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1. EXECUTIVE SUMMARY

1.1. INTRODUCTION

Following the assignment No 1070-3 of the National Audit Office of Lithuania dated 12 March 2003 we have performed an audit of ISPA Project 2000/LT/16/P/PT/001 Upgrading of IX B Transport Corridor, in accordance with the requirements for payment of the balance of the Community aid set forth in ISPA Financing Memorandum Annex III.1 Section III. According to the aforementioned requirements, the independent auditor opinion (declaration on the winding-up) prepared in accordance with the form provided in Annex III.4.C to ISPA Financing Memorandum shall be annexed to the Final Certificate of Expenditure and Application for Payment.

Besides, by the Seimas of the Republic of Lithuania Resolution No IX-1667 On the Assignment of the National Audit Office of the Republic of Lithuania to Perform Audits on the EU Financial Assistance of 1 July 2003, the National Audit Office was assigned to perform audits of ISPA projects and submit audit reports and opinions to the Ministry of Finance of the Republic of Lithuania and relevant bodies.

Audit commencement date - 13 March 2003, completion date - 18 December 2003.

The audit was conducted in accordance with the State Audit requirements, developed pursuant to INTOSAI and the National Audit Standards.

1.2. AUDIT OBJECTIVES

The audit of the ISPA Project 2000/LT/16/P/PT/001 Upgrading of IX B Transport Corridor was performed in order to establish whether the Project was implemented in accordance with the requirements and the Project objectives set in the Financing Memorandum, in response to the following questions:

· Whether the Final Certificate of Expenditure, Statement of Expenditure and Application for Payment present fairly, in all material respects, the expenditure incurred?

· Whether the implementation of the Project has been carried out in accordance with the requirements laid down in the ISPA Financing Memorandum?

· Whether the Final Report provide fairly, in all material respects the work carried out and meeting the Project objectives set ?

· Whether the internal control system1 set up in the bodies, responsible for administration of ISPA Programme satisfy the minimum requirements set in the ISPA Financing Memorandum?

1.3. NATURE OF AUDIT FINDINGS 

During the audit we established findings that were divided by the level of significance:

Major findings – Matters which may affect the accuracy and correctness of information provided in the Final Certificate of Expenditure and which require immediate attention and appropriate actions by the National Authorising Officer (NAO) and Sectoral Authorising Officer (SAO) for Transport.

Intermediate findings – Matters which concern to the internal control system set up in bodies, responsible for administration of ISPA Programme: the National Fund, Transport Investment Directorate and Lithuanian Road Administration, and require immediate attention by the management of appropriate level in the aforementioned bodies. 
Minor findings – Matters which are not inconsistent with the provisions of the Financing Memorandum, still, affect the efficiency of the project implementation.

1.4. MAJOR FINDINGS

The following major audit findings have been identified during the course of our audit:

Project Contracting

· The tender submitted by the Contractor, who was announced as the successful tenderer of the works tender for Stage I of the Project, does not comply with the requirements for origin of goods, specified in tender dossier and Procurement Notice. The Tender Evaluation Committee, in evaluation of the compliance of the tender to the requirements for origin of goods, evaluated only the compliance to the citizenship criteria, and no evaluation of origin of goods was performed. 

Project Implementation 

· Some materials used for the implementation of the Project give rise to doubts whether they originate from the Member States of the European Community (EC) and ISPA counterpart countries.
Project Technical Supervision

· Technical supervisors of the Project in some cases did not comply to the requirements laid down in the Republic of Lithuania Law on Construction, i.e.:
· Did not ensure that the Contractor duly prepared and attached to the completion dossier all the documents required by the Law on Construction and did not demand from the Contractor to document properly the mandatory document on the construction works - the construction operations book.

· Technical supervisors were not incorporated into the composition of the Taking-Over Committee for some hidden works.

1.5. INTERMEDIATE FINDINGS

The following intermediate findings have been identified during the course of our audit:

Project Contracting

· If compared to the part of tender dossier "Instructions for Tenderers", not all the criteria for the selection and award of the successful tenderer were provided in the Works Procurement Notice (PN). The experience and financial ability requirements for the partner in charge of the consortium and other partners specified in the "Instructions for Tenderers" differ from the requirements for sole tenderers specified, however, this is not indicated in the Procurement Notice.

· It is complicated to compare the tender’s bills of quantities against the estimate and to assess the difference in prices between those provided in the tender and the estimate, as:

· codes and names attributed to types of work therein differ; 

· a common unit cost of every position of works is provided in the tender, while the common unit cost of works provided in the estimate is, detailed by direct expenditure components i.e. wages and salaries, materials and mechanisms as well as accruals expressed in percentage from direct expenditure are also stated. 

· The Works Contract on execution of works for in the Project Stage II of the Project has been signed with the Contractor for the amount which exceeded the balance of the Financing Memorandum after the execution of works in Stage I. The Contract does not specify which amount would be covered pursuant to the clauses of the FM by means of the EU and Lithuanian co-financing funds and which amount would be financed from the national funds only and, moreover, ISPA financed part was estimated as 75% of the total contract value, including the amount exceeding the one specified in the Financing Memorandum. Thus, the Works Contract under Stage II of the Project exceeded EU commitments established in the Financing Memorandum. Whereas the expenses actually covered for works carried out and for independent supervision of works carried out were lower than the maximum amounts indicated in the Contract, the total project value and EU commitments as well as the ratio between EU assistance and the national co-financing did not exceed those specified in the Financing Memorandum.
· Terms of Reference for Technical Supervision under Stage I of the Project stipulate the payment to the technical supervisor for each day of his/her stay in Lithuania only on the basis of the timetables presented by him/her. In the event of such payment conditions when reimbursable costs are calculated into the consultant's daily fees and per diem expenses, there are less opportunities to control the consultant's work actually performed and the expenses made.

Internal Control System

· There are no established procedures which could allow to check whether reconstruction works of road sections, paid from the ISPA funds have not been previously financed under other national and/or EU programmes.
· During the implementation of Stage I of the Project, the Transport Investment Directorate (TID) followed the Regulations/Charter, approved on 15 January 1996, wherein no particular objectives or functions, in relation to ISPA administration, were assigned to TID, as an Implementing Agency. The aforementioned Regulations/Charter was supplemented only on 3 May 2002. During the implementation of Stage II of the Project, after the approval of a new structure, TID Regulations/Charter were again not supplemented. 

· The National Fund (during implementation of Stage I of the Project), TID and LRA (during the Project implementation) had no detailed procedures for ISPA administration. The staff performed its functions following the Regulations/Charter and Job Descriptions of the relevant body.

· During the implementation of the Project no procedures for on-the-spot checks (in execution of technical supervision control) were established in TID and TID did not perform the aforementioned on-the-spot checks. 

· The separation of functions was not adequately ensured in TID and LRA during the implementation of the Project:

· The separation of accounting and control functions related to financial documents in TID was not ensured;

· In LRA the function of control of payment documents was not separated from the function of preparation of payment accounting documents. 
· At the launch of the implementation of the Project, LRA did not assign the responsibility for the administration of ISPA projects: an officer, responsible for the implementation of investment projects under ISPA Programme, was appointed after 2 months; an official of the Finance and Accounting Division, appointed the Accounting Officer, responsible for ISPA accounts and payments, only on 21 December 2001, i.e. after the implementation of Stage I of the Project. No officers were appointed to substitute LRA's Technical Supervisor during his/her holiday period. 

· No clear definition on utilisation of interest was provided during the implementation of the Project. In accordance with the Memorandum of Understanding on the Utilisation of the Lithuanian National Fund for ISPA, the European Commission shall provide additional recommendations on utilisation of interest. No guidelines as regards the aforementioned issue were provided by EC during the implementation of the Project. Project's accrued interest is held on bank accounts.

Internal Audit
· The experience of the staff of the internal audit units, as well as the number of the employed in the aforementioned units is insufficient in order to ensure an efficient implementation of the internal audit function, in relation to the review of the internal control system in the bodies, responsible for administration of ISPA assistance.

Technical Supervision of the Project 

· No procedure for drawing up of the Reports by the Inspectors of the Project Implementation Division (former Technical Control Division), carrying out technical supervision of the Project, was established in LRA. 
· The work of SE Problematika, carrying out technical supervision of the Project, was insufficiently documented, there are cases of breach of the contractual provisions, i.e. SE Problematika monthly reports did not cover whether shortcomings identified and referred to in the previous reports have been eliminated. SE Problematika did not furnish LRA with the taking-over certificates and bills concerning all the hidden works, intermediate works and constructions carried out during the reporting month, as it is stipulated in the Contract.
· The Independent Technical Supervisors' Reports did not cover whether shortcomings identified and referred to in the previous reports have been eliminated.

Audit Trail, Accounting System, Use of Information Systems(IS)
· The audit trail of information on Project implementation, provided in Acceptance reports of works performed from other documents, substantiating the expenses mentioned above, was not in all cases sufficient due to the different procedure for documentation which was not always appropriate.

· There are no separate accounts/sub-accounts created for the accounting of the works carried out by the Contractor of LRA financed from national co-financing funds by each project

· TID does not have the software designed for accounting of ISPA projects. 

· The information systems of the bodies are not integrated, data transfer from the information system of one body to another is not used.

Detailed information on major, intermediate and minor findings is presented in Chapter 4 of the Report.

1.6. CONCLUSIONS ON COMPLIANCE WITH THE FINANCING MEMORANDUM REQUIREMENTS 

· The Final Certificate and Statement of Expenditure and Application for Payment of the Project present fairly in all material respects the expenditure incurred;

· All the expenses made during the implementation of the Project may be considered as eligible expenditure in accordance with the Financing Memorandum requirements, unless it is decided to make corrections as regards expenses for materials, those that give rise to doubts whether they originate from the Member States of European Community (EC) and ISPA counterpart countries.
· No major inadequacies, in particular those related to the implementation of the Project, as regards the compliance to the Project objectives set, were identified in the Final Report. The Report adequately highlights the achievement of the main objective of the Project - execution of works in relation to pavement widening and strengthening of pavement provided for in the Financing Memorandum.

· The internal control system in the bodies, responsible for administration of the Project, (National Fund, Transport Investment Directorate and Lithuanian Road Administration) during the implementation of the Project was under development, therefore, only partially complied to the minimum requirements for the internal control system, whereas: 

· not in all cases the separation of functions was sufficient,

· not all the bodies had the description of work procedures,

· the control of the execution of the delegated functions was insufficient,

· not in all cases the audit trail of the Project data was sufficient. 

However, the internal control systems in the aforementioned bodies assured adequate level of implementation of the ISPA assistance, and the Final Certificate of Expenditure submitted to the European Commission is accurate and emanate from accounting systems based on supporting documents which are open to verification.

1.7. OTHER MATTERS

The State Audit was conducted by the Director of the 7th Department, three State Auditors and one specialist:

· Tomas Mackevičius – Director of the Department; 

· Laima Virbickienė – Principal Public Auditor; 

· Vilma Pumputytė – Public Auditor;

· Erika Ragauskienė – Public Auditor;

· Eleonora Čaikovskaja – Specialist.

Two State Auditors, who have experience in the field of auditing the constructions, advised on the road reconstruction issues:

· Mindaugas Milčiūnas – Senior Public Auditor;

· Jonas Šakalinis – Public Auditor.

2. AUDIT APPROACH

2.1. BACKGROUND INFORMATION ON THE PROJECT

In accordance with the ISPA Financing Memorandum, signed on 31 December 2001, the 2000/LT/16/P/PT/001 Project Upgrading of IXB Transport Corridor was implemented in two Stages. Stage I of the Project was implemented in November 2001, Stage II of the Project was implemented in December 2002. ISPA Financing Memorandum 2002/LT/16/P/PT/007 on Upgrading of IXB Transport Corridor in the years 2003–2004 was signed on 10 February 2003, based on which road reconstruction works were continued. 

The objectives of the Project Upgrading of IXB Transport Corridor were to provide significant improvements to the IXB Transport Corridor on the territory of Lithuania including road widening, road pavement strengthening, reconstruction of decks of bridges and viaducts, implementation of traffic safety measures in Vilnius, Kaunas, Tauragė, Telšiai and Klaipėda Counties, as well as fixing the road shoulders and lighting to the extent they complied to the EU Standards. ISPA committed to finance 75 % of total Project value and the Republic of Lithuania – 25 %.

After completion of the implementation of the 2000/LT/16/P/PT/001 Project Upgrading of IXB Transport Corridor, the following repair and reconstruction works were carried out on the several sections of Vilnius - Kaunas – Klaipėda road:

· 37.28 km of the road shoulder pavement was strengthened;

· 18.96 km of the roadway pavement was strengthened;

· 99.36 km of the roadway pavement was upgraded;

· reconstruction of decks of 27 bridges and viaducts was carried out.

The reconstruction of the road Vilnius - Kaunas – Klaipėda (Stage I and Stage II of the Project) was executed by the selected Contractor, who was announced as the successful tenderer of the works tender - company Kauno tiltai AB (Lithuania)
, which has a multi-annual experience in the area of road building and pavement regeneration, bridge, viaduct and overhead road building and repairs, as well as accredited laboratory, new high-quality and capacities equipment. The Contract on execution of works under Stage I of the Project with the aforementioned Contractor was signed on 21 June 2001, and the Contract on execution of works under Stage II was signed on 19 June 2002. The provisions laid down in Section I of the Works Contract on Civil Engineering Constructions by FIDIC were used in the aforementioned Contracts.

2.2. AUDIT SCOPE


The Financing Memorandum in the amount of EUR 26, 082, 400 was signed for financing of the 2000/LT/16/P/PT/001 Project Upgrading of IXB Transport Corridor under ISPA, of which the maximum amount of assistance from the ISPA instrument for the Project made up EUR 19, 561, 800.

The total payments made to the Contractor and Technical Supervisor to cover the expenditure incurred for the ISPA Project Upgrading of IXB Transport Corridor amounted to EUR 25, 636, 138.7. 

The expenses covered under Stage I of the Project made EUR 12, 305, 810.0 , of which EUR 9, 215, 875.0 was paid from ISPA part, total amount of ISPA part, covered from the national co-financing means made up EUR 13, 482.0 and total amount of the national co-financing paid amounted to EUR 3, 076, 453.0. The expenses covered under Stage II of the Project made up EUR 13,330, 328.7, of which EUR 6, 430, 955.28 was paid from ISPA part, total amount of ISPA part, covered from the national co-financing means made up EUR 3, 566, 791.0 and total amount of the national co-financing paid amounted to EUR 3, 332, 582.42.

Table No 1 provides data on the amounts of funds, specified in the Financing Memorandum, for road reconstruction and their utilisation for financing of the Project related works, as well as for coverage of expenses related to the independent technical supervision.

Table No 1

Amounts of funds allocated for ISPA Project Upgrading of IXB Transport Corridor in accordance with the Financing Memorandum (FM) and utilisation thereof

	FM/
	Name of
	FM/ 
	FM/ 
	FM/ Total Contract Value, EUR
	Payments, EUR

	Contract

Description
	Contractor
	Contract signature date
	Contract

expiry date
	ISPA

part
	National Co-financing means
	Total
	ISPA part paid from National Co-financing means
	National Co-financing means
	Total

	Financing Memorandum

2000/LT/16/P/PT/001
	03-01- 2001
	31 -12- 2003
	19,561,800
	6,520,600
	26,082,400
	

	Contracts signed under FM:
	
	

	Stage I of the Project 
	Kauno tiltai AB
	21-06-2001
	22-01-2002
	9,729,221
	3,243,074
	12,972,295
	9,161,947.00
	3,053,983.00
	12,215,930.00

	Technical Supervision 
	KAMPSAX
	07-06-2001
	
	67,410
	22,470
	89,880
	67,410.00
	22,470.00
	89,880.00

	Stage II of the Project
	Kauno tiltai UAB
	19-06-2002
	19-06-2003
	10,650,187
	3,550,063
	14,200,250
	9,955,913.00
	3,318,638.00
	13,274,551.00

	Technical Supervision
	„Safege Consulting Engineers“
	01-07-2002
	
	54,954
	18,318
	73,272
	41,833.28
	13,944.42
	55,777.70

	
	Total amount of Contracts signed 
	20,501,772
	6,833,925
	27,335,697
	

	
	
	
	
	Payments, total (1)
	19,227,103.28
	6,409,035.42
	25,636,138.70

	
	
	
	
	Losses incurred due to difference in currency exchange rates, covered by national co-financing funds (2)
	25,019.00
	8,341.00
	33,360.00

	
	
	
	
	Total amount of expenditure declared in the Final Certificate of Expenditure to be submitted to EC  (3=1-2)
	19,202,084.28
	6,400,694.42
	25,602,778.70


Aiming at evaluation whether the Final Certificate of Expenditure, Statement of Expenditure and Application for Payment is based on legal and regular transactions and the project is implemented in accordance with the requirements set forth in the Financing Memorandum:

· we performed the reconciliation of the data of the Final Certificate of Expenditure and the Statement of Expenditure with the supporting documents and payments made, as well as accounting data;

· we performed the evaluation of the eligibility of expenditure to be covered under the Project;

· we performed ex-post evaluation of compliance of contract award procedures applied to Works Contracts with PRAG requirements and compliance of contract award procedures applied to Services Contracts with the requirements set for Framework Contracts;
· reviewed the Final Report on the Project.

In the bodies, responsible for administration of ISPA Programme: the National Fund, the Transport Investment Directorate and the Lithuanian Road Administration we performed:

· evaluation of the status of internal control systems, which were in operation during the implementation of the Project and auditing;

· evaluation of audit trail, accounting system and use of information systems in ISPA projects.

· we familiarised with internal audit functions, related to the evaluation of internal control systems in bodies, responsible for administration of ISPA assistance. 

In the course of audit we:

· reviewed ISPA Monitoring Committee Reports;

· reviewed the reports by national and EU Audit Institutions, related to evaluation of overall performance of the bodies, responsible for administration of ISPA Programme (in the Transport Sector) and evaluation of ISPA project 2000/LT/16/P/PT/001 Upgrading of IXB Transport Corridor:

· Audit on Aspect of Regulation EC 1267/1999. Compliance Audit on Management and Control Systems to Implement ISPA and Follow-up of Progress made on EDIS for ISPA. European Commission, 14-01-2002–17-01-2002;
· Report on NF's Administration of Funds for Environment and Transport Infrastructure Development. Internal Audit Unit of the Ministry of Finance of the Republic of Lithuania, 04-04-2002–10-05-2002;

· Audit Report on Internal Control System in TID under the Ministry of Transport of the Republic of Lithuania, 15-04-2002–17-05-2002;

· DAS 2002 & Contracting –Tendering Procedures Enquiry ISPA Lithuania. European Commission, 14-10-2002–18-10-2002;

· Audit on Aspect of Regulation EC 1267/1999. Compliance Audit on Management and Control Systems to Implement ISPA and Audit of Project Expenditure. European Commission, 11-11-2002–15-11-2002;
· Report on the Project IX Transport Corridor Development, Implemented by TID and LRA. Internal Audit Unit of the Ministry of Transport of the Republic of Lithuania, 04-11-2002–04-12-2002. 

· Report on Gap Assessment of the National Fund’s and ISPA Implementing Authorities’ Capacity to Implement Projects under the Extended Decentralised Implementing System (EDIS). UAB Ernst&Young Baltic, 31-08-2002.

We provide the summary of findings/recommendations of the aforementioned Reports in Annex 2.

2.3. OVERALL MATERIALITY AND CONFIDENCE LEVEL 

Our audit was planned in the manner to fulfil the State Audit requirements, drawn up pursuant to INTOSAI and National Audit Standards.

The materiality threshold of the audit performed is 1 % of Project's total costs paid (EUR 25, 636, 183.7), i.e. materiality level of this audit (the maximum acceptable sum of errors) amounts to EUR 256.36 thousand. 

We set the audit confidence level at 95 % with the audit risk of 5 %. This level of assurance was obtained having assessed both inherent and control risks and having selected and performed appropriate substantive procedures.
In order to assess the factors affecting the implementation of the Project and the related inherent and control risks, we familiarised with the factors having an impact on operations in the bodies, responsible for administration of the Project and ISPA Programme in the Transport sector (NF, TID and LRA): external and political environment, relations with other bodies, legal framework, structure of the bodies, future events, internal control system, internal audit, accounting system, use of information systems, staffing policy and other.
The audit comprised audit programmes covering the following five financial audit assertions:

· Completeness – total amount of project expenses made, recorded in the accounting system within the financing period defined in ISPA Financing Memorandum, as well as all other payments effected.

· Occurrence – only payments, substantiated by the receipted invoices or accounting documents of equivalent probative value, certified by bodies and actually effected are recorded in the accounting system.

· Measurement – calculated, recorded and paid accurate and complete value.

· Regularity – payments effected in compliance with the provisions laid down in the Financing Memorandum and other requirements set in relevant legal acts.

· Disclosure – payments timely recorded in an appropriate account, in accordance with the requirements laid down in the Financing Memorandum.

2.4. METHODS

In order to establish whether the Final Certificate of Expenditure, Statement of Expenditure and Application for Payment are accurate, substantiated by legal and regular transactions and eligible for payment following the requirements set in the Financing Memorandum, we performed data reconciliation and detailed tests, as well as on-the-spot checks in accordance with all the aforementioned audit assertions. 

Aiming at establishment whether the data, presented in the Final Certificate of Expenditure and Statement of Expenditure are correct and substantiated by the supporting documents, payments effected, and are recorded in the accounting systems of bodies, responsible for administration of ISPA Programme, we performed the data reconciliation tests. 

For detailed testing we used the supporting documents, certifying the expenditure, i.e. the data from Acceptance reports of works performed (form 2), in total 3,968 positions of works that amount to EUR 25, 494, 789.0. We used the statistical monetary unit sampling method for the selection of testing samples.

One of the objectives of the detailed testing was to assure whether the expenses for certain works did not exceed those, specified in the tender; if the expenditure amount on the aforementioned works was exceeded - was such an overrun substantiated by relevant documents. For this purpose, we compared the positions of works provided in the Acceptance reports of works performed with those provided in the tender. We combined the positions of works provided in Acceptance reports of works performed by the same code and from the total 1,552 combined positions we selected 78 positions that amounted to EUR 16,409,713, i.e. 64.4% of total value (cost) of the works carried out under the Project. 

Another objective of the detailed testing was to assure whether the works included into Acceptance reports of works performed submitted by Contractors were actually performed and whether their completion was substantiated by the supporting documents. For this purpose, we checked the positions of works included into Acceptance reports of works performed against the expenditure supporting documents (others than Acceptance reports of works performed). From the existing 3,968 positions we selected 84 positions that totalled EUR 8, 486, 991, i.e. made up 33.3 % of the total value of works performed under the Project. 

In order to receive additional assurance that the works indicated in the Acceptance reports of works performed submitted by Contractors were actually performed and were in compliance with the requirements set in the Technical Specifications, we performed on-site checks and reviewed conclusions of laboratory tests of road pavement samples. The road sections for execution of physical measurements and those, from which the pavement samples were taken, were selected on the basis of control procedures and detailed testing results.

Taking into consideration that the expenditure for the independent technical supervision of the project amounts to EUR 145.66 thousand, and the aforementioned amount is not material, we did not perform any detailed testing of the expenditure supporting documents, still we checked whether the payments were effected in accordance with the submitted requests for payment.

In evaluation of the internal control system in the bodies, responsible for administration of the ISPA Programme we:

· Reviewed the written procedures, execution, segregation and separation of functions, assignment of responsibilities; 

· Interviewed the executive officials of the audited bodies.
3. THE STRUCTURE OF BODIES, RESPONSIBLE FOR ADMINISTRATION OF ISPA PROGRAMME AND ISPA MONITORING COMMITTEE

The Procedure for the Management and Control of the EU Financial Assistance funds, approved by the Government of the Republic of Lithuania Resolution No 953 on the Procedure for Administration, Management and Control of Funds Allocated under the EU Financial Assistance Programmes of 31 July 2001, regulates the management of ISPA Programme funds, allocated for financing of projects implemented in the Republic of Lithuania, and the control of utilisation of ISPA funds. The procedure establishes the national officials and institutions responsible for the management of ISPA assistance funds. 

3.1. THE STRUCTURE OF THE NATIONAL FUND

The Government of the Republic of Lithuania, in pursuance of the Memorandum of Understanding on the Establishment of the National Fund3, committed the Ministry of Finance to establish the National Fund
. The National Fund was established by Minister of Finance Order No 118
 of 10 May 1999. The National Fund is a central treasury unit in the Ministry of Finance, which is subordinate and accountable to the National Authorising Officer, responsible for financial management of the financial assistance in the Republic of Lithuania. The National Fund is established to manage the European Community’s assistance designated to Lithuania under the Decentralised Implementation System.

In order to ensure better administration of the financial assistance from the EU funds, the National Fund Department (NFD) was established to execute functions of the National Fund
. NFD carries out the functions of financial control and payment of ISPA funds, being allocated by the European Commission.

11 civil servants were employed in the National Fund Department during the audit: 5 Financial Controllers, 4 Accountants, Deputy Director of the Department, responsible for operations of the Accounting Group and Director of the Department, responsible for the overall NFD performance.

3.2. THE STRUCTURE OF THE TRANSPORT INVESTMENT DIRECTORATE

The Transport Investment Directorate was established by the Government of the Republic of Lithuania Resolution No 7 On the Establishment of Lithuanian European Standard Railway Directorate of 12 January 1993. 

The Ministry of Transport and Communications, responsible for drafting of Financing Memoranda and the National ISPA Strategy in the Transport Sector, by its Letter Ref.: 16-298 of 30 January 2001, charged the Director of TID with responsibilities of the Sectoral Authorising Officer for Transport and authorised him to sign the Financing Agreement with the National Fund of the Ministry of Finance, as well as established his responsibility for the adequate financial and technical management and monitoring of ISPA projects.

The National Authorising Officer, following the provisions “On Utilisation of the National Fund for ISPA” of the Memorandum of Understanding, upon approval by the National ISPA Co-ordinator (Ministry of Finance Letter Ref.: 0401-03-0102522 of 21 February 2001) appointed the Director of the Transport Investment Directorate as the Sectoral Authorising Officer for Transport.

During the implementation of Stage I of ISPA project 2000/LT/16/P/PT/001 “Upgrading of IX B Transport Corridor”, no divisions or units were singled out in the structure of TID. During the implementation of Stage II of the Project, TID Organisational Structure, following which TID consisted of two divisions: General Division and Financial Accounting and Accountability Division and two units by the sphere of regulation: ISPA Project Management (since 2003 EU Project Management) Unit and Border Control Points Development Unit, was approved by the TID Director Order No 01-15-09a of 3 July 2002. 

8 officials were employed in the EU Project Management Unit, headed by the Deputy Director of TID, during auditing it. Chief Accountant and Chief Specialist, carrying out Accountant’s functions, performed the financial supervision of ISPA- financed projects. On 7 October 2003 a new Chief Specialist, who carries out functions of Financial Controller, was recruited.

3.3. STRUCTURE OF LITHUANIAN ROAD ADMINISTRATION 

The Lithuanian Road Administration was established on 12 March 1993 by the Government of the Republic of Lithuania Ordinance No 190 and is the Final Beneficiary under ISPA Programme. Following the ISPA Implementation Administrative Settlement related to the Division of Tasks and Responsibilities between the Implementing Authority, i.e. TID, and the Final Beneficiary, i.e. LRA, TID, as ISPA Implementing Agency, has delegated the functions related to drafting of technical assistance projects, tendering (lo

cal and international) and contracting, preparation and submission of application for payment to the Lithuanian Road Administration. In accordance with the aforementioned Settlement, LRA has been entitled to sign works, supplies and services contracts with legal and natural persons. Pursuant to the Settlement, LRA executes technical supervision of road building and maintenance works, works quality control, and takes over the completed works.   

The Deputy Director General of LRA performs co-ordination of LRA activities in relation to ISPA strategic issues, whom the Project Manager, i.e. the Head of Foreign Investment and European Integration Division, reports to.

LRA functions in relation to ISPA Implementation and Administration are divided between:

· Foreign Investment and European Integration Division;

· Technical Control Division;

· Finance and Accounting Division.

The Foreign Investment and European Integration Division, under supervision by the Deputy Director General of LRA, shapes and implements the investment policy of foreign financial and European institutions’ resources and is involved in the process of integration of Lithuanian road network into the European Road System. Since 2001 the current Head of Division – Project Manager of the Project “Upgrading of IX B Transport Corridor” leads the Division. During the implementation of Stage I of the Project, two more officials along with the Head of Division were employed in the Division, who had been working as of the date of the establishment of the Division. During the implementation of Stage II of the Project one more official was recruited. 

Technical Control Division (since 2003 reorganised into the Project Implementation Division) is responsible for technical supervision of the Project implementation, and it is led by the Head of the Division – FIDIC Engineer. During Stage I of the Project the Division employed ten inspectors, during the implementation of Stage II of the Project three Chief Specialists were employed and continue their activities in the Division at present (on 29 March 2002, 6 inspectors who had been executing technical supervision were discharged). The Contract on Technical Supervision of Stage II of the Project was signed with SE Problematika in March 2002.

Finance and Accounting Division is responsible for organisation of LRA’s book-keeping (accounting) and financial accounting. The Division is led by the Head of Division – Chief Accountant. The Senior Specialist – ISPA Accounting Officer of the Finance and Accounting Division has been appointed to work with the Project “Upgrading of IX B Transport Corridor” and other EU-financed projects.
3.4. ISPA MONITORING COMMITTEE

ISPA Monitoring Committee is the main supervisory body for the implementation of ISPA projects. Its members are the representatives of the Commission of the European Communities, the Government of the Republic of Lithuania and international financial institutions. The Committee is chaired by the National ISPA Co-ordinator. The members of the Committee are the National Authorising Officer, the representatives of the Implementing Agencies and Final Beneficiaries.

ISPA Monitoring Committee supervises the implementation of each ISPA project by physical and financial indicators that are established in accordance with the project objectives set. With reference to the Monitoring Reports prepared by ISPA Implementing Agencies, ISPA Monitoring Committee analyses physical and financial indicators of the projects, indicates the shortcomings and provides recommendations on how the project objectives may be achieved and how the project implementation terms and conditions may be complied with.

ISPA Monitoring Committee meetings are convened twice a year. The auditors of the State Control took part in the 5th ISPA Monitoring Committee, held on 1 April 2003, in the capacity as an Observer.  
3.5. RELATIONS BETWEEN THE BODIES, RESPONSIBLE FOR ISPA ADMINISTRATION

The flow of ISPA funds and payment documents between the ISPA administrating bodies is illustrated in Chart 1 below.

ISPA funds from the European Commission are transferred to the main bank account for transport under ISPA Programme opened with the Bank of Lithuania. ISPA funds, allocated for the implementation of a Project, shall be transferred from the National Fund to the bank sub-account for a particular project opened with the Bank of Lithuania, held by the Transport Investment Directorate. Funds on bank sub-accounts of the project may be held by the Transport Investment Directorate the entire effective period of the Financing Memorandum.

The Transport Investment Directorate transfers ISPA funds to the bank account opened with a bank by LRA, on the basis of the documents submitted by the Contractor to LRA, and executes payments directly to the independent Technical Supervisor.

LRA transfers ISPA funds to the Contractor for the works carried out on the basis of invoices to the bank account indicated by the Contractor.

The process of the flow of ISPA funds and payment documents between the ISPA administration bodies is presented in Chart 1 below.

Chart 1 

Flow of ISPA funds and payment documents between the ISPA administration bodies
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 SHAPE  \* MERGEFORMAT Payment Documents:

1. The Contractor (1) issues the invoice and other documents for payment for the works carried out and submits to LRA (2);

2. The independent Technical Supervisor (3) checks whether the value of works indicated on the invoice and documents for payment is equivalent to the works actually performed and endorses the invoices.

3. LRA (2), having checked and endorsed the invoice and other documents for payment, records them in the account book of ISPA projects and submits to TID (4).

4. TID revises the invoice and documents for payment, enters them into the account book of ISPA invoices, then the Chief Accountant of TID and SAO endorse the invoice and documents for payment, as well as the payment order on the transfer of ISPA funds from Project’s bank sub-account to the bank account of LRA.

5. Following the deadlines set in ISPA Financing Memorandum and on the basis of documents on works actually carried out by the Contractor and paid to the Contractor, TID prepares application for payment for funds under ISPA Programme. 

6. TID submits the application for payment along with the documents (annexes to the request for funds, invoices endorsed by SAO and documents for payment, bank statements and payment orders) to the National Fund (5).

7. The National Fund (5), having checked and endorsed the application for payment submits it along with the Cover Note to the European Commission via the EC Delegation. 

The flow of ISPA funds:

1. Pursuant to the procedure laid down in the Financing Memorandum and in accordance with the applications for payment submitted to the Commission of European Communities, the Commission transfers the funds to the NFD’s main account for ISPA Programme, designed for financing of transport projects, opened on behalf of the Ministry of Finance with the Bank of Lithuania.

2. Upon receipt of ISPA funds, NF transfers the funds to the sub-account of the Project, held by TID.

3. TID transfers ISPA funds: on the basis of the documents submitted by the Contractor to LRA bank account, for the independent Technical Supervisor to Supervisor’s bank account.

4. LRA transfers funds to the Contractor on the basis of monthly invoices submitted by the Contractor.

4. AUDIT RESULTS

This section of the Report presents the audit results. Following the audit objectives, we carried out the works specified hereunder. We present our findings, risks arising from them, conclusions and recommendations.

In order to establish, whether the Final Certificate of Expenditure, Statement of Expenditure and Application for Payment are correct, substantiated by legal and regular transactions, whether the Project is implemented in accordance with the terms and conditions specified in the Financing Memorandum and the objectives set for the Project, we: 

· Performed data reconciliation tests, which covered the reconciliation of the amount declared to the European Commission against the source documents, payments effected and accounting data;

· Evaluated the eligibility of project expenditure for payment. For this purpose we:

· Performed tests, during which we checked the positions of works indicated in the Acceptance reports of works performed by the Contractor against the tender and expenditure supporting documents, 

· Carried out on-the-spot checks (on the selected road sections Vilnius–Kaunas–Klaipėda), during which physical measurements were done and the road pavement samples for laboratory tests were taken.

· Reviewed the payments to the Contractor and independent Technical Supervisor.

· Evaluated, whether the objectives of the Project are achieved and whether they are adequately presented in the Final Report on the Project.

We also: 

· Evaluated the internal control system of auditees, functioning during the project implementation and audit. We also reviewed the existing written procedures, execution, distribution and segregation of functions, assignment of responsibility for fulfilment of tasks; familiarised with the functions of the Internal Audit Division, related to the assessment of NF’s, TID’s and LRA’s administration of ISPA Programme.

· We reviewed tendering and contracting documents for works and services, evaluated compliance of works contracts drawn up to PRAG requirements, and compliance of services contracts drawn up to the requirements for Framework contracts.

· We evaluated the audit trail of ISPA projects, accounting system and use of information systems.

During auditing we met the executives of the audits, reviewed relevant documents (in detail see Chapters 4.1 – 4.4).

4.1. RECONCILIATION OF DATA

4.1.1. Reconciliation of the final certificate and statement of expenditure and applications for payment against supporting documents 

The expenses incurred in the Project declared to the European Commission in the final certificate and statement of expenditure as well as applications for payment of the Project are presented in Tables 2 and 3.

Table 2

Statement of expenditure incurred in ISPA Project 2000/LT/16/P/PT/001 “Upgrading of IX B Transport Corridor” 
	Category of expenditure 
	Total project expenditure incurred to date, EUR

(between  

31/01/ 2001 and 30/06/ 2003) 
	Expenditure certified in final payment declaration, EUR
	Total expenditure planned (initial budget), EUR
	Expenditure incurred to date,  as proportion of initial budget (%)
	Estimated expenditure still required to complete measure 

	1. Planning
	0
	0
	0
	0
	0

	2. Feasibility studies, design
	0
	0
	0
	0
	0

	3. Site preparation
	66,314.0
	25,155.0
	84,478.0
	78.5
	0

	4. Construction
	24,361,001.0
	9,121,408.0
	23,161,867.0
	105.2
	0

	5. Equipment
	0
	0
	0
	0
	0

	6. Technical assistance, preparation of tender documents
	145,657.7
	91,729.7
	511,420.0
	28.5
	0

	7. Other
	1,029,806.0
	502,001.0
	2,324,.635.0
	44.3
	0

	TOTAL
	25, 602,778.7
	9,740,293.7
	26,082,400.0
	98.2
	0


Source: final certificate and statement of expenditure and application for payment of Project 2000/LT/16/P/PT/001.

Table 3

Applications for payment submitted to the European Commission for ISPA funds  

	Application for payment
	Amount of application for payment, EUR
	Amount transferred by EC, EUR
	Difference, EUR

	I advance payment
	1,956,180.00
	1,956,180.00
	0

	II advance payment
	1,956,180.00
	1,956,180.00
	0

	I intermediate payment
	4,081,056.00
	4 ,081,056.00
	0

	II intermediate payment
	4,637,610.00
	4 ,637,610.00
	0

	III intermediate payment
	3,178,198,00
	3,018,414.00
	159,784.00*

	Final payment
	3,392,860.28
	
	3,392,860.28

	TOTAL
	19,202,084.28
	15,649,440.00
	3,552,644.28


* In accordance with the terms and conditions of FM the total amount of advance and intermediate payments of the ISPA part may not exceed 80% of the amount financed from ISPA funds stipulated in the Financing Memorandum. EUR 159,784 is a balance not transferred by the EC exceeding the 80% limit established in FM.

With a view to making sure whether the data in the final certificate and statement of expenditure as well as applications for payment conforms to that presented in supporting documents on the basis of which applications for payment, the final certificate and statements of expenditure have been drawn up, we carried out a test for the reconciliation of data. To that end we made the reconciliation of the following:

· costs of the works carried out indicated in Acceptance reports of works performed (Forms 2) against the cost of the works carried out indicated in the certificates of the works performed and expenditure made (Forms 3);

· amounts of the works carried out indicated in the invoices to be paid against the cost of the works carried out indicated in the certificates of the works performed and expenditure made (Forms 3);

· amounts indicated in the invoices to be paid against the amounts actually paid indicated in bank statements;

· amounts of the payments made in Litas having converted them to euros against the amount of the expenses covered indicated in applications for payment and the final certificate of expenditure.

We also examined:

· whether the correct ratio between the assistance granted under ISPA Programme and national co-financing was used in the calculation of the amount of the funds under ISPA Programme indicated in applications for payment; 

· whether the correct exchange rate of euro was used in the calculation of the cost of the works carried out presented in the VAT invoice in Litas;

· whether the amount of the payments made in Litas of the part covered from national co-financing means was converted to euros by applying the Commission’s financial accounting rate defined in the Financing Memorandum; 

· whether VAT was not included in the expenditure declared.

Documents reviewed

· Acceptance reports of works performed (Form 2);

· Certificates of works performed and expenditure made(Form 3);

· Invoices to be paid;

· VAT invoices issued by the Contractor;

· Payment orders made by the Lithuanian Road Administration to the Contractor and the Independent Technical Supervisor, bank statements;

· Payment orders made by the Transport Investment Directorate to the Independent Technical Supervisor;

· Intermediate payment applications, final certificate and statement of expenditure.


Conclusions

The data in VAT invoices, certificates of the works performed and expenditure made, Acceptance reports of works performed, invoices to be paid, payments made and applications for payment as well as the final certificate and statement of expenditure of ISPA Project 2000/LT/16/P/PT/001 “Upgrading of IX B Transport Corridor” are reconciled among themselves. Therefore, we can maintain that:

· Expenses incurred in the Project indicated in the final certificate and statement of expenditure (EUR 25,602,778.7) are based on supporting documents which are available for verification;

· Expenses incurred in the Project indicated in the final certificate and statement of expenditure have actually been paid to the Contractor and the Independent Technical Supervisor, the ISPA part calculated in applications for payment is correct.

The amount of the expenses incurred and paid to the Contractor and the Technical Supervisor makes up EUR 25,636,138.7. The amount of the payments effected in comparison to the amount declared in the final certificate and statement of expenditure is larger by EUR 33,360. The difference was caused by converting the payments of the national co-financing part effected to the Contractor in Litas to Euros; it is covered from national co-financing funds.

We also ascertained that:

· VAT was not included in the expenses declared in the final certificate and statement of expenditure;

· expenses were incurred by the Contractor within the eligible period.

4.1.2. Reconciliation of the final certificate of expenditure against the data in the accounting system 

With a view to making sure whether the amount declared in the final certificate of expenditure is based on the data provided in the accounting systems of LRA, TID and NF, we checked the following: 

· payments to the Contractor and the Independent Technical Supervisor registered in the accounting registers of LRA and TID;

· ISPA funds received from the EC registered in the accounting registers of NF, transfers thereof to the Project’s sub-account at the disposal of TID and the transfers of national co-financing funds registered in the accounting registers to the Contractor. 

Documents reviewed

At the Lithuanian Road Administration:

· Accounting registers:

· Settlements with the Contractors for the works carried out;

· Taking over certificates of the works carried out under contracts by the Contracting Party;

· Settlements for the works carried out from loans;

· General ledger (December 2001, December 2002).

At the Transport Investment Directorate:


· Account 421 „Invoices submitted by Contractors to be paid from ISPA funds under FM 2000/LT/16/P/PT/001“;

· Account 471 „ Invoices submitted by Contractors to be paid from budgetary funds under FM 2000/LT/16/P/PT/001“;

· ISPA balance on 31/03/2003.

At the National Fund:

· ISPA balance on 30/06/2003;

· Account cards of ISPA Project 2000/LT/16/P/PT/001 “Upgrading of IX B Transport Corridor“.

Conclusions

Payments of ISPA Project 2000/LT/16/P/PT/001 “Upgrading of IX B Transport Corridor“ actually made to the Contractor and Independent Technical Supervisor are registered in the accounting registers of the bodies; consequently, we can maintain that an amount of EUR 25,602,778.70 declared in the final certificate of expenditure emanate accounting systems based on supporting documents which are open to verification.

Another work performed

We reconciled ISPA and national co-financing flow registered in the accounting system of auditees against the data in payment orders and bank statements and also reconciled the balance of bank sub-account No. 4932419 of ISPA funds registered in the accounting registers of NF and TID against the balance of this account specified in the bank statement as well as the balance of ISPA and national co-financing funds of bank account No. 345116 registered in the accounting registers of LRA against the balance specified in the bank statement.

Documents reviewed

· Accounting registers of LRA on December 31, 2002;

· Statement of Vilniaus Bankas approving the balance of bank account No. 345116 of LRA on December 31, 2002;

· Accounting registers of TID on June 30, 2003;

· ISPA balance of NF on June 30, 2003;

· Statement of the Bank of Lithuania approving the balance of account No. 4932419 on June 30, 2003;

· Payment orders.

On behalf of the Ministry of Finance the National Fund has opened the main bank account in euros No. 4832412 for the Transport Sector under ISPA Programme in the Bank of Lithuania and the sub-account in euros No. 4932419 for ISPA Project “Upgrading of IX B Transport Corridor“ at the disposal of the Transport Investment Directorate. The Lithuanian Road Administration has opened an account in Litas No. 345116 in Vilniaus Bankas for making settlements with the Project’s Contractor to which both ISPA and national co-financing funds are transferred.

Balances of the bank accounts of LRA were reconciled against the data in the accounting system on December 31, 2002 because the final payment was made to the Contractor in December 2002. Balance of the bank sub-account at the disposal of TID was reconciled against the data in the accounting system on June 30, 2003 because the final settlement with the Independent Technical Supervisor, Safege Consulting Engineers, was made in June 2003. 

Balance of bank account No. 345116 of LRA according to bank statements and the balance of this bank account registered in the accounting system on December 31, 2002:

· Balance of ISPA and national co-financing funds registered in the accounting system of LRA – LTL 71.21;

· Balance of ISPA and national co-financing funds specified in the statement of Vilniaus Bankas AB – LTL 71.21.

Balance of bank sub-account No. 345116 is made up of interest for December 2002. 

Balance of bank sub-account No. 4932419 of ISPA funds at the disposal of TID in accordance with bank statements and the balance of this account registered in the accounting system on June 30, 2003:

· Balance of ISPA funds registered in the accounting system of TID – EUR 33,807.68;

· Balance of ISPA funds specified in the statement of the Bank of Lithuania – EUR 33,807.68;

· Balance of ISPA funds in bank sub-account No. 4932419 registered in the accounting system of NF – EUR 33,807.68.

Balance of bank sub-account No. 4932419 in the amount of EUR 33,807.68 is comprised of: interest – EUR 31,682.79, balance of the non-utilised advance payment refunded by Safege Consulting Engineers – EUR 2,129.72; balance of ISPA funds – EUR 280, bank charges deducted – EUR (284.83).

On the basis of bank statements we reconciled the transfers of the funds under ISPA Programme received for the financing of the Project made to the Contractor and to the Independent Technical Supervisor (Table 4).

Table 4

Flow of the funds under ISPA Programme allocated for the financing of the Project, EUR 

	
	Bank accounts of the Project 

	
	NF
	TID
	LRA



	Amount of ISPA funds received to the bank account 
	15,649,240.00*
	15,649,240.00
	15,551,069.00

	
	
	
	

	Transfers of the ISPA funds received from the bank account, total:
	15,649,240.00
	15,648,960.00
	15,551,069.00

	to:TID
	15,649,240.00
	
	

	LRA
	
	15,551,069.00
	

	Contractor
	
	-
	15,551,069.00

	Independent Technical Supervisor 
	
	97,891.00
	

	
	
	
	

	Balance of the ISPA funds received 
	
	280.00
	-

	Balance of the non-utilised advance payment refunded by Safege Consulting Engineers 
	
	2,129.72
	-

	Balance of ISPA funds in the bank account  (without interest, bank charges not deducted)
	
	2,409.72
	-


*In transferring ISPA funds from the EC to the main account in euros of the Transport Sector under ISPA Programme, charges of a foreign bank are deducted; consequently, the amount of ISPA funds received by NF is smaller if compared to that requested in the application for payment to the EC. Charges of the foreign bank deducted in transferring ISPA funds in accordance with the applications for payment of Project 2000/LT/16/P/PT/001 “Upgrading of IX B Transport Corridor“ submitted make up EUR 200.

Conclusions

Balances of ISPA funds accounted in the accounting registers of NF, TID and LRA are reconciled against the balances of bank accounts specified in bank statements. Funds under ISPA Programme received from the EC for the financing of Project “Upgrading of IX B Transport Corridor“ are transferred to the Contractor and Independent Technical Supervisors whereas the balance of ISPA funds not transferred and the balance of the non-utilised advance payment refunded (EUR 2,409.72) are found in the bank sub-account of the Project.

4.2. ELIGIBILITY OF THE EXPENDITURE INCURRED IN THE PROJECT 

Table 5 presents data about the payments actually made to the Contractor and the Independent Technical Supervisor for the implementation of ISPA Project 2000/LT/16/P/PT/001 “Upgrading of IX B Transport Corridor“.  

Table 5

Funds under ISPA Programme and national co-financing means used for the implementation of ISPA project 2000/LT/16/P/PT/001 “Upgrading of IX B Transport Corridor“

	
	
	
	ISPA financed part, EUR
	

	Name of project executor 
	Description of contract
	Total value of the payments made, EUR (6+7)
	Payments from ISPA funds
	Financing of ISPA part from national co-financing funds
.
	Total (4+5)
	Payments from national co-financing funds, EUR

	1
	2
	3
	4
	5
	6
	7

	Kauno tiltai AB
	Stage I of the Project
	12,215,930.00
	9,161,947.00
	_
	9,161,947.00
	3,053,983.00

	Kauno tiltai UAB
	Stage II of the Project
	13,274,551.00
	6,389,122.00
	3,566,791.00
	9,955,913.00
	3,318,638.00

	KAMPSAX
	Independent technical supervision, Stage I of the Project
	89,880.00
	53,928.00
	13,482,00
	67,410.00
	22,470.00

	Safege Consulting Engineers
	Independent technical supervision, Stage II of the Project 
	55,777.70
	41,833.28
	_
	41,833.28
	13,944.42

	
	Total (8)
	25,636,138.70
	15,646,830.28
	3,580,273.00
	19,227,103.28
	6,409,035.42

	
	Loss due to the difference in exchange rates, covered from national co-financing funds (9)
	33,360.00
	
	25,019.00
	25,019.00
	8,341.00

	
	Amount declared to the EC in the final certificate of expenditure  (10=8-9)
	25,602,778.70
	15,646,830.28
	3,555,254.00*
	19,202,084.28
	6,400,694,42


*The amount is made up of: 

a)  Payments from national co-financing means are covered from ISPA funds:

     amount in the final payment application of ISPA part submitted to the EC and the balance of the third intermediate payment not transferred by the EC – EUR 3,552,644.28 (Table 3); 

 balance of ISPA funds in the sub-account of the Project – EUR 2,409.72 (Table 4); 

b) Payments from national co-financing funds:
    Charges of the foreign bank deducted by the EC when transferring ISPA funds, covered from national co-financing funds – EUR 200 (Table 4).
After the implementation of ISPA Project “Upgrading of IX B Transport Corridor“ an actual payment in the amount of EUR 25,636,138.70 was made to the Contractor and the Technical Supervisor. The amount of expenditure declared to the European Commission makes up EUR 25,602 778.70 in the final certificate of expenditure. Loss that was due to the difference in exchange rates (EUR 33,360) was covered from national co-financing funds.
4.2.1. Eligibility of the expenditure incurred by the Contractor 

In evaluating the eligibility of the expenditure incurred by the Contractor of the Project we carried out the following detailed tests:

· Test for the reconciliation of positions of works in Acceptance reports of works performed against the tender;

· Test for the reconciliation of positions of works indicated in Acceptance reports of works performed against the documents supporting the expenditure.

In comparing the positions of works given in Acceptance reports of works performed with the tender we reconciled the data about the works actually carried out provided in Acceptance reports of works performed against the works planned to be carried out in the tender approved.

 We evaluated: 

· Whether the positions of works in Acceptance reports of works performed (Forms 2) were present in the tender approved;

· Whether the common unit cost of positions of works did not exceed the cost of works specified in the tender; if so, whether there were documents substantiating the exceeded amount;

· Whether the positions of works in Acceptance reports of works performed were measured by means of the measures used in the tender approved;

· Whether the positions of works in Acceptance reports of works performed were given at unit costs specified in the tender approved;

· Whether the common unit cost of positions of works (quantity multiplied by unit cost) in Acceptance reports of works performed was calculated correctly.

After evaluating the test results we established that Acceptance reports of works performed included the works approved in the tender, measured by means of measures indicated in the tender and given in approved unit costs and the works did not exceed the cost approved in the tender or the exceeded amount was substantiated by appropriate documentation.

In comparing the positions of works given in Acceptance reports of works performed (Forms 2) with the documents substantiating the expenditure we reconciled the data about the works actually carried out provided in Acceptance reports of works performed against the other documents substantiating the works, namely, construction operations books, taking over certificates of hidden works, intermediate works and structures, declarations of conformity and/or certificates as well as certificates of origin of the materials.

We evaluated:

· Whether the works approved in Acceptance reports of works performed (Form 2) were substantiated by documents proving their actual performance; 

· Whether the quantities of the works carried out approved in Acceptance reports of works performed (Form 2) conformed to the quantities specified in substantiating documents;

· Whether the works approved in Acceptance reports of works performed (Form 2) were carried out and registered in the reporting period;

· Whether all the necessary certificates of hidden and other works were drawn up;

· Whether materials used in the construction process conformed to the quality requirements and whether they had declarations/certificates of conformity and the documents proving their origin.
Findings established during testing related to the origin of the materials used for the Project and the functions performed by the Technical Control Division of LRA are presented in Chapter 4.4.3.2. “Technical Control Division”.

Due to the insufficient traceability of data in some cases (for more about the audit trail of data see Chapter 4.4.5. “Audit trail and accounting system review”) and insufficient filling in of the documents substantiating the works (for more about documentation see Chapter 4.4.3.2 “Technical Control Division”) we performed on-site checks and reviewed the laboratory findings of road pavement samples taken during the checks.

We, together with the Head of Project Implementation Division of LRA and the representatives of Kauno tiltai UAB, the Contractor, and SE Problematika, performed on-site checks on the Vilnius–Kaunas–Klaipėda road sections selected on July 3, 2003. The road sections were selected taking into consideration the risks related to the insufficient documentation of the works carried out on these sections. During the checks measurements of the road sections selected were performed and road pavement samples were taken for laboratory tests. The laboratory tests of the samples were conducted and conclusions were presented by SE Problematika. The conclusions note that the test results conform to projected data and the requirements for asphalt concrete pavement DAT.AD-96 and roadbed DAT.KP-95 governed by the Road Laying and Taking-Over Rules.

Having evaluated the results of on-site checks we can maintain that:

· The works indicated in Acceptance reports of works performed have actually been carried out;

· The quality of the works actually carried out conforms to the requirements set forth in project documentation.

Conclusions

Having conducted detailed tests of the expenditure incurred in the Project and having received additional assurance from the on-site check and laboratory tests we can maintain that the expenditure incurred by the Contractor is eligible under the requirements laid down in the Financing Memorandum unless one decides to make modifications concerning the expenditure (EUR 37,090.06) to the materials raising doubts whether their countries of origin are member states of the European Community and ISPA counterpart countries (for more information see Chapter 4.4.3.2. “Technical Control Division”).

4.2.2. Eligibility of expenditure made by independent technical supervisors for payment

General information

The independent technical supervision of the ISPA Project “Upgrading of IX B Transport Corridor“ has been provided by external companies, such as Kampsax and Safege Consulting Engineers. The companies have been contracted (by Framework Contracts) for technical supervision of three projects (Via Baltica Motorway, Upgrading of IA Transport Corridor and IX B Transport Corridor).

Assessing eligibility of expenditure made by independent technical supervisors for payment, we reviewed payments made by TID and LRA to independent technical supervisors and checked whether these payments correspond to the amounts declared in the final Certificate of Expenditure.

Considering the fact that the expenditure incurred by the project independent technical supervisors make up EUR 145.66 thousand - the amount which is less than the significant sum for audits, we have not tested in detail the documents substantiating expenditure incurred, but checked whether the payments have been made in accordance with the applications for payments submitted by Kampsax and invoices presented by Safege Consulting Engineers.

Reviewed documents:

· Contracts with Kampsax;

· Contracts with Safege Consulting Engineers;

· Terms of Reference for independent technical supervision;

· Payment documents to external company Kampsax;

· Payment documents to external company Safege Consulting Engineers;

· Applications for payment by Kampsax;

· Invoices of Safege Consulting Engineers.

Expenditure made by the independent technical supervisor in Stage I of the Project
The independent technical supervision in Stage I of the Project was performed by the consultant from Kampsax in accordance with the Framework Contract signed between SAO and Kampsax on 7 June 2001 and terms of reference developed by LRA, which defines functions of the independent consultant performing technical supervision and payment terms.

According to payment terms envisaged in the terms of reference, payments for Project supervision performed by the independent consultant were made for each consultant’s day spent in Lithuania (without excluding working days, days-off or holidays) based on schedules presented by the consultant. 

TID made the following transfers to Kampsax: on 5 September 2001 – EUR 53, 928 and on 15 April 2003 – EUR 13, 482 of funds under ISPA. The payment of the national co-financing share was made on the basis of the Service Contract No 38 signed between LRA and Kampsax on 4 March 2002. Following the Service Contract, LRA made the following transfers to Kampsax: on 14 March 2002 – EUR 17, 976 and on 15 April 2003 – EUR 4, 494. Thus, the payments made, according to applications for payment for the technical supervision in Stage I of the Project submitted by Kampsax, constitute EUR 89, 880.
Expenditure made by the independent technical supervisor in Stage II of the Project
The independent technical supervision in Stage II of the Project was performed by the consultant from Safege Consulting Engineers in accordance with the Framework Contract signed between SAO and Safege Consulting Engineers on 7 July 2001 and terms of reference developed by LRA, which defines functions of the independent consultant performing technical supervision and payment terms.

According to payment terms envisaged in the terms of reference, payments for Project supervision performed by the independent consultant were made for the consultant’s working day based on schedules presented by the consultant, as well as paid the consultant’s cost-of-living allowance and other expenditure necessary to fulfil obligations in accordance with the documents substantiating the expenditure incurred. 

On 9 September 2002 TID made advance payment of EUR 43, 963 of funds under ISPA and on 24 October 2002 LRA transferred (in accordance with the Service Contract No 512 signed between LRA and Safege Consulting Engineers on 5 September 2002) the amount of EUR 14, 654.4 of national co-financing funds. 

In accordance with the final payment account submitted by Safege Consulting Engineers to TID, the company has not made expenditure for the entire advance amount received, therefore, in June 2003 Safege Consulting Engineers refunded unused advance funds: to the ISPA bank sub-account No 4932419 disposed of TID – EUR 2 ,129.72 of funds under ISPA, to LRA’s budget account No 100002456303 – EUR 709.98 of national co-financing funds. Thus, the payments made according to accounts submitted by Safege Consulting Engineers for the technical supervision in Stage II of the Project constitute EUR 55, 777.7.
Findings

The terms of reference of the technical supervision in Stage I of the Project envisaged the payment to independent technical supervisor for each supervisor’s day spent in Lithuania based on his submitted schedules, but not on the documents substantiating expenditure. Under such payment conditions, when reimbursable costs are included into the consultant’s daily fees and per diem expenses, a possibility to control factual consultant’s work and expenditure incurred decreases, therefore, such type of payment is not effective.

Risk

Reimbursable costs, included into the consultant’s daily fees and per diem expenses, actually may not be incurred. The independent supervisor may not use all the period indicated in the contract effectively.

Recommendation

To elaborate expenditure items in the terms of reference of technical supervision of ISPA projects, indicating payment for a consultant’s working day, consultant’s per diem and other (reimbursable) costs necessary for fulfilment of obligations specified in the terms of reference

Conclusions 

The payments to independent technical supervisors declared to the European Commission correspond to payments actually made. 

4.3. FINAL PROJECT REPORT

General information

Chapter III of Annex III.1 to ISPA Financing Memorandum indicates that the Community’s assistance balance shall be paid, if the European Commission is furnished with the Final Project Report. In March 2003 LRA drafted the Final Project Report, which was presented in the fifth meeting of the Monitoring Committee held on 1 April 2003. 

Analysing the said Final Project Report, we assessed whether the final report presents all information required by the Financing Memorandum, and whether the report appropriately complies with the level of attaining the Project objectives set.

Reviewed documents

· Final Report of ISPA Project 2000/LT/16/P/PT/001 “Upgrading of IX B Transport Corridor”;

· Lithuanian Motorway Project. Upgrading of IXB Corridor. Investment Project. Part II, prepared by the Transport and Road Research Institute in 2000. 

Findings regarding the Final Project Report, presented in ISPA Monitoring Committee 

· Chapter V(C) of Annex III.1 to the Financing Memorandum specifies presentation of expenditure of environment activities. The Final Report presents activities taken to ensure protection of the environment, but does not present costs of these activities taken.

· Chapter V(C) of Annex III.1 to the Financing Memorandum specifies presentation of way in which the measure will be managed once completed, however, the Final Report does not establish the said ways. 

· The Final Project Report lacks evidence that the objective to cut motor transport costs declared in the Report has been pursued. The Final Project Report also does not present analysis of the achieved objectives referred to in the Financing Memorandum and Final Project Report: 

· extension of road pavement lifetime;
· reducing road maintenance and repairs costs. 
· The Final Report, indicating the level of achievement of Project internal rate of return, presents the comparison of factual rates not with the rates indicated in the Financing Memorandum, but with the planned rates presented in the investment project for 2000, which was developed on the basis of feasibility studies in 1999 having performed some adjustments of volumes of work and performance dates. 

Recommendations

· To present in the Final Project Report all the information required by the Financing Memorandum;

· To compare the actual indicators with the planned indicators referred to in the Financing Memorandum when presenting the achievement of the planned indicators in the final report; to specify the source of data as well as the reason for choosing them and to explain the differences between the data given in the Financing Memorandum and the data taken from the source chosen when indicators different from that presented in the Financing Memorandum are used.
LRA actions

With reference to our findings and recommendations, LRA supplemented and adjusted the Final Project Report presented in the ISPA Monitoring Committee and developed version 1.2 of the Final Project Report which was submitted to the State Control Office (National Audit Office of Lithuania) on 8 December 2003.

Reviewed document

The Final Report (version 1.2) of ISPA Project 2000/LT/16/P/PT/001 “Upgrading of IX B Transport Corridor“.

Conclusions

The Final Project Report does not contain any significant inadequacies, especially regarding the implementation of the Project in pursuing the objectives set. The Report appropriately comply with the level of attaining the main objective set – performance of work related to road strengthening and widening.

4.4. INTERNAL CONTROL SYSTEM

According to the provisions of Chapter VII “Financial Management and Control” of Annex III.1 to the Financing Memorandum, the Beneficiary country had to establish and implement management and control systems
 by 1 January 2002. Section II “Management and Control Systems”, Annex III.4 to the Financing Memorandum presents the following requirements for management and control systems: 

· Clear definition of functions, their distribution and separation between bodies and within them.

· Effective systems for ensuring that the functions are performed in a satisfactory manner.

· Reporting to the authority responsible on the performance of their tasks.

Management and control systems have to ensure:

· proper implementation of ISPA assistance in accordance with the principles of sound financial management principles.

· That expenditure declarations presented to the Commission are accurate and emanate from accounting systems based on supporting documents which are open to verification.

Seeking to asses whether management and control systems are in line with the requirements laid down in the Financing Memorandum, we assessed:

· functions of bodies, related to implementation of the Project financed under ISPA programme;

· segregation of management and control functions between bodies and staff of bodies;

· fulfilment of functions assigned to bodies and staff;

· availability of written procedures in institutions;

· reports submitted by bodies;

· internal audit functions related to internal control assessment of NF, TID and LRA.

We have also assessed:

· audit trail;

· accounting system;

· use of IT systems.

4.4.1. Internal control system in the National Fund
4.4.1.1. Functions of the National Fund
General information

National Fund’s activities, related to financing of projects under ISPA programme, are regulated by the Memorandum of Understanding on the utilisation of NF for ISPA signed on 14 December 2000. The National Fund is headed by the National Authorising Officer (NAO). Pursuant to the Memorandum of Understanding, the functions assigned to NAO related to administration of ISPA programme:

· to provide the Commission with the application for ISPA funds and to administer these funds; 

· ensure the flow of national co-financing and co-financing from other sources, as prescribed in the Financing Memoranda of ISPA programmes;

· to transfer funds to implementing agencies by the procedure established by the Financing Agreement;

· participate in the ISPA Monitoring Committee;

· after implementation of ISPA measures, to recover unused or unduly paid funds from implementing agencies;

· after approval by ISPA co-ordinator, appoint SAO and conclude Financing Agreements with an implementing agency;

· ensure that information in the financial accountability system of ISPA funds is constantly updated.

NF is to provide the Commission with information about irregularities, refund of unduly paid amounts under ISPA programme and on-the-spot checks in accordance with the requirements of MoF. 

Pursuant to Financing Agreement, signed between NF and TID, as ISPA Implementing Agency, NF has been assigned the following main functions:

· to endorse and approve applications for payment submitted by TID and to forward them to the European Commission.

· ensure the flow of national co-financing and co-financing from other sources.

· transfer all advance, intermediate payments and balance to sub-accounts of projects after their transference by the European Commission to the national Fund.

To fulfil the functions of NF in the Ministry of Finance, the National Fund Department (NFD) has been established. During the implementation of the Project, ISPA programme was administered by two officials of the Department, i.e. a chief specialist, fulfilling accountant’s function, and a senior specialist, fulfilling financial controller’s function. At present ISPA programme is administered by three officials.

During the implementation of the Project the experience of NFD officials in the area of ISPA programme administration was not extensive. The National Fund Department was established in April 2001, and the commencement date of the implementation of Stage I of ISPA Project 2000/LT/16/P/PT/001 “Upgrading of IX B Transport Corridor“ was end-June 2001. 

NFD officials, administering ISPA programme, in implementation of Stage I of the Project followed the Regulations of the Department, job descriptions, and in implementation of Stage II – the Work Procedures Manual for ISPA and PHARE Programmes of the National Fund, Regulations of the Department, job descriptions, and Agreements on EU financial assistance between the Republic of Lithuania and European Commission.

Implementing Stage I, NF had not any developed Work Procedures Manual for ISPA Programme. The Manual was approved on 11 January 2002 by the Minister of Finance Order No 12. Supplemented Work Procedures Manual for ISPA Programme was approved on 21 December 2002. On 8 July 2003 the third revised version of the Work Procedures Manual for ISPA Programme of the National Fund for the Implementation of the European Communities Assistance Programmes in the Republic of Lithuania came into force.

Documents reviewed
· Work Procedures Manual for PHARE and ISPA Programmes of the National Fund, approved on 11 January 2002 by the Minister of Finance Order No 12 (applied during the implementation of the Stage II of the Project);

· Work Procedures Manual for ISPA Programme of the National Fund, approved on 21 December 2002 by the Minister of Finance Order No 407;

· Work Procedures Manual for ISPA Programme of the National Fund for the Implementation of the European Communities Assistance Programmes in the Republic of Lithuania, approved on 8 July 2003 by the Minister of Finance Order No1K-192;

· Regulations of the National Fund Department, approved on 22 May 2001 by the Minister of Finance Order No 144;

· Regulations of the National Fund Department, approved on 27 February 2002 by the Minister of Finance Order No 53;

· jobs descriptions of NFD officials administering ISPA programme;

· bank statements, ISPA project accounts cards, ISPA balance on 30 June 2003.

Findings

· Implementing the Stage I of the Project, NF had no detailed procedures establishing the method of administration of ISPA funds. The officials of the Department fulfilled their functions following only the Regulations of the Department and job descriptions.

· Implementing the Project the timing for transference of ISPA funds from the main bank account opened for ISPA programme to the Project sub-account was not precisely defined. Observing the Financing Agreement between NF and TID, which was in force at that time, after the transfer of all intermediate payments and balance by the European Commission to the national Fund, the latter should “immediately“ transfer the funds received to the sub-accounts of the projects. Without setting dates, the period for transference these funds ranged from 1 to 14 days.

The Work Procedures Manual for ISPA Programme of the National Fund, being in force since 8 July 2003, describes on-the-spot checks procedures and sets a specific date for transference of ISPA funds from the main account for ISPA programme to the Project sub-account.

Findings

During the implementation of the Project the use of interest was not precisely defined. According to the Memorandum of Understanding on NF Activities Related to Administration of ISPA Programme, EC submits additional recommendations on utilisation of interest. During the implementation of the Project no guidelines on this matter were provided by EC. The interest of the Project accrued is kept on bank accounts.

During the implementation of the Project, NF sent queries to EC regarding the utilisation of interest. The European Commission responded by the letter of 8 May 2003 where expressed its opinion on the interest utilisation concept proposed by Lithuania.

Findings

During the implementation of the Project, neither procedure for temporary financing of ISPA part from national co-financing funds nor sources were established.

On 28 January 2003, the Government of the Republic of Lithuania by Resolution No 103 On the Issue of Mandate in Implementation of the Republic of Lithuania Law on the Approval of Financial Indicators of the State Budget and Municipal Budgets for the Year 2003“ deputed the Ministry of Finance to cover the temporary shortfall of funds under EU assistance programmes from circulating funds and borrowed funds of the State budget. In pursuance of this Resolution, on 31 March 2003 the Minister of Finance Order No 1K-084 “On Coverage of Temporary Shortfall of Funds under EU Assistance Programmes from circulating funds and Borrowed Funds of the Republic of Lithuania State Budget for 2003.“

4.4.1.2. Internal Audit

General Information
The internal audit function in the National Fund Department is carried out by the Internal Audit Division of the Ministry of Finance which was established on 13 June 2000 and is subordinate to the Minister of Finance. 

In its activities, the Internal Audit Division observes the following regulatory enactments regulating the internal audit and administrative enactments:

· Republic of Lithuania Law on Internal Control and Internal Audit;

· Regulations (Charter) of the Divisions approved on 1 August 2002 (revised version of 9 May 2003);

· Internal Audit Manual approved in 2000;

· Internal Audit manual of the National Fund approved in 2001.

The Regulations of the Division provide for the control and assessment of administering and utilisation of funds received from the European Union, foreign institutions or funds. The Internal Audit Division carried out three audits of the EU programmes, one of which the audit of ISPA programme “Administering of Funds Allocated for the Development of NF Transport and Environment Infrastructure“.

The Division has developed and agreed with the Minister of Finance the annual internal audit plan, which envisages to perform the supervision internal audit on the utilisation of the EU assistance funds. During the audit the strategic plan of activities was under development.

During the audit, the Internal Control Division employed two auditors and a head of the Division. One auditor in this Division has been working only since mid-2001, and the other one was employed only at the beginning of 2003. 33 units are attributed to the internal audit field of the Ministry of Finance. The above-mentioned three officials in the Internal Audit Division of the Ministry of Finance carry out both audits on utilisation of budget funds and on utilisation of EU funds.

During our audit we did not obtain any additional assurance from the results of internal audits 
Documents reviewed

· Regulations (Charter) of the Internal Audit Division approved on 9 May 2003;

· Job descriptions of officials;

· Internal audit plan of the Ministry of Finance for 2003;

· Report on Administration of Funds Allocated for the Development of Transport and Environment Infrastructure of the National Fund. Internal Audit Service of the Ministry of Finance of the Republic of Lithuania, 4 April 2002 – 10 May 2002.

Findings

· The annual Internal Audit Plan identifies indefinite objectives of administration and utilisation of EU assistance funds;

· The officials’ experience in the sphere of audits of EU assistance funds is insufficient; 

· Insufficient number of officials. 

Risk

The internal audit function, related to assurance of internal control effectiveness of NF, may be carried out ineffectively due to insufficient number of officials in the Internal Audit Division.

Recommendation

To increase the number of officials. To assign concrete officials to audits of administering and utilisation of EU programmes and to establish conditions for development of their professional skills in the field of audit of EU programmes.

_________________________

Conclusions

During the implementation of the Project, the internal control system of the National Fund was under development. At present, moving to EDIS, the methods developed and the control system established allows to presume that in principle current internal control system of the National Fund meets the requirements for internal control system laid down in the Financing Memorandum.

4.4.2. Internal control system in the Transport Investment Directorate

General information

TID activities are regulated by the Government of the Republic of Lithuania Resolution No 1009 On Reorganisation of Lithuanian European Standard Railway Directorate, by which the institution is assigned to draw up transport and border control posts development projects, implement international border control posts development projects, fulfil the functions of design of international border control posts and client’s functions regarding the construction of posts. 

On 28 June 2001, the Director of TID, appointed as SAO for transport, and NAO signed the Financing Agreement which provides for that SAO for transport responsible for the overall fulfilment of ISPA functions attributed to the Implementing Agency: administrative, financial and technical management, monitoring and accountability of ISPA projects.

By the Government of the Republic of Lithuania Resolution No 1479 “On the Approval of the Procedure for Drafting and Conclusion of Financing Memoranda between the Government of the Republic of Lithuania and Commission of the European Communities“ ISPA Implementing Agency has been attributed the following responsibilities:

· tendering and contracting; 

· payment and technical implementation of projects under ISPA programme. 

With regard to a possibility to transfer project implementation functions to other institution provided by Chapter 2 of Annex III.2 to the Financing Memorandum, TID has delegated a part of its functions to the Beneficiary (LRA) by ISPA Implementation Administrative Settlement Related to the Division of Tasks and Responsibilities between Implementing Authority and Final Beneficiaries (hereinafter referred to as Administrative Settlement), which defined tasks, functions, duties and responsibilities of the bodies concerned (TID and LRA).

Documents reviewed

· Regulations approved by the Minister of Transport Order No 17 of 15 January 1996;

· Regulations approved by the Minister of Transport Order No 3-189 of 3 May 2002;

· Job descriptions of officials responsible for ISPA programme administration, approved by Order No 01-15-14 of 4 July 2001 and Order No 14 of 4 July 2002;

· Financing Agreement on the implementation of ISPA projects between NF and TID, 28 June 2001;

· ISPA Implementation Administrative Settlement Related to the Division of Tasks and Responsibilities between the Implementing Authority and Final Beneficiary (TID and LRA), 22 September 2001.

Findings

· During the implementation of Stage I of the Project, TID observed the Regulations approved on 15 January 1996, where particular tasks and functions related to ISPA Programme administration were not specified for the Transport Investment Directorate, as ISPA Implementing Agency. The aforementioned Regulations were supplemented only on 3 May 2002.

· During the implementation of Stage II of the Project, TID observed the Regulations approved by the founder on 3 May 2002. After the establishment of two management units, due to new functions arisen, the new structure was approved by the Director of TID Order No 01-15-09a of 3 July 2002, which was supplemented by the Order No 1.3-20 of 14 August 2003. However, after the change in the structure of the institution TID Regulations have not been supplemented.
Risk

Delayed amendment or supplementing of administrative enactments regulating activities of the institution may have an adverse effect on activities of the institution and on the quality of administration of the projects implemented.

Recommendation

To make amendments to the administrative acts governing the activities of the body on due time following the changes in the structure of the body as well as modifications of the objectives and functions of the structural units of the body.

Findings

TID shares common premises with the Ministry of Transport and Communications.

Risk

Absence of TID’s premises, separated from those of the Ministry of Transport and Communications, increases a risk for data security.

Recommendation

To ensure security of documents kept by TID.

4.4.2.1. Conclusion of works and service contracts under the Project

ISPA Implementing Agency is responsible for tendering and contracting. Following the ISPA Implementation Administrative Settlement Related to the Division of Tasks and Responsibilities between the Implementing Authority and Final Beneficiary, tendering and contracting function is attributed to LRA, TID performs the control of fulfilment of tasks related to the tender and contracting procedure assigned to Beneficiaries. 

Award of works contracts

General information

The tender for works related to the Project implementation Stage I was launched on 17 February 2001. Bids were submitted by 3 tenderers.

The tender for works related to the implementation of Stage II of the Project was launched on 6 February 2002. Bids were submitted by 3 tenderers.

Tender dossier of Stage I of ISPA Project 2000/LT/16/P/PT/001 “Upgrading of IX B Transport Corridor“ was prepared in 2000 in accordance with the provisions of DIS
 Manual being in force during that time. The tender was launched in 2001 following the requirements of PRAG, which came into force at the beginning of 2001, to the extent it was consistent with the provisions of DIS Manual. Tender dossiers of Stage II of the Project were drafted and the tender organised observing the PRAG requirements.

Documents reviewed
· Tender dossier;

· Contract Forecasts;

· Contract award notices;

· Procurement notices;

· Correspondence between LRA and TID;

· Correspondence with the EC Delegation;

· Correspondence with applicants;

· Tender evaluation reports;

· Contracts awarded.

Findings on Stage I of the Project

Findings

If compared to the part of tender documents "Instructions for Tenderers", not all the criteria for the selection and award of the successful tenderer were provided in the Works Procurement Notice. The experience and financial ability requirements for the partner in charge of the consortium and other partners referred to in the “Instructions for Tenderers” differ from those applied for single tenderers, but the notice does not indicate it. 

Risk

Not all the Tenderers satisfying the selection criteria could participate in the Tender due to incomplete information presented in the procurement notice.

Findings

Though DIS Manual formulated the requirement for origin of supplies, a certain ambiguity exists in its application for works contracts, however the requirement for origin of supplies applied to tenderer is obligatory in the works procurement notice according to Annex to DIS Manual. Article 8 of the procurement notice of Stage I of the Project states that all goods provided for this contract must originate from the Member States of the European Community and ISPA counterpart countries. Article 75 of Part II “Special Conditions”, Volume 2 of the Tender dossier also indicates that the Contractor can not purchase goods produced in countries that are non-member states of the European Community or not ISPA counterpart countries.
The tender bid of the successful Contractor does not satisfy the requirements for origin of goods specified in the mentioned documents. Kauno tiltai AB indicated in the tender bid that the company envisages to use geo-textile, produced in the USA, and reinforcement, produced in Russia, though these countries do not belong to the eligible counties and regions
. Besides, evaluating correspondence of tender bids to origin criteria, only correspondence to nationality criteria was evaluated, while no evaluation of origin of goods was performed.

Organising the Tender for works of the Project Stage II, the requirements for tenderers specified in the procurement notice were in compliance with Tender dossier and the evaluation of the compliance to the requirements for origin of goods was performed. 

Findings concerning Stage II of the Project

The Works Contract for the Project Stage II has been signed with the Contractor for the amount which is higher than the balance of the Financing Memorandum after the execution of works in Stage I. The Contract does not specify the amount to be funded in accordance with the provisions laid down in the Financing Memorandum from total funds of national co-financing and EU funds, as well as the amount to be funded solely from national co-financing funds. ISPA financing share makes up 75% of total contract value, including the amount exceeding the one referred to in the Financing Memorandum. Thus, the Works Contract for the Project Stage II exceeds EU commitments indicated in the Financing Memorandum.

Whereas the expenses actually covered for works executed in Stages I and II of the Project and for independent supervision were lower than maximum amounts referred to in the Contract (see Table 1 of the Report), the amount of funds allocated to the Project and EU commitments, as well as the proportion against national co-financing did not exceed those specified in the Financing Memorandum.

Recommendation

To make sure that when signing a contract with a contractor for an amount larger than that provided for in the Financing Memorandum the ISPA part stipulated in the Financing Memorandum is not exceeded in the contract and to define which amount under the Financing Memorandum is co-financed by means of the Lithuanian and EU funds and which amount is financed using the Lithuanian funds alone.
Other Findings concerning the Tender

Findings

· Quantities indicated in the tender’s bills of quantities (Volume 4) are difficult to be compared with the quantities indicated in the estimate, because codes and names attributed to types of work differ. 

· Discrepancies in prices between the tender bid and the Contracting Authority’s estimate are difficult to be assessed, because the tender bid indicates common unit cost of position of works, and the unit cost of every position of works in the estimate is detailed by direct expenditure components, i.e. wages and salaries, materials and mechanisms, as well as the accruals from direct expenditure expressed in percentage are also stated.

Risk

The Evaluation Committee and auditors can not perform an objective assessment of discrepancies in prices between the tender bid and the estimate. 

Recommendation to TID and LRA

To draft an intermediate document on the basis of the project’s estimate in which the works would be combined using the same system as that employed in tender’s dossier bills of quantities, however, it should be done in such a way so that the position of the works combined would remain presented in detail by works and a common unit cost of position of works would be given (including premiums expressed in percentage).

Findings

Absence of the General Register of Tenders in LRA.

Risk

Increase in number of projects implemented and tender bids received, respectively, may cause a risk of inadequate audit trail.

Recommendation

LRA should develop a General Register of Tenders.

LRA actions
During the audit LRA, considering our Findings and recommendation, developed the General Register of Tenders.

Conclusions

Tendering for works was carried out following all the deadlines for contract forecasts, procurement notices, submission of bids, period of validity and etc. set by PRAG. All the required documents have been (ex-ante) approved by the EC Delegation: contract forecasts, tender dossiers, evaluation reports, works contracts. 

Service contracts award

General information

Request for services for the Project implementation Stage I was sent on 2 April 2001, the successful tenderer is Kampsax; request for services for the Project implementation Stage II was sent on 27 May 2002, the successful tenderer is Safege Consulting Engineers.
The tenders for services were launched following the PRAG requirements and the requirements for Framework contracts. 

Documents reviewed

· Requests for services ;

· Terms of reference;

· Correspondence between LRA and TID;

· Correspondence with the EC Delegation;

· Correspondence with tenderers;

· Evaluation reports;

· Contracts awarded.

Findings

During the Tender of the Project Stage II, 3 persons were appointed by the order of SAO for transport to be the members of the Evaluation Committee, though pursuant to the Guide to Framework Contract Procedures, the evaluation is carried out by 2 persons and the third evaluator may be appointed only in case of disagreement between the two said evaluators. It is not set in the Order who are the 2 evaluators of the 3 named nominated to carry out evaluation of offers and who is nominated to evaluate in the case of disagreement. 

Conclusions

Tenders for technical assistance of the project Stages I and II were launched following PRAG requirements and the requirements for Framework contracts. 

4.4.2.2. Project implementation and its technical supervision

During the implementation of ISPA Project “Upgrading of IXB Transport Corridor”, SAO for transport signed contracts with independent technical supervisors, i.e. with companies Kampsax and Safege Consulting Engineers.
Documents reviewed

· Contract with Kampsax;

· Contract with Safege Consulting Engineers;

· Work Procedures Manual of ISPA Implementing Agency, approved on 13 June 2003.
Findings

· During the implementation of Stage II of the Project, TID failed to fulfil the requirements laid down in paragraph 6.21 of the Founder’s Regulations approved by Order No 01-18-129, by which TID was attributed the functions related to performance of physical on-the-spot checks. 

· During the Project implementation there were no procedures envisaged for TID’s on-the-spot checks (carrying out the control of technical supervision). Work Procedures Manual of ISPA Implementing Agency, approved on 13 June 2003, did not set methods and sequence of the procedures for physical on-the-spot checks. 
Risk

Due to failure to fulfil functions envisaged in the Regulations, the technical supervision of projects implemented may be insufficient, therefore, the quality of works may suffer and payments may be made for unduly executed project implementation works. 

Recommendations

· To set the procedures for control of technical supervision and on-the-spot checks in the TID’s Work Procedures Manual. 

· To ensure fulfilment of functions and procedures related to control of technical supervision referred to in the Regulations of the institution, job descriptions of officials and Work Procedures Manual of ISPA Implementing Agency. 
TID actions

During the audit, TID, in September 2003, supplemented the Work Procedures Manual with Part 5.7 “On-the-spot Checks” which envisaged the procedures for carrying out technical (related to technical supervision control), financial and administrative checks. 

Findings

Subsequent reports did not present problems detected by independent technical supervisors and issues of their elimination. 

Risk

Insufficient documentation of technical supervision works may cause payments made for unduly performed works and insufficient quality of works of projects implemented. 

Recommendation

To supplement Part 6.10.2 “Monthly Report Developed by an Engineer” of the Work Procedures Manual of ISPA Implementing Agency, indicating that subsequent reports submitted by an engineer should present the information whether shortcomings referred to in previous reports have been eliminated. 

4.4.2.3. Financial supervision and control of the Project

General information

Paragraph 6.6 of the Regulations approved by the Minister of Transport and Communications No 01-18-129 of 9 May 2002 states that TID checks, registers and certifies expenditure invoices of projects, makes payments from the Paying Agency’s sub-accounts kept in the Bank of Lithuania.

Documents reviewed
· TID orders;

· Audit trail of financial flows approved by the Director of TID;

· Regulations of the EU Project Management Unit and Work Procedures Manual approved by the Director of TID Order No 1.3-13 of 13 June 2003;

· Job descriptions of officials involved in accounting and control of funds under ISPA Programme, approved by the Director of TID Order No 1.3-13 of 4 July 2001 and order No 14 of 4 July 2002. 

Findings

· During the Project implementation and during the audit, TID had no detailed description of financial activity procedures. TID officials, involved in financial supervision of ISPA projects, in their work followed the Audit trail of financial flows approved by the Director of TID, however description of the flow of documents presented in Part II “Basic Cash Flow Model” of the document is not enough detailed and it is not indicated which officials should check and certify financial documents, based on which the entries are made on applications for intermediate and final payments and payments made to Beneficiaries. The description does not indicate in which manner and in accordance to which documents the works referred to in the Acceptance reports of works performed are possible to trace as actually and duly performed works. 

· During the Project implementation, segregation of accounting and control functions related to financial documents of TID has not been properly ensured. Financing of ISPA projects in the transport sector, management of accounts, handling of documents received from LRA, as well as registration, verification and certification of invoices received from Beneficiaries, have been performed by one person – chief accountant. At the same time, the chief accountant was responsible for accounting of State budget funds allocated for TID’s maintenance. TID recruited a chief specialist only on 16 September 2002, when half of the Project Stage II had been implemented. The chief specialist was attributed the functions of verification and recording of expenditure under ISPA projects.
Risk

The absence of a proper segregation of duties may cause errors in accounting having an adverse impact on correctness of applications for payment and final certificate of expenditure.

Recommendation

With regard to the fact that financing, management of accounts and control functions of the Financial Accounting and Reporting Division were segregated starting from 16 September 2002, and the Work Procedures Manual of ISPA Implementing Agency was developed and approved on 13 June 2003, we would recommend to ensure the control of segregation of functions and observance of procedures referred to in the Work Procedure Manual.

4.4.2.4. Internal Audit

General information

The internal audit functions in TID are carried out by the Internal Audit Division of the Ministry of Transport and Communications, established on 1 May 2000. 

During the implementation of the Project, the Internal Audit Division followed the Regulations (Charter) of the Division and job descriptions. By the Regulations the Division was attributed the functions related to checking and assessment of administration of funds received from the EU institutions or special funds, as well as to checking and assessment of implementation of programmes and projects financed from the resources of the EU funds. The Internal Audit Manual, developed in March 2003, does not present a separate methodology for auditing administration of ISPA funds. During the audit the aforementioned part of the Manual was under preparation.

The Division has developed the annual internal audit plan. During the audit, the strategic activity plan was under preparation.

The Internal Audit Division employs 4 officials. The auditors’ professional skills for the audit of administration of resources of the EU funds were inadequate, because two auditors were recruited in autumn 2002, and one more official was recruited in mid-2003. The head of the Division has long-lived experience in financial control and management.

In 2002 the Internal Audit Division carried out the audit of the internal control system of TID and the audit of the implementation of ISPA Project “Upgrading IXB Transport Corridor” by TID and LRA. 

During our audit we did not obtain any additional assurance from the results of internal audits.
Documents reviewed

· Regulations (Charter) of the Internal Audit Division;

· Job descriptions of officials;

· Annual work plan (for 2003);

· Internal Audit Manual, March 2003;

· Audit reports: on TID Internal Audit System; on the Project “Upgrading IXB Transport Corridor” implemented by TID and LRA.

Findings

· The Internal Audit Manual of the Internal Audit Service of the Ministry of Transport and Communications was prepared only in March 2003;

· Officials’ experience in the field of audits of the EU assistance funds is inadequate;

· Insufficient number of officials to ensure effective performance of functions attributed to the internal audit service. Officials of the Internal Audit Division carry out not only the audits of utilisation of the EU funds, but also audits of utilisation of State budget funds allocated to the Ministry of Transport and Communications, its subordinate institutions and institutions falling under the sphere of its regulation.

Risk

Insufficient number of officials in the Internal Audit Division may cause ineffective performance of internal audit function, related to assurance of internal control efficiency in TID.

Recommendation

To increase the number of officials. To attribute audits of administration of the EU programmes to particular officials and to create conditions for the development of their professional skills.

_________________

Conclusions

During the Project implementation, the Transport Investment Directorate had not ensured proper segregation of accounting and control functions related to financial documents, had not developed procedures for work with projects financed from ISPA funds, including the procedures for technical supervision control and physical on-the-spot checks. During the Project implementation the internal control system in TID was satisfactory to prevent from inadequacies and errors. 

In preparation for EDIS, TID developed work procedures. The Work Procedures Manual was approved on 13 June 2003.

4.4.3. Internal control system in the Lithuanian Road Administration 

General information

Lithuanian Road Administration is a Beneficiary under ISPA programme, responsible for co-ordination of the development of road network, planning, construction, repairs, maintenance of roads, development of road infrastructure, safe traffic and control policies of construction and maintenance of all bridges within the territory of Lithuania.

SAO for transport has delegated a part of his functions to the Beneficiary by ISPA Implementation Administrative Settlement Related to the Division of Tasks and Responsibilities between the Implementing Authority (TID) and Final Beneficiary (LRA), signed on 22 September 2001. However, TID is responsible for monitoring of the execution of functions transferred to LRA and certification of applications for payment prepared by LRA, as well as certification of tender dossier. In accordance with the aforementioned Administrative Settlement, the Lithuanian Road Administration was attributed the following key functions and duties:

· drafting of tender dossier and contracts;

· preparation of applications for payment;

· technical implementation (general technical implementation following works contracts and FIDIC rules, appointment of FIDIC engineer and project manager);

· payment of approved invoices to contractors from ISPA and national co-financing funds;

· implementation of a separate accounting system of ISPA projects or other adequate accounting codification. 

The Director General of LRA, following the Administrative Settlement, appointed the following officials for the implementation of investment projects under the ISPA programme: Deputy Director General appointed as senior executive, Head of Foreign Investment and European Integration Division – as project manager, Head of Technical Control Division – as FIDIC engineer, Senior Specialist of Finance and Accounting Division –as ISPA accountant. The Foreign Investment and European Integration Division is assigned, in collaboration with the Technical Control Division, Long-term Road Planning Division, Bridge Division, Finance and Accounting Division and Traffic Safety Service, to implement investment projects under the ISPA programme. The Deputy Director General is attributed the task of carrying out the control of the execution of the task assigned.

LRA has five-year experience in administration of projects funded from international financial institutions and the EU. 

Documents reviewed

· Regulations of the Lithuanian Road Administration under the Ministry of Transport and Communications, approved by the Minister of Transport Order No 367 of 12 December 2000 and their adjustments, approved on 17 April 2001 by Order No 128, on 5 October 2001 by Order No 303;

· ISPA Implementation Settlement related to the Division of Tasks and Responsibilities between the Implementing Authority, i.e. the Ministry of Transport and Communications, and the Final Beneficiary, i.e. Lithuanian Road Administration, 22 September 2001;

· LRA Internal Rules of Procedure. 

4.4.3.1. Foreign Investment and European Integration Division

General information

The main functions approved in the Regulations of the Foreign Investment and European Integration Division related to management and administration of projects funded under ISPA programme:

· to co-ordinate the planning and implementation process of the EU technical and financial assistance.

· assure development and implementation of investment projects, funded from international financial institutions and the EU funds.

· participate in tendering procedure of international tenders and to get involved in activities of the Evaluation Committee.

· co-ordinate and arrange the receipt of funds from international financial and the EU institutions and payment for works, supplies and services.

· prepare reports on the implementation of investment projects.

· co-ordinate planning and implementation of the technical support.

Documents reviewed

· Regulations of the Foreign Investment and European Integration Division;

· Job description of the Head of Foreign Investment and European Integration Division and job descriptions of officials involved in administration of the ISPA programme, approved by the Director General Order No 81 of 12 October 2001 and Order No 49 of 4 January 2002; 

· Director General Order No 60 of 20 August 2001, by which the ISPA project manager has been appointed;

· Checklists used by the Foreign Investment and European Integration Division.
Findings

During the implementation of the Project, there were no Work Procedures Manual for ISPA Programme and work procedures described in separate documents were not detailed.

Risk

Without clearly defined activity procedures performed by the Division and its staff, arises a risk of insufficient fulfilment of functions and duplication risk. 

Recommendation

To prepare and approve detailed work procedures for administration of ISPA programme.

LRA actions
During the audit LRA, considering our findings and the recommendation, developed and approved the Work Procedures Manual which has been submitted to TID for approval.

Findings

In order to verify invoices to be paid a checklist is filled in, which is signed by 4 officials. During meetings and interviews we found out that documents are checked by all the questions indicated in the checklist by one official – a chief specialist, while other officials, signing the checklist, check the documents by all the questions indicated in the checklist within the limits of their competence and functions performed, however, they sign for all the documents checked.

Risk

The officials signing for the items checked by other officials assume responsibility for works they have not carried out.

Recommendation

To split the questions on the checklist in accordance with the documents checked by officials and their competence so that the responsibility of the official who performed the verification of the documents would be clear.

LRA actions

During the audit, LRA, considering our findings and the recommendation, formed a new checklist where items were presented by documents checked and by competence of the officials. 

Findings

· Paragraph 2.8 of the chief specialist’s job description approved by the Director General of LRA Order No 49 of 1 July 2002 indicates that the chief specialist has to control documents of payments to Contractors and draft payment accounting documents. Thus, the chief specialist’s functions of payment documents control are not segregated from the function of drafting payment accounting documents. 
· During the implementation of the Project, job descriptions of the Deputy Head of Foreign Investment and European Integration Division and two senior specialists indicate functions related to management of ISPA and other investment projects, computerised financial accounting, however codes giving the right to enter data into accounting registers of Access software are assigned to one of the senior specialists and a chief specialist, whose job descriptions do not envisage this function.

Risk

Officials, fulfilling the functions which are not attributed to them, may unduly perform the said functions due to unidentified responsibilities. 

Recommendation

To revise functions indicated in job descriptions considering actual functions and establish data entry procedures.

LRA actions
During the audit, LRA considered our findings and the recommendation and revised the officials’ functions specified in job descriptions according to actually performed functions and established procedures for data entry into software.
Findings

At the beginning of the Project, i. e. from 21 June 2001 to 20 August 2001, no officials responsible for the implementation of the project financed from ISPA funds were appointed. The Project started in end-June 2001 and the Contractor submitted documents for payment of expenses incurred on 29 June 2001, however the Order concerning the appointment of executive officials for implementation of investment projects under ISPA Programme was signed on 20 August 2001, by which the manager of the Project and senior executive – Director General have been appointed. 

Risk

If the officials, responsible for work with ISPA project, are not appointed in time, it may have an adverse impact on the management and quality of the project implemented.

Recommendation

For the management of LRA - timely appoint officials, responsible for work with projects.
Findings
LRA has no established procedures, which could allow to check whether reconstruction works of road sections paid from ISPA funds have not been previously financed under other national or/and EU programmes. 
Risk

ISPA funds might be paid for works, which have been previously financed from EU funds or national co-financing funds. 

Recommendations

· To establish procedures which could allow to check whether reconstruction works of road sections paid from ISPA funds have not been previously financed under other national or/and EU programmes. 
· To implement a data base (to upgrade the existing data base appropriately), which could allow after selection of a road section to get information about all types of work performed during the period concerned (type of work, cost, financing source). 

4.4.3.2. Technical Control Division

General information

The Regulations of the Technical Control Division, approved by the Director General Order No 29 of 30 September 1996, indicates the following functions:

· To carry out control of quality of works performed by road state enterprises (works performed for the Administration, as Client).

· To take over construction, repairs and supervision works performed.

· To perform a constant quality assurance control of roads, road constructions, buildings, houses, buildings being under construction, repairs and maintenance, materials produced and used, as well as products. 

· To take over construction, repairs and maintenance works performed by road maintenance enterprises, construction and maintenance works of buildings and houses and to formalise them by respective documents on a monthly basis.

· To analyse projects of works performed, to inform the operating director of the Administration and engineering institution about shortcomings detected.

The staff of the Technical Control Division are responsible for operative and objective quality assurance control of works performed by road maintenance enterprises.

The inspector of the Technical Control Division is responsible for:

· taking over low quality works;
· quality of intermediate works, its assessment and formalisation;

· correctness of taking over the works performed and formalisation.

Documents reviewed

· Regulations of the Technical Control Division (approved by the Director General Order No 29 of 30 September 1996 and No V-1 of 3 January 2003);
· Job description of the Head of Technical Control Division;
· Job descriptions of inspectors of Technical Control Division;
· Contracts with SE Problematika;
· Acceptance reports of works performed (form 2);
· Certificates of contingent works;
· Construction operations books;
· Completion dossier (asphalt concrete works ledgers, taking-over certificates, materials conformity declarations, conformity certificates).
Findings

On 15 March 2002 LRA concluded a contract with SE Problematika on Performance of technical control of construction, repairs and maintenance of state roads, special investigations and laboratory studies in the year 2002. The functions of the Technical Control Division have slightly changed, but the Regulations of the Division has not been changed. 

Risk

After change in functions of the Division and in absence of duly regulated responsibility the project implementation process and works performed may be unduly co-ordinated and it may affect the quality of the reconstructed road. 

Recommendation

After change in functions, status and tasks of the Division, it is necessary to be legally formalised. 

Findings

LRA has not established the procedure for preparation of reports by the inspectors of the Technical Control Division carrying out the supervision. During the audit any report related to the project implementation has not been presented.
Risk

Without preparation of reports on technical supervision of the project and without recording elimination of shortcomings, there is a risk that not all the comments and shortcomings will be taken into consideration and not all the shortcomings detected will be eliminated. 

Recommendation

To develop technical supervision reporting procedures for LRA: to define the context of the technical supervision reports, procedure for their submission; to lay down that the reports would present the information about the elimination of shortcomings of works referred to in previous reports.

Findings

Not all the meetings between FIDIC engineer and representatives of SE Problematika, which carried out technical supervision, were recorded. Solution of problems arisen and elimination of shortcomings are presented in only three minutes of the meetings. 

Risk

Insufficient available information about the implementation of the project may have an adverse impact on the quality of the project implementation.

Recommendation

To establish procedures for LRA for documentation of technical supervision works, shortcomings detected and follow-up activities.

Findings

Terms of reference of the Contract No 56 on Performance of technical control of construction, repairs and maintenance of state roads, special investigations and laboratory studies in the year 2002 concluded between LRA and SE Problematika on 15 March 2002 provide for that SE Problematika shall submit to LRA monthly reports on services rendered. SE Problematika undertakes in the Contract to present in the report shortcomings detected by technical supervisors during the reporting month in carrying out construction works and repairs of roads, construction and rehabilitation works of transport buildings, road maintenance works, measurement, experiments and research results, conclusions on consistency of the results with the project, terms and conditions of the Contract, as well as to technical requirements. SE Problematika also undertakes, during the reporting month, along with the report to submit taking-over certificates of hidden works, intermediate works and structures, as well as statements.

· Monthly reports by SE Problematika present findings on unconformity to standards and other shortcomings in implementation of ISPA project, however, subsequent reports do not indicate that the Contractor has eliminated the unconformity to standards. 

· SE Problematika has not been submitting to LRA all taking-over certificates of hidden works, intermediate works performed during the reporting month and structures, as well as statements, and LRA did not request SE Problematika to present the aforementioned documents.

Risk

· Insufficient documentation of technical supervision works may have a negative impact on the quality of the project implemented.

· FIDIC engineer reviewing and endorsing the Certificate of works performed and expenditure made (Form 3) may have insufficient necessary information about the implementation progress of the project, and the volumes of works referred to in Acceptance reports of works performed (Form 2) may not correspond to factual works or works referred in the aforementioned reports may be unduly performed. 

Recommendations

· To establish for LRA technical supervision accountability procedures: to define the context of the technical supervision reports, procedure for their submission; to lay down that the reports would present the information about the elimination of shortcomings of works referred to in previous reports.

· In future, signing the Contract on performance of technical control of construction, repairs and maintenance of state roads, special investigations and laboratory studies by LRA, to establish the procedure for documentation of and accountability for technical supervision works. 

· To assure that a legal person providing contractual technical supervision services follows terms and conditions of the contract.

Findings

SE Problematika has not recorded its comments on unduly performed works in the construction operations books filled in by the Contractor.
Risk

Due to unduly performed and/or low quality documentation of work, there is a risk that the Contractor may not completely, timely or at all eliminate the shortcomings detected.

Recommendation

To establish procedures for LRA for documentation of technical supervision works, shortcomings detected and further actions. LRA to require that the procedures for documentation of work performed and shortcomings eliminated are strictly followed.

Findings

Some construction operations books are filled in by the Contractor without observation of the Minister of the Environment Order No 181, of 18 September 1998, the requirements of the Organisational Regulative Construction Technical Regulation (ART 1. 01:1998). Paragraph 6.3. of Part 6 of the Regulation “Mandatory Documents of Construction Works“ states that “the progress of contraction works (from the start of construction process to disposal of a building for use) shall be described in the construction operations book which shall be a mandatory document. The book shall also record the results and requirements of all investigations performed by construction supervisors“. Thus, upon the completion of the technical supervision in LRA, a Senior Inspector of the technical Control Division appointed by the Director general Order of 21 June 2001, and from the year 2002 SE Problematika being in charge of the Technical supervision, had to require the Contractor to fill in the construction operations book, as a mandatory document of construction works. However, the construction operations book was not suitably documented neither by the Contractor nor persons who performed technical supervision. The inspectors of LRA or SE Problematika who performed technical supervision have not submitted to the Contractor their comments and have not required that construction operations books were filled in following the above-said requirements.

Risk 

Not all compulsory works may be carried out, or works may be incomplete, with defects. 

Recommendation

To establish for LRA the procedures for technical supervision and its control. For LRA management – to require a strict observance of work and control procedures set.

LRA actions

During the audit LRA considered the comments presented, developed and on 11 September 2003 approved the Final Beneficiary’s Procedures Manual, which paragraph 1.7 of part 6.10 “Organisation and Control of Project Technical Supervision“ provides for the requirements of filling in a construction operations book.
Findings

Part 2 (1) of Article 16 of the Law on Construction
 “Duties and Rights of the Technical Supervisor of a Construction Works” states that “the technical supervisor of construction of a construction works must […] check the quality of construction products and equipment used during the construction, and prevent them from being used, […] in case they do not comply with the design documentation of a construction works”. Part 3 (6) of Article 15 states that the Contractor must “execute documents pertaining to construction of a construction works specified in normative technical construction documents and deliver such documents to the builder (client)”.  

During the audit, carrying out the detailed testing, it was detected that the Contractor has not enclosed compliance declarations and/or certificates to the file of the completion dossier for the following materials used in construction: 

· vertical geo-textile filters (Stage I of the project, section 70.31–74.00 km);

· stabilising and isolating materials (Stage I of the project, section 57.24–63.38 km);

Technical supervisors who carried out the technical supervision of the construction did not follow the provisions of Article 15 and 16 of the Law on Construction and did not assure the Contractor to duly draft and enclose to the completion dossier all the documents required by the Law on Construction. During the audit the Contractor provided us with certificates of the aforementioned materials used in the construction of the road.

Risk

The materials used in the construction might be those inconsistent with technical specifications and quality standards. 

Recommendations

· A technical supervisor of LRA should follow the requirements of the provisions approved in part 2(6) of Article 15 and part 2(1) of Article 16 of the Law on Construction. 

· To establish work procedures for LRA and TID enabling to make sure whether the materials used in the construction are consistent with quality standards:
· to envisage that the Contractor providing the technical supervisor with Acceptance reports of works performed (Form 2) for signature, would also enclose the copies of material compliance declarations and/or certificates, which would be checked together with other documents submitted for coverage of expenditure made;

· to ensure that material compliance declarations and/or certificates or their copies are enclosed to the completion dossier.
Findings

Article 8 of the works procurement notice (Stage I and II) of the ISPA Project “Upgrading of IX B Transport Corridor“ states that all goods provided for this contract must originate in must originate in the EU Member States and ISPA counterpart countries. Article 75.1 of “Special Conditions“ for works contracts (Volume 2, Part II) of this Project (Stage I and II) indicates that the Contractor fulfilling terms and conditions of the contract shall not make any expenditure for goods produced not in the EU or in ISPA counterpart countries. 

Assessing the tenders on works under the project we have noticed that the Contractor specified in the tender of Stage I of the project that it is planning to use the reinforcement from Russia and the geo-textile from the USA. The contract with the Contractor was approved by the EC Delegation (see Section 4.4.2.1).

Considering findings on the tender, we carried out additional detailed tests, reviewing the documents of all completion dossier files. Carrying out the detailed tests we noticed that completion dossier files contain procurement certificates of individual materials and other documents issued in the countries which are not EU Members States and ISPA counterpart countries. 

· completion dossier file for the year 2001 (section Vilnius–Kaunas–Klaipėda 45.05–50.00 km, left side, Section “Material Certificates“) contains enclosed purchase certificates of crushed granite from Byelorussia. 

· completion dossier file for the year 2001 (sections Vilnius–Kaunas–Klaipėda 202.05–208.02 km, left side and repairs of the road pavement 222.81-223.01 km, right side) contains enclosed geo-textile installation acts (the origin country is the USA) (No. 1 30 June 2001, No. 2 11 July 2001 and No. 3 18 July 2001).

· completion dossier file for the year 2002 (repairs of the section Vilnius–Kaunas–Klaipėda 12.31– 306.24 km, repairs of bridges and viaducts, Section “ Repairs of the Viaduct across Jonava Street A1 Road 99.60 km” of Part I) contains enclosed purchase certificates of epoxy and pitch hardener from Russia. 

According to the information presented by the Contractor, the said materials before their use for construction works are either reprocessed or are a constituent part of the construction material used for construction works, or are a solitary construction material. 

Article 24 of the Community Customs Code established by Council Regulation (EEC) No 2913/92 of 12 October 1992 states that “Goods whose production involved more than one country shall be deemed to originate in the country where they underwent their last, substantial, economically justified processing or working in an undertaking equipped for that purpose and resulting in the manufacture of a new product or representing an important stage of manufacture”. 

In accordance with the official note
 received from the EC Delegation, expenses for construction materials, whose origin countries are ineligible under the ISPA Programme, may not be financed from ISPA funds. 

Whereas the European Commission has not established clear rules on recognition of origin of goods, we have doubts whether expenses made for aforementioned materials are eligible for being financed. On the basis of accessible documents in the institutions audited, we cannot also assess the value added in Lithuania and we are not sure for what is considered to be a new product.

We also cannot assess the amount of expenses made for the said materials, since the tender and Acceptance reports of works performed (Form 2) do not present a break-down of common unit cost of works, i.e. no constituent parts of direct expenses such as wages and salaries, materials and mechanisms, accruals from direct expenditure expressed in percentage indicated.

We applied to TID, LRA and the Contractor with a request to provide us with the documents concerned, as well as with calculations. 

Having regard to the documents, clarifications and calculations
 submitted by the Contractor/LRA:

· crushed stone, purchased in Byelorussia, has been used in Lithuania for the production of crushed stone fraction 16-32 which is a constituent part of asphalt concrete and makes up 11% of quantity of all materials used in the production of asphalt concrete, therefore, we may state that these expenses are eligible. Expenses for crushed stone constituted EUR 1,739.10;

· geo-textile utilised under the project whose origin country is the USA, was purchased by the Contractor from the company registered in Lithuania and used 35107 m2, which made up EUR 36,125.10. Moreover, the Contractor on 9 July 2001 applied to the Director of the Technical Control Division of LRA in writing with a request to consent to a substitution of materials used in the construction of the road, i.e. instead of PAVE-DRY geo-textile indicated in the contract (of the USA origin) to use analogous PAVEMAT production geo-textile GEO-TIPPTEX of Hungarian origin;

· expenses for epoxy made up EUR 251.28, pitch hardener – EUR 31.89;
· reinforcement made in Russia was purchased from Lithuanian enterprises and used as a raw material for preparation of various details and frames, for the repairs of bridges and viaducts. Reinforcement used constituted 2351 kg, and expenses made up EUR 681.79.

Risk

The Contractor may be covered the expenses made for materials which do not comply with the origin criteria established under ISPA and terms and conditions of the contract concluded with the Contractor.

Recommendations

To establish work procedures for LRA and TID, enabling to make sure that the materials used by the Contractor are in compliance with the origin criteria:
· to envisage that the Contractor submitting Acceptance reports of works performed (Form 2) to the technical supervisor for signature would also enclose copies of documents proving the origin of materials used, which would also be checked together with other documents submitted for coverage of expenditure made;

· to establish procedures for substituting materials referred to in the works contract into other materials, prevising the necessity of conclusions to be made by experts;

· to assure that documents proving origin of the materials used in construction or their copies would be enclosed to the completion dossier.

Conclusions

For Project implementation the materials giving rise to doubts as to whether they originated from the Member Sates of the European Community and ISPA counterpart countries have been used. According to the documents and calculations provided by the Contractor/LRA the expenditure relating to the acquisition of these materials amounts to EUR 37,090.06 (EUR 36,125.10 allocated for geo-textiles, EUR 681.79 allocated for reinforcement and EUR 283.17 allocated for epoxy and its hardener), i.e. 0.14% of all the Project’s expenses covered. The above-mentioned expenditure is lower than the significant sum for audits.

Comment by LRA 

Article 24 of the Community Customs Code adopted in 1992 governing the origin of goods stipulates that “goods whose production involved more than one country shall be deemed to originate in the country where they underwent their last, substantial, economically justified processing or working in an undertaking equipped for that purpose and resulting in the manufacture of a new product or representing an important stage of manufacture”. In the opinion of LRA in the case of the present Project the asphalt concrete pavement which the Contractor has been paid for in conformity to the terms and conditions of the Contract is an economically justified product; consequently, the Republic of Lithuania should be considered to be the country of origin of the materials used in the implementation of the Project, namely, geo-textiles, crushed granite and reinforcement since these materials are only raw materials (a constituent part) for the production of the final product, the asphalt concrete pavement. Geo-textiles as a raw material cannot be used for road repair works without additional input costs (the material is cut, primed and glued). 

Findings
Point 3, paragraph 2 of Article 16 “Duties and Rights of the Technical Supervisor of Construction of a Construction Works” of the Law on Construction stipulates that “the technical supervisor of construction of a construction works must […] check and accept hidden construction operations and hidden structures of a construction works…”. Article 15 (3) (6) of the Law on Construction provides that the Contractor must “execute documents pertaining to construction of a construction works specified in normative technical construction documents and deliver such documents to the builder (client)”.

In some cases the requirements set forth in Article 15 (3) (6) and Article 16 (2) (3) of the Law on Construction were not complied with when carrying out the technical supervision of hidden construction operations and executing normative technical construction documents:

· In the implementation of Stage I of the Project the Technical Supervisor of LRA carrying out technical supervision was not included into the composition of the Taking-Over Committee of Frost Resistant (Drain) Layer. In the implementation of Stage II of the Project the Technical Supervisor of SE “Problematika” was not included into the composition of the Taking-Over Committee of the following works: 

· taking-over of the frost resistant (drain) layer;
· taking-over of the protective frost resistant layer;
· taking-over of laid reinforcement;
· taking-over of overlays;
· taking-over of berms for the preparation of the improved subgrade;
· cleaning of the lane and the preparation of the base of the improved subgrade;
· taking-over of the road route marking in the site.
The documents proving that the Technical Supervisor carried out the supervision of the above-mentioned works were not submitted during auditing.
· The following certificates of hidden works were not drawn up during the implementation of Stage II of the Project:

· Laying of the 80 mm thick asphalt concrete base C;

· Taking-over certificates of the frost resistant layer.

The documents proving that the Technical Supervisor carried out the supervision of the above-mentioned works were not submitted as well.
Risk

Without being included into the composition of the Taking-Over Committee of the hidden and other works indicated above the Technical Supervisor cannot check the quality of the hidden and other works performed; consequently, it is possible that the works mentioned above were not carried out properly and may involve shortcomings or they were not completed fully and the quality of the road section under reconstruction may be inadequate. 

Recommendations

· LRA ought to develop procedures for the documentation of technical supervision works, the shortcomings identified and further actions taken. LRA ought to require that procedures for the documentation of the works carried out and the shortcomings remedied are strictly complied with.

· LRA ought to ensure that the Contractor makes adequate documentation of the works carried out.

Actions taken by LRA

During auditing LRA took into consideration the comments presented by us, drew up and subsequently approved the Final Beneficiary’s Procedures Manual on September 11, 2003, Chapter 6.10 entitled “Organisation and Control of the Project Technical Supervision” of which provides for the technical supervision carried out by the order of the Client.
Conclusions

Due to insufficient documentation of certain works carried out as well as hidden works and taking into account the risks established relating to the insufficient or inadequate documentation of the works carried out, a check on road Vilnius–Kaunas–Klaipėda was performed at our initiative and with the participation of a representative of Kauno tiltai UAB, the Head of Project Implementation Division of LRA (a FIDIC Engineer) and SE Problematika, which has been performing technical supervision since March 2002. During the check 13 road pavement samples were taken in the sites indicated by us to be tested in the laboratory. Conclusions of the tests conducted note that the tests results conform to projected data and meet the requirements laid down in the Road Laying and Taking-Over Rules (for more information about the tests conducted and the check performed see Chapter 4.2.1 entitled “Eligibility of Expenditure Incurred by the Contractor”).

Having assessed the on-site checks’ results we can maintain that the quality of the works carried out is in compliance with the requirements set forth in the project documentation and the Road Laying and Taking-Over Rules.
Findings

No officers responsible for project implementation were appointed by order to substitute the Technical Supervisor of LRA during his holidays. Hence no responsibility for further implementation of the Project is established for officers substituting the Technical Supervisor.

Risk

There is a risk that appropriate technical supervision of the project implementation will not be carried out and as a consequence the project will not be implemented properly. 

Recommendation

Have the officers responsible for project technical supervision and implementation appointed by order while technical supervisors are on leave.

Findings

Custody of some important documents is not in conformity to document handling rules approved by the Order No. 88 of Director General of the Archives of Lithuania, dated December 28, 2001. The documents submitted during auditing, namely, certificates of contingent works were not sorted and filed.
Risk

Important documents pertaining to Project implementation may disappear.
Recommendation

To ensure the control of the compliance with the rules of procedure approved by the order of Director General of LRA and other internal administrative acts relating to the management of files and archives.

4.4.3.3. Finance and Accounting Division

Background information

The Regulations of the Finance and Accounting Division of LRA (approved by the Order of Director General of LRA No. 118, dated December 29, 2001 and by the Order No. 79, dated September 2, 2002) specify the following objectives:

· To organise the Administration’s accounting and financial accounting.

· To ensure that transactions and economic developments are on due time and correctly accounted.

· To ensure that documents are properly executed and national funds are used in accordance with the procedure prescribed by law.

The Regulations mentioned above specify the functions of the division:

· To execute the accounting and control of the loans granted by foreign banks and financial assistance as well as provide data for drawing up statements.

· To execute the accounting and control of the repayment of loans, interest payment and payment of other taxes.

· To account the Administration’s funds.

Documents reviewed

· Regulations of the Finance and Accounting Division;
· Job description of the Head/Chief Accountant of the Finance and Accounting Division;
· Job description of the Chief Specialist of the Finance and Accounting Division.
·  Accounting registers and documents.

Findings

The Project implementation began at the end of June whereas the Chief Specialist of the Finance and Accounting Division of LRA who is responsible for ISPA accounts and payments was appointed by the Order No. 133 of Director General, dated December 21, 2001 as the Accounting Officer responsible for all the ISPA accounts only when the implementation of Stage I of the Project was completed.

The findings related to ISPA project accounting at LRA are presented in Chapter 4.4.5 “Accounting System Review” of the report. 

4.4.3.4. Internal audit

Internal audit is carried out by the Internal Audit Division of the Ministry of Transport and Communications since LRA does not have an internal audit unit (for more about the work performed by the Internal Audit Division see Chapter 4.4.2.4).

_____________

Conclusions

Detailed documentation describing the internal control system was not drawn up during Project implementation process at the Lithuanian Road Administration.

The effectiveness of the internal control system at the Lithuanian Road Administration was sufficient enough to prevent irregularities and errors from occurring during the Project implementation.

4.4.4. Independent Technical Supervision of the Project 

Independent Technical Supervision of Stage I of the Project 

Background information

Under the Framework Contract signed on June 7, 2001 and the terms of reference drawn up by LRA the Independent Technical Supervisor, Kampsax, must ensure the compliance with all the conditions provided for in the works contract pertaining to:

· works administration;

· quality control of ongoing works;

· supervision of the works performed.

The Senior Inspector of the Technical Control Division was appointed to work with the foreign consultant in the working group of the technical supervision of Project “Upgrading of IX B Transport Corridor” by the Order No. 42 of Director General of LRA, dated June 21, 2001. The Head of the Technical Control Division was charged by the said order with performing control of the work carried out by the whole group of persons exercising supervision.

The Independent Consultant carrying out supervision had the right to strike out the works from Acceptance reports of works performed having established that the works were not carried out properly, they were of poor quality or did not conform to the requirements set forth in the technical specifications of the works. 

In accordance with the requirements laid down in the terms of reference, the Independent Consultant submitted inception, quarterly and final reports to TID, LRA and the EC Delegation.

Documents reviewed

· Terms of reference for independent technical supervision;

· Inception, quarterly and final reports by Kampsax.

Findings

· No document specifying who has to draw up the terms of reference for carrying out technical supervision works and within what time limits it has to be done was submitted during auditing. The terms of reference themselves do not indicate who prepared them and when it was done either.

· The terms of reference did not provide for any requirements to conduct laboratory tests using the funds allocated for supervision; in taking over the works performed the Independent Technical Supervisor made use of the results of the tests conducted by SE Problematika and the measurements made by LRA inspectors.

· The Consultant/Independent Technical Supervisor presented the shortcomings and problems identified in the reports, however, the fact that the shortcomings indicated were removed, modifications and corrections were made was not documented by the Independent Consultant.

Independent Technical Supervision of Stage II of the Project 

Background information

Under the Framework Contract signed with the Director of TID on July 1, 2001 and in accordance with the terms of reference drawn up by LRA, the Independent Technical Supervisor, “Safege Consulting Engineers”, should have ensured the compliance with all the conditions provided for in the works contract pertaining to:

· works administration;;

· quality control of ongoing works;;

· supervision how the works are performed with a view to making sure that all the works planned are carried out.

The terms of reference define the following assignments to be performed by the Consultant/Independent Supervisor: 

· Help LRA to maintain technical control and control of administration, management and accounting related to project implementation. 

· Perform and successfully complete the supervision of the works carried out in conformity to the international standards of best practices on behalf of LRA. 

· Provide the Lithuanian counterparts and the staff included into the project technical supervision with professional training.

· Monitor that the completed works of good quality are included into Acceptance reports of works performed according to which payments are made. 

In performing his work under the legal acts currently in force in Lithuania the Independent Technical Supervisor must ensure that the supervision and control of the works the progress of which is monitored by LRA inspectors are carried out on due time. In addition, in accordance with the requirements laid down in the terms of reference the Independent Technical Supervisor should have chosen a certificated laboratory and conducted laboratory tests of the materials at his own discretion in compliance with the schedule established by the FIDIC Engineer.

The Independent Consultant/Supervisor had the right to strike out the works from Acceptance reports of works performed having established that the works were not carried out properly, they were of poor quality or did not comply with the requirements set forth in the technical specifications of the works. If the works were performed in compliance with the requirements set out in the Contract the Independent Consultant/Supervisor signed Acceptance reports of works performed (Forms 2), certificates of the works performed and expenditure made (Forms 3) and invoices to be paid. 

In accordance with the requirements set out in the terms of reference the Independent Supervisor should have submitted inception, monthly and final reports to TID, LRA and EC Delegation.

Documents reviewed

· Terms of reference designed for technical supervision;

· inception, monthly and final reports by Safege Consulting Engineers.

Findings

· No document specifying who has to draw up terms of reference for carrying out technical supervision works and within what time limits it has to be done was submitted during auditing. The terms of reference themselves do not indicate who prepared them and when it was done either.

· The contract with the Independent Technical Supervisor was signed after construction works began, therefore, in June 2002 the works were being carried out without the participation of the Independent Technical Supervisor.

4.4.5. Audit trail and accounting system review 

Audit trail assessment

In compliance with the provisions set forth in Annex III.4 to the Financing Memorandum concerning the criteria for sufficient audit trail we assessed audit trail in all the three bodies answering the following questions: 

· Whether the sums declared to the Commission (expenses relating to the Project made and the payments effected) are registered in the accounting registers of the bodies;

· Whether the documents substantiating expenses and payments are available for verification in respective bodies;

· Whether audit trail permits verification of the allocation and transfer of ISPA and national co-financing funds;

· Whether the audit trail available permits verification of the correctness of the information supplied on the execution of the measure in accordance with the terms and conditions of the Financing Memorandum.

Documents reviewed

· Work Procedures Manual (Transport) of the ISPA Implementing Agency approved by the Order No. 1.3-13 of the Director of TID, dated June 13, 2003;

· Audit trail of financial flows approved by the Director of TID;

· ISPA accounting system. Work Procedures Manual of NF for ISPA programme approved by the Order No. 407 of the Minister of Finance of the Republic of Lithuania, dated December 21, 2002;

· Procedure for the accounting of ISPA financial assistance, approved by Deputy Director General of LRA on October 30, 2002;

· Accounting registers of the bodies.

We found that:

· The amounts declared to the European Commission are based on the data in the accounting system;

· Supporting documents related to the amounts declared to the European Commission are available for verification;

· The audit trail of allocation and transfer of ISPA and national co-financing funds in bank accounts is sufficient;

· The audit trail of information on project implementation presented in Acceptance reports of works performed (Forms 2) from other documents supporting the expenses mentioned above is sometimes insufficient due to the different procedure for documentation which is not always appropriate;

· The audit trail of data from Acceptance reports of works performed (Forms 2) to other consolidated documents formed on the basis of them is sufficient.

Accounting system review

With a view to establishing whether NF, TID and LRA has a separate accounting system for accounting the funds and expenses of the ISPA programme or an adequate accounting codification which would facilitate the reconciliation of the expenses made we carried out the analysis of the ISPA project accounting system used in the bodies mentioned above by answering the following questions:

· Whether the bodies have an approved accounting procedure for the projects financed from ISPA;

· Whether the procedure sets out all the operations actually executed;

· Whether there are separate accounts designed for the accounting of ISPA and national co-financing part;

· Whether there are separate accounts/sub-accounts or an adequate codification for each Financing Memorandum signed and the contracts signed under the Financing Memorandum. 

Documents reviewed
At the Lithuanian Road Administration:

· The chart of accounts used in the accounting system of the Lithuanian Road Administration approved by the Director General of LRA on January 28 2002;

· The replenishment of the chart of accounts used in the accounting system of the Lithuanian Road Administration approved by the Director General of LRA on May 2, 2002;

· Procedure for the accounting of ISPA financial assistance approved by the Deputy Director General of LRA on October 30, 2002;

· Vouchers;

· General ledger (December 2001, December 2002)

At the Transport Investment Directorate:

· The Work Procedures Manual (Transport) of the ISPA Implementing Agency approved by the Order No. 1.3-13 of the Director of TID, dated June 13, 2003;

· Annexes to the Work Procedures Manual of the ISPA Implementing Agency:

Annex 5.15 ISPA chart of accounts;

Annex 5.16 ISPA accounting entries;

· ISPA balance on December 31, 2002;

· Audit trail of financial flows approved by the Director of TID;

At the National Fund:

· ISPA accounting system. Work Procedures Manual for ISPA Programme, approved by the Order No. 407 of the Minister of Finance of the Republic of Lithuania, dated December 21, 2002;

· Account cards of ISPA project;

· ISPA trial balance on December 31, 2002.

Findings

· ISPA financial assistance accounting procedure of LRA does not describe all the operations actually executed pertaining to ISPA financial assistance accounting including financing from ISPA and national co-financing funds:

· No accounting of temporary financing of ISPA part from national co-financing funds is described;

· No accounting of deductions (fines and other deductions from the Contractor’s part under the contracts signed with contractors) is provided for; 

· No accounting of the works performed by the Independent Technical Supervisor is provided for.

· Accounts specified in ISPA financial assistance accounting procedure of LRA are not fully reconciled with the accounts actually used in the accounting system of LRA. The accounts not provided for in ISPA financial assistance accounting procedure were applied for the accounting of operations financed from ISPA part of Stage II of ISPA Project “Upgrading of IXB Transport Corridor”. 

· There are no separate accounts/sub-accounts designed for the accounting of the works carried out by the Contractor of LRA financed from national co-financing funds by each project.

· ISPA chart of accounts and accounting entries of TID (accounts correspondence) were approved after the implementation of ISPA Project 2000/LT/16/P/PT/001 “Upgrading of IX B Transport Corridor” was finished.

Recommendations

· LRA should supplement the following procedure for ISPA financial assistance accounting:

· Procedure for the accounting of ISPA part coverage from national co-financing funds;

· Procedure for the accounting of deductions;

· Procedure for the accounting of independent supervision works.

· LRA should design separate accounts/sub-accounts for the accounting of the project part financed from national co-financing means for each individual project.

4.4.6. Use of information systems 

During auditing we assessed the use of information systems for ISPA project accounting and storing of statistical information about projects as well as evaluated the security of such data in all the three bodies.

· During Project implementation ISPA project accounting was managed manually in NF by using Excel tables, however, from the beginning of the year 2003 the accounting software “Navision Financials” began to be applied;

· ISPA project accounting of TID is being managed manually by using Excel tables. TID does not have the software designed for ISPA project accounting;

· LRA uses the software developed on the basis of “Access” for ISPA project accounting that registers the data about the works performed and payments made.

The information systems of all the bodies are not integrated; data transfer from the information system of one body to another is not used.

In the bodies the data is stored both on paper and in electronic format. The back-ups of databases are regularly made at LRA and NF. 

Findings

· TID does not have the software designed for ISPA project accounting.

· The information systems of the bodies are not integrated; data transfer from the information system of one body to another is not used.

Recommendations

· TID should implement the software for the accounting of ISPA projects.

· A computer-based data transfer between bodies or an integrated information system combining the data of several bodies should be used.
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ANNEX 1. Recommendations

	No.
	Recommendation
	Responsible body
	Actions

	
	
	
	

	1.


	To draft an intermediate document on the basis of the project’s estimate in which the works would be combined using the same system as that employed in tender’s dossier bills of quantities, however, it should be done in such a way so that the position of the works combined would remain presented in detail by works and a common unit cost of position of works would be given (including premiums expressed in percentage). (4.4.2.1)
	TID, LRA


	

	2.
	To make sure that when signing a contract with a contractor for an amount larger than that provided for in the Financing Memorandum the ISPA part stipulated in the Financing Memorandum is not exceeded in the contract and to define which amount under the Financing Memorandum is co-financed by means of the Lithuanian and EU funds and which amount is financed using the Lithuanian funds alone. (4.4.2.1)
	TID, LRA
	

	3.
	To establish work procedures allowing for making oneself certain that the materials used by the contractor are in compliance with quality standards and requirements regarding the origin. (4.4.3.2):
3.1. establish the procedure whereby in submitting Acceptance reports of works performed (Form 2) to the technical supervisor to be signed the contractor would enclose declarations of conformity of the materials used in the construction process and/or copies of the certificates as well as copies of the certificates of origin which together with the other documents submitted for covering the expenses made would be examined;

3.2. establish the procedures for exchanging the materials referred to in the works contract for other materials, making provision for the necessity of providing expert opinions;

3.3. ensure that the declarations of conformity of the materials used in the construction process and/or certificates as well as certificates of origin or their copies are enclosed in the completion dossier.
	LRA, TID
	

	4.
	To use computer-based data transfer among bodies or to create an integrated information system combining the data of several bodies. (4.4.6)
	NF, TID, LRA
	

	5.
	To make amendments to the administrative acts governing the activities of the body on due time following the changes in the structure of the body as well as modifications of the objectives and functions of the structural units of the body. (4.4.2) 
	TID
	

	6.


	Taking into consideration the separation of functions pertaining to financing, the management of accounting documents and control made on September 16, 2002 at the Financial Accounting and Accountability Division and the Work Procedures Manual of the ISPA Implementing Agency which was drawn up and subsequently approved on June 13, 2003 we recommend that the control over the compliance with the separation of functions and the procedures provided for in the Work Procedures Manual is ensured. (4.4.2.3)
	TID
	

	7.

8.
	To establish procedures for technical supervision control and the performance of on-the-spot checks in the Work Procedures Manual of TID. (4.4.2.2)

To ensure the performance of the functions and procedures related to technical supervision control laid down in the Regulations of the body, the job descriptions of the officials and the Work Procedures Manual. (4.4.2.2)
	TID

TID
	During auditing in September 2003 TID supplemented the Work Procedures Manual, Section 5.7. “On-the-spot Checks” of which provides for the procedures for carrying out technical (related to technical supervision control), financial and administrative checks.

	No.
	Recommendation
	Responsible body
	Actions

	9.
	To supplement Section 6.10.2. “Monthly Report Drawn up by the Engineer” of the Work Procedures Manual of the ISPA Implementing Agency setting out the requirement for the subsequent reports submitted by the engineer to specify whether the shortcomings referred to in previous reports have been remedied. (4.4.2.2)
	TID
	

	10.
	To implement the software for ISPA project accounting by TID. (4.4.6)
	TID
	

	11.
	To ensure the security of the documents kept in custody by TID. (4.4.2)
	TID
	

	
	
	
	

	12.

13.
	To establish procedures whereby it would be possible to check whether the works of the sections of the road under reconstruction financed under ISPA programme were not financed under other national or/and EU programs before. (4.4.3.1)

To implement a database (to upgrade the existing database as appropriate) so as it would be possible after choosing a road section to have access to the information about all the works carried out in that section in a given period (the nature of the works, their value, the source of financing etc.).  (4.4.3.1)
	LRA

LRA
	

	14.
	To prepare a general register of tenders. (4.4.2.1)


	LRA
	During auditing LRA prepared a general register of tenders.

	115.
	To give expense items in the terms of reference for the technical supervision of ISPA projects in detail specifying remuneration for the consultant per working day, the consultant’s retention costs and other costs necessary for the fulfilment of the obligations provided for in the terms of reference. (4.2.2)
	LRA
	

	16.

17.


	To present all the information in the final report on the project as stipulated in the Financing Memorandum. (4.3)

To compare the actual indicators with the planned indicators referred to in the Financing Memorandum when presenting the achievement of the planned indicators in the final report on the project; to specify the source of data as well as the reason for choosing them and to explain the differences between the data given in the Financing Memorandum and the data taken from the source chosen when indicators different from that presented in the Financing Memorandum are used.  (4.3)


	LRA
	Taking into consideration our findings and recommendations LRA supplemented and revised the final report of ISPA Project 2000/LT/16/P/PT/001 “Upgrading of IXB Transport Corridor” presented in the ISPA Monitoring Committee and prepared draft No. 1.2 of the final report. 

	18.
	When changes are made to the functions, status and objectives of the division it is necessary to document properly such changes from the legal point of view. (4.4.3.2)
	LRA
	

	19.
	To develop and approve detailed work procedures for ISPA programme administration. (4.4.3.1)


	LRA
	During auditing LRA prepared and approved the Work Procedures Manual, which is submitted for approval by TID.

	20.
	To appoint officers responsible for projects on due time by the management of LRA. (4.4.3.1)


	LRA
	

	21.
	To revise the functions of the officials of the Foreign Investment and European Integration Division specified in their job descriptions taking into account the functions actually performed and to establish procedures for entering data. (4.4.3.1)


	LRA
	Taking into consideration our recommendation LRA revised the functions of officials specified in their job descriptions and established procedures for entering data into the software.


	No.
	Recommendation
	Responsible body
	Actions

	22.
	To ensure control over the compliance with the rules of procedure approved by the Order of the Director General of LRA and other internal administrative acts related to the management of files and archives. (4.4.3.2)
	LRA
	

	23.
	To split the questions on the checklist of invoice for payment in accordance with the documents examined by officials and their competence so that the responsibility of the official who performed the examination of the documents would be clear. (4.4.3.2)
	LRA
	During auditing LRA drew up a new checklist taking into account our recommendation. 

	24.
	To have the officers responsible for project technical supervision and implementation appointed by order while technical supervisors are on leave (4.4.3.2)
	LRA
	

	25.
	25.1. To supplement the following procedure for the accounting of ISPA financial assistance by LRA:

· procedure for the accounting of the coverage of ISPA part from national co-financing means;

· procedure for the accounting of deductions (fines and other deductions to be made from the contractor’s part under the contracts concluded with contractors);

· procedure for the accounting of independent supervision works.

25.2. To design separate accounts/subaccounts by LRA for each individual project designed for the accounting of the project part covered from national co-financing funds.(4.4.5)
	LRA
	

	26.
	To prepare procedures for technical supervision work and its control by LRA. (4.4.3.2)


	LRA
	Taking into consideration the comments presented by us LRA drew up and on September 11, 2003 approved the Final Beneficiary’s Work Procedures Manual, Section 6.10 of which provides for technical supervision carried out upon the assignment given by the Client.

	27.
	To prepare by LRA the following:

· procedures for the documentation of technical supervision works, shortcomings identified and further actions taken;

· procedures for reporting on technical supervision works, namely, the content of technical supervision reports, procedure for submitting them; to make provision for the reports to contain information about the elimination of the shortcomings of the works indicated in previous reports. (4.4.3.2)
	LRA
	

	28.
	To ensure that the contractor makes appropriate documentation of the works performed. (4.4.3.2)
	LRA
	

	29.

30.
	To ensure compliance with the terms and conditions stipulated in the contract by the legal person providing technical supervision services under the contract. (4.4.3.2)

To provide for the procedure of the documentation of and reporting on technical supervision works when LRA signs future contracts on the technical control over laying of state roads, performing repair and supervision works as well as on conducting special tests and laboratory works.  (4.4.3.2)


	LRA

LRA
	

	No.
	Recommendation
	Responsible body
	Actions

	31.
	To increase the number of the personnel of internal audit units. To attribute audits of EU programme administration and use to individual officials and to create conditions for them to improve their skills in the field of EU programme auditing after the number of personnel has been increased. (4.4.1.2 and 4.4.2.4)


	Internal Audit Unit of the Ministry of Finance, Internal Audit Division of the Ministry of Transport and Communications 
	


ANNEX 2. Summing-up of the findings/recommendations of national and EU audit institutions
	Findings/recommendations of other audit institutions 
	Implementation of the recommendations 

	1. INTERNAL CONTROL SYSTEM
	

	1.1. National Fund
	

	Management and organizational structure, description of procedures 

There are no procedures ensuring the performance of the following NF functions: pursuit of the proper use of EU financial assistance and carrying out of the financial control of EU funds 

On-the-spot checks are not regulated
Work Procedures Manual gives an insufficient description of the following:

· inquiry made by IA regarding national financing;

· refund of funds to the European Commission;

· management of bank accounts;

· systems of external and internal reporting procedures. It was recommended that reporting checklists are created. 

The Financing Agreement concluded between NAO and SAO gives an insufficient definition of financial control and the responsibility for reporting


	NF is planning to carry out on-the-spot checks in ISPA Implementing Agencies and at the Final Beneficiaries

Implemented. Work Procedures Manual14 describes the procedures for NF on-the-spot checks 

The above-mentioned fields have been supplemented in the Work Procedures Manual. Annex 45 to the Work Procedures Manual presents reporting checklists “Control of the reports delivered and received by NFD” 

Amendment to the Financing Agreement on ISPA project implementation concluded between NF and TID (dated June 2, 2003) lays down the reports to be submitted by TID to NF as well as the time limits for submitting these reports.  

	1.1.1. Management and control of funds 

There is no control procedure ensuring that national co-financing funds are allocated before the beginning of project implementation and that they are sufficient. 

NF does not communicate with the State Treasury Department concerning the supervision of national co-financing funds. It receives data on national co-financing from IA alone. 

It has not been established within how many days the ISPA funds received from EC to the main bank account have to be transferred to the project’s sub-account 

After examining the documents submitted by IA their copies are not provided with an entry that they have been examined. 

The use of interest is not legalized 


	Not implemented. NF carries out control of the national co-financing funds paid out in accordance with the monthly progress reports received from TID 

In accordance with the Work Procedures Manual the Implementing Agency submits the application for national co-financing funds directly to the State Treasury Department. NF receives data on national co-financing from TID. 

Implemented
Implemented
The Work Procedures Manual defines that interest is used solely for ISPA programme. On May 8, 2003 EC gave its answer concerning the concept of the use of interest proposed by Lithuania and indicated that interest can be used as an additional source for financing the eligible expenditure of the same project under ISPA programme. The provisions set out in the EC letter are presented in the Work Procedures Manual, however, the use of the accrued interest in the bank accounts of the completed project is not clear. 

	Findings/recommendations of other audit institutions 
	Implementation of the recommendations 

	1.1.2. Accounting procedures, document management system 

Accounting system is not computerized, software “Navision Financials” has not been applied yet 

Profit/loss account is not being filled in, balance sheet and profit/loss account forms (2) are not approved in the Work Procedures Manual 

When registering the application for payment to the EC, assets and liabilities are accrued in the accounting 

There are no control procedures ensuring the reconciliation of bank sub-accounts with IA 

There no procedures for reviewing the internal audit reports and the presentation of comments 
	Implemented. From the beginning of 2003 accounting system „Navision Financials“ began to be applied. 

Implemented. Profit/loss account of ISPA Programme, which is designed for the registration of extra payments and receivables, is being filled in.

NFD has presented a comment saying that upon submission of an application to the EC, EC commitment is not reduced in the accounting system because there is risk that the EC will not approve the application for payment and will not transfer the funds 

Work Procedures Manual lays dawn the procedure for the reconciliation between main accounts and bank sub-accounts and its and periodicity 

Work Procedures Manual describes procedures for the review of audit reports 

	1.1.3. Internal audit

Unplanned tasks are not included in the plans, the plans do not indicate audit objectives, duration and resources or they indicate non-specific audit objectives, duration and resources 

Insufficient personnel number

Insufficient command of the English language 

There are no individual training plans, there were no training courses related to the management of ISPA/EU funds 
	Implemented partially.

Non-specific audit objectives are provided for in the Annual Audit Plan. There is an insufficient personnel number



	1.1.4. Prevention of irregularities, actions and reporting

EU auditors suggest that the Work Procedures Manual which is under preparation should give the definition of irregularities, their prevention, detection, management as well as the reports about irregularities in greater detail
	Procedures are given in detail in the Work Procedures Manual 



	1.2. Transport Investment Directorate
	

	1.2.1. Management and organizational structure, description of procedures 

To separate the functions of TID related to ISPA Programme from that pertaining to the control of frontier posts 

It is recommended that the regulations of the unit related to ISPA project management are approved 

To build up human resources for performing ISPA functions 

To acquire the premises necessary for ISPA project management 


	Implemented. An EU project management unit has been created   

Implemented. The regulations of the EU project management unit working on ISPA projects were approved by the Order No. 1.3-13 of the Director of TID, dated June 13, 2003 

Implemented. TID increased the personnel number 

Extra premises for TID were given by the Ministry of Transport and Communications of the Republic of Lithuania; the premises occupied by TID are located in the building of the Ministry of Transport and Communications of the Republic of Lithuania, they are not clearly separated from the premises occupied by the Ministry 

	Findings/recommendations of other audit institutions 
	Implementation of the recommendations

	To approve the Work Procedures Manual for ISPA Programme 

To describe and approve the procedures concerning irregularities, on-the-spot checks and public procurement and to create respective checklists 
	Implemented. The Procedure Manual of the ISPA Implementing Agency (Transport), hereinafter referred to as the Work Procedures Manual was approved by the Order No. 1.3-13 of A. Arūna, the Director of TID 
Implemented. The Work Procedures Manual of TID describes respective procedures and presents checklists 

	1.2.2. Supervision and project implementation

To formalize the procedures for supervision and project implementation 

To develop procedures for ensuring the control of delegated functions (procedures for on-the-spot checks) 

To revise the general accountability system among final beneficiaries, TID and NF 
	Under the Work Procedures Manual of TID the purpose of project supervision on the basis of physical and financial indicators is to execute FB. TID receives all the information from reports. The Procedure Manual indicates the reports submitted and the requirements laid down for them. 

Implemented. A separate part of TID procedures designed for on-the-spot checks was drew up in September 2003 

Implemented. Submission of reports is defined in the Work Procedures Manuals of LRA, TID and NF  

	1.2.3. Fund management and control

To establish a position of the Controller and to assign his functions to an official  
	The Financial Controller’s position was established and the recruitment competition was published on August 29, 2003 

	1.2.4. Accounting procedures, document management system 

With a view to improving the separation of functions the auditors recommend that the person not included in the payment and/or accounting functions carries out the reconciliation between bank statements and the data registered in the accounting system. 
To create the forms of financial statements and the procedure for submitting them, to refine the chart of accounts and the system of bookkeeping records, to develop and describe the system of audit trail 
To formalize the system of registration, management, collection, sorting out and custody of documents 

Documents governing the procedure for the administration of ISPA funds are not translated into Lithuanian 
	Chief Specialist has been employed for the management of accounting and the position of the Financial Controller has been established the recruitment competition for which was published on August 29, 2003 
Implemented. Given in the Work Procedures Manual of TID 

Implemented. Given in the Work Procedures Manual of TID

A majority of documents have been translated 

	1.2.5. IT system

To ensure the security of TID data by using the server of the Ministry of Transport and Communications 

To ensure the regular change of passwords 
	Implemented

The procedure for changing the passwords is described in the Work Procedures Manual of TID 


	Findings/recommendations of other audit institutions 
	Implementation of the recommendations

	1.2.6. Prevention of inadequacies, actions and reporting 

It is recommended that the definition of irregularities, their prevention, detection, management and reports about them are given in greater detail in the Work Procedures Manual which is currently under preparation 

It is recommended that the National Fund should be notified about irregularities not on a quarterly basis, but on a monthly basis in the form of an official letter once the irregularities have been detected. 

	Implemented. The Work Procedures Manual of TID gives the definition of irregularities, their prevention, management and the procedure for submitting the reports about them 

The Financing Agreement on the implementation of ISPA projects concluded between NF and TID on June 2, 2003 stipulates that TID submits a report about irregularities to NAO within one month from the end of each quarter  

	1.3. Lithuanian Road Administration
	

	1.3.1. Management and organizational structure, description of procedures

There are a few separately described procedures in LRA, however, it does not have an ISPA Manual. It was recommended that an integral procedure manual for ISPA Programme should be prepared

The checklists used are not approved 


	Implemented. The Procedure Manual of the Final Beneficiary (Contract Management), hereinafter referred to as the Work Procedures Manual was prepared and approved by the Order No. V-74 of Director General of LRA, V. Puodžiukas, dated September 11, 2003 

Implemented. Checklists constitute a part of the Work Procedures Manual approved by LRA 



	It is recommended that checklists for the examination of public procurement procedures are created 


	Implemented. The Work Procedures Manual of LRA presents the tender dossier checklist 

	1.3.2. Fund management, control

It is recommended that a separate bank account for each project financed under ISPA is opened from which payments would be effected to the contractor from ISPA funds and national co-financing means 

LRA used national co-financing means for covering the ISPA part of Project “Upgrading of IX B Transport Corridor”, which was not provided for
	Implemented. Bank accounts for all the ISPA projects were opened in Vilniaus Bankas AB 

Permission of the Ministry of Finance of the Republic of Lithuanian was received



	1.3.3. Accounting procedures, document management system 

With a view to improving the separation of functions it is recommended that the person not included in the functions of the execution of payments and/or the registration of data in the accounting system carries out the function of reconciliation between bank statements and the data registered in the accounting system
The reconciliation between the bank statements and bookkeeping system is done quarterly but not formalised. 

	Not implemented

Implemented. The reconciliation between the bank statements and the bookkeeping system is carried out on a monthly basis, the reconciliation certificate is signed by Director General of LRA, Chief Accountant and the Bank’s representative   

	1.3.4. IT system

It is recommended that the back-ups of the computer-based accounting system data are stored outside the premises of LRA 

The accounting system does not allow to track the owner of each entry in the system 
	The back-up is stored in the premises of LRA separate from the server 

Not implemented. It is planned to implement the function allowing for the identification of the author of an entry in the third-fourth quarter of 2003

	Findings/recommendations of other audit institutions 
	Implementation of the recommendations

	1.3.5. Prevention of inadequacies, actions and reporting

It is suggested that the Work Procedures Manual which is under preparation should give the definition of irregularities, their prevention, detection, management as well as the reports about irregularities in greater detail 

It is recommended that the National Fund should be notified about irregularities not on a quarterly basis, but on a monthly basis in the form of an official letter once they have been detected 

	Implemented. The Work Procedures Manual of LRA gives the definition of irregularities, their prevention, and management as well as the procedure for the submission of reports about irregularities.

In accordance with the Work Procedures Manual LRA must inform about irregularities in writing once they have been detected; the report is submitted to SAO, the Internal Audit Unit of the Ministry. LRA does not inform the National Fund direct about the irregularities 


	2. GENERAL FINDINGS
	

	The Ministry of Finance is recommended to develop elaborate guidelines of on-the-spot checks describing the risk analysis, sampling, scope of checks, form and content of the report as well as checklists  

Internal audit checks are performed in all the institutions related to ISPA (National Fund, Transport Investment Directorate, LRA), however, they still do not encompass all the spheres of activity. An internal audit manual that would be common to all the institutions related to ISPA should be prepared. 

It is recommended that the cooperation between NF and the auditors of the institutions related to ISPA (internal auditors of the Ministry of Finance and the Ministry of Transport and Communications) is ensured, a common methodology is developed and the training of internal audit staff is carried out.
	Not implemented. The guidelines have not been developed

Not implemented. An internal audit manual that would be common to all the institutions related to ISPA has not been prepared yet 

Not implemented. There is no cooperation between the Internal Audit Unit of the Ministry of Transport and Communications auditing TID and LRA and the Internal Audit Unit of the Ministry of Finance auditing NF in the field of ISPA project auditing
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1 The definition "internal control system" is used in the Audit Report, as pursuant to the legislation of the Republic of Lithuania, the aforementioned definition more precisely defines the essence of the concept "management and control system" used in the Financing Memorandum.


� In the Stage II of the Project the Contractor Kauno tiltai was  reregistered into UAB (private limited company).


3 Memorandum of Understanding on the Establishment of the National Fund was signed between the Government of the Republic of Lithuania and the Commission of the European Communities on 10 December 1998.


� Government of the Republic of Lithuania Resolution No 498 On the Establishment of the National Fund for the Implementation of the European Communities Assistance Programmes in the Republic of Lithuania in the Ministry of Finance  of 29 April 1999


� Minister of Finance Order No 118 On the Establishment of the National Fund in the Ministry of Finance of 10 May, 1999


� Minister of Finance Order No 108 on the Establishment of the National Fund in the Ministry of Finance of April 20, 2001. Until the entry into force of the Order, the civil servants of other FM units carried out functions of the National Fund. 


� The total amount of the funds under ISPA Programme from advance and intermediate payments received from the European Commission may not exceed 80% of the entire commitment rate undertaken by the European Communities under the Financing Memorandum; therefore, the expenditure exceeding this amount has to be financed from national co-financing funds until the final payment is made from the funds under ISPA Programme. 


� Analysing the requirements of MoF the term “management and control systems” is used, whereas describing the adherence to the requirements of MoF by bodies responsible for administration of  ISPA programme the term “internal control system” is used, because according to legal acts of the Republic of Lithuania this term  describes the essence of the concept “management and control systems” used in the Financing Memorandum in more precise way.


� DIS, i.e. Decentralised Implementation System, when part of management functions and responsibilities is transferred to the Beneficiary country, and  According to the agreements of the European Community, the final responsibility falls on the Commission of the European Communities


� The concept “eligible countries and regions” used in the Report is defined in PRAG and means EU Member States  and/or countries and regions, those referred to and/or  specified as eligible in the Regulation or other documents regulating the programme under which a contract is concluded.


� The Republic of Lithuania Law on Construction No. I-1240, adopted on 19 March, the Republic of Lithuania Law on the Amendment of the Law on Construction No. VIII-1948, adopted on 19 September  2000, the Republic of Lithuania Law on the Amendment of the Law on Construction No. IX-583, adopted on 8 November 2001.


�Official note Ref.  03/1/1576/MF  from the EC Delegation, dated 1 January 2003 


� Purchase price of stock/material is used for calculation


14 The Work Porcedures Manual for ISPA Programme of the National Fund for the implementation of the European Communites Assitance Programmes in the Republic of Lithuania approved by the Minister of Finance of the Republic of Lithuania Order No. 1 K-192 of July 8, 2003 (in the text – Work Procedures Manual)
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