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1. EXECUTIVE SUMMARY AND AUDIT OPINION 

 1.1 SCOPE AND RESPONSIBILITIES 

This audit is based on the results of (i) an on-the-spot check carried out by OLAF according to 
Council Regulation (Euratom, EC) N° 2185/96 of 11 November 1996 concerning on-the-spot 
checks and inspections carried out by the Commission in order to protect the European 
Communities' financial interests against fraud and other irregularities1, in the week of 9th of 
December 2008, to which DG INFSO staff participated as experts,  (ii) our meeting hold with  
                     and                              as of January 30, 2009 and (iii) the electronic projects' related 
supporting documentation provided as of February 9, 2009. 
 
We have performed an audit on the financial statements submitted to the Commission of the 
European Communities by                 (or the “Contractor”) and the project documentation related 
to the following projects: 

 
 
 
 

 
This audit was aimed at controlling 

- the proper execution of the project and the contract as reflected in the Annex I to the 
contracts; 

- whether the Contractor disposed of the adequate and needed resources, knowledge and 
technical competence to carry out the work as identified in the Annex I to the contract as 
foreseen in Article 8 of the Rules for the Participation of undertakings in the European 
Community Sixth Framework Programme and requested by Article 115 of the COUNCIL 
REGULATION (EC, Euratom) No 1605/2002 of 25 June 2002 on the Financial 
Regulation applicable to the general budget of the European Communities2 and Article 
176 of  the Implementing Rules to the Financial Regulation3; 

- whether the Contractor disposed of sufficient and appropriate supporting documentation to 
justify the costs claimed for funding towards the European Commission, as required by 
Article II.29 (II.22) of the FP6 contracts (FP7 grant agreements); 

- the eligibility of the in-house consultants claimed for funding towards the European 
Commission, in conformity with Articles II.19 and II.20 (II.14 and II.15) of the FP6 
contracts (FP7 grant agreements); 

- the justification of the indirect costs claimed for funding towards the European 
Commission, in conformity with Articles II.19 and II.21 (II.14 and II.15) of the FP6 
contracts (FP7 grant agreements). 

 
Respective responsibilities of Contractors and Auditors 
 
Pursuant to Article II.7 of the FP6 contracts and to Article II.4 of the FP7 grant agreements, it is 
the responsibility of the Contractor to prepare the financial statements and to maintain adequate 
accounting records and documentation to support and justify the costs reported. The Contractor by 
signing Form C "financial statements" annexed to the contracts has explicitly ascertained this. 

                                                   
1 OJ L 292, 15.111996, p.2 
2 OJ L 248, 16.9.2002, p. 1 
3 OJ L 357, 31.12.2002, p. 1 
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Our responsibility is to carry out, in accordance with Article II.29 of the FP6 contracts and with 
Article II.22 of the FP7 grant agreements, the above mentioned audits on the financial statements 
submitted to the Commission of the European Communities to ascertain that the costs have been 
properly incurred and are eligible costs, as defined under the contracts (Articles II.19, 20 and 21 
of the FP6 contracts and Articles II.14 and 15 of the FP7 grant agreements). 
 
Basis of Conclusion 
 
Our audit work was performed taking into account the provisions of the audited contracts under 
the 6th and 7th Research and Technological Development Framework Programme and in 
accordance with generally accepted auditing standards as applicable. Those standards require that 
we plan and perform an audit to obtain reasonable assurance that the financial statements are free 
of material misstatements. An audit includes making enquiries and the examination, on a test 
basis, of evidence relevant to the amounts claimed on the financial statements. 
 
We have examined the financial statements and the project documentation and carried out such 
tests of the supporting documentation and accounting records of the Contractor as we considered 
necessary. 
 
This normally implies verifying that costs when actually incurred are processed, validated and 
approved within an accounting system and related internal control structure that would meet or 
exceed the generally accepted international principles of sound financial management. 

 1.2 CONCLUSION 

Our report is solely for the purposes set forth in connection with the ex-post controls related to the 
relevant Research Framework Programmes and for your information. It is not to be used for any 
other purpose or to be distributed to any other parties.  
 
This report relates only to the financial statements submitted by                    to the European 
Commission and the participation of                  in European projects and does not extend to any 
financial statements of                  taken as a whole. 
 
We report our findings below: 
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1 EXECUTIVE SUMMARY AND AUDIT OPINION 

1.1 SCOPE AND RESPONSIBILITIES 

We have audited the financial statements as set out in the table below submitted to the 
Commission of the European Communities by (the beneficiary or ): 

Grant agreement Cost claimed 

Period audited 01/09/08-31/08/09 Euro 
Total amount claimed 145.466 

Grani agreement Cost claimed 

Period audited 01/01/08-31/12/08 Euro 
4-' ľ ·ν: 4 .. 4 4 

Total amount claimed 101.674 

Grant agreement Cost claimed 

Period audited 01/09/08-31/08/09 Euro 
Total amount claimed 86.507 

* financial statement not submitted yet 

Grant agreement Costclaimcd 
Period audited 01/01/08-31/12/08 .Euro ' - . 

Total amount claimed 113.723,44 

Respective responsibilities of Beneficiaries and Auditors 

It is the responsibility of the beneficiary to prepare the financial statements and to maintain 
adequate accounting records and documentation to support and justify the costs reported. 

Our responsibility is to carry out an audit on the financial statements of the below mentioned 
contracts to ascertain that the costs have been properly incurred and are eligible costs, as defined 
under the grant agreement.. 

Basis of Conclusion 

Our audit work was performed taking into account the provisions of the audited grant 
agreement(s) under the 7lh Research and Technological Development Framework Programme and 
in accordance with generally acccptcd auditing standards as applicable. Those standards require 
that we plan and perform an audit to obtain reasonable assurance that the financial statements are 
free of material misstatements. An audit includes making enquiries and the examination, on a test 
basis, of evidence relevant to the amounts claimed on the financial statements. 

We have examined the attached financial statements and carried out such tests of the supporting 
documentation and accounting records of the beneficiary as we considered necessary. 

Our work is not designed specifically to identify incidences of fraud. Accordingly, fraud may 
occur and not be detected. We have nevertheless obtained representations made by the beneficiary 
in relation to the authenticity and completeness of the supporting documentation provided to us. 
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If the Commission had been correctly informed by the beneficiary about the lack of sources of 
funding and necessary resources to carry out its involvement in the projects at the time of the 
project negotiations, the Commission would not have accepted the participation of the beneficiary 
in any project funded under FP7. 

(4) Destruction of original documents relating to the projects funded by the European Union 

The beneficiary has, according to Article ÏI.22.3 of the grant agreement, the obligation to "keep 
the originals, or, in exceptional cases, duly authenticated copies -including electronic copies - of 
all documents relating to the grant agreement for up to five years from the end of the project". 

During the audit field work the beneficiary, which is undergoing voluntary liquidation procedures, 
informed the Commission that all project related documents such as work output, time records, 
email communication, minutes of meetings, contacts with consortium members (including all 
electronic files) had been destroyed in the liquidation procedures and that at this stage only copies 
of final deliverables and time records were available, 

The beneficiary does not dispose either of originals or duly authenticated copies of documents 
relating to the grant agreement any longer. To this effect costs declared for reimbursement could 
not be properly substantiated. 

This represents a breach of a substantial obligation imposed by Article II.22.3 of the grant 
agreement. 

(5) Personnel Costs 

The substantiation of working hours is not considered adequate and concise and suffers from 
implausibility for the following reasons: 

Non availability of original time records, as explained in (4) above. At this stage only non-
duly authenticated copies of time records are available as according to the beneficiary all 
original time records and all substantiating original documentation suitable to evidence the 
reality and reliability of the time records have been destroyed. 

în addition, the available time records (copies) do not differentiate working time by 
activities. To that extent, reconciliation between time records and periodic management 
reports which indicate working time by activities would not be feasible. In other words, 
the time declared by the beneficiary by activities is not supported by any evidence 
(original or not). Verification by alternative means such as generated work output, email 
communication, work sheets, minutes of meetings, internal reports etc. is equally not 
possible as all such project related documents including electronic archives have been 
destroyed by the beneficiary in the frame of the liquidation procedures. 

The beneficiary has indicated his withdrawal in the course of 2009 (first withdrawal in 
May 2009), from all projects due to problems of the Managing Director to the co­
ordinators. Yet the Managing Director continued to charge a significant number of hours 
to the EU-funded projects, in some months up to 200 hours. In the absence of any 
documentation regarding the factual work output this is not credible. 

Rcstrictcd use 7 
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Summary of audit adjustments 

The adjustments required to the costs accepted by the EC are summarised below: 

Cost Categories 

Research and 
Technological 
Development I 
Innovation 

Demonstra 
tion Training 

Management 
of the 
Consortium 

Other 
Specific 
Activities TOTAL 

DIRECT COSTS 
Personnel -94.829 -94.829 
Subcontracting -10.000 -10.000 
Other direct costs -2.884 -2.884 
INDIRECT COSTS -37.753 -37-.753 
ADJUSTMENTS TO COSTS 
PREVIOUSLY REPORTED 

• < . 

TOTAL V " -145.466 -145.466 

Cost Categories 

Research and 
Technological 
Development . / 
Innovation 

Demonstra 
tion Training 

Management 
of ; the 
Consortium 

Other 
Specific 
Activities TOTAL 

DIRECT COSTS 
Personnel -26.724 -5.565 -32.289 
Subcontracting -22.315 -22315 
Other direct costs -8.092 -4.515 -12.607 
INDIRECT COSTS -28.524 -5.939 -34.463 
ADJUSTMENTS TO COSTS 
PREVIOUSLY REPORTED 
TOTAL -63.340 -38.334 -101.674 

Note: financial statement not submitted yet 

Cost Cateeories 

Research and 
Technological 
Development / 
•Innovation 

Demonstra 
tion Training 

Management 
of the 
Consortium 

Other 
Specific 
Activities TOTAL 

DIRECT COSTS 
Personnel -42.850 -11.935 -13.166 -67.951 
Subcontracting 
Other direct costs -1.899 -1.017 -2.916 
INDIRECT COSTS -10.174 -2.551 -2.915 -15.640 
ADJUSTMENTS TO COSTS 
PREVIOUSLY REPORTED 
TOTAL -54.923 -14.486 -17.098 -86.507 ; 

Restricted use 10 



This report is the property of the European Commission and should not be distributed to third parries without the 
witten approval of the European Commission 

Cost Categories 

Research and 
Technological 
Development / 
Innovation 

Demonstra 
tion Trainine 

Management 
of the 
Consortium 

Other 
Specific 
Activities TOTAL 

DIRECT COSTS 
Personnel -45.043 -2.757 -47.800 
Subcontracting 
Other direct costs -14.181 -740 -14.921 
INDIRECT COSTS -48.059 -2.941 -51.001 
ADJUSTMENTS TO COSTS 
PREVIOUSLY REPORTED 
TOTAL -1Ö7.284 -6.439 -113.723 

Recommendations for systems improvement 

In view of the ongoing liquidation procedure of the beneficiary, the auditors will not propose any 
recommendations. 

1.3 CONCLUSION 

We have audited the financial statements of the below mentioned grant agreements and specific 
period to ascertain that the costs have been properly incurred and are eligible costs, as defined 
under the grant agreement. 

We believe that the evidence we have obtained is sufficient and appropriate to provide a basis of 
expression of our conclusion. 

We are of the opinion that: 

- The beneficiary has breached substantial obligations imposed by Articles П.З (g) and 
II.22.2 of the grant agreement by not providing the Commission directly with all the 
information requested in the framework of the audit and by not making available directly 
to the Commission all detailed precise, complete and effective information and data 
requested. 

- By certifying in all Forms A2.5 submitted to the Commission before acceding to the grant 
agreements that the organisation "has stable and sufficient sources of funding to maintain 
its activity throughout its participation in the abovementioned project and to provide any 
counterpart funding necessary" and "has or will have the necessary resources as and when 
needed to carry out its involvement in the abovementioned project" the beneficiary has 
committed misrepresentation. 

- The beneficiary has breached a substantia] obligation imposed by Article ÍI.22.3 of the 
grant agreement by non-keeping original documents relating to the grant agreement before 
the time elapse of 5 years after the end of the projects established in that article. 
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2 GENERAL INFORMATION 

AUDIT DATE 29/03/10 to 30/03/10 

AUDITED ORGANISATION 
Name: 
Acronym: 
Address: 

PERSONS PRESENT 
Audited organisation: 

, Managing Director 
, accountant 
, accountant 

Audit organisation: 
DGÏNFS0.02 F. Dezeure, Head of Unit 
DG INFS0.02 R. Bührle, Deputy Head of Unit 

AUDITED GRANT AGREEMENT 
Directorate General: DGINFSO 
Framework Programme: 7th Framework Programme 
Grant agreement number: 
Period of entire grant agreement: 01/09/2008 — 31/08/2011 
Type of instrument: Collaborative Project 
Cost model: FC 

AUDIT PERIOD 
Grant agreement: 

224145 01/09/08 to 31/08/09 

AUDITED COSTS 
Financial statements: 
01/09/08 to31/08/09 €145.466 
Total: € 146.466 
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AUDITED GRANT AGREEMENT 
Directorate General: DGTNFSO 

Framework Programme: 7th Framework Programme 

Grant agreement number: 
Period of entire grant agreement: 01/01/08-31/12/11 
Type of instrument: Collaborative Project 

Cost model: FC 

AUDIT PERIOD 
Grant agreement: 
215754 01/01/08 to 31/12/08 

AUDITED COSTS 
Financial statements: 
01/01/08 to 31/12/08 € 101.674 
Total: e 101.674 

AUDITED GRANT AGREEMENT 
Directorate General: DGInfso 

Framework Programme: 7th Framework Programme 
Grant agreement number: 
Period of entire grant agreement: 01/09/08-28/02/12 
Type of instrument: Collaborative Project 
Cost model: FC 

AUDIT PERTOD 
Grant agreement: 
224383 01/09/08 to 31/08/09 

AUDITED COSTS ; ! 
Financial statements: 
01/09/08 to 31/08/09 € 86.507 
Total: € 86.507 
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AUDITED GRANT AGREEMENT 
Directorate General: DG INFSO 
Framework Programme: 7th Framework Programme 
Grant agreement number: 
Period of entire grant agreement: 01/01/08 to 31/12/10 
Type of instrument: Collaborative Project 
Cost model: FC 

AUDIT PERIOD / 
Grant agreement: 

216355 01/01/08 to31/12/08 

AUDITED COSTS 
Financial statements: 
01/01/08 to31/12/08 €113.723 

Total: €113.723 
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3.3 SUMMARY FINANCIAL FIGURES 

Financial Information ( ) -
taken from financial statements 

Year 2008 Year2009 Year 2ÖÖX 

Equity 
Total revenues for the year 485.860 345.811 
Total grants for the year 485.191 188.865 
Net profit (loss) for the year 14.277 -18.341 
Financial debt, net of cash at banks 
Total assets . \ 
EC grants (in % of total revenues) 100% 55% 
Grants (in % of total revenues) 100% 55% 

Following the financial data obtained, did not dispose of any income in 2008 other than 
project pre-financing. In 2009 appears to have obtained other income equal to 156.946. It 
is recalled that is not legally obliged to maintain statutory accounts subject to annual 
certification by independent auditors. The auditors are consequently unable to confirm the 
reliability and authenticity of the financial data made available by 

3.4 DEPENDENCE ON EC FUNDING 

has been fully dependent on EU funding. In fact in 2008 the pre-financing obtained from the 
EU was the only income of the company. In 2009 appears to have obtained limited income 
from other sources. The nature of this income is unclear as declined to provide the requested 
clarifications. equally did not provide any information regarding its financial situation. 

It is recalled in this context that has provided grant agreement preparation forms (A2.5) to the 
Commission in the frame of grant award procedures. In these forms participants are requested to 
certify among other things that they dispose of "stable and sufficient sources of funding to 
maintain its activity throughout its participation in the abovementioned project and to provide any 
counterpart funding necessary" and "have or will have the necessary resources as and when 
needed to carry out its involvement in the abovementioned project". 

In contrast to that it appears on the basis of the financial data made available that at no time 
disposed of any income or alternatively financial means which can be considered stable and 
sufficient to launch and/or maintain any economic activity and to provide the counterpart funding 
in compliance with the "certified declaration" contained in the grant agreement preparation forms 
submitted to Commission services and the legal obligations regarding the provision of co-funding. 
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4 ANALYSIS OF RELEVANT INTERNAL CONTROLS 

4.1 DESCRIPTION OF ACCOUNTING SYSTEM AND KEY INTERNAL CONTROLS 

Accounting System Accounts are maintained by external service provider 
Dâtè of implementation n/a 
Accounting basis' Believed to be Accrual 
Reporting currency 
Proiect accounting ' ! No 

Due to the company size and the staff size limited to two persons there are no internal control 
procedures in place such as segregation of duties. In fact the Managing Director is the sole 
authorised representative of and as such empowered to individually sign legally binding 
commitments and to authorise bank transactions. 

has no legal obligation to prepare statutory accounts which require certification by an 
independent accountant. The accounts are maintained by an external service provider, 

In the course of the audit made available non certified profit & loss statements for the years 
2008 and 2009. informed that the figures for 2008 are considered finai whereas the fiscal year 
2009 has not been closed yet due to the ongoing liquidation procedures. did not provide 
balance sheets and authentic documents regarding the actual financial situation of the company. In 
fact declined to provide comprehensive information regarding bank transactions such as bank 
statements and income. This information has been requested by the auditors during the audit field 
work and subsequently by letters D(2010) 214300 of 9 April 2010 and D(2010) 217096 of 27 
April 2010. has been equally informed that such documentation and clarification was required 
to assess that the grant agreement was properly managed and performed in accordance with its 
provisions and that costs had been charged in compliance with it (Article II.22.2 of the grant 
agreement). 

In view of these issues the auditors do not consider the financial data provided by the as a 
reliable and authentic source of information. 

The issues are illustrated on the basis of the following considerations: 

A reconciliation exercise between financial data (profit & loss statement) and bank 
statements which was performed as a plausibility check concluded that the personnel costs 
stated for 2009 had not been actually paid in full by . The same is true regarding the 
social contributions 2008 and 2009 which appear to be owed by but equally have not 
been paid in full. In the absence of any additional substantiation the costs concerned 
cannot be considered as incurred under the terms of the grant agreement. 

According to the statement 2008 incurred under the accounts "material costs EU 
projects" expenses equal to 157.417. These costs were not 
declared by for reimbursement in the audited financial statements and as such appear 
to have no bearing for the grant agreements. 

It is to be noted that the amount concerned does roughly reconcile in total with a number 
of unspecified bank transactions appearing on the bank statements of 2008. As did not 
provide any clarification on these transactions the nature of these costs is unclear. 
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- In content, the provided time records (copies) state the hours worked by person and project 
for each working day of a month and do not differentiate working time neither by type of 
activity (research, management, other and demonstration) nor by related work package 
activities. To that extent, reconciliation between time records and periodic management 
reports which indicate working time by activities is not feasible. In other words the time 
declared by activities is not supported by evidence. It can further not be verified by 
alternative means as all work output related evidence such as reports, worksheets, email 
communication, minutes of meeting, has been destroyed by the beneficiary in the frame of 
the liquidation procedures. The beneficiary confirmed in this context that all project 
related documents including all electronic archives have been destroyed. The beneficiary 
confirmed further to have only retained the final versions of deliverables and reports. 

In any case, the copies of the time records are not coherent with the time declared in the 
periodic management reports in terms of total hours worked in the reporting period. It 
would not be possible to reconcile the allocation of hours to work packages with time 
records as this level of detail is not provided for by the copies of the time records. 

Time records are not dated. 

4.3 CONCLUSION AS TO RELIABILITY 

In planning and performing our work, we considered the beneficiary's internal controls relevant to 
the preparation and presentation of the financial statements in order to determine the procedures 
required for the purpose of expressing our opinion on the financial statements, and not to provide 
assurance on internal controls. 

In pursuance of this work, we did identify weaknesses in the internal controls relevant to the 
preparation and presentation of the financial statements. In our opinion the system is therefore not 
adequate to record properly the costs of the projects being co-financed by the Commission, 

Following considerations limit the reliability of the internal controls and the produced data: 

The beneficiary in the frame of the liquidation procedures declared to have destroyed all 
project related documentation (including electronic archives) other than final deliverables 
and final reports. The non-availability of such documentation which is elementary to 
assess the reliability of in particular the time recording system did not allow the auditors to 
establish adequate assurance regarding the eligibility of personnel costs claimed by for 
reimbursement. 

The beneficiary has not provided information and clarification regarding its financial 
situation (income, expenses, financial resources) and in particular full transparency on 
bank transactions. This information was specifically requested by the auditors after it has 
become clear during the audit field work that the beneficiary had no other business 
activities than the performance of the research work assigned in the frame of the EU -
funded grant agreements.. The auditors considered the requested information necessary to 
assess the beneficiary's capability to provide counterpart funding as required under the 
terms of the FP7 Rules for participation and to verify that the EU-funds obtained by the 
beneficiary have been used for the intended puipose, i.e. performance of the RTD project. 
The auditors concluded in this respect, based on the information obtained 
that the beneficiary did not dispose in the audited period of any other means of income 
than EU-financing and that he has at least temporarily used the funds obtained, and in 
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particular the pre-financing which is the property of the Community, for non grant related 
purposes. 

In conclusion the system of internal controls is not adequate and not sufficient to provide adequate 
assurance regarding the proper execution of the grant agreement by the beneficiary. 

In view of the ongoing liquidation procedures the auditors will not propose any recommendations. 
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5 DIRECT COSTS: AUDIT WORK AND FINDINGS 

AMOUNT CLAIMED 
Grant agreement: 
Financial Statement One: €107.713 

Total: € 107.713 

PROJECT DESCRIPTION : 

CONTRACTUAL PROVISIONS 
Articles: П. 14-П.19 
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AMOUNT CLAIMED 
Grant agreement: 
Financial Statement One: €67.211 
Total: €67.211 

PROJECT DESCRIPTION 

CONTRACTUAL PROVISIONS . 
Articles: ĪL 14-П.19 
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AMOUNT CLAIMED 
Grant agreement: 
Financial Statement One: £70.867 

Total; € 70.867 

PROJECT DESCRIPTION 

CONTRACTUAL PROVISIONS 
Articles: II. 14-11.19 
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AMOUNT CLAIMED 
Grant agreement: 
Financial Statement One: € 62,722 
Total: G 62.722 

PROJECT DESCRIPTION 

CONTRACTUAL PROVISIONS 
Articles: Π. 14-П.19 
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5.1 PERSONNEL COSTS 

5.1.1 Amount claimed 

Grant agreement ; Costclaimcd . 
Period audited ' ; J 01/09/08-31/08/09 ¡Euro' . . . .ľ .  -

Personnel Ċ0S& ?· У··:  · · :  ; ·  r . \  J - ·  ľc.S«C^r'.êà·:-··. 94.829 
Of which^Research and Techinolosiċal Development /Innovation 94.829 
Ofwhlcb^Ďeinonštťátion ? Mň." ··"·«*.:"··'.' ' 
Of which;,Training ' «V. . 4*> : ·.·. \ ;v'·/ \ 
QfjţlucînManagement of theĊonsortium 
Ùfwhìch: Other зрссШс activities > ľ ^, , -

Gräiits^rcäiicnt vv-ч Cost claimed 
•PeriöH audited · '··- <- ' 01/01/08-31/12/08 Èuro 
PérsoiiineïCosts 32.289 
Of wTiichiReseárch and Technological -Deyeloiimeiit /Innovation 26.724 
^ï£Wi^^|^$nöiistratlüi9':£ΓΓ Ł"' v-V-- Ï \ T . 

" Of^ícl¿^nag^Mit>fthe'eóttS^ 
OfwiiicfirÖtKerspecific üctjyíties - " 5.565 

Grant agreement i ? į . : ; ι Cost Claimed 
period -il ν 01/09/08-31/08/09 Euro 
Personne) Costó - rX¿¿% .¿Č. 67.951 
Ófwhich;Rešenrch and vľechnological Development Ænnovation; : 42.850 

^Óf^^h^pemta^ У г 
Qfwhiehr-ŢiraM 
Of which: MånagÄnf of the Consortium í 4 : v 11.935 
Ofwhicht Other srêciïic activities " 13.166 

Grant agreement 'Cost claiirried ' 
Period audited У U -·Κ 01/01/08-31/12/08 Euro--
-Persöimèt Costs v.-.v'' 47.800 
OfwIiièhrResearch ánd TechnoIosiculDevelopment Jnnoyation ; 45.043 
pf^tti^l№piMtratįpn į 1 i;;; 'УĻ',' 
Of which: Training ; : '•;v v. 
Ötwhich: Management of the Consortium - ; - ' 2.757 
Of which: Other specific activities- .ŕ~ ; 

5.1.2 Work performed 

The tests performed on a full scope basis during our audit work were the following: 

• We ensured that personnel costs charged relate to the costs of actual hours worked by the 
persons directly carrying out work under the project; 

• We reviewed procedures related to the time recording system and internal controls regarding 
the time recording system; 
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5.2.2 Work performed 

The tests performed on a full scope basis during our audit work were the following: 
• We reconciled the costs charged in the financial statements with the project accounts; 
• We reviewed invoices, especially for date of invoicing and nature of subcontracting; 
• We checked that costs for subcontracting were substantiated by proofs of payment; 
• We performed inquiries of management to establish whether the subcontracted tasks are minor 

tasks or core elements of the project work; 
• We have ensured that the subcontracting costs have been allocated to the correct activity; 
• We checked whether the tasks to be subcontracted were agreed by the Commission as such 

subcontracting needs the prior agreement of the Commission. As those tasks are mentioned in 
the technical Annex (Annex I), their necessity (and therefore the necessity of their costs) is 
accepted by the Commission; 

• We checked that the subcontract was awarded to the bid offering best value for money (best 
price-quality ratio), under the conditions of transparency and equal treatment; 

• We checked the internal rules of the beneficiary for selection of service-providers; 
• We checked that the subcontracted tasks cannot be carried out by the beneficiary; 
• We checked whether the costs were charged without VAT, which is a non-eligible cost under 

the grant agreement; 
• We performed inquiries of management; 
• We reviewed governing contractual Articles, П.7,11.14, of Annex II - General Conditions to 

the grant agreement. 

5.2.3 Findings 

On the basis of the audit work performed we noted the following issues: 

The beneficiary awarded a subcontract to the company located in . The 
subcontract is budgeted as € 23.000 with a running time of 34 months beginning 01/11/2008. The 
subject of the subcontract is specified as 

. Payment is foreseen in specified timely intervals, 
but there is no link between payment and work deliverables. The first payment of € 10.000 -was 
invoiced by four days after the signature of the grant agreement. The invoice was paid 
in cash by the beneficiary. The beneficiary informed in this respect that the payment related to a 
study of 

The FP7 grant agreement allows beneficiaries to call upon third parties to carry out certain 
elements of the work according to the conditions established in Article П.7. Amongst others, a 
subcontract has to be awarded according to the principles of best value for money (best price-
quality ration), transparency and equal treatment. 

The beneficiary did not perform any transparent bidding procedures ensuring equal treatment as 
required by Article II.7 of the grant agreement in order to ensure that best value for money is 
obtained. 

In view of the above (i.e. non respect of obligations in Article П.7 of the grant agreement, in 
particular performance of transparent bidding procedures ensuring equal treatment, the fact that 
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the payment of 6 10.000 under the terms of the subcontract were not conditioned to any 
deliverable and cash payment to the subcontractor) the subcontracting costs for are 
consequently rejected as in non-respect with Articles П.7 and 11.14 (principles of economy, 
efficiency and effectiveness of costs of the grant agreement). 

The subcontract relates to the organisation of a workshop. The beneficiary declared 6 22.315 in 
cost for this subcontract. The workshop was, according to the beneficiary, organised by 

a company which is co-owned by and shareholder of the 
beneficiary . As did not invoice the beneficiary it is concluded that the 
beneficiary has not incurred any costs. informed in this respect during the audit field 
work that the costs declared will be removed in the subsequent period due to the impending 
conflict of interest issues. 

The auditors consider the costs concerned ineligible as the costs have not been actually incurred 
by the beneficiary (Article 11.14 of the grant agreement) and the conflict of interest. It was noted 
thai during the audit field work which shares office space with the 
beneficiary refused to provide access to data considered necessary by the auditors to establish that 
the amount of € 22.315 was free of excessive profits. To be compliant with the principle of 
economy of costs in Article П.14 of the grant agreement, subcontracts among linked companies in 
should not carry excessive profit margins 

Adjustments identified with regard to costs for subcontracting for 

Financial 
Statement 

Financial 
Statement 
period 

Activity Costs ! 
claimed 

Cosă 
accepted by 
EC 

Eligible ¿ 
costs after 
audit 

Adjustments 
to CQStŠ 
accepted ' by 
the EC 

Financial 
Statement 

Financial 
Statement 
period 

Activity 

Euro Euro Euro Euro 
i: . 'Ķ ; ; 01/09/08 , to 

31/08/09.. 
RTD/Iiin 10.000 10.000 0 -10.000 

Demonstr 
Training 
ManCoüS 

. .·. . OtheiAct 
10.000 10.000 0 -lOiOOO 

Total ?. . .  .· «4 « -, 10.000 10.000 0 -10.00Ö 
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Adjustments identified with regard to costs for subcontracting for 

Financial 
Statement 

U ' ·  • • ' 4 -  · '  

Financial 
Statement 
period ' 
' . ·· '· . - ··'? 

' Γ.έ" . •· V . 

Activity 

Ο 

Cosis 
claimed 

Coşţs 
accepted by 
EC 

Eligible 
costs. after 
audit 

Adjustments 
to costs 
accepted by 
the EC 

Financial 
Statement 

U ' ·  • • ' 4 -  · '  

Financial 
Statement 
period ' 
' . ·· '· . - ··'? 

' Γ.έ" . •· V . 

Activity 

Ο Euro Euro Euro Euro 
ι V .Ö1/01/08» to: 

31/12/08 -
ЩВ/Щ 

Demonstr 
Training ' . ' l ·  

; ManCoħs 
i' OtheŕAct " 22.315 22.315 0 -22-315 

22.315 22.315 : 0 -22.315 

Total. ... · 22315 22.315 ' 0 -22.315 ; * 

5.3 OTHER DIRECT COSTS 

5.3.1 Amount claimed 

Grant agreement Cośtclaimed 
.Period audited 1 I; ,v ľ 01/09/08-31/08/09 Euro..,.- . \v 
OtherDiŕect Costs ; . 2.884 
0fwM¿íiilléaéar¿ti.and TechnologicalOevelopment innovation : 2.884 
jøfwlnch^ v'ţ h * . ^ 
ÖíwWchi.Xrainmg; \ 
Öf^hichi №naġeinient of the Consortium · 
dfWhichjOtherspecific activities. · 

Grant agreement .· j; Cost claimed 
Periód audited í-- : 01/01/08 -31/12/08 Euro . 
OtherDiŕect Costs I. . ' f; ' . . • ·;- v<>: 12.607 
Öf which: Research and Technological Development /Innovation '. 8.092 
Of which: Dęnionširation 1. 'v 
Ofwhich: Traininģī- _\ľ 
Ofwhich:ManageiUfent òf the Consortium ľ llŕ 
Öf.which: Other spécifié activities ч - Щ] 4.515 

·, Grant agreement Cost claimed 
Period audited ï: . ;v ¿ 01/09/08-31/08/09 Euro- < •"v,;:... 
Other Direct Costs 2.916 
Of which: Research and Technological Development /Innovation 1.899 

IQ!which:Demonstration ,. *"•' ' 
Ofwhich:Training 4 '^ · >/vľ··'· 
Óf^hich:Managementia^ ' - :K t> 
Of which: Other specific activities -ц 1.017 
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Grant agreement Cost claimed 
Period audited 01/01/08-31/12/08 Euro 
Other Direct Costs 14.921 
Of which: Research and Technological Development /Innovation 14.181 
Of which: Demonstration 
Of which: Training : 
Of which: Management of the Consortium 740 
Of which: Other specific activities 

5.3.2 Work performed 

The tests performed on a full scope basis during our audit work were the following (for all cost 
categories): 

• We checked that the other direct costs were substantiated by proofs of payment; 
• We reviewed invoices, especially for date of purchase and nature of other direct costs; 
• We considered the nature of the other direct costs acquired for the project in relation to the 

necessity for the project; 
• We checked whether the other direct costs were charged without VAT, which is a non-eligible 

cost under the grant agreement; 
• We have ensured that the other direct costs have been allocated to the correct activity; 
• We performed inquiries of management; 
• We reviewed governing contractual Articles 3Ί.3, П. 14, П.15 of Annex Π - General Conditions 

to the Grant Agreement. 

Additional tests performed on a full scope basis during our audit work were the following: 

• For the travel and subsistence costs, we checked the relevance of the costs by reconciling them 
with the dates of meetings and the participating persons based on attendance lists. 

5.3.3 Findings 

On the basts of the audit work performed we noted the following issues: 

All costs related to travel are non-eligible in consistency with the non-eligibility of 
personnel costs; 
Several costs are considered in addition not project relevant as specified below 
The beneficiary has declared the same costs several times. 

In detail: 

The trip of to on 04-05/09/08 has been declared twice (. € 
1.646 and 61.702). 
The costs related to commercial software 2000 and 500 have been 
declared for projects and as well as under indirect costs. The costs 
concerned are moreover not considered project related and relevant 
The courier costs are generally charged as project costs as well as indirect costs. 
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The costs related to a and a night club ( ) are rejected as 
not considered necessary for the project 

Other direct costs cannot be considered eligible in consistency with the non-eligibility of all 
personnel costs. 

Adjustments identified with regard to other direct costs for: 

Financial; 
Statement 4" ' » -* -:.A 

Financial 
Statement 
period 

Activity 

* ' 

Costs 
claimed 

Costs 
accepted by 
EC 

? 

Eligible 
costs after 
audit 

Adjustments 
to costs 
accepted by 
the EC 

Financial; 
Statement 4" ' » -* -:.A 

Financial 
Statement 
period 

Activity 

* ' Euro Euro Euro Euro 
01/09/08 ţo 
31/08/09. 

RTD/Inn 2.884 2.884 - -2,884 

• " "V í \ Γ Λ . :\vV · Dėmonste 
-::VΓ$·;ϊ í; "r ·?  — "· .*  .  Training : 

'V : '' \ , Mandónś 
,;-v - , ν·£ M;· *  ·  .  '  /'•"& \ -A ii ;  '  .  OtherAċt 

: \ . v.- , i í :V;Š - · :'α·; -... 2.884 2.884 - -2.884 

Total ;; 2.884 2.884 - -2.884 

Fhuutcial 
Statement If' 
ï L': · 

. . ' ' • .S  -" · » · ·  '  ~  .  . · .  

Financial 
Statement 
period 

ч. ~ ч . ' . \ \ 

Activity 
.  V« .  ; '! ^ 

"'· ŕ-· " 

Costs 
claimed 

Costs v . 
accepted by-
EC >->>·';  

Eligible 
costs after 
audit 

Adjustments 
to -j ? < coste 
accepted by 
the EC 

Fhuutcial 
Statement If' 
ï L': · 

. . ' ' • .S  -" · » · ·  '  ~  .  . · .  

Financial 
Statement 
period 

ч. ~ ч . ' . \ \ 

Activity 
.  V« .  ; '! ^ 

"'· ŕ-· " 

Euro Euro Euro Euro 
Щ :о1/ошв .. to 

31/12/08 
RTp/Шп 8.092 8.092 - -8.092 

, · · ' · · · •? „ .  - ã ,  .  ,  •  Demonstr «· ' ν  -  •  TrainihR· 
:> · . · • ' :  '  '  ManCons 

·. . ' - OtherAct 4.515 4.515 . -4.515 
• ' 12.607 12.607 - -12.607 

Total ·. <· . v t 12.607 12.607 m -12.607 
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Financial 
Statement 

Einančiai 
Statement 
period 

Activity Costs 
claimed 

Costs 
accepted by 
EC ' 

Eligible 
costs after 
audit 

Adjustments 
to costs 
accepted by 
the EC 

Financial 
Statement 

Einančiai 
Statement 
period 

Activity 

Euro Euro Euro Euro 
1 01/09/08 to 

31/08/09 
RTD/bin 1.899 1.899 - -1.899 

•· Demoħstr 
Training 

• ManCons 
OtherAct 1.017 1.017 - -1.017 

2.916 2.916 - ' -2.916 

Totál 2,916 2.916 Ч-: -2.916 

Financial 
Statement 

Financial 
Statement 
period ; 

Activity Costs 
claimed 

Costs 
accepted by 
EC ' .;V 

Eligible 
costs after 
audit 

Adjustments 
to costs 
accepted by 
the EC 

Financial 
Statement 

Financial 
Statement 
period ; 

Activity 

Euro Euro Euro Euro 
1 . -V 01/01/08 to 

31/12/08 ..." \я 

: RTD/Ьш 14.181 14,181 -14.181 

-, - ...; "·/ '·, V-':v Demonstr 
í..,."· ' · • " λ š; ' ' Training. 

"ľ-"" ' ¡·;· ' Чу*?: ;ManConä 740 740 -740 
· . -  V · ·  -  ·  η'·?,  , OtherAct 

14.921 14.921 -14.921 

Total 14.921 14.921 ξ·-14321' 
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6 INDIRECT COSTS: AUDIT WORK AND FINDINGS 

Амошт CLAIMED 
Grant agreement: 
Financial Statement One: €37.753 

Total: €37.753 

CONTRACTUAL PROVISIONS 
Articles: 11.14 and 11.15 

AMOUNT CLAIMED , 
Grant agreement: 
Financial Statement One: € 34.463 
Total: €34.463 

CONTRACTUAL PROVISIONS 
Articles: 11.14 and П.15 

AMOUNT CLAIMED 
Grant agreement: 
Financial Statement One: €15.640 

Total: € 15.640 

CONTRACTUAL PROVISIONS 
Articles: П.14 and 11.15 

AMÒUNT CLAIMED ' 
Grant agreement: 
Financial Statement One: €51.001 

Total: € 51.001 

CONTRACTUAL PROVISIONS 
Articles: 11.14 and 11.15 

Restricted use 38 



This report is the property of the European Commission and should not be distributed to third parties without the 
written approval of the European Commission 

6.1 AMOUNT CLAIMED 

Grant agreement Cost claimed 
Period audited 01/09/08-31/085/09 Euro 
Indirect Costs 37.753 
Of which: Research áud Technological Development/Innovation 37,753 
Of which: Demonstration ·, ; 
Of which: Training " , i 1 : 

Of Which: Management óf the Consortium 
Ofwhich: Other specific activities ; 

Grant agreement Cost claimed 
Period audited 01/01/08-31/12/08 Euró 
Indirect Costs 34.463 
Ofwhichi Research add Technological Development /Innovation 28.524 
Of which: Demonstration 
Of which; Training 1 

Of which: Management of the Consortium 
Of which; Other specific activities 5.939 

Grant agreement ! Cost claimed 
Periodaudited 01/09/08-31/08/09 Euro 
Indirect Costs л. 15.640 
Of which: Research and Technological DevelopmentÆnnovation 10.174 
Ofwhich; Demonstration 1 ( 

Of which: Training : ľ 
Ofwhich: Management of the Consortium , J 2.551 
Of which: Other specific activities 2.915 

Grant agreement - v Cost claimed 
Period audited 01/01/08-31/12/08 Euro 
Indirect Costs · · r 51.001 
Ofwhich: Research and Technological Development /Innovation 48.059 
Ofwhiċh: Demonstration 
Of Which: Training 
Of which: Management of the Consortium 2.941 
Of which: Other specific activities 

6.2 DESCRIPTION OF METHOD USED TO CALCULATE INDIRECT COSTS 

Overhead calculation 
Grant agreement type actual costs 

The beneficiary informed that the apportionment of indirect costs is based on direct costs 
comprising personnel and other direct costs. Following this approach the overhead rate for 2008 
equals 47,58% and 23,80% for 2009. The approach results in a 100% allocation of overheads on 
EU-fìmded projects as all personnel costs are charged to the EU funded projects. 
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Financial 
Statement 

Financial 
Statement 
period ' 

·· .-r чЧ: • : r · . -

Activity Costs 
claimed 

Costs 
accepted by 
EC ; 

Eligible 
costs after 
audit 

Adjustments 
to costs 
accepted by 
the EC 

Financial 
Statement 

Financial 
Statement 
period ' 

·· .-r чЧ: • : r · . -

Activity 

Euro Euro Euro Euro 
τ·-•  •' ;T ' 

4'*4 01/01/08 ' to 
31/12/08 

RTD/Inn 48.059 48.059 - -48.059 

• * ^ * ' ' Dėmonstr 
Training 
ManCons 2.941 2.941 - -2.941 

- .i' - '4* OtherAct 
6.439 6.439 - -6.439 

Total 6.439 6.439 
- ·  -6.439 

7 ADJUSTMENTS TO COSTS PREVIOUSLY REPORTED 

Not applicable 

8 RECEIPTS 

Not applicable 

9 INTEREST 

Not applicable 

10 MANAGEMENT REPORTS 

The management reports submitted are not always coherent with financial statements concerning 
total hours worked in the reporting period. 

Example: 
• (period 1): the management report indicates 2.592 working hours whereas 

the financial statement is based on 2.694 working hours. 
• (period 2): the management report indicates 433 hours whereas the financial 

statement is based on 162 hours. 

11 CO-ORDINATOR ROLE AND/OR MONEY RECEIVED FROM CO-ORDINATOR 

According to the information made available by following funding was obtained from the 
project co-ordinators: 

Project Amount in € 
69.440 
23.147 
82.667 
98.516 
89.046 

TOTAL 362.816 
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12 AUDIT CERTIFICATES 

As at the date of audit, no audit certificate has been submitted to the European Commission. 
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The beneficiary has denied in writing to provide access to this information (statement 
handed over to the auditors during the audit filed work, Annex 6). 

The audit report provides under section 1.2.1 (1) full detail on this issues including 
references to the legal basis the Commission auditors have based their request on. 

2. use of Community funds and misrepresentation 

Following the beneficiary's comments disposed in 2008 of agreements 
generating income in 2009 adequate to supplement the pre-financing obtained from the 
Commission in 2008. 

The beneficiary, however, does not inform nor evidence the nature and the reality of such 
agreements and the related income. 

The auditors therefore maintain as stated in the audit report under sections 1.2.1 (2) and 
(3) and 4.1 that the beneficiary did not dispose of the financial means to provide the 
necessary counterpart funding, did at least temporarily use the pre-financing obtained for 
non-project related purposes and did not correctly inform the Commission about the lack 
of sources of funding and necessary resources to carry out its involvement in the project at 
the time of the project negotiation. 

3. destruction of original documents 

The beneficiary has destroyed all project-related documents such as work out put by staff, 
time records, email communication, minutes of meetings, communication with consortium 
members (including all electronic files) in the context of the liquidation procedures. The 
beneficiary at this stage disposes of copies of final deliverables and time records only. The 
beneficiary argues that this is sufficient to substantiate the costs declared. 

It is recalled that as outlined in section 1.2.1 (4) of the audit report beneficiaries are 
required under art. П.22.3 of the grant agreement to keep the originals, or, in exceptional 
cases, duly authenticated copies -including electronic copies- of all documents relating to 
the grant agreement for up to five years from the end of the project. 

As the beneficiary did not retain originals he is in breach with a substantial obligation of 
the grant agreement. 

It is further recalled that the rejection of personnel costs is not based on the non­
availability of original time records but on a number of inconsistencies and 
implausibilities as lined out under sections 1.2.1 (5), 4.2 and 5.1.4 of the audit report. 
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ANNEXES 

ANNEX 1 Costs claimed according to financial statements and audit adjustments 

ANNEX2 Analysis of direct personnel costs and indirect costs 

ANNEX3 Copies of available audit certificates 

ANNEX 4 Beneficiary comments 

ANNEX5 Commission's request for information 

ANNEX 6 Beneficiary confirming refusal to provide requested information and 
destruction of documentation 

Restricted use 48 



This report is the property of the European Commission and should not be distributed to third parties without the 
written approval of the European Commission 

ANNEX 1 - COSTS CLAIMED ACCORDING TO THE FINANCIAL STATEMENTS AND AUDIT ADJUSTMENTS 

SUMMARY 
Organisation : 
Period start : 01 /09/08 
Period end : 31/Q8/09 

Grant agreement №' Currency: 
€ 

Êöst Categories -v .,: 

t Çostl ¿ Claimed 
iĄ|ębraiiig ľ ţo 
Ċoststàtements 

.Cost's Accepted 

Financial Officer' Elicible Costs 

Áiidit Adjustments 
įįo¥ ;Çosts > Aâcefiţţd· 
bý the EC Īīnaiļčial 
O f f i c e r ·  · :  ' r ; >  ̂  

DIRECT COSTS 

RTD /Innovation 107.713 107.713 -107.713 
Demonstration 
Training 
Consortium Management 
Other Specific Activities 
Subtotal 107.713 107.713 - -107.713 

INDIRECT COSTS 
RTD / Innovation 37.753 37.753 - -37.753 
Demonstration 
Training 
Consortium Management 
Other Specific Activities 
Subtotal 37.753 37.753 _ -37.753 

ADJUSTMENTS TO COSTS 
PREVIOUSLY REPORTED 

RTD / Innovation 
Demonstration 
Training 
Consortium Management 
Other Specific Activities 
Subtotal 

TOTAL 145.466 145.466 -145.466 

-RÍfejfâPTS 
•  . - . .л - 1 · .  г - . -

Project receipts ··•* Interés tá : •·)·;- , 
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Organisation : 
Period start : 01/01/08 
Period end : 31/12/08 

Currency: 
6 

Cost Cateabťies 

Costs Claimed 
According to 
Cost Statements 

.Costs' Accepted 
EC 

financial Officer,: Eligible Costs 

Audit Adjustments 
(to : Costs ¿Accepted 
by the EC Financial 
Officer") ; 

DIRECT COSTS 

RTD / Innovation 34.816 34.816 . -34.816 
Demonstration 
Training 
Consortium Management 
Other Specific Activities 22.395 22.395 - -22.395 
Subtotal 57.211 57.211 - -57.211 

INDIRECT COSTS 
RTD / Innovation 28.524 28.524 - -28.524 
Demonstration 
Training 
Consortium Management 
Other Specific Activities 5.939 5.939 - -5.939 
Subtotal 34.463 34.463 - -34.463 

ADJUSTMENTS TO COSTS 
PREVIOUSLY REPORTED 

RTD / Innovation 
Demonstration 
Training 
Consortium Management 
Other Specific Activities 
Subtotal 

TOTAL 101.674 101.674 - -101.674 

RECEIPTS 'a > ^ ; · Proiéct receipts, Interest , 
- -

SUMMARY 

Grant agreement Nus 
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SUMMARY 

Grant agreement Nc 

Organisation : 
Period start : 
Period end : 

Financial 
statement 

01/09/08 
31/08/09 

not 

Currency: 
e 

·>•· *·;,··. w α». Í.-į V.;4*:. ·* Ч. х ч  V. -

tď 
Cost Statements < 

Τ - ' ·  ·  - " ~ "  
чГ^-·3 

By 
FinánciálÖfűccii' 

tó;  / ss-vsar 

.•Eliċibie Costs v [ 

Audit Adjustįn ents 
^¿'cytS'^wşptbd 
rb^jtlø ЕС Mtì^ciaì 
Officer) /Яv 

DIRECT COSTS 

RTD / Innovation 44.749 44.749 _ -44.749 
Demonstration 
Training 
Consortium Management 11,935 L1.935 - -11.935 
Other Specific Activities 14.183 14.183 - -14.183 
Subtotal 70.867 70.867 - -70.867 

INDIRECT COSTS 
RTD / Innovation 10.174 10,174 - -10.174 
Demonstration 
Training 
Consortium Management 2.551 2.551 - -2.551 
Other Specific Activities 2.915 2.915 - -2.915 
Subtotal 15.640 15.640 - -15.640 

ADJUSTMENTS TO COSTS 
PREVIOUSLY REPORTED 

RTD / Innovation 
Demonstration 
Training 
Consortium Management 
Other Specific Activities 
Subtotal 

TOTAL 86.507 86.507 - -86.507 

RECEIPTS :Д"Х* ï*, • > Л \ ·. * "" · PROIÉET^ECEFÖFE,. Interes^· ;1νΐνΗ··,'' :• 
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Organisation : 
Period start : 01/01/08 
Period end: 31/12/08 

Currency: 
€ 

Cost CatėĖoCiės 

Còsta Claimed 
According to 
Coststatements 

Còsts Accepted 
By ;;'5'Öje EC 
Financial Officer Eligible Costs 

Audit Adjustments 
(to ; Costs Accepted 
by the EC-Financial 
Officer) 

DIRECT COSTS 

RTD / Innovation 59.224 59.224 -59.224 
Demonstration 
Training 
Consortium Management 3.497 3.497 -3.497 
Other Specific Activities 
Subtotal 62.721 62.721 -62.72Ï 

INDIRECT COSTS 
RTD/Innovation 48,059 48.059 -48.059 
Demonstration 
Training 
Consortium Management 2.941 2.941 -2.941 
Other Specific Activities 
Subtotal 51.001 51.001 -51.001 

ADJUSTMENTS TO COSTS 
PREVIOUSLY REPORTED 

RTD / Innovation 
Demonstration 
Training 
Consortium Management 
Other Specific Activities 
Subtotal 

TOTAL 113.723 113.723 - -113.723 

RECEIPTS Pro ject receipts į' Interest: 

SUMMARV 

Grant agreement Nos 
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ANNEX 2 - ANALYSIS OF DIRECT PERSONNEL COSTS AND INDIRECT COSTS 

Organisation: 

Grant agreement N05 

Rate: 
Period start: 01/09/08 
Period end: 31/08/09 
Currency: 6 

Costs charged Costs accepted after audit 

Name Category Direct 
personnel 
costs rate 

Indirect 
costs rate 

Hours Total Direct 
Personnel 
Casts 

Total Indirect 
costs 

Direct 
personnel 
costs rate 

Indirect 
costs rate 

Hours Total Direct 
Personnel 
Costs 

Total Indirect 
costs 

Observations 

Managing Director 35,20 1.569,50 55246 _ _ - - - -

Accountant 35,20 1.124,50 39.582 _ - - - -

Subtotal 2.694 94.828 37.753 » _ _ _ -

« - _ -

- « .. . 

_ _ 

TOTAL 2.694 94.828 37.753 - - - - -
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Organisation; 

Grant agreement №! 

Rate: 
Period start: 01/01/08 
Period end: 31/12/08 
Currency: 6 

Costs charged Costs accepted after audit 

Name Category Direct 
personnel 
costs rate 

Indirect 
costs rate 

Hours Total Direct 
Personnel 
Costs 

Total Indirect 
costs 

Direct 
persoonel 
costs rate 

Indirect 
costs rate 

Hours Total Direct 
Pereõnnel 
Costs 

Total Indirect 
costs 

Observations 

Managing Director 45,20 486 21.967 - - -

Accountant 45,20 228,5 10.328 - - -

Subtotal 714,5 32.295 34.463 _ -

. - - -

- - - -

Subtotal _ -

TOTAL 714,5 32.295 34.463 - -
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Organisation: 
Grant 
agreement 
Nn: 

Rate: 0 
Period start: 01/09/08 
Period end: 31/08/09 
Currency: € 

Costs charged Costs accepted after audit 

Name Category Direct 
personnel 
costs rate 

Indirect 
costs rate 

Hours Total Direct 
Personnel 
Costs 

Total Indirect 
costs 

Direct 
personnel 
costs rate 

Indirect 
costs rate 

Hours Total Direct 
Personnel 
Costs 

Total Indirect 
costs 

Observations 

Managing Director 47,35 569 26.942 _ - -

Accountant 47,35 866 41.009 _ - -

Subtotal 1.435 67.951 15.640 _ -

_ _ _ _ 
_ _ _ _ 

_ _ _ » 

TOTAL 1.435 67.951 15.640 - -
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Organisation: 

Grant agreement №s 

Rate: 0 
Period start: 01/0 J /08 
Period end: 31/12/08 
Currency: € 

Costs charged Costs accepted after audit 

Name Category Direct 
personnel 
costs rate 

Indirect 
costs rate 

Hours Total Direct 
Personne] 
Costs 

Total Indirect 
costs 

Direct 
personnel 
costs rate 

Indirect 
costs rate 

Hours Total Direct 
Personnel 
Costs 

Total Indirect 
costs 

Observations 

Managing Director 45Д0 748,5 33.832 - - -

Accountant 45,20 309 13.968 - - -

Subtotal 1.057,5 47.S00 51.001 - -

_ - - -

- - - -

_ - _ -

TOTAL 1.057,5 47.800 51.001 - -
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ANNEX 3 - COPIES OF AVAILABLE AUDIT CERTIFICATES 

No audit certificates provided. 
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ANNEX 4 - BENEFICIARY COMMENTS 
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ANNEX 5 - COMMISSION'S REQUEST FOR INFORMATION 
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ANNEX 5.1 

í 

A·*"Ar 

Î À-** General Affairs 
Externst Audit 

Brussels, 2010 
INFSO-02 FD/RB/mp D(201 Q)2!43Q0 

REGISTERED A.R. 

Subject: Financial audit - provision of documents 

Dear 

In continuation of the discussion we had in the course of the audit field wolk on 29-
30/03/2010,1 must reiterate my request regarding the provision of complete and detailed 
information regarding bank transfers (recipients, nature of transaction) relating to 

in the period 2008 and 2009 as well as а break down of sales in 
2009 (organisation invoiced, underlying activity/service), 

As already explained to you beneficiaries are under the terms of the grant agreements 
required to make available all information requested in order to verify the proper 
management and performance of the grant agreement in accordance with its provisions 
and that costs have been charged in compliance with it (see 11.22 of Annex E of the grant 
agreement for detail). It has further been explained to you that such data is required to 
assess whether the obtained pre-financing dedicated to research has been used by 

for the intended purposes. Secondly, the substantial number of 
working hours in particular by yourself requires reconciliation with other business 
activities may have had. 

Non-compliance with this request may be considered by the Commission as an 
irregularity in the contractual senses and breach of contract which implies that ail funds 
provided to are considered unduly paid. Furthermore, I wish to 
dmw your attention to your obligations as a liquidator of 

I invite you to send us the requested information not later than 17/04/2010. 

Commission européenne/Europaae Commissie, 1049 Bruxelles/BruBse!, BELQIQUE/BELGIë -Tol. +32 22991111 

Yours sincerely, 

Freddy Dezeure 
CC; RB, SVP 
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AUDITED CONTRACT FP6 

Directorate General: DG INFSO 
Framework Programme: FP6 (6,h Framework Programme) 

Type of instrument: Specific Targeted Research Project 

Cost model: FC (Full costs) 

Period of entire contract: 01/10/04-31/03/07 

Audited periods and amounts claimed: PI 140.639,18 Audited periods and amounts claimed: 

P2 361.716,72 

Audited periods and amounts claimed: 

P3 245.438,58 

Audited periods and amounts claimed: 

Total 747.794,48 

AUDITED CONTRACT FP6 

Directorate General: DG INFSO 

Framework Programme: FP6 (6th Framework Programme) 

Type of instrument: Specific Targeted Research Project 

Cost model: FC (Full costs) 

Period of entire contract: 01/03/06-29/02/08 

Audited periods and amounts claimed: PI 135.726,60 Audited periods and amounts claimed: 

P2 173.246,63 
Audited periods and amounts claimed: 

Total 308.973,23 

AUDITED CONTRACT FP6 

Directorate General: DG INFSO 

Framework Programme: FP6 (6th Framework Programme) 

Type of instrument: Specific Targeted Research Project 

Cost model: FC (Full costs) 

Period of entire contract: 01/01/06-31/10/08 

Audited periods and amounts claimed: PI 96.480,45 Audited periods and amounts claimed: 
P2 147.943,07 

Audited periods and amounts claimed: 

P3 66.566,44 

Audited periods and amounts claimed: 

Total 310.989,96 
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AUDITED CONTRACT FP6 

Directorate General: DG INFSO 

Framework Programme: FP6 (6th Framework Programme) 

Type of instrument: Specific Targeted Research Project 

Cost model: FC (Full costs) 

Period of entire grant agreement: 01/01/06-31/05/09 

Audited periods and amounts claimed: PI 200.327,22 Audited periods and amounts claimed: 
P2 138.182,38 

Audited periods and amounts claimed: 

Total 338.509,60 

AUDITED CONTRACT FP6 

Directorate General: DG INFSO 

Framework Programme: FP6 (6th Framework Programme) 

Type of instrument: Specific Targeted Research Project 

Cost model: FC (Full costs) 

Period of entire grant agreement: 01/09/06-31/08/09 

Audited periods and amounts claimed: PI 134.885,58 Audited periods and amounts claimed: 
P2 264.132,26 

Audited periods and amounts claimed: 

Total 399.017,84 

AUDITED CONTRACT FP6 

Directorate General: DG INFSO 

Framework Programme: FP6 (6th Framework Programme) 

Type of instrument: Specific Targeted Research Project 

Cost model: FC (Full costs) 

Period of entire grant agreement: 01/09/06-30/11/09 

Audited periods and amounts claimed: PI 106.212,87 Audited periods and amounts claimed: 
P2 144.665,23 

Audited periods and amounts claimed: 

Total 250.878,10 
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AUDITED CONTRACT FP6 

Directorate General: DG INFSO 
Framework Programme: FP6 (6th Framework Programme) 
Type of instrument: Specific Targeted Research Project 
Cost model: FC (Full costs) 
Period of entire grant agreement: 01/09/06-30/06/09 
Audited periods and amounts claimed: PI 112.905,83 Audited periods and amounts claimed: 

P2 217.024,10 

Audited periods and amounts claimed: 

Total 329.929,93 

AUDITED CONTRACT FP6 

Directorate General: DG INFSO 
Framework Programme: FP6 (6th Framework Programme) 
Type of instrument: Integrated Project 
Cost model: FC (Full costs) 
Period of entire grant agreement: 01/02/04-30/04/06 

Audited periods and amounts claimed: P2 613.246,10 Audited periods and amounts claimed: 

Total 613.246,10 

AUDITED CONTRACT FP6 

Directorate General: DG INFSO 

Framework Programme: FP6 (6łh Framework Programme) 
Type of instrument: Specific Targeted Research Project 

Cost model: FC (Full costs) 

Period of entire grant agreement: 01/09/04-29/02/08 
Audited periods and amounts claimed: PI 176.729,20 Audited periods and amounts claimed: 

P2 132.442,29 

Audited periods and amounts claimed: 

P3 210.730,31 

Audited periods and amounts claimed: 

Total 519.901,80 
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AUDITED GRANT AGREEMENT ETEN 

Directorate General: DG INFSO 

Framework Programme: eTEN 

Type of instrument: Market Validation Grant Agreement 

Cost model: FC (Full costs) 

Period of entire grant agreement: 01/06/06-30/11/07 
Audited periods and amounts claimed: PI 411.981,99 Audited periods and amounts claimed: 

P2 313.922,40 
Audited periods and amounts claimed: 

Total 725.904,39 

AUDITED GRANT AGREEMENT ETEN 

Directorate General: DG INFSO 

Framework Programme: eTEN 

Type of instrument: Market Validation Grant Agreement 

Cost model: FC (Full costs) 

Period of entire grant agreement: 01/05/04-31/01/06 

Audited periods and amounts claimed: Pi 323.874,58 Audited periods and amounts claimed: 
P2 260.703,36 

Audited periods and amounts claimed: 

P3 291.419,58 

Audited periods and amounts claimed: 

Total 875.997,52 

AUDITED CONTRACT FP6 

Directorate General: DGRTD 

Framework Programme: FP6 (6th Framework Programme) 

Type of instrument: Specific Targeted Research Project 

Cost model: FC (Full costs) 

Period of entire grant agreement: 01/03/05-31/10/07 

Audited periods and amounts claimed: PI 145.214,88 Audited periods and amounts claimed: 
P2 75.447,07 

Audited periods and amounts claimed: 

P3 45.854,96 

Audited periods and amounts claimed: 

Total 266.516,91 
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AUDITED CONTRACT FP6 

Directorate General: DG RTD 

Framework Programme: FP6 (6lh Framework Programme) 

Type of instrument: Co-operative Research Project 

Cost model: FC (Full costs) 

Period of entire grant agreement: 01/12/04-30/11/06 

Audited periods and amounts claimed: PI 182.827,88 Audited periods and amounts claimed: 
P2 115.873,53 

Audited periods and amounts claimed: 

Total 298.701,41 

Respective responsibilities of Contractors and Auditors 

Pursuant to Article II.7.2 of the FP6 contracts and Article II.2.1 of the eTEN grant agreements it is 
the responsibility of the Contractor to submit the financial statements. Pursuant to Article II. 19.1 
of the FP6 contracts and Articles II.Î3.1 and 11.16 of the eTEN grant agreements, it is the 
responsibility of the contractor to record his eligible incurred costs in his accounts, respecting the 
national accounting rules. Pursuant to Article II. 19.1 of the FP6 contracts, the accounting 
procedures must permit conciliation between the incurred costs and the overall statement of 
accounts; pursuant to Article 11.16 of the eTEN grant agreements, the accounts shall support and 
justify in particular the costs and time reported in the financial statements. 

Pursuant to Article П.29.3 of the FP6 contract, the Contractor should keep all documents relating 
to the contract, which should be put at the Commission's disposal where requested during the 
execution of any audit under the contract; pursuant to Article 11.16 ofthe eTEN grant agreements, 
the participant should maintain appropriate documentation to support and justify the costs and the 
time reported in his financial statements. 

Moreover, the contractor, by signing the forms "financial statement" annexed to the FP6 contracts 
and eTEN grant agreements, has explicitly ascertained that there is full supporting documentation 
to justify the eligibility of costs that will be made available at the request of the Commission in 
the event of an audit. 

Our responsibility is to carry out, in accordance with Article 11.29 of the FP6 contract and Articles 
11.17 ofthe eTEN grant agreements, the above mentioned audit on the financial aspects relating to 
the proper execution of the projects and the contracts in order to ascertain that the costs have been 
properly incurred and are eligible costs, according to the contracts (Articles 11.19,11.20,11.21 and 
11.22 ofthe FP6 contracts and Articles 11.13,11.14,11.15 and 11.16 of the eTEN grant agreements). 

This report is prepared for the European Commission and remains the property of the European 
Commission. Our audit work has been undertaken in order to provide information to the European 
Commission on the systems of internal controls placed on the use of EU funds and on eligibility 
of the costs claimed. 

Our audit work has been undertaken so that we might state to the European Commission those 
matters we are required to state in our audit report and for no other purpose. We are thus 
responsible solely to the European Commission for our audit work and the audit opinions we have 
formed. 
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Basis of Opinion 

Our audit work was performed taking into account the provisions of respectively the audited 
contracts under the 6th Research and Technological Development Framework Programme and the 
audited eTEN grant agreements and in accordance with international and national standards on 
auditing as applicable. Those standards require that we plan and perform an audit to obtain 
reasonable assurance that the financial statements are free of material misstatements. An audit 
includes making enquiries and the examination, on a test basis, of evidence relevant to the 
amounts claimed on the financial statements. 

We have examined the attached financial statements and carried out such tests of the supporting 
documentation and accounting records of the Contractor as we considered necessary. 

Our work is not designed specifically to identify incidences of fraud. Accordingly, fraud may 
occur and not be detected. 

Our audit work in assessing the necessity of costs incurred for the implementation of a project is 
limited to verifying, to the extent that we are qualified and able to, that those costs have been 
incurred solely for the intended purpose of the contract. This normally implies verifying that 
specific costs are provided for in the budget proposals sent to the Commission prior to contract 
signature (or otherwise reflected and prescribed within the project technical specifications as set 
out in Annex I to the audited research contracts and grant agreements) and that those costs when 
actually incurred are processed, validated and approved within an accounting system and related 
internal control structure that would meet or exceed the generally accepted international principles 
of sound financial management. 

Our audit work relating to the certification that costs are economic and reflect the contractor's 
economic environment is limited to, to the extent that we are able and qualified to: 

• verifying that claimed costs are incurred in line with the usual administrative and 
management practices of the Contractor and; 

• assessing whether these costs, in pure monetary terms, are evidently extravagant or 
unreasonable as defined within the contract terms and conditions. 

It is not a value for money or performance audit. 

We believe that the evidence we have obtained is sufficient and appropriate to provide a basis for 
our opinion. 
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Indeed, according to the documents at our disposal, there are 45 persons for whom the total 
number of hours claimed across the various projects included in the scope of our analysis 
exceeded in at least one month the standard number of monthly productive hours; for example: 

• In January 2005, would have worked full-time (160 
hours) in the EU project , as well as full-time on the project funded 
by the 

• In January 2007, would have worked full-time (160 hours) 
in the EU project , as well as full-time in the project 
funded by and full-time in the project 
funded by the 

Furthermore, the analysis performed demonstrated that this multiple claim of time across the EU 
and non-EU projects is not an isolated error limited to a few persons or a few projects but that it is 
on the contrary a systematic multiple claim in all the audited projects, substantiated by the 
following: 

• For 45 out of the 84 members of staff that were analysed, the contractor introduced 
multiple claims of time in at least one month in which they were working in the projects; 

• At least one instance of the previously referred multiple claims occurred in each and all 
the audited EU projects. The table below provides as an example the names of the first 
members of staff6 included in the alphabetical list of researchers taking part in each of the 
audited projects, for whom such an instance of multiple claim has been identified: 

Project First instance in alphabetic order 

Moreover, it cannot be argued that these apparent multiple claims of time are explained by the 
fact that certain projects would have been funded at the same time by different public authorities 
(European Union, national and regional authorities). Indeed, in the case that the audited 
projects would have been funded both by the EU and by national or/and regional authorities, the 

For most projects, multiple claim has been identifìed for several persons but, as this list aims solely at supporting the statement (hat all 
projects are concerned by the multiple claim, only one name is given for each project as an example. 
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1 would like to clarify to you that it is not because the Officials do not have the power 
of signature to sign on the behalf of their hierarchical supervisors that they are not 
accredited to carry out the audit. 

Indeed, the signature of documents and commitments on behalf of the European 
Commission, in particular the signature acknowledging receipt of letters addressed to a 
specific person, in this case myself, which could in any manner represent any 
commitment, is strictly defined within the Institution. In view of the nature of the 
documents you submitted, and considering that these documents were addressed to me 
and did not constitute supporting documentation in the context of the audit fieldwork, 
the auditors could not sign their reception. Nonetheless, they transparently informed 
you on the manner in which these documents should be officially submitted to the 
Commission. 

Your statement that, because of this refusal of signature of letters for receipt, the 
mission was thus only an informal inspection therefore lacks ground. The auditors 
were only fulfilling their duty to audit your company according to the applicable 
contractual provisions. It is to be noted that this audit was announced to you with 
sufficient time, you were aware of the auditors' arrival, the names of the two 
responsible auditors, Mrs Alicia King and Mr Leonardo Di Francesco, were properly 
mentioned in the announcement letter and the presence of additional auditors was also 
clearly mentioned in this letter. Furthermore, the auditors gave their business cards 
showing their accreditation as Commission staff and you allowed them to enter your 
premises. 

For these reasons, it is evident that there was neither deception nor misrepresentation. 

SELECTION OF THE AUDITORS 

In your letter you reiterate your request for the curriculum vitae ofthe auditors. As this 
initial request was only received after the start of the audit, we were not in a position to 
answer to it before the audit started. 

However, such a request is not pertinent, as the above mentioned contractual terms 
foresee explicitly the possibility for Commission services to carry out audits pursuant 
to Articles II.29.1 of the FP6 contracts and 11.17 of the eTEN GAs. FP6 contracts 
allow the contractor to refuse the participation of a particular auditor only on grounds 
of commercial confidentiality, ground that you have never claimed in your requests. 
As regards the eTEN GAS, this possibility does not exist. 

QUALIFICATION OF THE AUDITORS 

Regarding the lack of qualification and competence of the Commission auditors and, 
in particular, their deficient knowledge of the norms and principles to be applied, your 
statements have no ground. 

The auditors not only are well acquainted with the norms and standards to be applied, 
but they also duly made reference to these norms and standards during the audit 
fieldwork, in particular when discussing with your certifying auditor. Furthermore, 
they acted in full compliance of the contractual provisions on audit foreseen in the 
contracts and grant agreements in which you were a party. 
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PICTURES 

In your letter you come back to your allegations about pictures taken. I invite you to 
refer to my letter ref. D (2009)130536 dated 8 July 2009 where I provided you with all 
necessary explanations in that respect. 

CONTINUED OBSTRUCTION AGAINST THE RIGHTS OF THE COMPANY 

Your further reiterate your unfounded allegations that both the auditors and I had such 
an attitude that you were not able to defend your rights. 

I would like to refer you to my letter dated 22 June 2009 where I reminded you of your 
contractual obligations with respect to the announced audit. This letter already 
answers to your various points and reminds you completely and transparently of your 
contractual obligations under the signed contracts and grant agreements. As such, 
several letters providing you with information on the audit procedure were sent in 
several occasions since the initiation of the audit process. The contradictory procedure 
opened when our services sent you the draft audit report gave you the opportunity to 
exert your right of defence by providing us with observations and evidences 
concerning our findings and audit results. Nevertheless you have chosen not to reply 
within the established time limit and, when you have finally sent your comments, you 
have not addressed the content of the audit report and its findings and conclusions, but 
merely repeat all the previous allegations that had already been replied to. 

Your letter of 5 April 2011 and its attachments do not provide any factual element with respect to 
the costs claimed by in the various audited projects which could lead us to 
modify the audit results. You continue to question the legality of the audit process as initiated and 
conducted by the Commission services and the professionalism of the EC staff in charge of 
carrying it through. This position has also hindered the entire audit procedure, with 

not complying in particular with Article 11.29 of the FP6 contracts and Article II.17 
of the eTEN grant agreements, which require beneficiary to"make available directly to the 
Commission all the detailed data that may be requested by the Commission with a view to 
verifying that the contract is being properly managed and performed" (Article 11.29 of the FP6 
contracts) and establish that "the Commission or any authorised representative may have access, 
at any reasonable time, in particular to the personnel of the beneficiaries connected with the 
project, the documentation referred to in Article 16 of this Annex, computer records and 
équipement that it considers relevant. In this connection, it may request that data be handed over 
to it in an appropriate form in order, for instance, to ascertain the eligibility of the costs" (Art 
П. 17 of the eTENGAs). 

Given that in the framework of this contradictory procedure we have not received further 
evidence, and in light that your response is a mere resubmission of numerous letters which 
repeatedly contest the legal grounds of this audit, not adding any evidence on the audit findings, 
that have been appropriatedly already adressed, I must inform you that the Commission considers 
now this audit procedure closed and the findings as found in the draft audit report will thus remain 
unaltered. 

RECOVERY OF NON-JUSTIFIED AMOUNTS 

Therefore, the Commission will proceed to implement without delay the conclusions of the audit 
recovering of the non-justified amounts. 
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SUSPENSION OF PAYMENTS 

As regards the suspension of payments, you were already informed by letter of 11 May 2010 (our 
ref. D(2010)218801) about the adoption of this measure in accordance to Article 11.28.8, third 
paragraph of the FP6 contracts, for suspicion of irregularity. 
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1. SCOPE AND RESPONSIBILITIES 

 
 
 
 
 
 
 
 
 
 
 
                                                                                    
 

 
 
 
 
 
 
 

 
This audit report will only address the specific audit findings related to projects concluded with 
the Directorate-General Information Society and Media, which correspond to all the projects 
referred to here above except for  
 
Due to the important weight of financial statements submitted for FP6 contracts in comparison 
with other (research) programmes (FP7, eTen) in which            is involved, we decided to only 
make references to the contractual and legal basis related to the Sixth Research and Technological 
Development Framework Programme. Similar contractual and/or legal provisions are foreseen 
under the Seventh Research and Technological Development Framework Programme (including 
the grant agreement) and the eTen Programme (including the grant agreement). 
 
This audit was aimed at controlling: 

- the proper execution of the projects and the contracts as reflected in the Annex I to the 
contracts; 

- whether the Contractor disposed of the adequate and needed resources, knowledge and 
technical competence to carry out the work as identified in the Annex I to the contracts as 
foreseen in Article 8 of the Rules for the Participation of undertakings in the European 
Community Sixth Framework Programme and requested by Article 115 of the COUNCIL 
REGULATION (EC, Euratom) No 1605/2002 of 25 June 2002 on the Financial 
Regulation applicable to the general budget of the European Communities2 and Article 
176 of  the Implementing Rules to the Financial Regulation3; 

                                                   
1 OJ L 292, 15.111996, p.2 
2 OJ L 248, 16.9.2002, p. 1 
3 OJ L 357, 31.12.2002, p. 1 
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- whether the Contractor disposed of sufficient and appropriate supporting documentation to 
justify the costs claimed for funding towards the European Commission, as required by 
Article II.29 of the FP6 contracts; 

- the eligibility of the in-house consultants claimed for funding as personnel costs towards 
the European Commission, in conformity with Articles II.19 and II.20 of the FP6 
contracts; 

- the justification of the indirect costs claimed for funding towards the European 
Commission, in conformity with Articles II.19 and II.21 of the FP6 contracts. 

 
 
Respective responsibilities of Contractors and Auditors 
 
Pursuant to Article II.7 of the FP6 contracts, it is the responsibility of the Contractor to prepare 
the financial statements and to maintain adequate accounting records and documentation to 
support and justify the costs reported. The Contractor by signing form C "financial statement" 
annexed to the FP6 contracts has explicitly ascertained this. 
 
Our responsibility is to carry out, in accordance with Article II.29 of the FP6 contract, the above 
mentioned audit on the financial statements submitted to the Commission of the European 
Communities to ascertain that the costs have been properly incurred and are eligible costs, as 
defined under the contracts (Articles II.19, 20 and 21 of the FP6 contracts). 
 
 
Basis of Conclusion 
 
Our audit work was performed taking into account the provisions of the audited contracts under 
the 7th, 6th Research and Technological Development Framework Programmes and the eTen 
Programme, in accordance with generally accepted auditing standards as applicable. 
 
This normally implies verifying that costs when actually incurred are processed, validated and 
approved within an accounting system and a related internal control structure that would meet or 
exceed the generally accepted international principles of sound financial management. 
 
We believe that the evidence we have obtained is sufficient and appropriate to provide a basis for 
our conclusion. 
 
Our report is solely for the purposes set forth in connection with the ex post controls related to the 
7th, 6th Research Framework Programmes and the eTen Programme and for your information. It is 
not to be used for any other purpose or to be distributed to any other parties.  
 
This report relates only to the financial statements submitted by           . to the European 
Commission in connection with the above mentioned contract and does not extend to any 
financial statements of           , taken as a whole. 
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As a result of all the audit conclusions reported above, we are of the opinion that           has not 
respected the provisions of the European co-funded research contracts and eTen contracts. We 
therefore propose to reject all the costs claimed by            towards the European Commission in 
the context of the Research Framework Programmes and the eTen Programme.  
 
In addition, considering the severe irregularities noted according to Article II.1.11 of the 
contracts, the Commission has started the procedure to terminate the participation of           in the 
ongoing projects in conformity with Article II.16 of the FP6 contracts and Article II.38 of the FP7 
grant agreements. 
 
 
 
 
 
 
 
 
Freddy Dezeure 
Head of Unit External Audit  
DG INFSO 
 
June 15, 2009 
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4. CONTRACTOR’S COMMENTS 

No comments were provided by the Contractor within the time limit foreseen in our letter dated 
May 13, 2009. 
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Basis of Conclusion 

Our audit work was performed taking into account the provisions of the audited grant agreements 
under the 7th Research and Technological Development Framework Programme and in 
accordance with generally accepted auditing standards as applicable. 

We have examined the project documentation and carried out tests of the supporting 
documentation and accounting records of the Beneficiary as we considered necessary. 

This normally implies verifying that costs when actually incurred are processed, validated and 
approved within an accounting system and related internal control structure that would meet or 
exceed the generally accepted international principles of sound financial management. 

We believe that the evidence we have obtained is sufficient and appropriate to provide a basis for 
our conclusion. 

Our report is solely for the purposes set forth in connection with the ex-post controls related to the 
7th Research Framework Programme and for your information. It is not to be used for any other 
purpose or to be distributed to any other parties. 
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. Despite several attempts to contact them, has not been able to reach 
them recently and are therefore lacking instructions to properly manage 

(f) Despite the number of in which is involved 
since the set up of the company, either as direct beneficiary or as subcontractor regarding some 
FP6 projects, does not dispose of any own staff on its payroll. 

(g) We understand that the implementation, if any, of on behalf 
of is carried out by external consultants with whom has concluded 
service contracts on a project basis. Most of the external consultants come from 

considers that those external consultants meet the specific eligibility conditions related to "in-
house consultants" and therefore considers them as personnel and not as subcontractors. 

(h) The personnel costs charged by to the under 
the projects referred to above correspond to the amounts disclosed on the invoices issued by these 
external consultants, which are deemed to be supported by time sheets. 

(i) We were confirmed during an interview held with , former managing director of 
the branch located in , that 
- external consultants do not work in premises but in the offices of , a third 
party, or from home; 
- time sheets and invoices related to those external consultants are supplied to by the 
administration of (most often via ). 

used to sign those time sheets and invoices for approval without being able to 
exercise a control on their reliability and therefore without knowing whether they were real. 
No formalized evidence could be found on the control exercised by on the invoices 
submitted by these external consultants. We were confirmed by that he has 
delegated this control to external people, namely , and Mr. 
who are linked to a third party called 

(j) The reliability of these time sheets is highly questionable in consideration of the 
inconsistencies observed (some time sheets deemed to support costs are related to 
other legal entities, some time sheets belonging to one researcher are not signed for approval by 
the concerned researcher but by someone else, some staff who seem to have contributed to the 
issuance of deliverables on behalf of were not claimed by but by other 
legal entities, we found evidence of double claims as some external consultants have 
simultaneously charged time to and other legal entities, some time sheets were 
allocated to whereas no evidence of actual contribution to the deliverables of the 
projects was found...) 

(k). We were confirmed during an interview held with , former managing director of 
the branch located in , that not only time sheets and invoices of external consultants 
but also cost statements and project deliverables were prepared by as well. According 
to his words, had to malce sure that, from a cosmetic point of view, all documents 
came formally from 

(1) No invoices of external consultants were recorded in the statutory books of 
supplied to us during the on-the-spot check, including in the draft general ledger for the year 
ended December 31, 2008. 
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