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to : Permanent Representatives Committee
Subject : ENLARGEMENT

- Preparation of the next Accession Conferences at Ministerial level with
Cyprus, Hungary, Poland, Estonia, the Czech Republic and Slovenia
= Chapter 28 : Financial Control

1. With a view to preparing the above-mentioned Accession Conferences, the Enlargement Group

has reached agreement on draft European Union common positions on Financial Control.

2. In this light, and in line with the internal arrangements for the negotiations (doc. 5361/00), the

Permanent Representatives Committee is invited to define the common positions as set out in

the Annex.

Following agreement by the Permanent Representatives Committee, the EU common
positions will be made available respectively to Cyprus, Hungary, Poland, Estonia, the Czech
Republic and Slovenia before the next meetings of the Accession Conferences at Ministerial
level.

__________________
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ANNEX
     CONFERENCE ON ACCESSION

  TO THE EUROPEAN UNION
- CYPRUS -

DRAFT

EUROPEAN UNION COMMON POSITION
(Replaces doc. 20110/00 CONF-CY 11/00)

Chapter 28: Financial Control

This position of the European Union is based on its general position for the Accession Conference
with Cyprus (CONF-CY 2/98), and is subject to the negotiating principles endorsed by the
Accession Conference (CONF-CY 6/98), in particular:

"- any view expressed by either party on a chapter of the negotiations will in no way prejudge the
position which may be taken on other chapters;

 - agreements –even partial- reached during the course of the negotiations on chapters to be
examined successively may not be considered as final until an overall agreement has been
established".

The EU recalls its statement relating specifically to the negotiations with Cyprus made at the
Opening of the Conference, as well as point 6 of the General Affairs Council Conclusions of
5 October 1998.  In this context, the EU notes that the invitation of the Cyprus government to
include representatives of the Turkish Cypriot community in the negotiations has so far not been
taken up, and that the Conference may therefore return to this chapter at an appropriate moment.

The EU underlines the importance for Cyprus of compliance with the Association Agreement, as
well as with the Accession Partnership, which constitute basic elements of its specific pre-accession
strategy. The EU encourages Cyprus to continue the alignment of its policies with the "acquis" and
its effective implementation.

The EU notes that Cyprus, in its position (CONF-CY 55/99) accepts the "acquis" and declares that it
will be able to implement it by the time of accession.

The EU underlines that it is of paramount importance for Cyprus to ensure upon accession, through
the necessary co-operation with Community bodies, sound financial management, transparency and
control of the use of EU funds as well as the protection of the financial interests of the EU.
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The EU takes note of the additional information provided by Cyprus (CONF-CY 17/00) on the new
legislation to be adopted by Cyprus in view of strengthening the internal control of revenues, the
legislative amendments necessary to ensure full implementation of Regulation 2185/96 concerning
on-the-spot checks and the designation of a single contact point for co-operation with the EU in the
field of protection of the EU financial interests.

The EU notes the progress achieved by Cyprus in the field of public internal financial control.  The
EU recommends Cyprus to develop adequate financial management and control systems for
receiving EU funds as soon as possible and to develop an audit trail tool. The EU invites Cyprus to
make efforts for the further upgrade of control and audit qualities in the Ministry of Finance as well
as in line ministries. The EU also recommends Cyprus to closely follow up the models and
structures established by the EU for the channelling, implementation and control of EU funding, in
order to be ready to manage possible EU structural funds appropriately.

The EU notes the information provided by Cyprus on its external financial control function
(external audit) and encourages Cyprus to continue to ensure internationally accepted audit
standards.

As regards the new legislation expected to be adopted in the year 2000 in view of strengthening the
internal control of revenues, in particular as regards EU Own Resources, the EU notes the
information provided by Cyprus and invites Cyprus to take the necessary steps to ensure that this
schedule is kept. The EU also invites Cyprus to closely follow up the possible changes of the EU
financial system in order to adapt its own mechanisms as necessary. The control modules developed
by Member States in co-ordination with the Commission in the framework of the Joint Audit
Initiative for improving national administration systems for establishing the EU own resources
should be taken into consideration. Furthermore, the EU underlines in this context the importance
for Cyprus of ensuring timely fiscal controls and an effective customs administration.

Regarding funding under pre-accession instruments, the EU stresses the importance for Cyprus to
take all necessary measures to assist the EU bodies in charge of on-the-spot checks.  In this regard,
and taking into account the principle of sound financial management, the EU also underlines that
the correct use, control, monitoring and evaluation of this funding will constitute a key indicator of
Cyprus' ability to implement the financial control "acquis".

The EU notes that a full implementation of Regulation 2185/96 might require the revision of the
Cypriot Constitution. The EU also notes that, if this is confirmed, Cyprus will take all steps in view
of completing this revision by 30 June 2002 at the latest. The EU invites Cyprus to take the
necessary measures to ensure that no obstacle regarding the implementation of the acquis on
protection of the financial interests of the Community remains by that date. The EU also notes that
the Attorney’s General Office has been designated as single contact point for co-operation with the
EU competent bodies in this area. Furthermore, the EU recalls the importance for Cyprus to develop
effective instruments to combat fraud relating to own resources, in particular VAT and customs
duties.

*     *     *
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The EU considers that, at this stage, this chapter does not require further negotiation. Monitoring of
progress in the alignment with and implementation of the "acquis" will continue throughout the
negotiations. A final assessment on the conformity of Cypriot legislation, structures and policies
with the "acquis" and its implementation can only be made at a later stage of the negotiations.
Particular consideration needs to be given to the links between the present chapter and other
negotiating chapters, notably those on agriculture, taxation, statistics, regional policy and co-
ordination of structural instruments, customs union, and financial and budgetary provisions.  In
addition to all the information the EU may require for the negotiations on this chapter and which is
to be provided to the conference, the EU invites Cyprus to provide regularly detailed, written
information to the Association Council on progress in its alignment with the implementation of the
"acquis".

In view of the above considerations, the EU may return return to this chapter at an appropriate
moment.

Furthermore, the EU recalls that there may be new "acquis" between 1 March 1998 and the
conclusion of the negotiations.

___________________
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CONFERENCE ON ACCESSION
   TO THE EUROPEAN UNION
       - HUNGARY -

DRAFT

EUROPEAN UNION COMMON POSITION
(Replaces doc. 20111/00 CONF-H 14/00)

Chapter 28: Financial Control

This position of the European Union is based on its general position for the Accession Conference
with Hungary (CONF-H 2/98), and is subject to the negotiating principles endorsed by the
Accession Conference (CONF-H 6/98), in particular:

"- any view expressed by either party on a chapter of the negotiations will in no way prejudge the
position which may be taken on other chapters;

- agreements –even partial- reached during the course of the negotiations on chapters to be
examined successively may not be considered as final until an overall agreement has been
established".

The EU underlines the importance for Hungary of compliance with the Association Agreement as
well as with the Accession Partnership, which constitute basic elements of the enhanced pre-
accession strategy. The EU encourages Hungary to continue the process of alignment with the
"acquis" and its effective implemention.

The EU notes that Hungary, in its position (CONF-H 62/99) accepts the "acquis" and declares that it
will be able to implement it by the time of accession.

The EU underlines that it is important for Hungary to continue its close co-operation with
Community bodies to ensure, upon accession, sound financial management, transparency and
appropriate control of the use of EU funds, as well as the protection of the financial interests of the
EU.  Hungary should, in particular,  strengthen the Hungarian institutions involved in ex ante
financial control, notably through the provision of adequate human resources and by ensuring
proper co-ordination. External control procedures should also be improved.

The EU takes note of the additional information provided by Hungary (CONF-H 19/00) on the roles
of the Hungarian institutions involved in internal financial control, the scope of the “ex-ante”
financial control function carried out by Hungarian institutions, the protection of the EU financial
interests in Hungary and the recovery of lost EU funds.
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The EU invites Hungary to take steps to further improve its internal financial control systems, in
particular as regards enhancing the functional independence of the institutions involved in financial
control, harmonising control and audit standards, ensuring the adherence of all financial
control/audit units to these standards under the supervision of the Government Control Office, and
providing the Government Control Office and other internal audit institutions with the necessary
resources in terms of staff and equipment. The EU invites Hungary to provide regular information
on the experience gained by the Hungarian control institutions involved in financial control/audit
following the recent introduction of changes in this area. Hungary is also invited to provide
information on the assessment to be carried out by the Government Control Office on the capacity
of the units exercising supervisory control and internal control which is due to take place in the year
2000.

The EU stresses that it is essential for Hungary to take the necessary steps to further develop the
State Audit Office and to establish procedures for an adequate follow-up of its audit-findings.
Hungary should ensure that the SAO is able to audit EU funds and that state-owned entities
(including the National Bank) are subject to appropriate financial control. A coherent and
comprehensive set of standards for public external audit, supported by appropriate methodology and
manuals, should also be developed. The EU encourages Hungary to ensure standards in line with
internationally accepted audit standards.

As regards the control measures relating to EU Own Resources, the EU notes that the Hungarian
bodies in charge of collecting and controlling Own Resources appear to be aware of the
requirements to assure the correct execution of their tasks. The EU invites Hungary to closely
follow up any future changes of the EU financial system in order to adapt its own mechanisms as
necessary.  The control modules developed by Member States in co-ordination with the
Commission in the framework of the Joint Audit Initiative for improving national administration
systems for establishing the EU Own Resources should be taken into consideration. Furthermore,
the EU underlines in this context the importance for Hungary of ensuring timely fiscal controls and
an effective customs administration.

The EU encourages Hungary to progress with the establishment of those structures necessary for the
proper channelling and implementation of EU funds. It wishes to stress that Hungary should
develop an audit trail for the present and future EU funds allocated. The EU recalls that special
emphasis should be given to avoiding unnecessary overlap between activities of internal control and
external audit on EU funds.

Regarding funding under pre-accession instruments, the EU stresses the importance for Hungary to
take all necessary measures to assist the EU bodies in charge of on-the-spot checks and notes
Hungary’s commitment in this respect.  In this regard, and taking into account the principle of sound
financial management, the EU also underlines that the correct use, control, monitoring and
evaluation of this funding will constitute a key indicator of Hungary's ability to implement the
financial control "acquis".
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In the field of protection of the EU financial interests, the EU notes Hungary’s commitment to
ensure, upon accession, that there will be no obstacle to carrying out on-the-spot checks and
inspections by the competent EU bodies on any matter set out in the Community legislation. The
EU also notes that the Hungarian Ministry of Finance has been considered the single contact point
for the EU bodies in charge of the protection of the EU financial interests. The EU underlines the
importance of good co-ordination and co-operation between the relevant Hungarian and EU
institutions in this area. Moreover, the  EU recalls the importance for Hungary to develop effective
instruments to combat fraud relating to own resources, in particular VAT and customs duties.

The EU notes the information provided by Hungary regarding the Hungarian systems to ensure the
recovery of lost EU funds. However, the EU encourages Hungary to take further measures to
develop, in co-operation with the competent EU bodies, more expedient procedures for the recovery
of such funds.

*     *     *

The EU notes that, at this stage, this chapter does not require further negotiation. The EU will
continue to monitor the progress in the alignment with and implementation of the "acquis"
throughout the negotiations. A final assessment on the conformity of Hungary's legislation,
structures and policies with the "acquis" and its implementation can only be made at a later stage of
the negotiations. Particular consideration needs to be given to the links between the present chapter
and other negotiating chapters, notably those on agriculture, taxation, statistics, regional policy and
co-ordination of structural instruments, customs union, and financial and budgetary provisions.  In
addition to all the information the EU may require for the negotiations on this chapter and which is
to be provided to the conference, the EU invites Hungary to provide regularly detailed, written
information to the Association Council on progress in its alignment with the implementation of the
"acquis".

In view of the above considerations, the EU may return to this chapter at an appropriate moment.

Furthermore, the EU recalls that there may be new "acquis" between 1 March 1998 and the
conclusion of the negotiations.

_______________
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     CONFERENCE ON ACCESSION
  TO THE EUROPEAN UNION

       - POLAND

DRAFT

EUROPEAN UNION COMMON POSITION
(Replaces doc. 20112/00 CONF-PL 16/00)

Chapter 28: Financial Control

This position of the European Union is based on its general position for the Accession Conference
with Poland (CONF-PL 2/98), and is subject to the negotiating principles endorsed by the Accession
Conference (CONF-PL 6/98), in particular:

"- any view expressed by either party on a chapter of the negotiations will in no way prejudge the
position which may be taken on other chapters;

 - agreements –even partial- reached during the course of the negotiations on chapters to be
examined successively may not be considered as final until an overall agreement has been
established".

The EU underlines the importance for Poland of compliance with the Accosiation Agreement as
well as with the Accession Partnership, which constitute basic elements of the enhanced pre-
accession strategy. The EU encourages Poland to continue the process of alignment with the
"acquis" and its effective implemention.

The EU notes that Poland, in its position (CONF-PL 33/99) accepts the "acquis" and declares that it
will be able to implement it by the time of accession.

The EU underlines that it is of paramount importance for Poland to take the necessary steps and
establish the necessary co-operation with Community bodies to ensure, upon accession, sound
financial management, transparency and control of the use of EU funds, as well as the protection of
the financial interests of the EU. The development of a sound internal financial control system and
the overall strengthening of the administrative capacity of Polish bodies dealing with financial
control issues are of particular importance.

The EU takes note of the additional information provided by Poland (CONF-PL 21/00) on its
internal and external financial control systems, control measures regarding EU Own Resources,
pre-accession and future structural funding, as well as on protection of EU financial interests.
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In order to enhance the quality of its internal financial control, the EU invites Poland to rapidly take
the necessary steps to improve its relevant mechanisms and structures. Legislation implementing the
1998 Polish Act on Public Finance needs to be put in place, as well as a new law for the position
and functioning of internal audit in line ministries. In this context, the EU notes that a new law on
internal audit within the public administration is expected to enter into force by June 2001 in view
of achieving a unified basis for internal audit structures. The EU encourages Poland to accelerate the
adoption and implementation of this law. The functional independence of the internal audit units in
line ministries has to be strengthened. There is a need to harmonise the scope and responsibilities of
the internal audit units in line ministries throughout the government as well as to develop and
implement guidelines on audit methodologies. The EU stresses the need for Poland to develop an
audit trail tool for the entire public internal financial control systems.

The EU also notes that an independent assessment of the Supreme Chamber of Control is to be
conducted by the end of 2000 and invites Poland to inform the EU on its conclusions. In view of
increasing the efficiency of both external and internal  audit, the EU invites Poland to develop
methodology/manuals in accordance with the best practice in the EU and to give priority to risk
assessment, audit sampling, IT techniques and performance audit. Poland should ensure
internationally accepted auditing standards by also fine-tuning formal audit opinions  and by
developing procedures on the follow-up of audit reports and recommendations by the Polish
Parliament and the Government.

The EU stresses the importance of establishing a system relating to underpayment of duties. The EU
notes the information provided by Poland as regards the Customs Inspection and the substantial
recovery of customs duties carried out by this body. The EU encourages Poland to make further
efforts to rapidly improve its customs administration . The EU also notes that, by 31 December
2000, a financial and accounting IT system will be implemented in all Polish customs offices, that
by 31 December 2001 a system of double customs checks aiming to combat corruption will also be
implemented and that Poland will be prepared for the introduction of the VAT information
exchange system six months before accession. The EU invites Poland to closely follow up any
future changes of the EU financial system in order to adapt its own mechanisms as necessary. The
control modules developed by Member States in co-ordination with the Commission in the
framework of the Joint Audit Initiative for improving national administration systems for
establishing the EU own resources should be taken into consideration. Furthermore, the EU
underlines in this context the importance for Poland of ensuring timely fiscal controls and an
effective customs administration.

The EU notes that steps are being undertaken by Poland to correctly channel and implement funding
under pre-accession instruments and future structural funds. The EU also notes that by 31 December
2000 a regulation laying down detailed rules and procedures for state budget funds, including
foreign sources, will be issued. The EU invites Poland to provide a timetable for the completion of
the procedures regarding the amendment of the legal basis of the SAPARD’s Paying Agency, as
well as those regarding its accreditation and certification.
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Regarding funding under pre-accession instruments, the EU stresses the importance for Poland to
take all necessary measures to assist the EU bodies in charge of on-the-spot checks.  In this regard,
and taking into account the principle of sound financial management, the EU also underlines that
the correct implementation, control, monitoring and evaluation of this funding will constitute a key
indicator of Poland's ability to implement the financial control "acquis". The EU recalls the
importance for Poland to develop effective instruments to combat fraud relating to own resources,
in particular VAT and customs duties.

The EU notes the establishment by Poland of a specific structure aiming to fight irregularities, fraud
and corruption, and to ensure adequate investigation, registration and reporting. However, the EU
underlines the need to review the provisions for recovering lost EU funds. The EU encourages
Poland to accelerate the preparation and implementation of the Anti-Corruption Strategy and to
keep the EU regularly updated on this sensitive subject.

The EU urges Poland to take all necessary measures within the timeframe fixed by its commitments
with a view to ensuring early compliance with the "acquis" and its effective implementation, as well
as progressive alignment of its policies with those of the Union, in order to facilitate accession. The
EU will closely follow Poland's progress in this regard.

*     *     *

Provided that Poland accepts the above considerations and confirms its commitment to effectively
take the expected necessary measures, the EU notes that, at this stage, this chapter does not require
further negotiation. The EU will continue to monitor the progress in the alignment with and
implementation of the "acquis" throughout the negotiations. A final assessment on the conformity of
Poland's legislation, structures and policies with the "acquis" and its implementation can only be
made at a later stage of the negotiations. Particular consideration needs to be given to internal
financial control and EU Own Resources, as well as to the links between the present chapter and
other negotiating chapters, notably those on agriculture, taxation, statistics, regional policy and co-
ordination of structural instruments, customs union, and financial and budgetary provisions.  In
addition to all the information the EU may require for the negotiations on this chapter and which is
to be provided to the conference, the EU invites Poland to provide regularly detailed, written
information to the Association Council on progress in its alignment with the implementation of the
"acquis".

In view of the above considerations, the EU may return to this chapter at an appropriate moment.

Furthermore, the EU recalls that there may be new "acquis" between 1 March 1998 and the
conclusion of the negotiations.
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      CONFERENCE ON ACCESSION
  TO THE EUROPEAN UNION

       - ESTONIA -

DRAFT

EUROPEAN UNION COMMON POSITION
(Replaces doc. 20170/00 CONF-EE 14/00)

Chapter 28: Financial Control

This position of the European Union is based on its general position for the Accession Conference
with Estonia (CONF-EE 2/98), and is subject to the negotiating principles endorsed by the
Accession Conference (CONF-EE 6/98), in particular:

"- any view expressed by either party on a chapter of the negotiations will in no way prejudge the
position which may be taken on other chapters;

 - agreements - even partial - reached during the course of the negotiations on chapters to be
examined successively may not be considered as final until an overall agreement has been
established".

The EU underlines the importance for Estonia of compliance with the Association Agreement as
well as with the Accession Partnership, which constitute basic elements of the enhanced pre-
accession strategy. The EU encourages Estonia to continue the process of alignment with the
"acquis" and its effective implemention.

The EU notes that Estonia, in its position (CONF-EE 71/99), accepts the "acquis" and declares that
it will be able to implement it by the time of accession.

The EU underlines that it is of paramount importance for Estonia to take the necessary steps and to
continue close co-operation with Community bodies to ensure, upon accession, sound financial
management, transparency and control of the use of EU funds, as well as the protection of the
financial interests of the EU. It is particularly important that Estonia puts in place the necessary
legislative framework compatible with the "acquis" and takes measures to ensure, through the
adequate harmonisation and co-ordination of the control procedures, that its internal financial
control systems enjoy common quality standards and  sufficient resources.

The EU takes note of the additional information provided by Estonia (CONF-EE 18/00) relating to
its internal and external financial control, the control of EU Own Resources, the control of EU
funding, and the protection of the EU financial interests.
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The EU notes that the Estonian negotiating position (CONF-EE 71/99) and the additional
information provided to the Conference (CONF-EE 18/00) reflect a correct understanding by the
Estonian authorities of measures that still need to be taken for completing the Estonian financial
control system. However, Estonia is still invited to provide a precise timetable for the adoption of
the measures necessary, as outlined in its position, to establish a sound financial control system.

Estonia is invited to ensure that its internal financial control systems enjoy the same assurance of
quality throughout the Government, for which a centralised harmonisation and adequate follow-up
of internal control and audit systems should be established.  The EU notes that all ministries and
agencies coming under the aegis of the Ministry of Finance, as well as county governments, will be
required to establish an internal audit function at latest by 1 January 2001. The EU invites Estonia to
accelerate the development of the legal framework and to ensure the availability of qualified human
resources in view of strengthening its internal financial control. It is particularly important that
Estonia continues its co-operation with the relevant EU bodies in view of the development of its
public internal financial control primary and secondary legislation, the organisation of a functionally
independent internal audit function throughout the public sector and the follow up of related down-
stream activities like the development of financial management and control manuals, audit manuals,
audit trails and training staff, with the aim to upgarde the quality of internal financial control in all
spending centres responsible for national budget income and expenditure, including EU funding.

The EU notes the information provided by Estonia regarding its external financial control and
encourages it to complete the restructuring process according to internationally recognised standards
and practices in view of ensuring adequate implementation of the acquis.
 
With regard to the control measures relating to EU Own Resources, the EU welcomes the
establishment of the Internal Control Department in the National Customs Board and the
confirmation that the new information system ASYCUDA and the accounting system MODAC are
operative since November 1999. The EU encourages Estonia to continue its efforts in this area. The
EU invites Estonia to closely follow up any future changes of the EU financial system in order to
adapt its own mechanisms as necessary. The control modules developed by Member States in co-
ordination with the Commission in the framework of the Joint Audit Initiative for improving
national administration systems for establishing the EU own resources should be taken into
consideration. Furthermore, the EU underlines in this context the importance for Estonia of ensuring
timely fiscal controls and an effective customs administration.

As regards EU pre-accession and future funding, the EU invites Estonia to complete as soon as
possible the preparations recently initiated in this area. In this context, the EU would appreciate
information on the action plan and timetable elaborated by the Ministry of Agriculture to ensure
adequate implementation and control of SAPARD funds. The EU also notes that Estonia expects
that the SAPARD Paying Agency will be ready for accreditation by the summer of 2000. Regarding
funding under pre-accession instruments, the EU recalls the importance for Estonia to take all
necessary measures to assist the EU bodies in charge of on-the-spot checks.  In this regard, and
taking into account the principle of sound financial management, the EU also underlines that the
correct use, control, monitoring and evaluation of this funding will constitute a key indicator of
Estonia's ability to implement the financial control "acquis".
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In relation to the protection of EU financial interests, the EU notes Estonia’s willingness to work in
close co-operation with the relevant EU bodies involved in on-the-spot checks and its commitment
to ratify, at the latest, by 2003, the Convention on the protection of the European Communities'
financial interests of 26 July 1995, and its protocols. However, Estonia is encouraged to accelerate
preparations in this area. The EU recalls that, upon accession, the Estonian national law should
foresee that reports drawn up by an international body such as OLAF could be used as evidence in
penal procedures and that economic operators should grant access to European Union controllers,
and national authorities should provide the necessary assistance.

Estonia is furthermore invited to provide information on measures taken or to be taken with regard
to creating the administrative capacity to implement the "acquis" in this field, including the capacity
of the Estonian law enforcement bodies and judiciary to address cases where EU financial interests
are at stake. The EU recalls the importance of identifying and nominating soonest a single contact
point for the relations and co-operation with the EU bodies competent for the protection of the EU
financial interests. The EU also recalls the importance to develop effective instruments to combat
fraud relating to own resources, in particular VAT and customs duties.

*     *     *

The EU will continue to monitor the progress in the alignment with and implementation of the
"acquis" throughout the negotiations. A final assessment on the conformity of Estonia's legislation
and policies with the "acquis" and its implementation can only be made at a later stage of the
negotiations. Particular consideration needs to be given to the links between the present chapter and
other negotiating chapters, notably those on agriculture, taxation, statistics, regional policy and
co-ordination of structural instruments, customs union, and financial and budgetary provisions.  In
addition to all the information the EU may require for the negotiations on this chapter and which are
to be provided to the Conference, the EU invites Estonia to provide regularly detailed, written
information to the Association Council on progress in the alignment with and implementation of the
"acquis".

In view of the above considerations, the Conference will have to return to this chapter at an
appropriate moment.

Furthermore, the EU recalls that there may be new "acquis" between 1 March 1998 and the
conclusion of the negotiations.
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     CONFERENCE ON ACCESSION
  TO THE EUROPEAN UNION

                 - CZECH REPUBLIC -

DRAFT

EUROPEAN UNION COMMON POSITION
(Replaces doc. 20114/00 CONF-CZ 13/00)

Chapter 28: Financial Control

This position of the European Union is based on its general position for the Accession Conference
with the Czech Republic (CONF-CZ 2/98), and is subject to the negotiating principles endorsed by
the Accession Conference (CONF-CZ 6/98), in particular:

"- any view expressed by either party on a chapter of the negotiations will in no way prejudge
the position which may be taken on other chapters;

 - agreements –even partial- reached during the course of the negotiations on chapters to be
examined successively may not be considered as final until an overall agreement has been
established".

The EU underlines the importance for the Czech Republic of compliance with the Association
Agreement as well as with the Accession Partnership, which constitute basic elements of the
enhanced pre-accession strategy. The EU encourages the Czech Republic to continue the process of
alignment with the "acquis" and its effective implemention.

The EU notes that the Czech Republic, in its position (CONF-CZ 47/99) and through the additional
information provided on the “acquis” adopted between 1 March 1998 and 31 December 1999
(CONF-CZ 50/00), the Czech Republic accepts the "acquis" under this chapter as in force on
31 December 1999 and declares that it will be able to implement it by accession.

The EU underlines that it is of paramount importance for the Czech Republic to take the necessary
steps in order to establish and improve the necessary co-operation with Community bodies to
ensure, upon accession, sound financial management, transparency and appropriate control of the
use of EU funds, as well as the protection of the financial interests of the EU. The Czech Republic
should particularly aim at completing the necessary legislative framework compatible with the
"acquis" and at further developing mechanisms for the implementation of sound internal and
external financial control (external audit), including through the allocation of sufficient resources.

The EU takes note of the additional information provided by the Czech Republic (CONF-CZ 19/00)
relating to its internal and external financial control, the control of EU Own Resources, the control
of EU pre-accession and future structural funding, and the protection of EU financial interests.



9067/00 CT/IH/kit 15

(ANNEX) DG E I EN

As regards internal financial control, the EU notes that a new Act on Financial Control in Public
administration is expected to enter into force on 1 January 2001. The EU invites the Czech Republic
to make further efforts to accelerate the overall alignment in this area.

The EU encourages the Czech Republic to continue close co-operation with the relevant EU bodies
to further develop public internal financial control primary and secondary legislation, to organise a
functionally independent internal audit service throughout the public sector, and  to follow up
related down-stream activities like the development of financial management and control manuals,
audit trails and training of staff, with the aim of upgrading the quality of internal financial control in
all spending centres responsible for national budget income and expenditure, including EU funding.

The Czech Republic should also clarify the competencies and interrelations of the bodies in charge
of ex-ante and ex-post financial control. Moreover, the EU invites the Czech Republic to provide
precise information on the Czech plans to strengthen the administrative and operational capacity of
the bodies in charge of internal financial control.

In the field of external financial control (external audit), the EU invites the Czech Republic to
update the Czech Supreme Audit Office Act in the light of the development of a coherent and
comprehensive set of laws and regulations relating to financial control. In this context, the EU
recommends the Czech Republic to closely co-operate with the competent EU bodies. The EU also
invites the Czech Republic to introduce attestation and performance audits at all levels of the public
sector, and to consolidate the independence of the SAO through the establishment of clear
procedures for drafting its annual budget, as well as through the clarification of the rules concerning
the appointment, remuneration and dismissal of its audit staff.  Clear procedures for guiding the
Parliament and the Government in handling the SAO's findings would also be of great benefit. 
Moreover, the EU encourages the Czech Republic to accelerate the finalisation and implementation
of well-defined INTOSAI-based audit standards and  manuals.

The EU notes that an audit on selected areas of foreign assistance, including PHARE, SAPARD and
ISPA will take place before the end of 2001 and that the Strategic plan for the Supreme Audit
Office will be ready before the end of the year 2000. The EU invites the Czech Republic to provide
a precise timetable indicating the sequence of necessary improvements of the SAO as soon as
possible after the adoption of this Strategic Plan. The EU also invites the Czech Republic to provide
futher details on the SAO strategy for strengthening its financial independence

As regards the control measures relating to EU Own Resources, the EU notes that the Czech bodies
in charge of collecting and controlling own resources appear to be aware of the requirements to
assure the correct implementation of their tasks. The EU invites the Czech Republic to closely
follow up the possible changes of the EU financial system in order to adapt its own mechanisms as
necessary. The EU notes that the control modules developed by Member States in co-ordination
with the Commission in the framework of the Joint Audit Initiative for improving national
administration systems for establishing the EU own resources are being taken into consideration. 
Furthermore, the EU underlines in this context the importance for the Czech Republic of ensuring
timely fiscal controls and an effective customs administration.
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The EU notes the information provided by the Czech Republic as regards structural action
expenditure, in particular the Czech intention to adopt, by 1 January 2001, new legislation aiming to
facilitate the performance of on-the-spot checks and inspections of European Union funds by EU
bodies in charge. The EU notes that the Czech Republic is taking steps to improve the monitoring of
EU funds and that Paying Agencies for agricultural and structural pre-accession funds have been
established. The Czech Republic is invited to regularly report on progress made in this area, in
particular as regards institution building. In this regard, and taking into account the principle of
sound financial management, the EU also underlines that the correct use, control, monitoring and
evaluation of this funding will constitute a key indicator of the Czech Republic's ability to
implement the financial control "acquis".

The EU notes that a reinforcement of the Public Prosecutor’s Office in the fight against economic
crime has been introduced in April 2000 and that a re-codification of the Czech Criminal
Proceedings Code aiming to increase efficiency in the fight against serious economic crime is
expected to be in force by 1 January 2002. The EU recalls the Czech Republic that it would
welcome further information and a precise timetable on the actions envisaged to strengthen the
institutional capacity to ensure the appropriate implementation of the "acquis" in this area. The EU
also recalls the importance for the Czech Republic to develop effective instruments to combat fraud
relating to Own Resources, in particular VAT and customs duties.

*    *    *

The EU will continue to monitor the progress in the alignment with and implementation of the
"acquis" throughout the negotiations. A final assessment on the conformity of the Czech Republic's
legislation, structures and policies with the "acquis" and its implementation can only be made at a
later stage of the negotiations.  Particular consideration needs to be given to the links between the
present chapter and other negotiating chapters, notably those on agriculture, taxation, statistics,
regional policy and co-ordination of structural instruments, customs union, and financial and
budgetary provisions. In addition to all the information the EU may require for the negotiations on
this chapter and which are to be provided to the conference, the EU invites the Czech Republic to
provide regularly detailed, written information to the Association Council on progress in its
alignment with the implementation of the "acquis".

In view of the above considerations, the Conference will have to return to this chapter at an
appropriate moment.

Furthermore, the EU recalls that there may be new "acquis" between 1 January 2000 and the
conclusion of the negotiations.

______________________
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EUROPEAN UNION COMMON POSITION
(Replaces doc. 20115/00 CONF-SI 12/00)

Chapter 28: Financial Control

This position of the European Union is based on its general position for the Accession Conference
with Slovenia (CONF-SI 2/98), and is subject to the negotiating principles endorsed by the
Accession Conference (CONF-SI 6/98), in particular:

"- any view expressed by either party on a chapter of the negotiations will in no way prejudge
the position which may be taken on other chapters;

 - agreements –even partial- reached during the course of the negotiations on chapters to be
examined successively may not be considered as final until an overall agreement has been
established".

The EU underlines the importance for Slovenia of compliance with the Association Agreement as
well as with the Accession Partnership, which constitute basic elements of the enhanced pre-
accession strategy. The EU encourages Slovenia to continue the process of alignment with the
"acquis" and its effective implemention.

The EU notes that Slovenia, in its position (CONF-SI 66/99) accepts the "acquis" and declares that
it will be able to implement it by the time of accession.

The EU underlines that it is of importance for Slovenia to continue its close co-operation with
Community bodies to ensure, upon accession, sound financial management, transparency and
control of the use of EU funds, as well as the protection of the financial interests of the EU.
Slovenia should, in particular ensure proper implementation of internal and external financial
control by completing a legal framework compatible with the "acquis" and ensuring its
implementation, by guaranteeing functional independence of auditors and controllers, and by
developing audit follow-up procedures. Strengthening of those bodies in charge of financial control
through adequate human resources is equally important.

The EU takes note of the additional information provided by Slovenia (CONF-SI 19/00 and
CONF-SI 22/00) relating to its internal and external financial control, the control of EU Own
Resources, the control of EU pre-accession and future funding, and the protection of EU financial
interests.
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The EU notes Slovenia's intention to have, by 30 June 2002, all the primary and secondary
legislation in place for the adequate implementation of the financial control-related “acquis”. The
EU continues, however, to stress the importance of setting up, as soon as possible, the necessary
framework to ensure sound financial control.

The EU notes that specific procedures to secure efficient operations of internal financial control
should be ready by July 2000 and that all spending units in Slovenia will have set up internal control
services by 1 January 2001. The EU also notes the Slovene plans to strengthen the capacity of
internal financial control bodies through the recruitment of additional staff.

In order to enhance the quality of its internal financial control in all spending centres responsible for
national budget income and expenditure, including EU funding, the EU considers it necessary that
Slovenia continues close co-operation with the relevant EU bodies in view of further developing
internal financial control secondary legislation, organising a functionally independent internal audit
service throughout the public sector and following up the related down-stream activities like the
development of financial management and control manuals, audit manuals, audit trails and training
of staff.

Concerning external financial control, the EU notes the substantial reinforcement of the Court of
Auditors which is planned to be implemented in 2000 and the new procedures recently introduced to
improve the quality of the audits performed by the Court. The EU also notes that, according to the
document CONF-SI 19/00, the Court already applies the International Audit Standards and the
European Guidelines for application of international audit standards (INTOSAI). The EU notes the
co-operation established between Slovenia and other international audit organisations. As far as the
new Court of Auditors Act is concerned, the EU notes the statement made by Slovenia that this new
Act will be adopted by 31 December 2000 at the latest.  The EU recalls that Slovenia should
continue and intensify the development of the financial and performance audit  and develop an audit
methodology and manuals in line with the best practice within the EU, with special focus on risk
assessment, audit sampling, IT techniques and performance audit. The fine-tuning of Slovene
formal audit opinions to internationally recognised audit standards and the development of
procedures for the follow-up of audit reports and recommendations by Parliament and the
Government are also key issues.

Regarding the EU Own Resources, the EU notes that the Slovene authorities in charge of collecting
and controlling Own Resources should be aware of the requirements to assure the correct
implementation  of their tasks. The EU invites Slovenia to closely follow up the possible changes of
the EU financial system in order to adapt its own mechanisms as necessary. The control modules
developed by Member States in co-ordination with the Commission in the framework of the Joint
Audit Initiative for improving national administration systems for establishing the EU Own
Resources should be taken into consideration.  Furthermore, the EU underlines in this context the
importance for Slovenia of ensuring timely fiscal controls and an effective customs administration.
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The EU welcomes the additional information provided by Slovenia and encourages its authorities to
implement all foreseen steps as soon as possible, in accordance with the acquis. Regarding funding
under pre-accession instruments, the EU stresses the importance for Slovenia to take all necessary
measures to assist the EU bodies in charge of on-the-spot checks.  In this regard, and taking into
account the principle of sound financial management, the EU also underlines that the correct use,
control, monitoring and evaluation of this funding will constitute a key indicator of Slovenia's
ability to implement the financial control "acquis".

In the field of protection of EU financial interests, the EU notes that special units for combating
corruption are due to be set up in Slovenia in the year 2000. The EU also notes the Slovene
statement that the existing legal framework allows for the implementation of Council Regulation
2988/95/EC on the protection of EU financial interests and Council Regulation 2185/96/EC on
controls and on-the-spot checks and invites Slovenia to closely co-operate with the competent EU
bodies in this area in order to ensure adequate preparation prior to accession. The EU recalls the
importance for Slovenia to develop effective instruments to combat fraud relating to own resources,
in particular VAT and customs duties. The EU notes the Slovene intentions to set up a central co-
ordination unit to deal with the protection of financial interests of the EU. Regular information on
developments in this area will be appreciated.

The EU urges Slovenia to take all necessary measures within the timeframe fixed by its
commitments with a view to ensuring early compliance with the "acquis" and its effective
implementation, as well as progressive alignment of its policies with those of the Union, in order to
facilitate accession. The EU will closely follow Slovenia's progress in this regard.

*     *     *

Provided that Slovenia accepts the above considerations and confirms its commitment to effectively
take the expected necessary measures, the EU notes that, at this stage, this chapter does not require
further negotiation. The EU will continue to monitor the progress in the alignment with and
implementation of the "acquis" throughout the negotiations. A final assessment on the conformity of
Slovenia's legislation, structures and policies with the "acquis" and its implementation can only be
made at a later stage of the negotiations. Particular consideration needs to be given to internal and
external financial control, as well as to the links between the present chapter and other negotiating
chapters, notably those on agriculture, taxation, statistics, regional policy and co-ordination of
structural instruments, customs union, and financial and budgetary provisions.  In addition to all the
information the EU may require for the negotiations on this chapter and which is to be provided to
the conference, the EU invites Slovenia to provide regularly detailed, written information to the
Association Council on progress in its alignment with the implementation of the "acquis".

In view of the above considerations, the EU may return to this chapter at an appropriate moment.

Furthermore, the EU recalls that there may be new "acquis" between 1 March 1998 and the
conclusion of the negotiations.

_____________________


