real Personnel Cost  

and Indirect Costs 
20 10 2 2 6 

Certificate Average 

Personnel  
N/A 75 36 9 17 13 

TOTAL 117 52 20 21 24 

http://cordis.europa.eu/audit-certification/certification-fp7-info_en.html#statements
http://cordis.europa.eu/audit-certification/certification-fp7-info_en.html#statements
http://cordis.europa.eu/audit-certification/certification-fp7-info_en.html#pers-over
http://cordis.europa.eu/audit-certification/certification-fp7-info_en.html#pers-over
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The figures indicate that the cost methodology certification has not really been taken up by 

beneficiaries as anticipated. The number of certificates submitted is low for the following 

reasons:  

 

– the strict acceptability criteria for average personnel cost methodologies;  

– restrictive eligibility criteria for the certificate on the methodology for personnel and 

indirect costs, implying that only a limited number of larger beneficiaries are eligible; 

– ongoing migration of many beneficiaries who previously participated under the FP6 

additional cost model (many with cash-based project accounting systems) to FP7 full 

cost accounting approaches; 

– being a pilot-concept launched as of FP7, ex ante methodology certification seems not 

to appeal well. Most beneficiaries seem to want to apply their usual methodology 

without any prior checking and approval by the Commission.  

The graph below indicates the evolution over time of the methodology certification activity 

between July 2007 and December 2010 and it shows an uninterrupted increase, both in 

eligibility requests and in submissions. Where initially they were mainly CoM, the CoMAv 

has afterwards surpassed the CoM. This indicates that beneficiaries were gradually finding out 

that this is a mandatory requirement to claim average personnel costs and acting upon it.  

 

 

Graph 2.1 - evolution over time of the methodology certification activity 
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While only a limited number of methodology certificates have been approved so far, an 

important amount of 'behind the scenes' activity is taking place. FP7 introduced the 

requirement for 'full cost' accounting for all beneficiaries. This means that all beneficiaries 

previously participating under the 'additional cost' regime – mostly universities and public 

research organizations without analytical accounting, or even cash-based accounting – now 

must account for the full costs of their research. Feedback obtained from many stakeholders 

indicates that most are in a preparatory or, at best, transition phase due to which their cost 

accounting methodology is not yet in a 'steady state', and accordingly no methodology is yet 

presented for certification. DG RTD M.2 were in contact with a number of European 

universities who are currently upgrading their cost accounting methods and are keen to seek 

approval of their methodologies within the short to medium term. 
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As regards the certification of average personnel cost methodologies, the adoption of 

acceptability criteria only in June 2009
16

 has certainly impacted negatively on the take-up of 

the FP7 cost methodology certification. Experience shows that the criteria create entry 

barriers for many FP7 participants who apply personnel cost accounting practices with higher 

deviation tolerances. For Commission services, this is not satisfactory, yet not entirely 

unexpected. While the average cost accounting requirements thus settled for FP7 allow by 

their design to contain the risk of deviations from actual cost, they in reality prove to be too 

demanding for many, thereby effectively neutralizing the simplification and error-reducing 

potential initially aimed for. The time-recording constraint is another example of this. 

 

The actions foreseen pursuant to the Communication to the Council and the European 

Parliament on simplification, which were being prepared throughout 2010, will address this 

issue within a broader simplification effort, both for FP7 and future FPs. Also, in this context, 

the parallel work on the concept of the tolerable risk of error to ensure the right balance 

between control costs and error rates, sound financial management and simplification should 

be referred to. 

 

 

2.9.2. Inter-service collaboration and communication activities 

A continuous inter-service collaboration has been established to provide guidance and support 

for the Operational Units and, in particular, for the Financial Officers who handle the FP7 

Certificates on the Financial Statements (CFS). By doing so a coherent, harmonised and 

consistent approach on CFS-related matters is ensured across the Research Commission 

services 

Ex-ante certification also requires intensive communication efforts: 

 Handling questions submitted through the Research Enquiry Service on Europe 

Direct. Approximately 150 questions concerning the certification on the methodology 

were answered in 2010. 

 Internal awareness-raising on FP7 certification issues leading to meetings with 

operational and UAF Units. 

 Participation in seminars, conferences, bilateral meetings…  

 Posting of certification-related documents on CORDIS (FAQ document, specific 

certification-dedicated pages, 'Guidance notes for Beneficiaries and Auditors'). 

 Regular meetings with national contact points (NCPs) for legal and financial issues. 

2.10. Coordination of outsourced audits 

Six framework contracts for the provision of audit services are available to procure audit 

services on FP6 and FP7 grants during the period 2009-2012, with a potential market value 

amounting to EUR 16.5m and EUR 42m respectively. They are managed by DG RTD M.2 on 

behalf of all Research Commission services.  

 

These framework contracts are used under a 'cascade' principle, i.e. when the first contractor 

                                                 
16 Commission Decision C(2009)4705 on interim implementation rules concerning acceptability criteria for the average personnel costs. 
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on the list cannot execute the audit, the second or possibly the third company on the list is 

taken. 

 

The new framework contracts brought new firms to the scene and throughout 2010 extensive 

efforts were made by DG RTD M.2 to prepare these firms for the EC's audit requirements and 

expectations. Considering the audit targets of the FP6 and FP7 audit strategies, there is a 

strong dependence on the external audit firms, as approx. 75% of the target is achieved 

through outsourced audits. 

 

Throughout 2010, the batch audit campaigns outsourced to the different service providers 

(KPMG, Ernst & Young, Lubbock Fine ltd and Polaris International) were closely monitored 

by DG RTD M.2 in terms of timeliness and quality. 

 

In addition to the daily follow-up of individual audits, this monitoring involves the following 

business processes: 

 Monthly Audit Status Reporting (MASR) meetings chaired by the DG RTD M.2 

HoU, covering the progress of all on-going batches, technical issues, invoicing and 

future audit planning. 

 Occasional accompanying of external audit firms on on-the-spot missions. 

 Providing guidance and clarification on specific problems. 

 Maintenance of the Audit Review Assessment (ARA) to follow-up the quality of the 

services provided.  

 A batch audit processing manual including checklists for the different deliverables. 

 Normal contract management issues, such as setting up contracts, amendments, 

payments, penalties etc. 

 

2.11. Other activities (Art. 185 Initiatives/JTIs/Executive Agencies)  

2.11.1. Art. 185 Initiatives 

DG RTD M.1 carries out the ex-ante assessments and ex-post auditing for the Art. 185 

Initiatives for which dedicated implementation structures have been set up. At present, there 

are three of these: 

 

1. EUROSTARS 

 

DG RTD M.1 has performed an audit of the EUREKA Secretariat, which is the dedicated 

implementation structure of the EUROSTARS initiative (Decision n° 743/2008/EC), 

undertaken by several Member States and aimed at supporting SMEs performing R&D 

activities. 

 

The scope of the audit was threefold:  

 

 Ex-post verification of the running expenditure incurred in 2008. 

 Assessment of the correct use of the Community contribution by the National Funding 

Boards; 
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 Assessment of the implementation, according to the agreed action plan, of the 

recommendations formulated in the ex-ante assessment performed in 2008. 

 

The audit report drew up a set of recommendations on the internal control systems, and 

requested the EUREKA Secretariat to re-submit a new statement of expenditures for 2008, 

incorporating all financial adjustments indicated in the report.  

 

2. EMRP 

 

In 2009, DG RTD M.1 conducted an ex-ante assessment of EURAMET e.V., the dedicated 

implementation structure of the EMRP Initiative (Decision n° 912/2009/EC). The outcome 

was a list of recommendations on the internal control system. The implementation of these 

recommendations was set-up through a jointly-agreed action plan.  

 

In 2010, DG RTD M.1 has reviewed EMRP's report on the implementation of the action plan.  

 

3. BONUS 

 

DG RTD M.1 has maintained contacts with BONUS EEIG, the dedicated implementation 

structure of the BONUS initiative (Decision n° 862/2010 EC), with a view to prepare an ex-

ante assessment in 2011. 

 

2.11.2. Executive Agencies – REA and ERCEA 

The overall relationship between the Agencies and DG RTD has been defined in Memoranda 

of Understanding. Although the Executive Agencies are part of the different Committees 

referred to above (see section 2.3), the External Audit Units are consulted on the main audit 

related documents of the two 'DG RTD' Executive Agencies. At operational level, regular 

contacts are maintained with the audit units of the Agencies. 

 

 

2.11.3. Joint Technology Initiative (JTIs) 

DG RTD M.1 has also been involved in the process of defining parts of the internal control 

systems of the JTIs, in particular concerning ex-post audit issues. In 2010, DG RTD M.1 

participated mostly in the elaboration of their 'harmonised' audit strategies, the reporting 

requirements and the procedures to assess 'in-kind' contributions. DG RTD M.1  also assessed 

the acceptability of such strategy for DG RTD as DG RTD is a member of the JTI's Board of 

Directors. 

 

2.12.  Scientific/technical audits 

 

The focus in the financial audits carried out by both External Audit Units is on compliance 

with the legal and regulatory framework. This has led the Commission's Internal Audit 

Service (cf. Recommendation No. 8 of the IAS audit on 'ex post control' of 2006) to 

recommend to undertake, where applicable, on-site technological and scientific audits as 

foreseen by Art. II.23, Annex II of the FP7 Grant Agreement and Art. II.29, Annex II of the 

FP6 Contract. The aim is to look at these projects from an independent scientific view and 

independently from the project reviews that take place during the lifetime of a project. 
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At the beginning of 2010, DG RTD M.1 closed the pilot projects which were launched to test the 

methodology elaborated in 2009 to perform technical audits by representatives of different 

services of DG RTD. 

 

After the pilot phase was completed, DG RTD M.1 initiated 2 requests for joint financial / 

scientific audits and was asked for support on 4 scientific audits.  

 

Regarding the scientific audits requested by the External Audit Services, we note certain 

reluctance from the operational Directorates because of the workload that this may entail in 

view of the availability of resources. 

 

Regarding the scientific audits requested by the operational services to the External Audit 

Services in 2010, two were rejected (as no added value of the financial auditors could 

reasonably be expected) and two were accepted. The support provided by DG RTD M.1 was 

limited to desk analyses in Brussels. One of these two audit request is still ongoing. 

 

Despite the complexity of this type of audits, they may gain importance in the course of the 

following years if there is an increased emphasis on value-for-money, but this will require a 

cultural change for the operational services, as well as a proof of the added value of full audits 

when compared to scientific reviews.  
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3. RESULTS AND ANALYSIS 

The External Audit Units are asked to report on the implementation of the audit strategies 

throughout the year in quite a different number of formats and to a variety of audiences: 

monthly reports to the Director General, quarterly reports to the Commissioner, progress 

reports for the ABM and the ECA, plus a substantial number of ad-hoc requests for 

information derived from the auditing activities, both quantitative and qualitative. 

 

The quantitative results of the activities of the External Audit Units are presented in this part, 

together with analysis and commentary where appropriate. 

 

3.1. Audit numbers 

This section presents results related to the number of audits and participations audited in 2010 

and cumulatively, with breakdowns by a number of categories. The most interesting points are 

summarised below each table. 

 

Table 3.1 - Audits closed and participations audited (2010 and cumulative, ALL audits) 

 

    

      

FP6 TOP 34 72 363 976 

  MUS 0 0 153 339 

  RISK 144 317 538 1143 

  Fusion 1 3 28 41 

Total FP6  179 392 1082 2499 

FP7 Corrective 149 217 152 226 

  Representative 30 34 30 34 

  Other 1 0 3 0 

Total FP7  180 251 185 260 

FP5 N/A 2 6 705 881 

Coal & Steel N/A 4 12 12 34 

Grand totals 365 661 1984 3674 

 

 365 audits were closed during 2010 in total, including the last two FP5 audits. 

 1082 FP6 audits have been closed in the period covered by the FP6 AS (2007-2010). 

Furthermore, there remain 120 FP6 ongoing audits so, at the end of the FP6 audit 

campaign the total number of audits will be at least 60% higher than the original 

minimum multi-annual target of 750 set in the ABM action plan drawn up in 2007. 

The main reasons for this are extrapolation follow-up audits and the additional risk-

related audits aimed at further reducing the residual error rate for FP6.  

 The ratio of participations covered per audit is 1.24 for FP5, 2.31 for FP6 and 1.4 for 

FP7 at this point. This indicates a substantial increase in the cost-effectiveness of 

audits in FP6, a result of improvements in planning and audit preparation. The low 

ratio for FP7 can be explained by the fact that most beneficiaries did not yet have 
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many auditable participations by the time the audits were launched; this ratio will 

gradually increase as the auditable population becomes bigger.   

 

Table 3.2 - Audits of specific types (2010 and cumulative, FP6 and Coal & Steel audits) 

 

   

Fusion 1 28 

Coal & Steel 4 12 

Joint audits with ECA 3 9 

Third country audits 4 15 

Audits on request 15 71 

 

For more details on these audits, please see sections 2.1 and 2.2. 

 

Table 3.3- Audits closed, outsourced and in-house (2010 and cumulative, FP6 & FP7) 

 

   

     

Total outsourced 263 73.3 921 72.7 

In-house 96 26.7 346 27.3 

Grand totals 359 100.0 1267 100.0 

 

 FP7 batches 95, 96, 100, 116, 117 and 122 were all launched during 2010, while 

batches 43b, 61, 65, 83 and cluster 42 were completed during the year. Batches 38, 50, 

63 and 64 are also very close to completion, with only one audit remaining in each 

case. 

 Overall, the proportion in-house auditors versus external audit firms remains around 

25% versus 75%. 

 

Table 3.4 - Audits launched and closed (2008-2009-2010, ALL audits) 

 

     

         

FP5 5 9 1 1 0 2 6 12 

FP6 424 370 277 306 82 179 783 855 

FP7 1 1 160 4 238 180 399 185 

C&S 5 2 6 6 5 4 16 12 

Totals 435 382 444 317 325 365 1204 1064 

 

 325 audits were launched in 2010, as opposed to 444 in 2009, a decrease of 27%. This 

was due to a conscious normalisation of the situation in the two previous years, in 

which the numbers of audits launched was significantly higher than the number of 

audits closed, as can be seen in this table. 2010 started with a substantial body of 

ongoing audits; 2011 does so as well, with 358 of them. 
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 For closed audits, the figures are 317 (2009) and 365 (2010), an increase of 15%. 

Obviously, this varies over the years, but both audit strategies foresee a yearly closure 

of audits of 300 to 350 audits. 

 

Table 3.5 - Audits closed by country (2010, ALL audits) 

 

 

 

 

 
 

   

DE Germany 53 14.5 
15.9 

IT Italy 47 12.9 
13.1 

FR France 37 10.1 
9.5 

ES Spain 34 9.3 
9.0 

UK United Kingdom 31 8.5 
9.0 

BE Belgium 23 6.3 
7.5 

NL Netherlands 23 6.3 
6.1 

AT Austria 21 5.8 
5.8 

SE Sweden 17 
4.7 4.3 

DK Denmark 12 
3.3 2.6 

CH Switzerland 9 
2.5 2.0 

EL Greece 9 
2.5 1.7 

  Others (EU & non-EU) 49 13.4 
13.6 

Total 365 100,00 100,00 

 

 Almost 87% of all the audits carried out in 2010 took place in the 12 countries listed 

above. This can be partially explained by the emphasis of the FP6 Audit Strategy on 

the biggest beneficiaries (210 of our top 228 beneficiaries are in these 12 countries). It 

is expected that we will see more diversity as the implementation of the FP7 AS 

progresses because the participation of new member states in FP7 is expected to be 

proportionally higher than in FP6. 

 

3.2. Audit results 

This section presents audit results in monetary terms, including an attempt to compare the 

effect of ex-ante and ex-post controls. The most interesting points are summarised below each 

table. 

 

Please note that all figures representing adjustments (to the costs claimed) in this part are 

estimates that might or might not correspond with the eventual financial recovery or offset 

amount applied by operational services. For FP6, the EC share of proposed adjustments is 

calculated on the basis of cost model and instrument type, but there might be variations of the 

actual percentage of EC contribution for specific contracts
17

. For FP7, this information is now 

available in central DG RTD information systems, so the calculations are more accurate. 

                                                 
17 To minimise this issue, the method for calculating proposed adjustments was refined in 2008 to take into consideration instrument types as 

well as cost models. In addition, we now seek more detailed percentages of EC contribution from the operational services for FP6 audited 

participations where the proposed adjustment is over 100,000€ in favour of the Commission. 
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Table 3.6 - Audit results in monetary amounts (2010, ALL audits) 

 

 

       

FP5 6 3,496,577     

FP6 392 350,844,806 347,374,653 333,299,116 -19,818,216 5,742,680 

FP7 251 63,180,724 63,333,328 62,153,053 -3,036,460 1,825,232 

C&S 12 4,467,125 4,442,933 4,111,438 -331,495 0 

Totals 661 421,989,232 418,035,107 401,440,065 -24,314,226 7,688,231 

 

       

FP5 6 1,865,316 1,494,401 1,050,693 -564,028 120,319 

FP6 392 239,981,665 238,114,244 228,247,485 -13,179,828 3,313,069 

FP7 251 47,622,872 47,736,506 46,818,562 -2,278,704 1,345,283 

C&S 12 3,522,772 3,498,584 3,167,089 -331,495 0 

Totals 661 292,992,625 290,843,735 279,283,829 -16,354,055 4,778,671 

 

 In 2010, a total of almost EUR 422m in costs was audited by the External Audit Units. 

Of this amount, the EC contribution was almost EUR 293m.  

 The total amount of adjustments in favour of the Commission at funding level 

proposed by the auditors was roughly EUR 16.3m (EUR 16.6m in 2009).  

 

Table 3.7 - Audit results in monetary amounts (cumulative, ALL audits) 

 

 

       

FP5 881 361,744,354     

FP6 2,499 2,147,061,853 2,141,692,489 2,098,562,453 -65,255,345 22,125,309 

FP7 260 65,210,437 65,363,041 64,070,961 -3,148,266 1,825,232 

C&S 34 23,517,856 23,474,116 22,944,510 -552,555 22,948 

Totals 3674 2,597,534,500 2,585,551,493 2,536,978,550 -82,919,675 34,483,838 

 

       

FP5 881      

FP6 2,499 1,194,623,256 1,191,606,685 1,163,385,329 -42,238,256 14,016,900 

FP7 260 48,766,922 48,880,556 47,880,258 -2,361,058 1,345,283 

C&S 34 14,250,862 14,216,501 13,732,015 -496,147 11,662 

Totals 3674 1,474,288,684 1,467,283,030 1,434,976,957 -50,685,002 21,444,876 

 

 Concerning cumulative results, the auditors have so far checked nearly EUR 2.6bn in 

costs claimed over the FP5, FP6, FP7 and C&S audit campaigns.  
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 Of that amount, EUR 2.1bn is FP6 costs, compared to EUR 361m for FP5. This 

represents an increase of almost 600% in audit coverage, at a point in time when the 

FP6 campaign is not yet finished (120 audits to go). This highlights the enormous 

proportional FP-on-FP increase in auditing efforts, and demonstrates the success 

achieved by DG RTD in this area following the political drive for increased controls 

that was very much at the heart of the FP6 AS. 

 The cumulative amount of proposed adjustments at funding level for FP6 is already 

over EUR 42m in favour of the Commission. 

 

Table 3.8 - Results by instrument type (cumulative, FP6 & FP7). All amounts are EC share 

 

      

       

II Specific actions to promote research 

infrastructures 

100 4.0 -2,560,708 6.1 

IP Integrated Project 1035 41.4 -19,771,028 46.8 

MCA Marie Curie Actions 183 7.3 -922,238 2.2 

NOE Network of Excellence 382 15.3 -7,583,207 18.0 

SME Specific actions for SMEs 58 2.3 -806,495 1.9 

SSA Specific Support Action 110 4.4 -3,560,105 8.4 

STP Specific Targeted Project 506 20.2 -5,494,855 13.0 

  Other 11 0.4 -555,699 1.3 

  FUSION 41 1.6 -323,778 0.8 

FP6 Total     2499 100.0 -42,238,256 100.0 

FP7 CP Collaborative Project (Generic) 8 3.1 -10,476 0.4 

CP-CSA-

Infra 

Integrating Activities / E-Infrastructures / 

Preparatory Phase 

16 6.2 -542,369 23.0 

CP-FP Small or Medium-scale focused research 

project  

110 42.3 -843,169 35.7 

CP-IP Large-scale Integrating Project 80 30.8 -715,766 30.3 

CP-TP Collaborative Project Targeted to a Special 
Group (such as SMES)  

5 1.9 -101,599 4.3 

CSA-CA Coordination (or Networking) Actions  16 6.2 -45,500 1.9 

CSA-ERA-

Plus 

Eranetplus 1 0.4 -427 0.0 

CSA-SA Support Actions 24 9.2 -101,753 4.3 

FP7 Total     260 100.0 -2,361,058 100.0 

 

Even though we do not select representative samples per FP instrument, the volume of results 

to date gives insights as to whether the incidence of errors is higher for some instruments than 

it is for others. The results, however, are not sufficiently conclusive to inform the design of 

future FPs and instruments. 
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Table 3.9 -  

Table 3.11 - Error rates (cumulative, FP5, FP6 and FP7 audits). All amounts are EC share 

 

      

FP5   212,579,288 -8,589,540 -4.04   

FP6 TOP 564,266,475 -16,156,881 -2.86 -2.98 

  MUS 69,702,383 -2,713,734 -3.89 

  RISK 412,438,481 -23,043,863 -5.59   

  FUSION 145,199,345 -323,778 -0.22   

Total FP6 1,191,606,685 -42,238,256 -3.54   

FP7 CORRECTIVE 35,900,446 -1,740,770 -4.85   

  REPRESENTATIVE 12,980,111 -620,289   -4.79 

Total FP7 48,880,556 -2,361,058 -4.83   

 

 A high error rate for the last FP5 audit ever, which was closed during 2010, accounts 

for the increase in the overall FP5 error rate from -3.80% in 2009 to -4.04%. Details 

can be found in section 3.3.3 (case 3) 

 

 The fact that the overall FP6 RISK error rate stands at -5.59%, while the 

representative rate is below -3%, is an indication of the validity of the risk assessment 

methods employed to date.  
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 Over 80% of the FP6 audits closed in 2010 belonged to the RISK strand. This, 

together with the fact that risk audits by their very nature traditionally result in higher 

error rates, has resulted in an increase also of the cumulative overall FP6 error rate, 

which has gone up from -3.17% at the end of 2009 to – 3.54%. 
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Graph 3.1 - Evolution of cumulative overall error rates in FP6 up to the end of 2010 

 

 

 

 

 

 

 

 

 

 

 

Graph 3.2 - Evolution of the different types of cumulative error rates in FP6 up to the end of 

2010 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Graph 3.3 - Cumulative error rates by strategy strand (FP6 and FP7) 
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 Again of particular interest here is the difference in the RISK strand, which suggests 

that enhanced criteria for the selection of beneficiaries with a high-risk profile are 

bearing fruit.  

 At this early stage of FP7 auditing, the corrective and representative rates are very 

similar, although no useful conclusion can be arrived at for two reasons: 

 

- The number of representative audits completed so far is too low. Statistically 

representative figures will only be achieved when the full first representative 

sample of 123 audits is completed. A first reliable approximation of the 

representative error rate with an acceptable level of statistical precision can only be 

reported after further progress in auditing the sample. 

- More importantly, although the representative sample was randomly selected, the 

audit planning (i.e. the choice of the beneficiaries to be audited first within the 

random sample) was not. Priority was given to audits on beneficiaries which had 

not been previously audited for FP6 participations, mostly due to planning 

restrictions. This is mostly due to audit coordination to try to lessen the burden of 

controls on beneficiaries and avoid auditing beneficiaries which have been recently 

audited either by DG RTD, other Research Commission services or the Court of 

Auditors. Launching new audits on beneficiaries for which the extrapolation of 

FP6 audit results was still ongoing was also avoided. Furthermore, the planning 

tried to concentrate on beneficiaries which had not been previously audited. 

In consequence, the first results available are biased because the internal control 

systems of these beneficiaries had not been previously audited and, therefore, the 

submitted cost statements are more likely to be affected by more frequent and 

higher errors. These planning constraints affect both representative and corrective 

audits.  

Graph 3.4 – Split of FP6 adjustments by type of error 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 A series of analyses during 2009 on the share of overall errors represented by those of 

a systematic nature led to a realisation that they were not as prevalent as assumed 

when the FP6 Audit Strategy was prepared. This resulted in changes to the formula for 

the calculation of the residual error rate in order to make it more accurate, and was 
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also an important consideration in preparing the FP7 Strategy. As can be seen in the 

pie chart, about two thirds of the errors found so far in monetary value have been non-

systematic (see also section 1.5.2). 

 

3.2.1. Analysis of adjustments at cost category level 

This section provides analysis of the incidence of errors at cost category level. Costs claimed 

by beneficiaries are ascribed to one of a number of defined cost categories. When audit results 

are compiled, they are presented and implemented for an audited participation as a whole, 

with results in different cost categories being netted off. However, it can be of value to 

consider errors at cost category level, particularly in order to identify in which areas of 

expenditure errors are found most often, in terms of number and value.  

 

Table 3.12 - Proportion of adjustments by cost category (cumulative, FP6 & FP7) 

 

 

 
 

  

    

        

Adjustments to costs previously 
reported 

4.9 0.0 21.4 0.0 8.6 0.0 3.0 0.0 

Consumables 6.0 2.4 1.8 5.7 3.3 0.0 0.7 0.0 

Durable equipment 2.6 1.7 1.9 0.4 2.2 1.0 0.2 1.2 

Other direct costs 21.4 28.1 13.5 23.8 10.6 12.8 32.9 5.1 

Personnel 19.9 27.1 40.6 34.5 21.6 36.5 13.8 41.1 

Protection of knowl. 0.0 0.0 0.0 0.0 0.1 0.0 0.0 0.0 

Subcontracting 4.3 3.7 5.6 7.1 19.9 6.4 4.9 1.8 

Total indirect costs 28.0 32.8 14.1 28.0 28.0 42.4 43.6 49.7 

Travel & subsistence 11.5 4.2 0.6 0.4 4.4 1.0 0.2 1.0 

Various others 1.4 0.0 0.5 0.0 1.3 0.0 0.7 0.0 

Grand Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

 

 As in previous years, the highest number of FP6 errors in terms of recurrence can be 

found in the indirect costs, other direct costs, personnel and travel and subsistence cost 

categories. The percentages have not varied significantly from the situation at the end 

of 2008 and 2009.  

 This trend, although with variations in the proportions, seems to continue in FP7. It 

will not be clear whether these variations are just due to the relative small number of 

FP7 results to date or if there is a more substantial difference until more results are 

collected. In any case, the impact of the recent Commission Decision on 

Simplification COM(2011)174 will be reflected in this table next year.  

 Although we identify many errors in Travel and subsistence, they only represent less 

than 1% of the overall amount. Although this is not a finding made this year, it 

remains significant and it could inform future audit efforts by, for example, 

concentrating on auditing personnel costs across a higher number of projects and 

ignoring other cost categories as they are not cost effective to audit. 

 

3.2.2. Qualitative analysis of the largest adjustments in 2010 

The 10 biggest negative adjustments (EC share) proposed in audits closed in 2010 are listed 

below, and there is also a brief explanation of the nature of the errors found in each case.  



CONFIDENTIAL 

 39 

Table 3.13 - Details of the 10 largest adjustments per audited participation in absolute terms 

in 2010 (all figures are EC share) 

 

       

1 Rolls-Royce Marine Power Operations Ltd.  UK 516270 RISK RTD/H -703,771 

2 State Technological University Moscow Institute of Steel 
and Alloys 

RU 515703 RISK RTD/G -664,095 

3 Vestas Wind Systems A/S DK ENK5-CT-
2000-00300 

(FP5) 

N/A RTD/K -564,028 

4 Stichting World Year of Physics  NL 516938 RISK RTD/B -533,800 

5 Centre d'Etude de l'Energie Nucléaire - Studiecentrum 

voor Kernenergie CEN/SCK 

BE 508840 TOP RTD/K -450,675 

6 Alstom Transport S.A. FR 31458 RISK RTD/H -348,111 

7 University of Szeged HU 503480 RISK RTD/F -348,041 

8 Kellen Europe S.A. BE 6272 RISK RTD/K -346,362 

9 Academic Medical Centre by the University of 

Amsterdam  

NL 512018 RISK RTD/F -301,437 

10 Ecotronics Eco-efficient Electornics and Services GMBH  AT 508212 RISK RTD/C -272,807 

 

Details about each case are below. They provide a flavour of the adjustments that are 

proposed following audits. 

 

1. Rolls Royce Marine Power Operations 

 

The main reasons for the adjustments were: 

i)  The contractor claimed third party costs incurred by two other subsidiaries of the 

Rolls-Royce Plc. Group, which did not fulfil the FP6 contractual provisions; and 

ii)  It claimed indirect costs estimated at a flat rate of 37% instead of actual indirect 

costs as contractually agreed. 

Other adjustments relate to deviations of average personnel costs claimed from actual costs 

incurred, and the application of a wrong exchange rate. 

 

2. State Technological University Moscow Institute of Steel and Alloys 

 

Under the additional cost model, the Contractor has declared the costs of durable equipment 

already paid via Russian State Contracts. It was clearly mentioned in the annexes to the audit 

certificates that no EC contribution would be requested for these costs (EUR -750 505) but 

nevertheless these costs appeared on the Forms C. The adjustment has been partly offset by a 

positive adjustment of the personnel costs, initially rejected by the EC Financial Officer, 

which explains the difference between this figure and the one mentioned in the table (EUR -

664.095) 

 

3. Vestas Wind Systems A/S 

 

On the one hand, the adjustments concerned the indirect costs during the process of several 

mergers and acquisitions; the contractor had lost the detailed General Ledgers for the years 

audited. Therefore only the indirect costs substantiated by Management Accounts were 

considered eligible. 
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With regards to the adjustments to costs previously reported, the costs previously accepted by 

the Commission did not correspond to any eligible costs incurred and were therefore 

disallowed.  

 

4. Stichting World Year of Physics 

 

The year 2005 marked the 100th anniversary of A. Einstein’s 'annus mirabilis' and was 

declared as the World Year of Physics to be celebrated worldwide. In Europe, activities in the 

scope of this event were co-financed by the European Commission with the goal to stimulate 

the interest of the general public in Science in general, and Physics in particular. In The 

Netherlands, a special foundation called 'Stichting World Year of Physics' was set up to 

organise several activities in the scope of this one-time event. This foundation however, 

claimed all its costs (i) including VAT and other ineligible items as defined in the contract for 

EUR 94 000, (ii) including costs incurred out of the contractually agreed project period for 

EUR 181 000, (iii) including all general organizational costs without a fair apportionment of 

these overhead costs to the EU co-financed activities only for EUR 48 000, and (iv) including 

costs relating to subcontracted and outsourced activities concerning core elements of the 

project work, without obtaining prior approval of these costs, and without applying a formal 

method of transparent tendering procedure or competitive bidding during the selection process 

of these suppliers for EUR 189 000. Furthermore other ineligible, mainly estimated, costs 

were included for EUR 22 000, leading to a total adjustment of EUR 534 000, representing 

65% of the total costs claimed.  

 

5. Centre d'Etude de l'Energie Nucléaire - Studiecentrum voor Kernenergie CEN/SCK 

 

The CEN-SCK adjustments were mainly due to: 

i) The claiming of personnel on the basis of averages which vary significantly from 

actually incurred personnel costs; 

ii)  The claiming of indirect costs on the basis of a flat rate which was found to be 

significantly different to the actual rate calculated on the basis of the actual 

indirect costs of the organisation (the contractor is under the Full Cost model). 

 

6. Alstom Transport S.A. 

 

None of the costs initially claimed by Alstom Transport SA were actual and supported by 

documents. The beneficiary had to reconstitute all the costs related to the project. The 

adjustment was mainly due to costs not duly substantiated and considered as not eligible 

because they had not been foreseen and/or negotiated. In addition, the beneficiary who signed 

the contract under the Full Cost model was unable to justify the indirect cost calculation or to 

provide the necessary general and analytical accounting records to allow correct calculation of 

the indirect cost. All indirect costs were therefore disallowed. 

 

7. University of Szeged 

 

The legal entity that signed the contract and claimed the costs is the University of Szeged. 

However, all costs were incurred by and booked in the accounting records of Szote 

Szolgáltató Kht, a separate legal entity that happens to be a subsidiary of the university. Given 
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this formal discrepancy, the costs claimed by the University of Szeged were deemed not to be 

eligible. 

 

8. Kellen Europe S.A. 

 

The adjustment mainly relates to personnel cost and overheads. Kellen Europe S.A. is a 

consultancy company whose practice is to charge commercial rates rather than actual costs. 

The contractor based the calculations on a (too) low number of hours per year resulting in a 

(too) high hourly rate. In addition, an overhead component was included in the direct 

personnel costs. 

 

9. Academic Medical Centre by The University Of Amsterdam 

 

With the Additional Cost model, only additional costs can be claimed which are reimbursed at 

a rate of 100%. Costs for permanent personnel, whose contract is not dependent on external 

funding, are not considered additional even if their work is directly related and significant for 

the project.  

 

The beneficiary claimed that as the permanent personnel members who actually worked on 

the project were replaced by temporary employees to perform their regular duties, the costs 

were to be considered as additional.  

 

According to the beneficiary, the Commission understood that this was the way according to 

which costs would be claimed. The operational unit however confirmed that it had not been 

aware of the nature of the costs (permanent personnel), as this was not mentioned in any of 

the reports. The beneficiary has asked to reconsider the findings. 

  

10. Ecotronics Eco-Efficient Electronics and Services GmbH 

 

The proposed adjustment for Ecotronics Eco-Efficient Electronics and Services GmbH was 

mainly due to the disallowance of most staff costs because of non-reliable time-sheets and 

limited alternative evidence. Another element causing the considerable adjustment was the 

fact that the auditors could not accept the overheads. 
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3.2.3. Assessment of the different steps of the control chain 

Table 3.14 - Net effect of ex-ante and ex-post controls (cumulative, FP5, FP6 & FP7). All 

amounts are EC share
18

 

 

     

Costs claimed and audited (A) 216,647,644 1,194,623,255 48,766,922 1,460,037,821 

Costs accepted by Financial Officers (B) 212,579,288 1,191,606,685 48,880,556 1,453,066,529 

Net effect of ex-ante controls (B-A) -4,068,356 -3,016,570 113,634 -6,971,292 

Costs accepted by Auditor (C) 209,979,355 1,163,385,329 47,880,258 1,421,244,942 

Net effect of ex-post controls (C-B) -2,599,933 -28,221,356 -1,000,298 -31,821,587 

Effect of ex-post controls as a % of all controls 39.0% 90.3% N/A 82.0% 

 

The net effect of ex-ante and ex-post controls is shown above. By ex-ante, one refers to the 

corrections made by financial officers to costs claimed when they are received, and by ex-

post, reference is made to the adjustments proposed by the auditors. 

 

 Interestingly, ex-ante controls had a bigger cumulative effect for FP5 than ex-post 

controls. However, for FP6, the opposite is true, and the difference is quite significant. 

The most likely explanations for this is (i) more details in the FP5 cost statements so 

that ex-ante controls in FP5 were more effective (ii) the introduction of audit 

certificates in FP6, which might have led to the fact that most part of the errors were 

detected and corrected before sending the cost statement to the Commission (see the 

FP5 and FP6 cumulative error rates table 3.12). However, this has to be qualified by 

the fact that, despite those audit certificates in FP6, errors above the threshold of 2% 

tolerated by the Budgetary Authorities continued to be detected by ex-post audits. 

 

3.2.4. Qualitative analysis of error types (FP6) 

Each time an audit is closed, it is given two ratings related to 'Seriousness' and 'Nature' of the 

errors found by the auditors, if any. By using a combination of these two ratings, a better 

understanding of the incidence of errors and their importance can be obtained, as shown in the 

table below
19

. 

                                                 
18

 Positive and negative adjustments, both in the ex-ante and ex-post stages, have been netted off for this table. 
19 'Seriousness' refers to the severity of problems found (NONE, SMALL, MEDIUM or HIGH), while 'Nature' reflects the character of those 

errors (NONE, QUALITATIVE, ERROR or IRREGULARITIES).  
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Table 3.15 - Types and incidence of errors found at participation level (cumulative, FP6 and 

FP7) 

 

 
   

      

FP6 

None 10.9% 0.1% 3.1% 0.0% 14.1% 

Small 0.6% 1.0% 53.4% 0.1% 55.1% 

Medium 0.1% 1.0% 21.4% 0.3% 22.8% 

High 0.0% 0.4% 6.2% 1.4% 8.0% 

Totals 11.6% 2.5% 84.1% 1.8% 100.0% 

FP7 

None 5.7% 0.0% 3.5% 0.0% 9.2% 

Small 1.5% 2.8% 66.9% 0.0% 71.2% 

Medium 1.2% 3.8% 11.9% 0.0% 16.9% 

High 0.4% 0.0% 2.3% 0.0% 2.7% 

Totals 8.8% 6.6% 84.6% 0.0% 100.0% 

 

 Most of the adjustments proposed by the External Audit Units are due to 

straightforward errors of small or medium seriousness. Discoveries of fraud are rare. 

This situation is reflected by this table in the 53.4% of participations showing SMALL 

ERROR in FP6. The first FP7 results confirm this. This is in line with the ECA's 

findings in their DAS reports. 

 The percentage of participations where potential irregularities and highly serious 

problems are found remains fairly low in FP6, at 1.8%, although it is worth 

mentioning that it was just 1.1% at the end of 2009 and 0.5% at the end of 2008. 

 In 10.9% of the FP6 results, there were no findings. This figure was 12.0% at the end 

of 2009 and 17.3% at the end of 2008. As an early indication of a possible trend, it is 

just 5.8% for FP7 at this stage.  

 

3.2.5. Audit coverage (FP6) 

Table 3.16 - Audit coverage (cumulative, FP6) 

 

 

Audit coverage 
by number of 

audited 
participations 

Total number of 

participations 

(eCORDA, 02/12/10) 

55,879 
4.5% (3.8% by 

end of 2009) 

Audited participations 2,499 

Audit coverage by amounts audited ('direct' 
coverage) 

1,191,606,68
5 

10.1% (9.1% by 
end of 2009) 

Audit coverage of non-audited amounts 
received by audited beneficiaries ('indirect' 

coverage') 

5,811,684,70

9 

49.1% (43.5% 

by end of 2009) 

Total audit coverage ('direct' and 'indirect') 
7,003,291,39

4 
59.2% (52.6% 

by end of 2009) 

Total FP6 DG RTD expected EC 

contributions as of end 2010 

11,827,435,2

15 
100.0% 
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 During 2009, one of the main objectives of the FP6 Audit Strategy, namely to 'clean' 

from systematic material errors at least 50% of the budget was achieved. In 2010, the 

'cleaning' effect has been extended to 59.2%; with 120 FP6 audits still ongoing, the 

final result will be significantly higher than the original target (see section 1.5.2). 

 Over 10% of DG RTD's FP6 budget and more than 4% of the participations have been 

directly audited to date. 
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ANNEX I: MISSION STATEMENTS 

 

Mission Statement - DG RTD M.1 - External Audits 

 

The unit contributes to the assessment of the legality and regularity of the DG RTD payment 

transactions by means of ex-post financial audits, thereby providing a basis of reasonable 

assurance to the Management and other stakeholders (including the budget discharge 

authorities) that research grant beneficiaries are in compliance with the financial rules.  The 

corrective actions and follow-up measures which result from the ex-post audit activity 

contribute to the protection and safeguarding of the European Union’s financial interests in 

the research area. The unit manages the relations with OLAF on irregularities and fraud cases 

of research grant beneficiaries. 

 

 DG RTD M.1 performs, mainly with own audit staff and occasionally through 

independent professional audit firms, a number of audits ('on-the-spot-controls') each 

year, which are selected from the 'auditable population' of DG RTD beneficiaries, and 

ensures that these audits are carried out professionally and managed and supervised 

properly. 

 DG RTD M.1 evaluates, reports, and monitors on a regular basis the requests for 

financial audits made by the DG RTD Directorates or other relevant parties. The unit 

evaluates these requests and carries out financial audits as necessary with the required 

priority and urgency. 

 DG RTD M.1 uses and maintains specific tools and methodologies for the selection of 

DG RTD beneficiaries to be audited. The selection is based on the multi-annual Audit 

Strategy as endorsed by the Research DGs and Executive Agencies, and focuses on 

achieving sufficient and representative audit coverage to support the DGs annual 

assurance declaration. 

 DG RTD M.1 provides on a regular basis management information as a result of the 

'on-the-spot-controls'. For those DG RTD beneficiaries who fail to comply with the 

grant agreement, the unit recommends financial adjustments and in case of systematic 

errors, extrapolation of such adjustments towards non-audited transactions.  

 DG RTD M.1, after analysis and synthesis of audit results, gives feedback on its 

findings to DG RTD hierarchy and operational Directorates.  

 DG RTD M.1, through close co-operation and harmonisation with the other Research 

DGs and Executive Agencies, takes the lead in establishing relevant audit policies and 

strategies. It therefore organises, chairs and ensures the secretariat for the monthly 

CAR group meetings. 

 DG RTD M.1, through close co-operation and harmonisation with the other Research 

DGs and Executive Agencies, chairs the Extrapolation Steering Committee in which a 

coherent Research DG approach is defined on extrapolation of the audit results with 

regard to common beneficiaries. 

 DG RTD M.1 contributes to the understanding and application of the legal DG RTD 

framework through interpretation and guidelines on FP DG RTD financial and 

accounting matters. The unit also contributes in an advisory capacity not only to 
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auditing and accountancy questions and tasks, but also to the legal developments of 

(future) participation rules and model DG RTD grant agreements. 

 DG RTD M.1 liaises with DG RTD.M.4 to provide a timely input for the interactions 

with the European Court of Auditors.   

 DG RTD M.1 provides operational support for the external audit activities of DG DG 

RTD and, to a certain extent, those of the other Research DGs and Executive 

Agencies. This is done in the form of planning coordination, extrapolation monitoring, 

preparation of batch audits, liaison with the providers of IT tools and with financial 

units, and by collecting and checking all the data generated by audits and by their 

results. 

 DG RTD M.1 provides support to the operational Directorates to perform technical 

audits. If necessary, the unit participates in joint financial and technical audits. 

 DG RTD M.1 coordinates the relations with OLAF on irregularities and fraud cases 

which concern beneficiaries of DG RTD expenditure (external investigations). It 

ensures the liaison between OLAF and the operational services on OLAF related 

matters, manages the OLAF case files relevant to DG RTD and chairs and provides 

the secretariat of the FAIR (=Fraud and Irregularities) Committee with the other 

Research DGs and Executive Agencies. In this context, it performs risk-based audits 

and conducts specific inquiries in case of suspicion of irregularities. The unit ensures 

the regular reporting to DG RTD hierarchy and the Commissioner on these cases. 

Moreover, it actively contributes to the implementation of the DG RTD anti-fraud 

control strategy with a particular focus on fraud detection. 
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Mission Statement - DG RTD M.2 - Implementation of Audit Certification Policy 

and outsourced audits 

 

The unit contributes to the assessment of the legality and regularity of the DG RTD payment 

transactions by means of ex-post financial audits performed through independent professional 

audit firms. Through the definition and implementation of the cost methodology certification 

function for FP7, the unit contributes in an ex-ante manner to the legality and regularity of 

future DG RTD payment transactions. The aim is to provide an overall basis of reasonable 

assurance to the responsible authorising officers, senior management and other stakeholders 

(including ultimately the budget discharge authorities) that research grant beneficiaries are in 

compliance with the financial rules. The corrective actions and follow-up measures which 

result from the ex-post audit activity contribute to the protection and safeguarding of the EU’s 

financial interests. On the basis of its experience the unit provides advice to managers of 

research grants and contributes to policy development. 

 

DG RTD M.2's mission can be broken in the following activities: 

 

 To perform, exclusively through independent professional audit firms, a number of 

batch audits each year. Ensure that these audits are professionally managed and 

supervised, by proper planning and follow-up of audit assignments, quality control of 

deliverables, liaison with external audit firm representatives and other DGs of the 

'research family'.  

 On the basis of the audit reports, for those DG RTD contractors that fail to adhere to 

the contract, the Unit recommends financial adjustments and, in case of systemic 

errors, the extrapolation of such adjustments to non-audited transactions.  

 To manage the public procurement and follow-up of the audit service framework 

contracts. 

 To ensure support to the implementation of the audit certification, focusing in 

particular on the cost methodology certification process introduced under FP7.  Upon 

request, the Unit also offers advice and guidance on the implementation of the FP6 

audit certificate function. 

 To monitor the implementation of the audit certificate policy in general and co-

ordinate all matters related to audit certification with other DGs of the research family 

and vis-à-vis DG BUDG. Where applicable, the Unit ensures liaison with national or 

international professional audit bodies. 

 To provide input for the annual activity report, the budget discharge process and 

relations with the European Court of Auditors for matters linked to audit certification 

and outsourced audit matters.  

 To contribute in an advisory capacity to the developments of future policy rules (in 

particular (participation rules and model grant agreement provisions) and business 

processes, based upon the knowledge gained in the certification process.  

 


