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H.1 BANK ACCOUNTS
H.1.1 
Description of bank account system and flow of funds 

H.1.1.1 General overview - Chart
The system of bank accounts is based on main and sub accounts. For the EC contribution under the CF 1164/94/ISPA Programme the PA/NF maintains three separate main accounts in EURO:

· Three sectoral main accounts - one for Sector Transport, one for Sector Environment and one for Horizontal measures;

· Main accounts for each project.
The Head of PA is responsible for opening sub-accounts for each project managed by MA/IA and Intermediate Body. Each sub-account is in the name of the Paying Authority/National Fund – Managing Authority/Implementing Agency or Paying Authority/National Fund- Intermediate Body and mandate is given to the MA/IA and respectively to Intermediate Body, under the responsibility of the Head of MA/IA and Head of IB, for using the limits approved by the Head of PA/NF for each sub-account.

Separate BGN and Euro main accounts are maintained by the Paying Authority/National Fund for the national co-financing.

H.1.1.2 Limits
The MA/IA is entitled to execute payments from the sub-accounts only and within limits approved by the PA/NF.  
In cases of responsibility given to the Intermediate Body to execute the payments to the Contractors, the IB shall made payments from the respective sub-accounts in the name to Paying Authority/National Fund- Intermediate Body only and within limits approved by the PA/NF.  

Limits are determined on the basis of cash flow forecasts and Requests for funds submitted by the MA/IA to the PA/NF for approval by the Head of PA/NF (See H.5.3 – Transfer of funds from PA/NF to MA/IA).  The cash flow forecasts follow the implementation of the contracts concluded under each CF/ISPA FM. 

Upon reception of Payment Orders issued by the MA/IA and IB, the Bank shall :

· debit the respective Euro and/or Leva main accounts  for the amount of rhe Payment Order as authorised under the respective limit,

· credit the relevant sub-account,

· on the same day, debit the sub-account to execute the payment order.
The debit turnover of the 
sub-accounts shall show the utilisation of the limits.  Sub-accounts shall always close with zero balances at the end of day.
The MA/IA shall report to the PA/NF on the utilisation of funds on a monthly basis only for sub-account in the name of the Paying Authority/National Fund 
- Managing Authority/Implementing Agency.

The Intermediate Body submits to the Managing Authority copy of the bank statement for balances of the limits up to 3-rd working day after receiving of the document from the Bank.

The Intermediate Body notifies with letter the Managing Authority and Paying Authority for the results of the Monthly reconciliation of the limits, as required.
H.1.2 Selection of the Bank 
Selecting banks is the full responsibility of the PA/NF which shall :

· launch a call for proposals to select banks on the basis of pre-defined criteria,

· inform the MA/IA about: selection of the Bank and the initial procedures, opening of bank accounts, and applicable conditions of use of the sub-accounts.

H.1.3 
Signature of Bank agreement 
It is the full responsibility of the Paying Authority/National Fund to conclude bank agreements with the bank and to inform the MAs/IAs on the terms of the respective Bank agreements. 

The MA/IA and IB will be obliged to acknowledge the special features of the sub-account, to acknowledge its responsibilities, to follow the general requirements of banking services for the programmes under its implementation including the following:
· to submit to the Bank all orders duly signed by the persons specifically authorised by the Head of MA and IB  and Head of PA/NF;

· to submit to the Bank all orders with a clear designation for the relevant project and accompanied by invoices or other documents in evidence of the expenditure according to the relevant CF/ISPA FM,

· MAs/IAs and IB are not allowed to submit orders to transfer funds within their approved limits to accounts on the name of the MA/IA and/or IB in any bank without the prior consent of the Paying Authority/National Fund;

· MAs/IAs and IB are not allowed to submit orders to open deposit accounts or for other cash management transactions;

· MAs/IAs and IB are not allowed to use their respective sub-accounts to receive or make payments, which are not related to the respective CF/ISPA FM, financed by the PA/NF. In case of receipts not related to the projects, as well as in case of partial or full refund of expenditures made under such projects, such receipts are automatically transferred by the bank to the respective main accounts of the PA/NF for the national co-financing;

· to abide by the limits approved by the Paying Authority/National Fund for withdrawal of funds under the respective projects;

· to make applications to the Bank to use the services of electronic banking only through the PA/NF.
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H.1.4 
Opening and signature on sub-accounts

Opening of sub-accounts is responsibility of the Paying Authority/National Fund. MAs/IAs sub-accounts can be opened only if an Implementing Agreement has been signed with the Managing Authority/Implementing Agency. If such an agreement has already been signed the account is opened by the PA/NF based on the authorisations provided by the Head of MA/IA. 
IBs sub-accounts can be opened only if an Operational Agreement has been signed between the IB and the Managing Authority/Implementing Agency. If such an agreement has already been signed the account is opened by the PA/NF based on the authorisations provided by the Head of IB.
The authorisation of the persons with right on first and second signature is in the form of letter by the Head of MA/IA accompanied by an Order of the Minister.

In case if IB , the nomination of the persons authorized to sign and manage the payment process is responsibility of the Head of Intermediate Body. The Intermediate Body informs the Managing Authority and Paying Authority for that nomination as well as for any changes in the persons who have proxy of the Intermediate Body’s sub-accounts at latest five days after the respective internal Order has been issued.. 

The both sub-bank accounts on MA/IA and IB should be operated on the basis of double signature system. 

In order to avoid any disruption in disbursements, it is recommended that there are at least two signatories for First signature and Second Signatures.
· First signature : 
· 1.
Head of MA/IA 

· 2.
MA/IA Director
· Second signature : 

· 1.
The authorised employee from the finance department
· 2.
The authorised employee from the finance department
Rights for signatures on PA/NF-MA/IA sub-accounts and PA/NF- IB are subject to the formal approval of the Head of PA/NF. As the sub-accounts and the funds in sub-accounts are the legal property of the PA/NF, the Head of PA/NF shall determine and announce to the servicing Bank the names of the persons from the MA/IA and IB authorised to initiate payments out of the respective bank account together with the samples of signatures of the authorised signatories. 
The Paying Authority/National Fund informs the MA/IA in writing of the bank account opening. It is the responsibility of the PA/NF to transmit any relevant information on CF/ISPA bank accounts to the EC.

The MA/IA and IB is required to ensure that Specimen signatures [officially stamped] are submitted to the Bank in the presence of a Bank representative and after a personal identity control.
H.1.5 
Modification of bank mandates / rights of signature

Any modification of the authorisation to operate the MAs sub-bank accounts must be coordinated by the Head of MA/IA with the Head of PA/IA and formalised by an Order of the Minister of Transport and Bank Mandates.
Any changes of the authorisation to operate the IB’s sub - bank accounts must be communicated to the Paying Authority with copy to the Managing Authority at latest five days after the respective internal order has been issued.  

H.1.6 
Electronic Banking System 
The MA/IA is entitled to request access to the use of Electronic banking services under the following conditions:
· the MA/IA must address a formal request to the Head of PA/NF,

· the Head of PA/NF approval is a mandatory requirement,

· the scope of services must be formally and clearly determined between the Bank and the Head of PA/NF in a contract / agreement,

· safety and security of the data transmission must be demonstrated and guaranteed (including users identification and login passwords).

The electronic banking system is currently not applied by the MAs/IAs. 
H.1.7 
Bank statements 
On the day following any transaction day on the sub-accounts, the bank provides the MA/IA and IB with a written notice – memorial order, credit or debit advice, in hard copy, stamped, signed and dated. The written notice includes:

· the number of the bank account and the currency,

· the date of the bank operations,

· the type of transaction,

· the amounts debited/credited,

The bank must also provide the MA/IA and IB  with daily Bank Statements (in hard copy, stamped or on logo paper and dated, with identification number) detailing all the transactions of the period, providing for detailed information for each transaction : identification number, date, amount and exchange conditions (if applicable) and the opening and closing balance of the sub-account.

The bank must also provide the MA/IA and IB with monthly confirmation (in hard copy, stamped, signed and dated) for the amount of the unused limits for each sub-account.

H.1.8 
Notification on bank account opening to the Accounting function
Once the Head of MA/IA and IB are informed by the PA/NF on the opening of sub-accounts (see H.1.2) he/she must inform the Head of the CF/ISPA. The update of the Chart of accounts of the MA/IA with the new bank accounts is done centrally by the Paying Authority/National Fund.

H.1.9 Deposits / Interests

Sub-accounts are zero-balance accounts (see H.1.1.2) and the MA/IA and IB does not ensure any depositing of funds.

H.1.10 
Bank charges

Sub-accounts should not incur any fees, commissions and/or charges.  Any bank charges are collected from the respective PA/NF main accounts.

H.1.11 
Closing bank accounts

Closing banks accounts is the full responsibility of the Head of PA/NF who shall inform timely the MA/IA on the decision made on closing bank accounts [See H.7].
H.2 CO-FINANCING
In accordance with EU principles for non-reimbursable financial aid granted to candidate countries, community funds must complement national funds contribution. Therefore, the beneficiary country provides part of the total eligible costs. 

Bulgaria shall contribute to the financing of investments and sources for the national contribution may be :

· national public sources : state budget and/or local budget,

· loans from the International Financial Institution (IFI) (whether a public loan with state guarantee or a commercial loan to a public company),

· public companies or beneficiaries of the projects,

· donors,

· other commercial sources of funds (public or private).

H.2.1 Joint and parallel co-financing

Under parallel co-financing (in cases where it is not necessary or possible to arrive at common implementation modalities): funds are dedicated to separate components or contracts and obey to different rules. The funds provided by EIB or other IFI contributions is dedicated to separate components or contracts from those covered under the CF/ISPA eligible costs. If possible, common supervision should occur in this co-financing structure, as well.

Under joint co-financing: when a national contribution is financed directly from the national budget or a public company, CF/ISPA will normally co-finance this contribution jointly with the national body. This means that the funds will be managed in a fully integrated fashion, in accordance with tendering and contracting regulations, and with common supervision and control arrangements during implementation of the project. This type of co-financing is also possible when part of the financing is provided by the EIB or an International Financing Institution (IFI). However, this requires agreement between the EC and the financial institution concerned on all the relevant modalities of implementation
.

Under Bulgarian CF/ISPA projects, separate bank accounts are opened for the following funds: 

	Source of funding
	Owner of the bank account
	Procurement rules

	Commission assistance  
	Paying Authority/National Fund – Managing Authority/Implementing Agency  bank account in the servicing bank

	Practical Guide



	National co-financing from the State Budget
	
	

	Commission assistance  
	Paying Authority/National Fund – Intermediate Body bank account in the servicing bank

	Practical Guide



	National co-financing from the State Budget
	MA/IA (respective ministry) bank account in the servicing bank
	Practical Guide

	National co-financing from the State Budget
	IB bank account in the servicing bank
	Practical Guide

	IFI financing 
	Contractor’s bank account 
	Conditions as specified in the financing contract


H.2.2 Responsibilities

The Head of PA should ensure the smooth flow of the national State budget co-financing after the co-financing element has been included and approved in accordance with the State Budget Act of the Republic of Bulgaria for the respective year. 
The PA/NF and the Ministry of Finance shall ensure that there are sufficient funds to pay the Contractor from the national co-financing and CF/ISPA funds.

The Head of MA/IA shall secure the funds from any other source (i.e. IFI). 

The Head of Intermediate Body shall ensure the co-financing from International Financing Institutions (IFIs) as well as other co-financing falling within his responsibility, as well as overall reporting to the Head of Managing Authority and Head of Paying Authority. The MA has responsibility to ensure only the funds from CF/ISPA funds and respective national co-financing within implementation the CF/ISPA road projects.
H.2.3 
Private finance

Private finance are funds referred to as other contributions from various private entities, e.g. final beneficiary’s own contributions or loans from private banks.  In case of private banks procedure applied can vary under different contracts; in addition the sovereign guaranty or political support can be requested by the bank for granting the loan. 

Private finance is provided directly by the Final Beneficiary or Intermediate Body. 
Payments are submitted from a separate bank account owned by the Final Beneficiary or Intermediate Body, usually financing the activities/project stages or paying the interest on the loans specifically agreed under the CF/ISPA FM and the agreement signed between the Head of MA and the final beneficiary [if not defined differently in the CF/ISPA FM].
H.2.4 State budget (Central government) co-financing

The PA/NF is responsible for the financial management of the funds from the State budget which forms the national co-financing part of all pre-accession instruments, including CF/ISPA. The funds are allocated into the budget of the PA/NF as a transfer from the central budget to an extra-budgetary fund.

Transfers of funds to the MAs/IAs and IB by the PA/NF shall be done under the form of limits approved by the PA/NF, within which the MA/IA and IB may initiate payments. 

The MA/IA submits to the PA/NF Requests for funds for approval of limits financed from the two sources of funds managed by the PA/NF – CF/ISPA assistance and national co-financing element.

Budget preparation and implementation by the MA/IA
Based on the provisions of the Law on the Organisation of the State Budget and the guidelines of the Ministry of Finance for the preparation of the state budget the current general budget procedure consists of two rounds:

1. During the first half of the year the procedure for the preparation of the three-year budget forecast is finalised. 

The MA/IA and the IB submit to Management of EU Funds Directorate at MF with copy to Paying Authority/National Fund expenditure budget forecasts and models for the expenditure engagements under the EU pre-accession funds, showing separately expenditure on each program from each source of funds (EU funds and national co-financing from the state budget).

The MA/IA submits to Management of EU Funds Directorate at MF and  with copy to the Paying Authority/National Fund the information on estimated disbursements for the next budgeting period, based on ongoing projects and projects in the pipeline. The IB also submits separately to the Paying Authority/National Fund such information that will be copied to the MA (in case of NRIA).
The following documents must be prepared by the MA/IA and approved by the Head of MA/IA before transmission to the PA/NF:
· Model of expenditure engagements to the EU's pre-accession funds – general, based on full budget classification, including functions,

· Model of expenditure engagements to the EU's pre-accession funds - by economical sectors,

· Report on the priorities and policies in reference to the absorption of the pre-accession funds of the EU,

The planning is carried out in accordance with the financial plan in the CF/ISPA FM between the EC and the Republic of Bulgaria and the concluded contracts for construction works, design and supervision.
2. During the second half of the year the procedure for the preparation of the budget for the next year is finalised. 

The MA/IA submits to the Paying Authority/National Fund expenditure budget forecasts and models for the expenditure engagements under the EU pre-accession funds, showing separately expenditure on each program from each source of funds (EU funds and national co-financing from the state budget), now only for the following year.
The IB also submits separately to the Paying Authority/National Fund such information that will be copied to the MA (in case of NRIA).
The Head of MA/IA must 
provide the Head of PA/NF 
with regular information on the payments executed from all co-financing sources. 
The Head of IB also must provide to the Head of PA/NF and the Head of MA with regular information on the payments executed from all co-financing sources.
H.2.5   Co-financing from other donors

Other donors providing the co-financing for the CF/ISPA projects are the third entities having no direct involvement in the CF/ISPA projects implementation structures. e.g. investment companies, private funds, etc. 

The procedures applied for granting the funds are defined under the specific terms of the contract signed with the donor. 
H.3 NON-ELIGIBLE COSTS / EXPENDITURES

Main categories of non-eligible costs are: Land, VAT, Administrative expenditures, Operating expenditures, running costs of assisted projects and Financial Charges and durable equipment.
Provisions governing eligibility of expenditure for projects assisted by CF/ISPA are defined in the CF/ISPA FM.

Expenditures shall relate to the payments verified and actually made by the MA/IA, supported by receipted invoices or accounting documents of equivalent probative value. 

The Head of MA/IA shall be responsible for ensuring 
that necessary steps are taken to provide for 
financing of the non-eligible costs of the 
project from the Ministry’s operational budget. 
Nevertheless, the delegations to the Final Beneficiaries and Intermediate Body, the Head of MA remains finally responsible for respecting eligibility rules. Therefore, he/ she must ensure application of proper system for eligibility checks performed at the MA/IA.
In case non-eligible expenditures are forecasted [e.g. land, VAT] during the programming/project preparation stage, the related costs must be planned under the Ministry’s annual budget or IB’s annual budget (see H.2.4). 

In case non-eligible cost occur on ad hoc basis during the financial year, and recovery of such expense has not been planned from the approved funds (including the Ministry’s operational budget), the MA/IA may submit a formal request to the Ministry’s Financial Directorate to reallocate the funds from other budget line(s). The reallocation between the budget lines shall be approved by the Council of Ministers. 
In case when the Intermediate Body has responsibility to made directly payments to the Contractors, the Head of IB is responsible to submit a formal request to the Ministry’s Financial Directorate at Ministry of Finance to reallocate the funds from other budget line(s) and shall only informs the Head of MA. The reallocation between the budget lines shall be approved by the Council of Ministers.
H.3.1 VAT

Providers of funds require that none of their funds be used for the payment of taxes and any relevant charges. Value added tax (VAT) is not eligible expenditure under CF/ISPA. 
For the projects financed from the EU funds, it is possible to apply for the VAT exemption, as described below. 
The Ministry of Finance has issued guidelines for applying the tax exemption procedure. However, in order to avoid potential misunderstandings and misinterpretations of the legislation, as well as to be informed of any recent developments in reference to that issue, the communication and cooperation with the representatives of tax policy making and implementing bodies (such as National Revenue Agency (NRA)) is recommended. 
VAT is paid in Leva. Ministry’s Financial Directorate shall cover the VAT from the general Ministry’s budget. The MA/IA and IB shall inform the Financial Directorate about the payment (amount and timing) execution. 

H.3.1.1 Tax exemption procedure
According to the Bulgarian legislation the right of VAT exemption is given to the main Contractor only. The sub-contractors of the main contractor are not tax-exempted.
Before using the VAT exemption regime the Contractor shall refer to the Territorial Taxation Directorate of its registration to ask for preliminary confirmation of the right to use the VAT-exemption regime.

For the purpose the Contractor shall submit to the Taxation authority a request, containing the following information:

· Title, date of promulgation and date of entry info force of the international agreement, which is the basis for VAT exemption and in relation to which the contract subject to VAT exemption has been concluded;

· Original or verified by the parties copy of the contract, under which the taxable party is the main contractor, and the Contracting Authority is the assignor, concluded in realisation of the international agreement

· Name, registered place and address of business, BULSTAT, Number from the National Tax Register of main contractor.

H.3.1.2 Role of the MA/IA
The MA/IA shall provide the main Contractors with information and documents under the above items and shall keep the Taxation Authority informed of any changes in the circumstances listed above within 14 days as of the day the change occurs.
In every three months the MA/IA shall inform the taxation authorities on the newly signed CF/ISPA contracts. Using this information and after receiving the Contractor’s documents, the taxation authorities issue VAT exemption to the Contractor. 
Upon receipt of the confirmation by the taxation authorities, the main Contractor may use the VAT exemption regime, either by presenting the documents before the customs authorities (at import), or by non - calculating the tax on the invoices (in domestic transactions).
H.3.1.3  Role of Intermediate Body

The IB shall provide the main Contractors with information and documents under the above items and shall keep the National Revenue Agency informed of any changes in the circumstances listed above within 14 days as of the day the change occurs.
The Head of IB is responsible to inform the Head of MA for the Contractors use above mentioned tax exemption procedure within 5 working day following receiving a notification from National Revenue Agency and shall keep National Revenue Agency informed of any changes in the circumstances listed above within 14 days as of the day the change occurs.
H.3.1.4 Documents to be kept by the Contractor

The Contractor shall keep the following documents so as to be able to prove the VAT exempted transactions in future tax controls:

· original copy of the contract, under which the taxable party is the main Contractor, and the Contracting Authority is the assignor, concluded in realisation of the international agreement;

· all legally required taxation documents, proving that the Contracts under Art. 92 of the Law have been executed;
· information on Company’s tax registration;  

· if the Company is a joint venture, the agreement between the companies and declaration, which is the leading firm – signed by all parties;  
· information on the persons, authorised to sign contracts or to order payments from the funds, provided on the base of the international agreement, as well as original specimens of their signatures.

H.3.2 Administrative expenditures
As a general rule, expenditure incurred by public administrations, including salaries of national, regional and local statutory employees are not eligible for assistance (including technical assistance) except for duly documented expenditure arising from the obligation to carry out financial checks, financial and physical monitoring, evaluation and prevention of irregularities and expenditure entered into under the obligation to recover amounts lost. 

With the exception of the Paying Authority/National Fund, costs including salaries linked to the temporary employment, at the initiative of the Commission, of staff whether temporary civil servants or staff from the private sector for work involving management, follow up, evaluation and control are eligible under the technical support measure as defined in the CF/ISPA FM. 

Equipment for monitoring purposes may be eligible if specifically allowed by a technical assistance measure mentioned within the CF/ISPA FM. 

Without prejudice to above expenditure incurred for the organisation of statutory monitoring (or for organising ad hoc meetings upon the request of the EC) is eligible on presentation of documentary evidence. Allowable costs may, as general rule, include one or more of the following categories: 
· interpreter services, 

· lease of meeting room and ancillary arrangements, 

· lease of audio-visual and other necessary electronic equipment, 

· provision of documentation and related facilities, 

· fees for participation of experts, 

· travel expenditure. 

Salaries and allowances of public administration employees incurred in this context are not eligible. 
H.3.3 Operating expenditure and running costs

Any type of operating cost incurred after the completion of a project is not eligible. 

Notwithstanding the previous, training of operating personnel and testing of a project and of its equipment may be taken into consideration as eligible expenditure for a necessary period defined in the CF/ISPA FM. 

The principles defined above hold also for a completed individual part of a project or a grouped project, albeit the total project has not yet been completed. 

H.3.4 Financial Charges

Any type of financial charge linked to the realisation of a project is not eligible; this concerns in particular interest on interim financing, bank fees, provision fees, etc. 

Bank guarantees related to bank loans used for the financing of project can be eligible with the agreement of the Commission. 

Financing techniques, which do not necessarily imply an immediate transfer of asset ownership, can be considered eligible, if justified and approved in the CF/ISPA FM. This has to be demonstrated through a risk analysis that the technique used is economically more advantageous than outright acquisition of an asset. 
H.3.4.1 Durable equipment 

Expenditures on purchase or production of plant and equipment that is to be permanently installed and fixed in the project may considered as eligible 
if it is acquired during the implementation of the project and is, by nature, to be permanently installed and fixed in the project. The type of durable equipment becomes part of capital expenditure of the project and is eligible, provided that is placed under inventory of durable equipment of the body specified under Section II (2) of each CF/ISPA Financing Memorandum and that it is treated as capital expenditure in accordance with standard accounting conventions.

Without prejudice to Section IX (3) of each Financing Memorandum, the lease of each equipment is considered as part of the operational cost and it is not eligible.
H.3.5 Period of eligibility


Payments made before the date of signature of CF/ISPA FM by the EC shall not be eligible for assistance from CF/ISPA.

H.3.5.1 Initial time limit on eligibility
Payments made before the initial time limit on eligibility are not eligible. The initial time limit on eligibility is assessed differently according the two following situations: 
Under DIS

Expenditures are eligible for assistance from the date the CF/ISPA FM is signed by the EC. In exceptional cases and when project funding is made up of a combination of loan either from the EIB or another IFI and CF/ISPA grant, expenditures are eligible for assistance from the date of the agreement of the EIB or of the other IFI. As a general rule this date should not be earlier than 6 months from the date mentioned under the first sentence. The following conditions are a prerequisite: 

· The works and the contracts for which the provision shall apply must be identified in the CF/ISPA FM; 

· The EIB or other financial institution certify that the provisions of Articles 167 and 168 (1) of the Council Regulation (EC, Euratom) n°1605/2002 and provisions of Article 239 and 240 of Commission Regulation (EC, Euratom) n° 2342/2002 are respected; 

In the above cases the EC is, as a general rule, disposed to apply after examination by the CF/ISPA Management Committee the provision of Article 168 (2) of the Financial Regulation applicable to the general budget of the European Communities.
Under EDIS 

After the decision of the Commission to confer aid on implementing agencies in applicant countries on a decentralised basis
, expenditure is eligible for assistance from the date on which the application reaches the EC CF/ISPA service) provided that the application can be considered complete. 

H.3.5.2 Final time limit on eligibility

The final date of eligibility is specified, as a general rule, in Article 4, paragraph 3 of the CF/ISPA FM. 

· The final date relates to payments made by the MA/IA. 

· After the final date has expired the Head of PA/NF disposes of a period of six months to submit to the EC the final payment claim together with the final report and a statement as specified in Annex III.1 and in Annex III. 4.C to the CF/ISPA FM. 

· The Commission cannot extend this six –month period. 

Whenever questions arise which are not specifically dealt with in these principles governing eligibility of expenditure in the framework of projects assisted by CF/ISPA the matter shall be discussed with the EC. The EC will endeavor to handle open questions in the spirit enshrined in these principles and with due reference to the principles established for the Cohesion Fund. 

In case of a conflict between these principles and those under national eligibility rules the above-mentioned principles shall take precedence. 

H.4 EXCHANGE RATES
CF/ISPA funds from the EC are received in Euro and maintained on bank accounts maintained in Euro.

Loans contracts with IFI’s are expressed in Euro.

H.4.1 Rate applied by the Bank for transfer of funds from PA/NF to MA/IA
Once the Head of PA/NF approves limits, on the day of execution of Payment Orders from MA/IA or IB to the bank, the amount expressed in the Payment Order in Euro is transferred in Euro from the main accounts to the sub-accounts therefore having no impact in terms of exchanges rates.

H.4.2 Rate applied by the Bank for payments from MA/IA sub-account
Instructions for payments to Contractors from CF/ISPA funds and State budget (i.e. national co-financing) are :

-
Expressed in Euro in the Payment Order

-
Executed in Euro from the sub-account

therefore having no impact in terms of exchanges rates.

H.4.3 Rate applied by the MA/IA in the Declarations of expenditures
In principle, conversion rates apply when recording in the accounting documents the Declarations of expenditures are defined by the EC.
Since expenditure are executed and reported in Euro, Statements of expenditures are directly expressed in Euro and no impact in terms of exchanges rates has to be taken into account.

H.5 TRANSFER OF FUNDS

Transfers of funds are performed through several flows:

CF/ISPA Funds

· From EC to PA/NF  (EC bank account to PA/NF main accounts);
· From PA/NF sectoral main account to the main account for each project;
· From PA/NF to MA/IA (PA/NF main account for the project to MA/IA sub-accounts);
· From PA/NF to IB, in the case of NRIA (PA/NF main account for the project to IB sub-accounts);

· From MA/IA to Contractors (MA/IA sub-accounts to Contractors bank accounts);
· From IB sub-accounts to Contractors bank accounts) in the case of NRIA as IB
· From MA/IA to PA/NF in the case of irregularities, overpayments, amounts wrongly paid, balances of advances paid to Contractor and to be funded by the Contractor, etc. (MA/IA sub-accounts to PA/NF main accounts for the national co-financing).
· From IB to PA/NF in the case of irregularities, overpayments, amounts wrongly paid, balances of advances paid to Contractor and to be funded by the Contractor, etc. (IB sub-accounts to PA/NF main accounts for the national co-financing)
National Co-financing
· From State Budget to PA/NF  (Treasury to PA/NF national budget main accounts);
· From PA/NF to MA/IA (PA/NF national budget main accounts main account to MA/IA sub-accounts [CF/ISPA funds are merged with National co-financing funds);
· From PA/NF to IB in case of NRIA (PA/NF national budget main accounts main account to IB sub-accounts [CF/ISPA funds are merged with National co-financing funds);

· From MA/IA to Contractors (MA/IA sub-accounts where CF/ISPA funds and national sources are merged to Contractors bank accounts);

· From IB to Contractors in case of NRIA (IB sub-accounts where CF/ISPA funds and national sources are merged to Contractors bank accounts)
· From MA/IA to PA/NF in the case of irregularities, overpayments, amounts wrongly paid from national sources, balance of advances paid to Contractors and to be refunded to the MA/IA by the Contractor, bank guarantees, etc (sub-accounts to PA/NF main account for national co-financing)

· From IB to PA/NF in the case of irregularities, overpayments, amounts wrongly paid from national sources, balance of advances paid to Contractors and to be refunded to the IB by the Contractor, bank guarantees, etc (IB sub-accounts to PA/NF main account for national co-financing).

Other sources of funds
· From the IFI to MA/IA (IFI transfers funds to the MA/IA bank account opened for IFI financing purpose);

· From MA/IA to Contractors (MA/IA bank account opened for IFI to Contractors bank account)

· From IB to Contractors (IB bank account opened for IFI to Contractors bank account)

H.5.1 Cash-flow management: planning funds needs 

In order to ensure that CF/ISPA funds and co-financing funds are available for timely payment of Contractors, cash flow management must be performed at three levels:

· Contractor level,

· IB level

· MA/IA level.
· PA/NF level.
In addition, since :

· Advance and Intermediate payments from EC cannot exceed 80% of the total assistance granted [percentage may be increased to 90% in justified cases],

· Final payment is released after the CF/ISPA project is completed, Final Report is received and approved by the EC,

needs for funds must be anticipated in order to identify sources of funds when CF/ISPA and/or co-financing funds are not available (especially during the final phase of the projects).

Cash flow forecast at Contractor level

The Engineer’s monthly report for the progress of work for each Works contract. The Engineer provides for a modified cash-flow forecast in case of delays or other changes of the originally approved forecast. The Engineer shall ensure the accuracy of the forecast before transmission to the IB and MA/IA.

Cash flow forecast at MA/IA level

As part of the Monthly Financial Report from MA/IA to PA/NF, Commitment and Disbursement forecasts are prepared by the MA/IA for each CF/ISPA FM. 
H.5.2 Transfer of funds from the EC to the National Fund

The funds granted by the EC under projects and financed by CF/ISPA Programme, are transferred to the MA/IA or IB (in the case of NRIA) through the Paying Authority/National Fund. The request for funds from the EC is the full responsibility of the PA/NF.

The PA/NF can request funds from the EC as follows: 

· Advance payment;
· Intermediate application for payment [including procedure for Interim Certificate and Statement of expenditure]

· Final application for payment [including procedure for Interim Certificate and Statement of expenditure]

The PA/NF performs its obligations using information and data received from the MA/IA through:

-
Monthly Financial Report,

-
Requests for Funds from the MA/IA to the PA/NF.

H.5.2.1 Pre-financing
In according to the requirements of Regulation 1265 modifying Annex II of Regulation 1164/94 for the projects implemented under CF (Regulation 1164/94), the Paying Authority/ National Fund may request only one pre-financing payment in amount of 20% (40% for the contracts under TA) of the total amount of the CF/ISPA contribution after signature of the relevant main contract under the relevant project.
All or part of an advance payment shall be repaid to the Commission if no payment application is sent to the Commission within 12 months from the date on which the advance payment is paid. The amount to be repaid will be determined by the Commission on the basis of the eligible expenditure effectively paid. Repayment of the advance does not lead to the cancellation of the Community assistance.

The Head of MA/IA ensures that a copy of the related contract is timely transmitted to the PA/NF. A copy of the cover page of each contract signed and all relevant pages containing signatures, duration, financing plan, breakdown of prices, payment schedule must be attached by the MA/IA to the Monthly Financial Report from MA/IA to PA/NF 
H.5.2.2 Replenishment payments

Replenishment payments are made by the Commission on request and provided that the project is progressing satisfactorily towards completion and aim to refund the expenditure certified and actually paid.
The PA/NF ensures that “INTERIM CERTIFICATE AND STATEMENT OF EXPENDITURE AND APPLICATION FOR PAYMENT” (referred to as PA/NF Applications for Payment) are submitted to the EC as a general rule three times a year, not later then 1 March, 1 July, 1 November.  
They should include declarations of expenditure covering all eligible expenditure on the project.
The PA/NF Applications for Payment are based on data / information submitted to the PA/NF by the MA/IA in it’s:
· Monthly Financial Report,

· Requests for Funds from the MA/IA to the PA/NF.

· Monthly Progress Sheets and/or Ex-ISPA Monitoring Sheets.
Intermediate payments will be made subject to the following additional requirements:

· The MA/IA has submitted a report describing the progress of the project in terms of its physical and financial indicators and its conformity with the CF/ISPA FM, including where appropriate any specific conditions attached to the assistance,

· The observations and recommendations of the national and/or Community inspection authorities have been acted upon,

· Any technical, financial and legal problems that have arisen and the measures taken to correct them have been indicated,

· Any deviations from the original financing plan have been analysed and justified,

· The steps taken to publicise the measure have been described.

The total amount of the payments made under applications for advance payments and interim applications may not exceed 80% of the total CF/ISPA contribution to the project. The EC may increase this amount to 90% in justified cases.

H.5.2.3 Final payment

Payment of the balance will be made after approval of the final report and after all other conditions specified in the Financing Memorandum (Annex III.1, section III, § 6) have been fully met.
The PA/NF performs such obligations based on information received from the MA/IA in :

· the final Financial Report and Monthly Progress Sheet,

· the Final Report (to be submitted to the PA/NF within three months of completion of the project)

· The final Request for Funds from Head of MA/IA to the Head of  PA/NF, accompanied by the Head of MA/IA declarations and supporting documents

The Head of  MA/IA must ensure that any information required / needed by the Head of  PA/NF is timely and properly transmitted. 

H.5.3 Transfer of funds from the National Fund to the MA/IA
The Head of PA/NF is responsible for ensuring the regular flow of CF/ISPA funds and national co-financing between the PA/NF and the MA/IA. The transfer of funds from the PA/NF to the MA/IA is made in the form of limits (see H.1.1.2). 
In accordance with the Implementing Agreement the MA/IA submits to the PA/NF Requests for funds using a standard form according to its needs yet as a general rule up to the 10th day of February, June and October. 
In exceptional cases, the CF/ISPA may submit additional requests to the PA/NF. The MA/IA should then present to the PA/NF a detailed justification of the reasons for such request, together with the full set of standard documents, supporting the request.

Requests for funds from MA/IA to PA/NF are:

· submitted after the signature of the contracts by the Head of  MA/IA, 

· expressed in Euro,

· comprise request for  the EU and national budget contribution to the project
· accompanied by the following information:
· A financial and progress report as part of the Request
· Commitment Forecast

· Disbursement Forecast

· List of signed contracts

· Schedule of upcoming tenders and tender evaluations effected

· Copy of the relevant contracts (if it is not provided yet
) and duly stamped copies of documentary evidence of expenditure,

Note : if the amount paid for an invoice by the MA/IA is different from the actual amount of the invoice, the MA/IA should transmit to the PA/NF a copy of the related Payment Order.
All Requests for funds must be signed and approved by the Head of MA/IA. The written declaration by the Head of  MA/IA embedded in the Request for funds confirms that the information contained in the Request for Funds is correct and can be substantiated by original documentation held by the MA/IA and that the implementation of the CF/ISPA project is progressing at a satisfactory rate and according to the objectives laid down in the Financing Memorandum.

On the basis of the request and supporting documentation, the PA/NF verifies the disbursement level of the preceding tranche by the MA/IA and, if the request is justified, the PA/NF approves the release of the next tranche of funds, in the form of limits.
The limit approved is financed from the two sources managed by the National Fund: CF/ISPA assistance and national co-financing element. For each limit approved the proportion between CF/ISPA funding and national co-financing may be different depending on the availability of funds in the PA/NF. 
The payments which have to be financed from IFIs or other sources are under the responsibility of the MA/IA within the line ministry. 

MA/IA shall inform the PA/NF on fulfilment of the specific conditions specified in FM Article 8 in case of the second instalment. 
H.5.3.1 Extension of the validity of approval of limits by the PA/NF
In principle, limits are approved for the duration of four months during which the requested payments to the contractors must be executed. 
There is no possibility to extend this period. The MA/IA is entitled to include in its following Request for funds amounts which were approved under a previous Requests but were not actually disbursed.

H.5.4 Transfer of funds from the Paying Authority to the Intermediate Body
The Head of PA/NF is responsible for ensuring the regular flow of CF/ISPA funds and national co-financing.. 

· In accordance with the Operational Agreement the Head of IB shall prepare Request for funds and submit to the Head of Managing Authority for check and coordination according to its needs as a general rule up to the 3th day of February, June and October. In cases of the additional information and necessary corrections the Request for Funds is returned to the Intermediate Body for revision within 3 working days.. The Head of MA shall submit the Request for funds to the Head of PA up to the 10th day of February, June and October. 
The transfer of funds from the PA/NF to the IB is made in the form of limits after official submission of the Request for fund by the MA and the transfer shall be done under the form of limits on the Intermediate Body’s respective sub-account, within which the Intermediate Body may initiate payments and after official notification by Managing Authority for the amount approved. 
Requests for funds from IB to MA are:

-
submitted after the signature of the contracts by the Head of IB, 

-
expressed in Euro,

-
comprise request for the EU and national budget contribution to the project.
H.5.5 Transfer of funds from the Managing Authority to the Paying Authority 
Funds may be received on any of the MA/IA sub-accounts in the following cases :

- repayment of an overpayment made by the MA/IA to a Contractor,

- recovery of irregularities,

- mistakes made by the bank,

-the MA/IA has executed an undue payment (e.g. an incorrect bank account reference / contractor; incorrect amount; insufficient supporting documents etc), 

The PA/NF must be informed by the MA/IA about the nature and the details of any exceptional i.e. not related to a contract recovery of finds transfers within three working days after the MA/IA sub-account has been credited with the related amount.

Upon receipt of funds in the MA/IA sub-account, the servicing bank transfers funds on the same day to the main account of the PA/NF for the co-financing in EUR.
The Head of MA/IA and Head of IB retain  responsibility for recovering any funds unduly paid to Contractors.
H.6 PAYMENT TO CONTRACTORS

Note: 
the term “Contractors” refers here to the general meaning of party to a Contract whatever is the type of contract i.e. Services, Supplies or Works.

Payments to Contractors are based on commitments arising from contracts signed under each CF/ISPA FM. Invoices / Applications for Payment and relevant supporting documents submitted by Contractors (incl. the Supervision Engineers) constitute the basis for payment of Contractors by the MA/IA.

H.6.1 Responsibilities

As a Contracting Authority, the MA/IA is responsible for the settlement in due time and in line with the prevailing EU rules and procedures of Invoices / Payments certificates / Application for payment received from Contractors. 
As a Contracting Authority the IB, in case of NRIA, is responsible for the settlement in due time and in line with the prevailing EU rules and procedures of Invoices / Payments certificates / Application for payment received from Contractors.
As a general rule, under Works Contracts, the Engineer (hired under supervision contract and referred to as “Engineer”) is responsible for:

· Controlling and approving the Applications for payment submitted by the Works Contractor, 

· Performing the eligibility check of the Works Contractor’s expenditure  in accordance with FIDIC rules,

Note : 
Under standard contractual obligations, the Engineer hired under the supervision contract has no obligation to control if expenditures are eligible or not with regards to CF/ISPA criteria defined in Annex III.2 of CF/ISPA FM [Provisions governing eligibility of expenditure for project assisted by CF/ISPA] and further certification as defined in Annex III.4 of CF/ISPA FM [Section 8 – Certification of expenditure]. 

· Issuing Payment certificates (advance, interim and final). 

When approving and processing payment to Contractors, three options can be considered in relation to the delegation of responsibilities.

H.6.1.1 Option 1 : responsibilities are delegated by the Head of MA/IA to the Final Beneficiary
On the basis of the Operational Agreement signed between the HEAD OF MA/IA and the Final Beneficiary, the HEAD OF MA/IA delegates to the Final Beneficiary the responsibilities relating to the verification of Invoices, Payment Certificates and Applications for Payment.

Responsibilities delegated to the Final Beneficiary include :

· Formal confirmation of the delivery of works / supplies / services and assessment of the progress of the contracts implementation,

· Control and approval of Contractor’s Monthly Statements on the basis of Payment Certificates submitted by the Supervising Engineer, 
· Control and approval of Bill of quantities and compliance with the budget,

· Verification of the authenticity and eligibility of expenditures,

On behalf of the Head of MA/IA, the MA/IA:

· Verifies the performance of the Final Beneficiary controls through regular and/or random site visits,

· Performs administrative controls over the Invoices, Payment Certificates and Applications for Payment,

· Prepares and controls Payment Orders [instructions to the bank for payment to Contractors]

· Submits the Payment Orders to relevant signatures before transmission to the bank,

· Maintains the financial and accounting records.

H.6.1.2 Option 2: responsibilities are delegated by the Head of MA/IA to the IB

On the basis of the Operational Agreement signed between the Head of  MA/IA and the Head of Intermediate Body, the Head of MA/IA delegates to the Head of Intermediate Body the responsibilities relating to the verification of Invoices, Payment Certificates and Applications for Payment.

Responsibilities delegated to the Intermediate Body include:

· Formal confirmation of the delivery of works / supplies / services and assessment of the progress of the contracts implementation,

· Control and approval of Contractor’s Monthly Statements on the basis of Payment Certificates submitted by the Supervising Engineer, 
· Control and approval of Bill of quantities and compliance with the budget,

· Verification of the authenticity and eligibility of expenditures
-   The Intermediate Body shall inform officially the Managing Authority for approval of the payments at least 20 days before due date. The official approval by the Intermediate Body should be proofed with an official letter supported by the relevant checklist filled in.
On behalf of the MA/IA, the Head of MA/IA:

· Verifies the performance of the Intermediate Body controls through regular and/or random site visits,

· Performs administrative controls and checks over the Invoices, Payment Certificates and Applications for Payment,

· Verify also the expenditures on the basis submitted by Intermediate Body a copy of the set of documents related to the each payment.
· Maintains the financial and 

accounting records.

The Intermediate Body shall only make payments against signed contracts and receiving of the official approval by the Managing Authority about the verified expenditures. 
H.6.1.3 Option 2: no responsibilities are delegated by the Head of MA/IA
On behalf of the Head of  MA/IA, the :

· PIU verifies the performance of the Contractors through regular and/or random site visits,

· PIU ensures formal confirmation of the delivery of works / supplies / services and assessment of the progress of the contracts implementation,

· PIU controls and approves Contractor’s Monthly reports on the basis of Payment Certificates submitted by the Contractor, 
· The PIU provides a statement on the checked performed above to the MA/IA
· MA/IA controls and approves the services provided in accordance in the contract

· MA/IA verifies the authenticity and eligibility of expenditures (in particular in relation to criteria defined in the CF/ISPA FM),

· MA/IA performs administrative controls over the Invoices, Payment Certificates and Applications for Payment,

· MA/IA prepares and controls Payment Orders [instructions to the bank for payment to Contractors]

· MA/IA submit the Payment Orders to relevant signatures before transmission to the bank,

· MA/IA maintains the financial and accounting records.

H.6.2 
Types of payment

Payment schemes are different depending on the type of contract : Services, Supplies or Works. For each type of contract, Contractors are entitled to receive:

· Advance payment : initial pre-financing payment / instalment,

· Interim payments : further pre-financing instalments, and

· Final payment : balance of the payments, 

All payments must be performed in accordance with the PRAG/FIDIC and the conditions set out in the respective contracts.

The tables hereafter summarise:
· payment amounts (pre-financing, interim and final);

· documents required from the Contractor for justification;

· timeframe for the payment.
It must be noted that tables are subject to changes if (Special) Conditions of the related Contracts are modified. In the tables, reference is made to :

· Cash flow forecast  : this is the MAs/IAs estimate of the cash flows arising directly from the execution of the contract

· Contract value : this is the amount stated in the Contract representing the maximum or total amount payable for the provision of the services / supplies / works.

H.6.3 Services

H.6.3.1 Fee-based and Global price contracts
Payment procedures for services are covered under Article 28 of the General Conditions and Article 7 of the Special Conditions of the services contract. The method of payment is determined by whether the contract is fee based or global price. 

· Fee-based contract: Contract under which the services are provided on the basis of fixed fee rates; 

· Global price contract: Contract under which the services are performed for an all-inclusive fixed price.

	
	Type of contract
	Pre-financing
	Interim payment
	Balance payment

	Amount
	Fee-based
	60% of the cash flow forecast for the 12 months following commencement date
	Forecast based on Special Conditions is based on: 

· the submitted invoice setting out days worked and incidental expenditures incurred; 

· contractors’ progress reports explaining the activities due until the end of the project; 

· contract time-schedule for activities/payments. 

The interim invoices are paid until the sum of the amount paid is 90% of the contract maximum value
	Maximum 10% of the contract value



	
	Global price
	60% of the contract value
	None
	Maximum 40% of the contract value

	Required documents
	Fee-based
	· Signed contract

· Invoice for pre-financing payment

· Financial guarantee (for the full amount of the pre-financing payment) if the pre-financing amount exceeds €150.000. The guarantee remains valid until the final certified value established in audit certificate has been accepted.  
	· Interim report approved by Beneficiary and Contracting Authority

· Financial report

· Invoice for interim payment – for Fees and Incidental Expenditures

· Timesheets for the relevant period


	· Approved final progress report

· Final financial report

· Audit certificate

· Final invoice for Fees and incidental expenditure

· Timesheets for the relevant final period

· Final Statement (General Conditions Art. 28.7, PRAG Annex B9)
The financial guarantee is released by the Contracting Authority within 45 days of his acceptance of the final audit certificate. 

	
	Global price
	· Signed contract

· Request for payment

· Financial guarantee (for the full amount of the pre-financing payment) if the pre-financing amount exceeds €150.000. The guarantee remains valid until a final payment has been made. 
	Not applicable.
	· Final progress report approved by Beneficiary and Contracting Authority

· Final invoice

· Final statement (General Conditions Art. 28.7, PRAG Annex B9)



	Time frame for payment
	Fee-based
	Within 45 days of receipt of the contract signed by all parties and all relevant documents (request for payment, financial guarantee if applicable)
	Within 45 days of receipt of the approved interim progress report, timesheets and invoice and all relevant documents.
Payments are submitted on a six-monthly basis, if the contract duration is in excess of six months. 
	Within 45 days of receipt of the approved final progress report and all relevant documents (invoice, timesheets, audit certificate, etc.). 

The financial guarantee must be released within 45 days after the audit certificate has been accepted. 
If the contract duration is less than six months then there would only be one interim payment. 

	
	Global price
	Within 45 days of receipt of the contract signed by all parties and all relevant documents (invoice, financial guarantee if applicable)
	Not applicable.
	Within 45 days of approval of the final progress report by the Beneficiary and the Contracting Authority and receipt of all relevant documents (invoice, timesheets, etc.). 

The financial guarantee must be released once final payment has been made. 


H.6.3.2 Framework contracts

	
	Pre-financing
	Interim payment
	Balance payment

	Amount
	60% of the contract value
	None
	Up to 40% of the contract value

	Required documents
	· Countersigned original of the letter of contract

· Request for advance

· The original offer

· Initialed ToR

· Financial guarantee if the amount of the advance is more than €100.000
	Not applicable
	· Request for final payment

· Copy of the approved final report

	Time frame for payment
	Within 60 days from the date of the letter of contract,  request for payment and original financial guarantee (if applicable)
	Not applicable
	Within 60 days of receipt of the invoice


H.6.4 
Supplies 
Payment procedures for supplies contract are covered under Article 26 of the General and Special Conditions of the contract. 
	
	Pre-financing
	Interim payment
	Balance payment

	Amount
	60% of the contract value
	30% of the contract value
	10% of the contract value

	Required documents
	· Request for payment

· Photocopy of  the signed contract

· Performance guarantee (for the amount specified in the invitation to tender, article 21.3, in any case no more than 10% of the amount of the contract price). The submission of the performance guarantee releases the tender guarantee, if applicable

· Pre-financing guarantee for the full pre-financing amount

· Copy of insurance policy if required (see Special conditions, article 12)
	· Invoice

· Original of provisional acceptance certificate

· Originals of certificates of origin of the supplies

· Copy of warranty if applicable

· Copy of inspection test certificate if applicable

Note: where only a part of the supplies have been delivered, the calculated 30% are for the supplies which have actually been accepted – see provisional acceptance certificate. 

Note: when a warranty period is not applicable, the payment schedule may be modified (see Special conditions, article 32)
	· Invoice

· Final acceptance certificate

· Original of guarantee

· Copy of inspection test certificate if applicable

Note: the final 10% payment may be made at the same time as the interim payment if a security guaranteeing repayment of the full 10% balance is submitted. The security is released within 60 days of the final acceptance of the supplies. 

	Time frame for payment
	Within 45 days of receipt of the Request for payment and all relevant documents
	Within 45 days of receipt of the Request for payment and all relevant documents
	Within 45 days of receipt of the Request for payment and the final acceptance protocol (or financial guarantee if applicable).  
The performance guarantee must be released within 30 days of issue of the final acceptance certificate


H.6.5 Works
Payment procedures for works must comply with FIDIC rules. In accordance with the FIDIC Contract Guide Clause 14, the following conditions apply to Construction and Plant and Design-build contracts. 
	
	Advance Payment
	Interim payment
	Balance payment

	Amount 
	Varies per individual contract. The total advance payment, the number and timing of the installments (if more than one), and the applicable currencies and proportions, shall be stated in the Appendix to Tender. 


	Varies per individual contract
	Varies per individual contract

	Required documents
	· Performance Security, which shall be valid and enforceable until the Contractor has executed and completed the Works and remedied any defects. 

· Guarantee in amounts and currencies equal to the advance payment. The guarantee shall be valid and enforceable until the advance payment has been repaid. 

· Interim Payment Certificate issued by the Engineer 

Both Performance Security and Advance Payment Bond shall be issued by an entity and from within a country (or other jurisdiction) approved by the Employer, and is annexed to the Particular Conditions or in another form approved by the Employer.


	· Contractor’s Invoice 

· Performance Security (if no Advance payment) 

· Interim Payment Certificate (IPC) issued by the Engineer  determining the amount which the engineer fairly determines to be due, based on: 

· Contractor’s Interim Statement  (i.e. application for IPC, submitted to Engineer in 6  copies after the end of each month) together with supporting documents, including report on progress during this month

Note: Prior to issuing the Taking-Over Certificate for the Works, the Engineer shall not be bound to issue an IPC in an amount which would (after retention and other deductions) be less than the minimum amount of IPC (if any) stated in the Appendix to Tender. 
	· Contractor’s Invoice 

· Contractor’s Final Statement (copy sent to Engineer)

· Final Payment Certificate (FPC) issued by the Engineer, based on 

· Contractor’s draft final statement (i.e. application for the FPC, submitted to Engineer in 6 copies as a draft final statement) together with the supporting documents

· Engineers IPC for the agreed parts of the Contractor’s draft final statement

· Copy of the Performance Certificate issued by the Engineer to the Contractor on completion of the Contractor’s obligations under the Contract (within 28 days after the latest of the expiry dates of the Defects Notification Periods, or as soon thereafter as the Contractor has supplied all the Contractor’s Documents and completed and tested all the Works, including remedying any defects)



The planning of the likely cash-flows for the payments may be based on (if such is required in the contract): 

· (Monthly) measurement of quantities of work, applying the rates and prices from the Bill of Quantities (in case of Construction contracts). 

· Schedule of Payments (in case of Construction and Plant and Design-build contracts); if there is no such schedule of payments, the Contractor shall submit according to the contract non-binding estimates every three months. Unless instructed otherwise, the Contractor would be entitled to assume that “quarterly period” means January-March, April-June, July-September, and October-December. 

H.7 CLOSURE OF CF/ISPA PROJECTS and FINAL DECLARATIONS
H.7.1 Pre-conditions for the Closure of the contracts
The project will not be considered complete until all the payments have been made and the bank accounts closed, with any remaining balances accounted for and disbursed as directed by the EC. 

Once the Works are completed and handed over, the MA/IA should start the project close out procedures, including :

•
Work’s Contractor’s Final Statement,
•
The Supervision Contractor’s Final Statement,
•
The beneficiary final report

· The IB final report
•
The Final Project Report,
•
The Final Finance Request,
•
Document Archiving, including closure of the project diary.
H.7.1.1 The Contractor’s Final Account

The project is complete when the Contractor’s final account is paid. The FIDIC Conditions of Contract state the timing for presentation and settlement of the Contractor’s final Account. It is generally within three months of issuing the Defect Liability Certificate at the end of the Defect Liability Period. This period could be extended if there are any outstanding claims from either side. 

The timing leading to the final payment is as follows:

•
The Taking Over Certificate (TOC) is issued and 50% of the retention (equivalent to 2.5% of the Contract value) is released;

•
The Defects Liability Certificate (DLC) is issued 365 days after issuing the TOC. At this time the final 50% of the retention is paid and the Contractor’s performance security released; 

•
The Contractor’s final statement is to be presented within 56 days of issuing the DLC, but it could be delayed if there are unsettled claims; 

•
The Engineer issues the final payment certificate within 28 days of receiving the final statement; 

•
The Employer has 56 days to settle the final payment certificate; 

Then only the MA/IA can finalise the Engineer’s account. Thus the final payment could be made 17 months after the MA/IA accepts the Works. 
The MA/IA will ensure that the Engineer minimises the number of outstanding matters throughout the Contract period. It is essential that the contractors are persuaded to complete their final accounts as soon as possible, preferably before or soon after the Taking Over Certificate is issued, otherwise the Employer is paying for the Engineer’s time, and also the final payment from the EC will be delayed. 
H.7.1.2 Engineer’s Final Account

Similarly, the Engineer’s final account must be settled as quickly as possible. As the Engineer has some responsibility for the Contractor’s final account, his account will arrive after the Contractor. Many of the items can be finalised early but the final figure cannot be entered until the Contractor has received his payment, in case there is a last minute problem.

H.7.1.3 Project Final Report

The MA/IA must submit a Final Report to the PA/NF within three months of completion of the project. The Final Report contains:
•
A description of the work undertaken, accompanied by physical indicators, quantification of expenditure by category of work and the measures taken with regard to the specific clauses contained in the decision to grant assistance;

•
Certification of the conformity of the work with the decision granting assistance;

•
A first assessment of the extent to which the expected results have been achieved; including notably;

•
The effective date of implementation of the project;

•
An indication of the way in which the project will be managed once completed;

•
Confirmation, if appropriate, of financial forecasts, especially as regards operating costs and expected revenues;

•
Confirmation of the socio-economic forecast, especially the expected costs and benefits;

•
An indication of the actions taken to ensure protection of the environment and their cost including compliance with the polluter-pays principle;

•
The date at which the assisted project became operational;

•
Information relating to publicity actions.

The MA/IA shall ensure availability of all the supporting documents regarding expenditure on any project for a period of five years following the last payment in respect of a project. 

H.7.2 
Final Declarations to EC
Following the provisions of the CF/ISPA FM, the balance of Community assistance is calculated on the basis of expenditure certified and actually paid. 

Once the final payment to the Contractor is formally evidenced and in any event after the final date of eligibility has expired (see H.3.5) the HEAD OF PA/NF disposes of a period of six months to submit to the EC the final payment claim together with the final report and a statement as specified in Annex III.1 and in Annex III. 4.C to the CF/ISPA FM.

The PA/NF performs such obligations based on information received from the MA/IA in :

- the Final Report (which is actually the very last Monthly Progress Sheet and the final Financial Report).

Thus the final payment could be received from the EC as much as two years after the MA/IA has accepted the project. 

H.7.2.1 Final Declaration from Head of MA/IA to Head of  PA/NF
The final Request for Funds from Head of MA/IA to the Head of PA/NF, accompanied by the Head of MA/IA declarations and supporting documents forms the basis for the Head of PA/NF declaration to be submitted to the EC
together with the PA/NF Final Application for payment.
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� To ease this process, the Commission has promoted a modification to the ISPA Regulation allowing derogations to follow, in case of co-financing, and if needed, procedures in use with some IFIs (EC 2382/2001 of 4.12.2001) and the Commission signed a revised Memorandum of Understanding with the EIB, the European Bank for Reconstruction and Development, the Nordic Environment Finance Corporation, the Nordic Investment Bank, the Council of Europe Development Bank, the Black sea Trade Development Bank and the World Bank Group to reinforce their co-operation and to facilitate co-financing under the Phare, CF/ISPA and SAPARD.


� See Article 12, (1), of Council Regulation (EC) n° 1266/99 of 21 June 1999


� See Article 12,(2), of Council Regulation (EC) n° 1266/99 of 21 June 1999.   


� 	To the Monthly Financial Report from  MA/IA to PA/NF should be attached a copy of the cover page of each contract signed and all relevant pages containing signatures, duration, financing plan, breakdown of prices, payment schedule must be attached by the CF/ISPAMA/IAMA/CF, and details on fulfilment of conditions defined in the CF/ISPA FM.
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