e, Co-funded by
ifitérace :M*; Ithe European Union
nterreg

Interreg Programme Management Handbook

Guide to the 2021-2027 period

The Interreg Programme Management Handbook comprises a series of factsheets. They can be read
individually, or collectively, to understand the relevance of certain aspects of Interreg management.
They cover the relevance, legal basis, key challenges and approaches to the given subject.

Factsheet | Irregularity, fraud, withdrawal, deduction and
financial correction

1. What is it? What is the definition?

The original definition of an irregularity is as old as the hills, the legal reference in the Union law dates
back to 1995 and with small adaptations, however without major changes survived until now and the
definition of irregularity is enshrined in CPR=.

An irregularity means any breach of applicable law, resulting from an act or omission by an economic
operator, which has, or would have, the effect of prejudicing the budget of the Union by charging
unjustified expenditure to that budget. It has to be stressed that the wording ‘would have’ is very
important here as the simple error could have a potential to become an irregularity because in theory it
could have been charged to the EU budget, if not spotted beforehand. Of course, the European
Commission is not interested to see all potential irregularities. It focuses specifically on those that have
already been confirmed by a programme authority and charged to the EU budget - in other words in
irregularities which were included in the expenditure claimed in the payment applications submitted to
the European Commission. Such irregularities are referred to as established irregularities and they
must be corrected via withdrawals (removals of irregular expenditure directly in the payment
application) or deductions (removals of irregular expenditure from the accounts in case the last
payment application for the accounting year has been already submitted). In these programming period
there is no option of recovery of irregular amount to the Commission. But obviously the recovery from
the lead partner to the Managing Authority exists and is regulated in Article 52 Recoveries of Interreg
Requlation. This article depicts the chain of financial liability in respect of recovery for irregularities.

Another Interreg specificity is that the Managing Authority is not obliged to recover an amount unduly
paid that does not exceed EUR 250.

Financial correction of an established irregularity is regulated by either Article 103 CPR or Article 104
CPR depending on by which body (Member State or Commission) the irregularity was spotted. The main
difference between these two corrections is that under Article 103 CPR the corrected amount can be

1Art. 2 (31) CPR


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021R1059&qid=1744634958435
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021R1059&qid=1744634958435
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021R1060&qid=1744632104485
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021R1060&qid=1744632104485
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021R1060&qid=1744632104485
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021R1060&qid=1744632104485

still used by the programme and the amount corrected under Article 104 is usually lost for the
programme since irregularities discovered by EC lead to net financial corrections, i.e. reductions of total
programme ERDF budget. There is no exemption for irregularities below 250 EUR under Article 104
CPR, they shall be always corrected. For the programmes using Jems Interact prepared a description
with potential scenarios related to irregularities under Article 103 CPR. Scenarios present the mode of
conduct depending on which and what stage the irregularity happened. This description can be found in
Interact Roadmap for the assurance package under chapter 3.4 Treatment of irregularities.

Irregularities other than established irregularities must be corrected as well, but not necessarily as
withdrawals or deductions. They would normally happen at earlier stages, for example when the
controller is verifying partner’s costs, when the JS is checking the project report or when the body
performing accounting function is preparing the payment application. Therefore, the irregular
expenditure would not be yet reflected in the payment application to the EC and would be corrected
beforehand directly by a controller, the managing authority or the body performing accounting function.

Irregularities which have intentional character or are due to intentional omission are called frauds. The
intentional character must be first verified in the administrative or judicial proceedings at national level
so if the irregularity gives rise to the initiation of such proceedings to establish the presence of
intentional behaviour we speak about suspected fraud. After suspected fraud has been confirmed by a
judicial body it is then called established fraud.

The basic rulez says that an irregularity the total amount of which exceeds EUR 10 000 in contribution
from the funds must be reported to OLAF (the European Anti-Fraud Office) or if they involve suspected
fraud of any value. However, there are exceptions: where irregularities do not need to be reported to
OLAF. The detailed rules on reporting to OLAF can be found in Annex XII CPR.

The irregularities are reported via Irregularities Management System (IMS)+ which is an electronic
database of all irregularities reported, and which allows the Commission services to follow up on
irregularities. The access is given to all Member States and IPA countries. Usually, the national Anti-
Fraud Coordination Service (AFCOS) has direct access to the database but there are countries where
other institutions have direct access as well. The template for electronic reporting of the irregularity via
IMS can be found in Annex XII CPR. The data fields which are presented there are the same fields
which are filled in the IMS.

In Interreg, in 2014-2020 period the most frequent established irregularities in terms of numbers as
reported by Audit Authorities in Annual Control Reports were the irregularities related to ineligible
expenditure, missing supporting information or documentation and public procurement. However, in
terms of their financial impact and subsequent corrections the statistics looks different. The irregularities
related to public procurement procedures involved the biggest amounts to be corrected, followed by the
irregularities related to an ineligible expenditure and then irregularities related to an ineligible project.

2. Why are we discussing it?

Most errors are usually the result of a mistake. However, all detected errors must still be corrected, no
matter whether they are intentional or not. If a programme detects an error in expenditure that has
already been paid out to the project, the programme usually deducts the amount from the next project
report. In cases where the amount cannot be corrected by deducting it from the next project report,
programmes need to reclaim the amount from the project. This means projects are then asked to pay
back the amount to the programme (recovery according to Article 52 Interreg Reqgulation). Obviously,

2 Article 69 (2) CPR
3 Point 1.2 of Section 1 of Annex Xl CPR
4 Section 2 of Annex XII CPR
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these financial corrections are time-consuming procedures, which is why good internal control of the
project partners and high-quality management verifications by the controller and JS are essential to
avoid errors being included in amounts actually paid out to beneficiaries.

Undetected and uncorrected irregularities at project level accumulate at programme level and can
eventually lead to established irregularities at programme level detected by audit authorities or EC
which can have significant consequences on the programme, including programme interruptions,
suspensionss or programme budget reductions. Systemic irregularitiess (recurrent errors due to serious
failings) will lead to extrapolation of error. In other words, the error rate is projected to the entire
population to estimate the potential total error and in such a way the whole population (all projects with
systemic irregularity present) will be corrected.

Some financial corrections can be very severe for the partners. Especially the irregularities related to
non-compliance with the applicable rules on public procurement can lead to major reductions in
partners’ budgets. For example, avoiding public procurement and unjustified direct award of the contract
can lead to correction of 100% of costs related to the public procurement.

3. What are the Legal references and basis for this topic?
Irregularity

Council Regulation (EC, Euratom) No 2988/95 of 18 December 1995 on the protection of the European
Communities financial interests

e Atrticle 1.2 — Irregularity definition

Reqgulation (EU) 2021/1060 (CPR) — common provisions on the European Regional Development Fund
(...)

e Atrticle 2 (31-36) — Definitions
e Annex Xll - Detailed rules for the reporting of irregularities

Handbook on "Reporting of irreqularities in shared management"

In addition to Annex XII and the handbook there are also very detailed User Manual on how to use
Irregularities Management System and correctly report and follow up irregularities in the IMS.

The European Commission published a methodological note below on how to assess the systems and
how the errors found in the context of audits should be reflected in the audit opinion:

e Methodological Note on the Annual Control Report, Audit Opinion and Treatment of Errors (link
to zip file with the document and annexes)

Annex IV of this Methodological note is a typology of findings (excel). It presents the types of
irregularities which has to be attributed to each irregularity identified by the Audit Authority in the Annual
Control Report and it was implemented in Jems to classify irregularities to facilitate the preparation of
the Annual Control Report and Accounts. It does not have to be used by controllers — simplified typology
will be sufficient in communication with the MA.

The scenarios of dealing with irregularities used in Jems can be found in the Interact document below:

5 Article 97 (1) c) CPR
6 Article 103 (3) CPR and Article 103 (5) CPR
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e Roadmap for the assurance package

European Commission auditors each year have an audit campaign which sometimes have a special

focus for example public procurement, conflict of interest etc. The auditors shared their findings

(irregularities they found) in a series of documents which were shared at the CPR Expert group. These

irregularities were identified in projects financed by the Union (not only Interreg), but many of them

could well be Interreg’s irregularities.
e 7th meeting of the CPR Expert Group - 28 November 2022

Commission’s audit findings, lessons learned, good practices — overall view

Findings on public procurement

Findings on State aid

Findings on conflict of interest

In the presentation below the auditors presented the typical findings in risk prone areas in 2014-2020 as

well as the findings from 2021-2027 projects as the EC auditors conducted in 2024 so called early

preventive system audits and shared their experience.

e 16th Meeting of the CPR Expert Group - 21 November 2024
Audit findings
Fraud

Article 1 of Annex of Convention of 26 July 1995 on the protection of the European Communities'

financial interests

The fraud risk assessment tool that the European Commission prepared for 2014-2020 period is still

valid for 2021-2027 period. The set of documents also in national languages including self-assessment

excel can be found on the following website:

e Inforegio - Fraud Risk Assessment and Effective and Proportionate Anti-Fraud Measures

Financial corrections

Reqgulation (EU) 2021/1060 (CPR) — common provisions on the European Regional Development Fund

(..)

e Article 103 - Financial corrections by Member States

e Article 104 - Financial corrections by the Commission

e Annex XXV - Determination of the level of financial corrections: flat-rate and extrapolated
financial corrections — Article 104(1)

Public procurement corrections

e Commission Decision of 14.5.2019 laying down the guidelines for determining financial
corrections to be made to expenditure financed by the Union for non-compliance with the
applicable rules on public procurement

Communication corrections

There is also guidance on how to correctly use (not to overuse) financial corrections related to
communication shortfalls:

e Q&A - Article 36 of Interreg Regulation
e Workshop on Article 36 of Interreg Regulation

4. What are the challenges, key considerations and frequently asked questions?
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How do we write programme rules to help prevent errors/irregularities and fraud?

How can we help controllers identify irregularities before they become established irregularities?
How do we proceed in case of irregularities and financial corrections?

How can we prevent programme interruption and suspension?

5. How are they addressed?

To help prevent errors, irregularities, and fraud in Interreg programmes, programme rules should be
clear, consistent, and aligned with EU regulations. They should include robust procedures for eligibility
checks, monitoring, and verification, as well as clear responsibilities and consequences for non-
compliance.

To help controllers identify irregularities early, provide targeted training, clear guidance, and practical
examples of common issues. Encourage regular communication between controllers and programme
authorities to clarify uncertainties and ensure consistent application of rules.

To prevent programme interruption and suspension in Interreg programmes, it's essential to maintain
strong internal controls, timely error detection, and effective risk management. Regular audits, proactive
communication with the European Commission, and swift corrective actions help ensure compliance
and programme continuity.

6. How does it work in practice?

In case of irregularities, the first step is to identify and document the issue, assess its impact, and
determine whether a financial correction and a recovery of incorrect amount is necessary. The
correction should be applied in line with EU regulations.

If an irregularity exceeds EUR 10 000 in contribution from the funds it should be reported in IMS.

If an irregularity turns out to be an established irregularity (confirmed and included in a payment
application to the EC) either withdrawal or a deduction might be necessary. If the irregularity was
spotted not by a programme authority but by EC or some external audit body the programme budget
reduction might be necessary.

7. Good practice examples, innovative approaches

In 2021-2027 a lot of attention has been put to risk-based approaches which are also valid for
irregularity and fraud prevention. Pay higher attention to beneficiaries and projects that are of high risk,
such as partners with high budgets, inexperienced partners, project partners that are involved in many
projects at the same time, projects with high investment or external expertise budget, and private
companies such as SMEs.

As public procurement is a typical error-prone area which might cause significant financial corrections it
should be a focus of error prevention measures and subsequent controls

Focus measures towards other high-risk areas such as eligibility of projects and costs in general,
correct application of SCOs (avoiding double-financing by charging the real cost and the cost calculated
as SCO) and correct audit trail.

Provide training for controllers, lead partners and project partners. Ensure high-quality work by
controllers; by constantly monitor their capabilities and updating them on new developments/rules.
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Disclaimer: Cooperation can be
complex, and while Interact’s job
is to make it easier, Interact
cannot offer assurances on the
accuracy of our pan-European
information in any specific
context.

Furthermore, understanding and
knowledge evolves throughout the
programming period. If you spot
something out of date or
inconsistent, please contact us at
communication@interact.eu
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