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0. Introduction

This interim report addresses programme bodies, project partners and stakeholders
of the Interreg IVB North Sea Region Programme (NSR programme). The report is
part of the “On-going Evaluation” which presents the main findings and recommen-
dations regarding the topic “financial management and control setup at the pro-
gramme and project level”.

This interim report deals with the following evaluation questions as formulated by the
programme bodies:

= How does the programme level of the financial control set-up and its control
mechanisms operate?

= How does the project's financial control set-up perform?
= How do control mechanisms and procedures perform on the basis of audit reports?

The report is structured into the following chapters:

= Financial management and control setup at the programme level
= Financial management and control setup at the project level

= The first level control process

The report focuses on the main findings (!) and recommendations (\/) of the evalua-
tion process which are highlighted with symbols in the margin. In addition, opinions
taken from online surveys and interviews give an impression of the different perspec-
tives stakeholders and projects have. The report summarizes the findings and rec-
ommendations of the On-going Evaluation in an easy to read way.

This interim report is based on the main results from desk research and online sur-
veys in which answers were given by 21 out of 25 projects’ lead beneficiaries as well
as on 7 additional telephone interviews with projects’ lead beneficiaries of the NSR
Programme. The report concentrates on the general findings and recommendations
with strategic relevance to both the improvement of the running programme period
as well as to the next programme period 2014-2020.

More information on methodology and the evaluation model of the “On-going
Evaluation” is provided in appendix A.

/
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1. Recommendations at a glance

Please find below an overview of the recommendations regarding the “financial
management and control set up at the programme and project level” which are ex-
plained in detail in the following chapters.

4 N

v' The online reporting system should be accessible to all project beneficiaries in
order to facilitate the management of the reporting process within the project consor-
tia. This would streamline the reporting at both the beneficiaries’ and the project
level.

v' The online reporting system should provide additional standardised tools for
strategic and day-to-day project management in order to facilitate efficient project
steering and reporting (e.g. graphic analysis of project budget, diagrams showing
the relation between on-going activities and the attainment of milestones).

v Knowledge exchange between beneficiaries and projects should be supported
by social media tools on the NSR Programme’s website to build a community of
practice.

v The reporting of indicators should focus more on those indicators which allow
for the measurement of projects’ performance with regard to their specific objectives
and activities. This would enhance their relevance to project steering.

v" The NSR Programme should aim to decrease the likelihood of incorrect reports
on overhead costs by reducing its methodological complexity. Many beneficiaries
strongly support the implementation of flat rates for overhead costs in the next
programme period 2014-2020.

v The Joint Technical Secretariat (JTS) should carry out systematic sample quality
checks, in particular for the first progress report of all projects. This would have a
positive influence on both the quality of beneficiaries’ subsequent reports, as well as
on first level controls throughout the projects’ lifetime.

v' The JTS should proactively steer the scope of on the spot verifications which
are to be carried out by first level controllers at project beneficiaries. For this pur-
pose the JTS should carry out a risk assessment to identify relevant cost items
which need to be controlled on the spot.

v' Positive experience has been made with carrying out regional seminars for
First Level Controllers. These regional seminars should be implemented regularly
in all member states of the NSR Programme with a decentralised FLC system and
\should be obligatory for all FLC. /

/
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2. Financial Management and Control Setup at the
programme level

This chapter deals with the financial management and control setup at the pro-
gramme and project level from the point of view of programme bodies. It focuses on
the performance of the project reporting process to the JTS and how this affects the
management of the NSR Programme.

General findings

The Joint Technical Secretariat (JTS) notes that the quality of the progress reports
varies significantly from project to project. This leads to an increased workload for
both the JTS and the projects to improve the quality of progress reports which func-
tion as a basis for reliable monitoring of the projects’ performance.

According to the online surveys and telephone interviews the following reasons ren-
dered the submission of proper progress reports difficult:

= Some lead beneficiaries experience difficulties receiving adequate reports from
project partners as input for the progress report at the project level. Sometimes
project partners do not meet deadlines, do not use the reporting templates or do
not fill in the templates correctly and completely.

= Some project partners indicate difficulties reporting within the given time period
due to tedious processes within their internal accounting systems. Equally time
consuming are also formal procedures such as the signing of reporting docu-
ments.

= Some project partners find it difficult to fill in the reporting templates properly due
to their insufficient clarity which can lead to missing or wrong information pro-
vided by the partners.

= In some cases inconsistent information on guidelines, info sheets and fact
sheets is provided on the programme’s website after updating relevant informa-
tion for reporting.

= Inefficiencies in the reporting process also derive from the wide range of report-
ing forms and digital formats i.e. the internal accounting system, reporting tem-
plates, the printed documents for signing and the online reporting system, which
is currently only available for lead beneficiaries. Data often has to be transferred
manually between templates which increases the likelihood of incorrect data
transfer.

= Due to the general complexity of procedures and regulations, the reporting of
overhead and staff costs as well as the reporting of indicators and public procure-
ment is considered most difficult from the projects’ point of view. These problems
lead to an increased risk of irregularities regarding reported costs. This feedback
from projects is very much in line with the findings of the third level control carried
out by the European Commission which addresses the shortcomings regarding
the verification of costs related to public procurement, staff and overhead costs by

first level controllers.
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Indicators

Overhead costs

Budget change

Hourly rates

Other

Allocation of costs to budget lines
Eligibility of costs

Public tendering

Exchange rates

Costs outside the programme area

Figure 1: What issues often causes problems for you as a lead beneficiary and
your project partners during the report process?

Source: Online survey, number of responses

= Some beneficiaries gave the feedback that they have administrative problems
calculating their overhead costs on a real cost basis. Subsequently not all over-
head costs can be included in the financial reports and funded within the NSR
Programme. Moreover the reporting of overhead costs on the real cost basis is
considered as very time consuming. This leads to a reduced attractiveness of the
NSR Programme for those (potential) beneficiaries from a financial and adminis-
trative perspective.

Recommendations

The following recommendations take up the findings above. They intend to solve the
addressed issues based on the feedback from projects, stakeholders as well as the
desk research carried out by the evaluators.

v The online reporting system should be accessible to all project beneficiaries
in order to facilitate the management of the reporting process within the
project consortia. This would streamline the reporting at both the
beneficiaries’ and the project level.

There is great potential to improve and streamline the reporting process by making
the online reporting system available for both lead beneficiaries and project benefi-
ciaries. The project partners should provide their reports to the lead beneficiary via
the online reporting system. The information in the online system could be reviewed
with regard to thoroughness and plausibility. This would support the lead beneficiary
in submitting progress reports based on input from the project partners.

/
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Moreover, the reporting process could be managed more easily by the lead benefi-
ciary, providing an overview of delivered partner reports and pending information.
For the project partners, more transparency could be provided by enabling access to
the online reporting system. Making the online reporting system the main reporting
tool for lead beneficiaries and beneficiaries will also help to reduce inefficiency
within the reporting process which is often caused by the discontinuity of digital for-
mats. Furthermore, the completion of the reporting process and templates could be
guided interactively.

All in all such a comprehensive implementation of the online reporting system could
lead to progress reports of better quality with more consistent and complete informa-
tion.

Nevertheless, it is important to consider that the online reporting system must be
improved in terms of speed and usability, as this was a key aspect mentioned by the
participants in the surveys and interviews.

v The NSR Programme should aim to decrease the likelihood of incorrect reports
on overhead costs by reducing its methodological complexity. Many beneficiar-
ies strongly support the implementation of flat rates for overhead costs in the
next programme period 2014-2020.

The projects consider the reporting of overhead and staff costs as well as public pro-
curement to be very complex when it comes to procedures and regulations. This
leads to irregularities in reported costs as was also addressed by the third level con-
trol carried out by the European Commission. Most notably, the calculation and report-
ing of overhead costs based on real costs leads to considerable time consumption
within the projects.

Thus, the NSR Programme should reduce the complexity of reporting overhead costs
considerably. This would not only lead to fewer irregularities and less workload, but
also to wider acceptance of the reporting process on the part of beneficiaries.

Accordingly, many project beneficiaries prefer the implementation of flat rates for
overhead costs in the next programme period 2014-2020. As the results of the online
survey and the telephone interviews illustrate, most of the projects prefer overhead
costs to be reported via flat rates such as the “Seventh Framework Programme” or the
programme “Intelligent Energy Europe.”

Opinions from the online surveys

“The rules and general guidance provided by the JTS require interpretation and
translation to daily practice. The best way to ensure proper reporting still is a check
with the JTS; a quick call delivers more quality information on the process or re-
quirements then additional documents.”

“The major problem is the online monitoring system itself. You can not add addi-
tional changes requests before the previous one has been approved. Sometimes

this leads to extreme delays.”
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3. Financial Management and Control Setup at the
project level

This chapter deals with the financial management and control setup at the pro-
gramme and project level from the point of view of project beneficiaries. It focuses
on the efficiency of reporting procedures, the added value of official reporting for
project steering and on how the programme can facilitate project management on
the part of beneficiaries.

General findings

= The findings from the online surveys and telephone interviews indicate that the
official financial reports often do not provide sufficient information for proactive
financial steering of the projects. Thus, projects set up individual management
tools in addition to the mechanisms for official financial reporting.

= With regard to official activity reporting most projects also set up additional and
individual management tools to steer their project tasks and activities. This could
eventually lead to parallel reporting structures for both official reporting and in-
ternal management purposes (see Figure 2).

A: Do you have any financial control B: Do you have any activity control
mechanisms in addition to the official mechanisms in addition to the official
financial reports within your project? activity report within your project?

16 15

Yes B No Yes B No

Figure 2: Additional financial and activity control mechanisms
Source: Online survey, number of responses

= The projects also developed own tools to interlink the financial and activity reports
for an integrated project steering. Currently, the official financial and the activity
reports are separate and not interlinked with one another. The projects have de-
veloped tools to create a direct linkage between the reported budget and the re-
ported activity which corresponds to the respective budget.

= |n general, the existence of the online reporting system was welcomed. Never-
theless, the system’s performance and some of its features should be improved

in terms of both speed and usability. /
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= The results from the online surveys show that the reporting of indicators is con-
sidered problematic by the projects. The reporting of indicators focuses mainly
on information required by the NSR Programme and the European Commission.
Nevertheless, the indicator system is not regarded as being very suitable to pro-
viding measures which facilitate project steering. Accordingly, the awareness
among projects regarding the relevance of the indicator system for steering of
the whole NSR Programme is rather low.

Recommendations

v The online reporting system should provide additional standardised tools for
strategic and day-to-day project management in order to facilitate efficient pro-
ject steering and reporting

The evaluation revealed that many projects develop their individual mechanisms and
tools for project steering in addition to the official reporting. Thus, (optional) standard-
ised project management tools for strategic and day-to-day management could be
provided in order to ensure the consistency of information with official reporting re-
quirements. This could lead to a more universal quality of project management and
official reporting.

The online reporting system could also be the central tool for project steering. It
should encompass smart analyses of data, including graphic analyses of project
budgets, diagrams showing the relation between on-going activities and the attain-
ment of milestones as well as the integrated monitoring of activities and budgets. For
the further development of the online reporting system the JTS should actively involve
project beneficiaries in order to make use of their experiences both with the existing
system as well as with the day-to-day management of their projects.

Such project management standards of the NSR Programme should ideally be es-
tablished at the beginning of the projects’ lifecycle. For this reason, projects should
consider project management standards which are already in the application phase.

Opinions from the online surveys

Projects have made use of the following additional instruments to steer their project

activities:

= Planning tables and controlling software which show project activities and finan-
cial information

= Databases to keep track of project progress

= Spreadsheets which provide a detailed overview of expenditure per WP per
partner

= Internal mechanisms which focus on activities/deliverables

= Intensive personal contacts

= Project Managers which monitor activities

= Activity Progress Reviews as standard agendas for 6-month project meetings

/
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v Knowledge exchange between beneficiaries and projects should be supported
by social media tools on the NSR Programme’s website to build a community
of practice.

The evaluation revealed that projects have developed different approaches and
techniques to manage their activities. Moreover, they have also made individual
experiences and employ different solutions for common problems needing to be
overcome by many other projects. Thus, the establishment of a community of prac-
tice for all projects should be facilitated by the JTS. In this way, the beneficiaries can
help each other on a peer to peer basis and hereby support the development of a
joint identity as members of the NSR Programme.

The programme’s website is a central technical platform which provides information
for the projects. In order to build a community of practice for project partners in
which knowledge and experience related to project management and administration
can be exchanged social media tools (e.g. discussion boards or web blogs) could be
integrated into the programmes website. The knowledge exchanged via social me-
dia tools should be followed up on and eventually accompanied by the JTS.

v The reporting of indicators should focus more on those indicators which allow
for the measurement of projects’ performance with regard to their specific ob-
jectives and activities. This would enhance their relevance to project steering.

The evaluation revealed that many projects consider the reporting of indicators diffi-
cult. Moreover, the awareness of the relevance of these indicators to steering the
NSR Programme and projects is often quite low. Thus, the indicator system should
be revised by focussing more on indicators which allow for a better steering of the
projects themselves.

Accordingly, the indicators should be derived from the individual objectives of the pro-
jects in order to make them measurable. In this way, the indicators make a valuable
contribution to the steering of the projects. Moreover, the integration of indicators and
objectives allows for a systematic assessment of whether the objectives are formu-
lated in a measurable way. Thus, these indicators need to be specified as from the
point of application and must be monitored throughout the whole project lifecycle.

In addition, the awareness of beneficiaries for the relevance of these indicators to
steering the NSR Programme could be further enhanced by providing short reports
on achieved indicators at the project and programme level. This would allow the
projects to benchmark their own achievements with those of other projects.

Opinions from the online surveys
“Indicators need a better reporting format.”

“A simplification of the indicator list would be helpful as it is much too complex
(overwhelming and difficult to operate with in practice).”

“The indicator tends to be unclear and indistinct. It is sometimes difficult for partners

to know which indicator to report results under.”
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4. The First Level Control process

In the evaluation of the first level control process the projects, first level controllers,
the audit authority and other bodies of the programme have been integrated.

General findings

= The online surveys and the telephone interviews reveal that most of the projects
are only moderately satisfied with the First Level Control (FLC) process and the
work of the first level controllers.

= The FLC process is considered as administratively heavy and time consuming
from the projects’ point of view. Not all beneficiaries are aware of the relevance of
an accurately carried out FLC which is in their very own interest due to their liabil-
ity for any ineligible expenditure which has been reported to the Commission.

= The JTS notes that the quality of the FLC varies significantly between projects
and first level controllers.

= Findings from the Third Level Control of the effectiveness and reliability of first
level control processes and management verifications within the UK are described
in the document “Third Level Control of the North Sea Region Interreg Programme
- Findings and Lessons from the Third Level Control in May 2011". A general re-
sult is that the management verifications carried out by the first level controllers
are not adequate.

= Central issues of the Third Level Control include insufficient verification by first
level controllers regarding the compliance with rules on public procurement,
overhead costs, publicity, state aid, eligibility of project expenditure, staff costs
as well as incomplete audit trails.

= The findings of the Third Level Control are in line with the observations of the
JTS of varying quality of FLC between projects. A significant number of FLC do
not meet the basic regulatory requirements in terms of completeness and accu-
racy. Moreover, there is a need to strengthen the role of the JTS in terms of en-
suring the quality of FLC in taking more responsibility for the accuracy of FLC.

Recommendations

\/ In the next programme period the JTS should carry out a sample quality
check, in particular for the first progress reports of all projects. This would
improve the awareness for and quality of FLC at an early stage.

As described in the lessons learned from the Third Level Control mentioned above the
JTS will carry out systematic quality checks of the management verification done by
the FLC until the quality of the FLC has improved.

Beyond this recommendable approach, the JTS should carry out such systematic
sample quality checks, in particular of the first progress reports of all projects, during
the next programme period 2014-2020. These sample checks should concentrate
on the most complex issues which bear the highest risk of irregularity (e.g. overhead
costs, public procurement, and eligibility of costs). Thus, mistakes in the FLC can be
addressed as early as possible, hereby avoiding any subsequent errors throughout

the projects’ lifecycle. /
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Moreover, these quality checks raise the awareness among beneficiaries for the
relevance of FLC and the service quality of their first level controllers. These sys-
tematic quality checks lead to additional workload and costs for the JTS which
needs to be discussed during the development of the next programme period, also
with regard to the possible (financial) impact of FLC of insufficient quality.

v The JTS should apply statistical methods such as risk analysis to select pro-
jects for on the spot verifications and should define the content of these verifi-
cations

The process of “on the spot verification” is laid down in article 13 of the EC regulations
1828/2006 and article 60 of EC regulations 1083/2006 and is currently implemented
by the FLC. Due to limited resources it seems adequate that the JTS delegate the
implementation of on-the-spot verifications to the first level controllers.

Nevertheless, the JTS carries the overall responsibility for ensuring that on the spot
verifications are realised accurately. Therefore, the JTS should apply statistical meth-
ods like risk analysis to select projects for on-the-spot verifications and to define the
content of these verifications. In line with the EC regulation no.1828/2006 in article 13
the JTS should regulate the tasks for verification and request them from the pro-
jects. In this way, the JTS manages these verifications proactively whilst they are
still carried out by first level controllers at the beneficiary level.

v Positive experience has been made with carrying out regional seminars for First
Level Controllers. These regional seminars should be implemented regularly in
all member states of the NSR Programme with a decentralised FLC system and
should be obligatory for all FLC

National Contact Points have carried out regular FLC Seminars for beneficiaries’ fi-
nance managers and their first level controllers to inform about relevant issues and
experiences regarding the FLC process. In the future programme period regional FLC
seminars should be implemented regularly in each member state of the North Sea
Region Programme with a decentralised FLC system. These FLC seminars could be
implemented by the National Contact Points which are more familiar with national
regulations and should be obligatory for all FLC participating in the Programme. In this
way, the relevance and awareness for the FLC process among both project benefici-
aries and first level controllers can be increased.

These seminars should also take advantage of the possibility to initiate continuous
dialogue with lead beneficiaries and first level controllers in order to improve the effi-
ciency of the FLC process and of the usability of reporting templates.

/
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Opinions from the online surveys

“The FLC process is administratively very heavy. 4 documents have to be signed
and sent for every partner which seems excessive. Other programmes only require
1 certificate that is issued, so | don't see the point in sending all those documents to
LB. The FLC is a national responsibility, so one certification should be enough.
Some LB's make the partners send all other documents to them as well including
every single timesheet, invoice and other verification which is not acceptable.”

“Appendix 7 is not a very user friendly document. The amount stated on it is only the
accumulated amount. No amount for the current reporting period is stated any-
where. This creates a lot of confusion and is the cause of many mistakes and prob-
lems, especially if some expenditure has been considered as in-eligible in a previ-
ous claim.”

“A problem with Appendix 7 is that the same document has to be filled in by both the
project partner and the FLC. This creates problems if you do not meet every single
project in connection to the audit. |1 can not fill in section 10 as a FLC on the com-
puter if section 9 has already been signed by the partner which means that getting
both signatures on the same paper is impossible. Instead, FLC have to fill in a sepa-
rate document for section 10, print it out and attach it to the signed document for the
partner.”

Ongoing Evaluation of the INTERREG IVB North Sea Region Programme 2007-2013
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Appendix A - Evaluation Model

The evaluation model adopts the EFQM (European Foundation for Quality Management) model approach as a starting point and applies it to
the context of the programme evaluation. The key message of the evaluation approach is that any impact which occurs at the programme
level is generated via the quality and effectiveness of the funded projects. This new paradigm focuses not only on stakeholders such as the
Commission or regional administration, but also on the projects themselves as core customers of the programme management. Conse-
quently, the programme should support the projects’ work as strongly as possible, as so to enable them to manage their activities effectively.
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