
7

S Ref. Ares(2016)20 47892 - 2510412016

EUROPEAN COMMISSION
DIRECTORATE.GENEML FOR AGRICULTURE AND RU RAL DEVELOPMENT

Directorato J. Audit of agricultural expenditure
J,5, Financial audit

Brussels, 2910412016
IVlp - agri.ddea j.5(2016)2570839

cEB I 20 | 6 I 0 0 5/B G/L 3 04LT
CEBI2O1610O5lBG/LFLT
CEB I 20 I 5 I 096,ts G/CLOLT

By E-MAIL + REGISTERED
MAIL with acknowledgement of
rcceipt

Please state the following references in your reply:

cEB/20 1 6/005/BG/RL3 04
cEB/2016/00s/BGlRrF
cEB/201sl096/8G/RCLO

Subject: Clearance of accounts decision for financial year 2015 - Paying Agency
8G01, State Fund Agriculture

, Enquiry No CEB/20 tSircgA rC concerning certification audit of
' financial year 2015 - Article 9 and 47.1 of Regulation (EtD No

130612A13 of the European Parliament and the Council, Article 5-7 of
Commission fmplementing Regulation (EtI) No 9$812014

Articles 51 and 52 of Regulation (EO No 130612013 of the European
Parliament and of the Council

Communication according to Articles 33 and 34(2) of Commission
Implcmenting Regulation (EtI) No 908/2014 and
Communication according to Article 41(1. b) of Comrnission
Implementing Regulation (EU) No 908/2014

Permanent Representation of Bulgaria to the
European Union
Mrs Marina BRAKALOVA, First Secretary -
Agriculture and Rural Development
Square Marie-Louise, 49
B-1000 Bruxelles
BELGruM

Copy: Ministry of Agriculture and Food
Mr Dimitar SIMEONOV, Director
55 Hristo Botev blvd.
BG-1040 Sofia
BULGAzuA

State Fund Agriculture
Mr Rumen POROZHANOV, Executive Director
136,Tzar Boris II Blvd.
BG-1618 Sofia
BULGARIA

Commlssioneuropeenne,B-1049Brux€illes/EuropeseCommissie,B-1O49Brussel -Belgium.Telephone: (32-2)2gS1411.



7

Dear Sir, Madam,

1. THO Cr,nmANCE oF ACC9UNTS DECISI9N l-oR FINANCIAL YEAR (FY) 2015

The clearance of accounts decision for FY2015, pursuant to Article 51 of Regulation (EI)
No 1306/2013 of the European Parliament and of the Council, shall cover the

completeness, accuracy and veracity of the annual accounts submitted and, by virtue of

article 33(1) of Commission Implementing Regulation (EtI) No 908/2014, shall determine

the amount of the expenditure effected in each Member State during the FY2015. The

decision will be based on information in the possession of the Directorate-General for

Agriculture and Rural Development (DG AGRI) at the date of drafting of this

communication.

Fursuant to Article 33(3) of Commission implementing Regulation (EtJ) No 908/2014, the

results of the verifications by DG AGRI of the information supplied are notified in the

Appendices.

This letter confirms that the accounts of Paying Agency 8G01, State Fund Agriculture

will not be proposed for clearance befbre 31 May 2016 for the EAGF for FY2015 for the

reasons indicated in the Appendices.

The Paying Agency BGOI, State Fund for Agricuiture declared zero expenditure under

the 2014-2020 EAFRD progranme. Had it dcclared any expenditure under this

programme, its accounts would be disjoined due to issues relating to EAFRD. These

issues are outlined in the letter and will be taken into consideration when clearing

expenditure incurre<lin the period from 16 October 2014 to 3l December 2015 related to

the 2007 -201 3 EAFRD programme.

Expenditure related to the last execution year (1611012014-3111212015) of the EAFRD

2007-2013 programming period will, in line with article 37 of Regulation 1306/2013 of
the European Parliament and of the Council, be subject to a clearance decision after 30

June 2016.

The flnancial clearance is without prejudice to decisions taken subsequently following
any conformity audit regarding the accuracy of the infonlation provided by the Member
State.

2. AssnssNInNIT oF CERTIFICATTON Bopy's woRK ON LEGALITY AND REGULARITY

FY2015 was the first year when the Cerlihcation Bodies had to provide an opinion on the

legality and regularity of the expenditure for which reimbursement had been requested

from the Commission, in accordance with Article 9 of Regulation (EU) No 1306/2013 of
the European Parliament and of the Council. Any specifio observations in this respect are

included in Point 3 and Appendix I of this letter.

On the basis of the opinion of the Cerlification Body and/or the assessment of DG AGRI,
any obseruations in this respect requiring the specific attention of the Member State

authorities, are included in Point 4 and Appendix 2 of this letter.

Furthennore, Appendix 6 of this letter describes the reasons where DG AGRI considers

it necessary to open the procedure forcseen by Arlicle 34 of Commission lmplementing
2



Regulation (EU) No 90812014 and Article 52 of Regulation (EU) No 130612013 of the
European Parliament and of the Council.

The Certification Body for FY20l5 was appointed onjy on 0111212015. This timing did
not allow for the timely re-verification by the Certification Body of the on-the-spot
controls performed by the Paying Agency and consequently reduces the assurance that
DG AGRI can derive from its report. Although, according to the rcport, use was made of
the results of the on-the-spot re-verifications performed by the previous Certification
Body on claim year 2014, the previous Certification Body was also appointed too late to
perform timely re-verification checks. Furthermore, the DG AGzu audit mission that
took place in January 2016 (CEBl20I5l096BG) identified rveaknesses in the audit
approach of the Cerlification Body which do not appear to have been addressed by the
tirne the audit report and opinion for FY2015"were issued. As a result, DG AGRI cannot,
at this stage, take any assurance lrom the work of the Certification Body for the pulposes
of the FY20l5 clearance exercise.

It is recalled that it is the responsibility of the Cornpetent Authority to take the necessary
steps to ensure that the Certification Body is appointed on time and to avoid that a
similar situation arises in future clearance exercises.

3. OBsnRvauoNS MADE wITr{ REGARD To t'IrE CERTTFTcATToN Bony

Appendix 1 lists the observations and recomrnendations arising from the above
mentioned clearance exercise as regards tire Certification Bocly.

4. OnsnnvauoNs MADE wrrr.r RBGARD To rIrE payrNc AcnNcy

In general, DG AGRI supports the recommendations made by the Certification Body,
and the Paying Agency is requesteci to unclertake the necessary remedial action to
implement the recommendations put forward by the Cerliflcation Bocly. Appendix 2 lists
the observations that are considered to be of particular importance.

In accordance with Article 2 of Commission Implemcnting Regulation (EU) No
90812014, it is recalled that it is the responsibility of the Competent Autirority to
maintain the Paying Agencies for which it is responsible under constant supervision and
to follow-up on any identified deficiencies.

5. RNUUCUONS TO BE ]IIADE IN TIIE CLtrARANCB DECISION roR FY2O15 nun To NoN-
RESPECT OF PAYMENT DEADLINf,S, EXCIIEDING THE CEII,INGS AND LEVIES

Please refer to DG AGzu letters Ares(2015)3281000 of 05l0}l10l5 and
Ares(2015)5010468 of 11/1112015 and your reply Ref. No fts 6.2-3281 of 0410912015.
The final amount to be confirmed and corrected in the financial clearance decision under
Article 51 of Regulation (EU) No nA612013 of the European Parliament and of the
Council is -6 590.91 EUR.

If your authorities do not agree with the amount to be confirrned in the financial
clearance decision and would like to submit aclclitional arguments not already presented
in your reply above, you may request a confonnity clearance proceciure, uncler Article 52
of Regulation (EU) No 1306/2013 of the European Parliament and of the Council, in



reply to this letter' DG AGRI will only launch a conforrnity clearance procedure on theexplicit and justified request by the Mernber State.

6' con'rntuNtcATloN wITH REGARD To CERTTFTcATIoN or, ERRoR RATE FoR THE
PURPOSE on AnrrclE 41 oF ConnvusstoN Iw,r,ntmNTrNG RccularroN (EtI) No908/2014

According to Article 4l of Commission Implementing Regulation (EL-f No 90g/2014 theMember States rnay decide to reduce ths minjmu.m leiel of on-the-spot checks, inaccordance with Article 59(5) of Regulation (EU) No 1306/2013 of the E'ropean
Parliament and of the.C-ouncil,_if amongst other conditions, the Cerlification Body has, inaccordance with Article 9 of Regulation (EU) No n0;6tza:,;;rt;;;;; opinionvalidating that both the internal control system is functioning properly and that the errorrate for the population concerned was belorv the materiality threshol d of z%.

In accordance with Article 41 (1.b) your authorities are infonned that the Certification
Body's opinion in this respect cannot, at this stage, be accepted for any of rhe EAGF andEAFRD measures and schemes.

The reasons for not accepting the opinion and an assessment Of the Certification Body,swork are included in Appendix 4 in this respect.

7, CORRNCTryE MEASURES ANID POTENTIAL FINANCTAL IMPAC'T

This letter is also written pursuant to Articie 34 of commission Implementing Regulation(EU) No 908/2014.

DG AGRI takes the view.that, as regards BGOl state Fund Agriculture, your authoritieshave not fully complied with thJ requirements of the Regulations, and considerproposing the exclusion from EU funding of an amount to be detcrmined on the basisof the results of the additional work to be requested from the certification Body, asindicated in Appendix 6, in accordance r.vith A.rticle 52 of Regulation (EU) No1306/2013 of the European Parliament and of the council. pl"ur. inform DG AGRI ofthe corrective lneasures already taken and those envisaged, together rvith a timetable fortheir implementation. 
I aust)vs' r\

The shortcomings identifiecl will continue to form the basis for frnancial co'ections to beapplied in respect of expenditure effected u'til suitaut. co*ective measures areimplemented.

Your reply to this letter shoultl be sent to DG AGRI within two monrhs of receipr of thiscommunication in your nationar ranguage. In justifiecl cases, DG AGzu may, uponreasoned request, agree-to extend this periocl. In order to cliscuss all aspects relating tothis matter in detail ancl to try to reach agreement on the measures to be taken, on theevaluation of the gravity or the infringement and on the fi'ancial clarnage to the EUbudget, you are invited to a bilaterat rieeting in IJrussels on 1211012016, at 0g:00 to13:00 in Rue de la Loi 102, room 01/020. Stould yor.onrio"r rhat a bilaieral rneetingis not required, you are requested to notify DG AGRi accordingly.



Mr Aron CSATHO of Unit DG AGRI-J.S (e-mail: Aron,Cs_atho@ec.eur.opa.eu) is
available for further information. Please send your official reply to this lettei to the
functional mailbox of the unit: A GRI_-J5 (d.ec. e-urop ?. eu.

The translation of this letler into your national language is under preparation.

Enclosures:

Christina BORCHMANN
Director

Appendix 1 - Observations made with regard to the Certification Body
Appendix 2 - Observations made with regard to the paying Agency
Appendix 3 - Clearance of irregularity cases (not applicable)
Appendix 4 - Assessment of the work of the Certification Body with

regard to Article 41 (1.b) of Regulation (EU) 90BtZ0l4
Appendix 5 - Accreditation criteria no longer respected or seriousry

deficient (not applicabie)
Appendix 6 - Corrective measures and potential financial impact



Appendix I

Observations made with regard to the Certification Body

Observations rclated to financial clcarancc

. DG AGzu considers that the results of the work of the Certification Body cannot, at
this stage, be used as a basis for clearing the accounts of the Paying Agency (details
in Appendix 6).

. The Certification Body should comment on the appropriateness of the actions taken
by the Paying Agency in all cases where Annex II of the Management Declaration
indicates an elror rate greater thanTo/o of any population. In cases where the Paying
Agency's management opted not to take any specitic remedial action, the
Certification Body should comment on the appropriateness of the justification given.

. The Certification Body should verify the existence of action plans aimed at
correcting the deficiencies detected by its own audits, audits of the European Court
of Auditors, the European Commission, the internal audit of the Paying Agency or
any other auditor. Similarly, the deficiencies giving rise to reservations in the
Annual Activity Report of DG AGRI should form a basis of action plans to be
assessed by the Certification Body. The relevance and the implementation status of
these plans should be assessed in the certification report. Previous audits for which
the Certification Body should follow up action plans or remedial actions include DG
AGRI enquiries: NAC/2015/007/8G, AN20t4t00t/BG, vr/2015/001/Bc,
RD1/2013/81O/BG, RDU20l4lB09iBG, RD1l201 4t854tBG, RD1/2015i807/BG.
RD 1/20 1 5/832iBG and RD3/20 1 4/0 1 0/Bc.

Observations related to Iegality and regularity

' Due to the late nomination of the Cerlitlcation Body, it was not possible to conhrm
the work of the Paying Agency concerning the on-the-spot verifications fbr FY20l5
for.Measure 214: Agri-environment payments.In its opinion, the Certification Body
issued a scope limitation in this regard. However, DG AGI{I is of the view that there
should also have been a scope limitation for Measure 273: Natura 2000 taking into
account that the checks on the commitments could not be verifiecl.

' In case the Certification Body detects errors in the substantive testing, the reievant
errors should be reporled in Sections 1.6 and 5 for the EAGF, or 8.6 and 12 for the
EAFRD of the report. While more detailed information can be providecl in the
annexes of the report, it is irnportant to describe and asscss the enors in the main
text. As an example, the reporting of public procurement errors detected in the
substantive testing of the EAFRD non-IACS population (mainly for Measure 321:
Bnsic services for the econonty and rural population) is not correct and transparent.
Considering that the net value of tire public procurement erors detected in the
substantive testing amounts to 2 183 08 I .89 EUR (as per Appenciix 15 of the report),
DG AGRI concludes that the Most Likely Eror for the EAFRD non-IACS
population as calculated by the Certification Body (49 494.il4 EUR) is incorect. DG
AGRI is of the view that these errors have a direct financialconsequence and shoulcl
be extrapolated resulting in an MLE of 7 026 800.13 EUR.



In order to assess the work of the Certification Body related to legality an<l
regularity, a detailed description of the errors (financial and formal) should be
provided in the report. Furthermore, the Cerlification Body should assess and
confinn that the formal errors do not have any financial impact"

During DG AGRI's audit mission in January 2016 (CEB l2}I5ng6,tsG) it was noted
that the Certification Body had generic checklists that were to be useci for all
measures. It was mentioned during the mission that this is insufflcient to provide
reasonable asstuance for the certification work. The Certification Bociy should
develop checklists that are customized for each specific measure and that they cover
all steps and vedfications required by the regulations.

DG AGRI takes note that the residual risk assessed by the Certification Body is less
than2o/o for all populations, although the Pirying Agenoy has reported in Annex II of
the Management Declaration error rates higher than2o/o and which in the case of the
EAFRD IACS and EAFRD non-IACS populations, had deteriorated from previous
years. In addition, conformity audits by DG AGRI concluded that the weaknesses in
the supervisory controls of the Paying Agency do not adequately protect the
financial interests of the Union, and consequently there is a irigher risk of error than
that reported in the control statistics. The Certification Body should ensure
coherence between its own conclusions and those presented in the Management
Declaration, duly justifl,ing any discrepancies.

Appcndix 2

Obscrvations made rvith regard to the payirrg Agency

Observations related to financial clcarance

The Paying Agency should address the deficiencies detected by the audits of the
European Court of Auditors, the European Commission, the Certification Body, the
intemal audit of the Paying Agency or any other auclitor. If addressing iir"r"
deficiencies recluires the implementation of a set of coorrlinatecl remedial actiJns, the
Paying Agency sliould establish cletailed action plans including milestones and
expected results for each step. Similarly, the def-rciencies giving rise to reservations
in the Annual Activity Reporl of DG AGRI should form a basis tf actions plans. The
implernentation status of each action plan should be reported in A1lex fV of the
Management Declaration.

The Paying Agency should provide a Management Declaration in compliance with
Guideline 4, including Annex II Analysis of the corttrol statistics an4 Annex iV:
Reservations and the monitoring of progress irt implementation of action ptans (if
applicable).

Observations related to legality and regularity

The Paying Agency should include in Annex III of the Managcment Declaration the
deficiencies detected in all enquiries of DG AGRI for rvhich the tsulgarian
authorities received the Letter of Finclings. In particular, the foliorving .nquiri..
should be taken inro account: NAC/201 5100"/lBG, AA/z0l4l00l/BG,



vT20r51001lBG, RDl/2013/8i0/Bc, RD|t20141809/BG, RDl/20r 4/B54jBG,
RDr I 20 r s 1807/Bc, RD I /20 1 5/ 832 tBG and RD3/20 I 4/0 I 0/BG.

Appcndix 4

Assessment of the work of the Ccrtification Body with regarcl to Article 41 (1. b) of
Regulation (EU) 908/2014

Concerned schemes/measures - claim t,ear 2014: all EAGF ancl EAFRD schemes and
measures.

Assessment:

DG AGzu cannot, at this stage, accept the conclusions of the auriit opinion and the
certification report' The Certification Body has confirmecl that the resicluil risk is below
the mate.rialltf threshold of 2o/o, while the Paying Agency has reported enor rates above
materiality. In addition, for most of the measures there is a signilicant deterioration in
comparison with the previous year,

Appendix 6

corrective mcasures and potentiar financial impact

Given the fact that:

' Tlre Certification Body for FY2015 was appointed very late (as of 0I/12/2015)
which does not al1ow for adequate work to be perrormed for the cerlification of the
accounls and especially for the verification of legality and regr-rlarity of expenditure
for which reimbursement has been requested from thscommission;

' As regards the integrated sampling approach, it is not clear if the conditions as per
Guideline 2were respected by the Certification Body (e.g. if samplcs 1 and 2 weredrawn with the sarne sampling method, if the ,.pr"r.ntutiu.n.r. of the paying
Agency's random on-the-spot contror sample was correctly assessecl);

' The re-verification of the on-the-spot controls for all non-IACS measures wasperformed late, after the nomination of the certification Body;

r The on-the-spot re-verifications could not be performed for Measures 213 and 214due to the time-sensitive nature of the commitnents and the Certification Body
issued a scope lirnitation only for Measure 214;

' Inconsistencies within the certification repoil and with the Management Declaration
indicate a risk that the audit findings are not aclequately reflectecl;
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. The public procurement erors detected by the Certification Body in thc substantive
testing of the EAFRD non-IACS population were not conectly and transparently
reported on and reflected in ths calculation of the error;

r The Certification Body has not elaborated customized checklists fbr each specific
measure;

. The Certification Body did not make any comments on the Management Declaration
even though it was submitted inconplete, with essential parts missing (assessment of
the quality of the control statistics and the calculation of the eror rates in Annex II
and the reservations and the progress in implernentation of action plans in Annex
IV);

. There is no evidence in the Certification Body report to suggest that the conclusions
of the various conformity audits of DG AGRI have been duly considered by the
Certification Body;

DG AGRI considers that the results of the work of the Certification Body canxot be used
as a basis for clearing the accounts of the Paying Agency. DG AGzu could not obtain
reasonable assurance that the expenditure of Paying Agency BG0l, State Fund
Agriculture was effected in compliance with the European Union r-ules.

The Bulgarian authorities should take action in order to correct the issues mentioned
above and inforn-r DG AGRI of the corrective measures to be implemented by the
Bulgarian authorities and the additional',vork to be perfbrmed by the Certification Body.
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