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The European Commission, acting for and on behalf of the European Union, hereinafter
referred to as *'the Commission™,

on the one part, and

the Government of Montenegro, acting for and on behalf of Montenegro, hereinafter
referred to as “Montenegro”,

on the other part,

and together, jointly referred to as *'the Parties"



Whereas:

(1) Regulation (EU) 2021/1529 establishing an instrument for pre-accession assistance!
("IPA 11l Regulation™) constitutes the legal basis for the provision of financial
assistance to the beneficiaries listed in Annex | to the IPA 11l Regulation to support
them in adopting and implementing reforms in different sectors, including in particular
the agricultural sector, required in order to comply with the Union's values and to
progressively align to the Union's rules, standards, policies and practices, with a view
to Union membership.

(2) Implementing Regulation (EU) 2021/22362 sets out the applicable management and
control provisions ("IPA 111 Implementing Regulation™).

(3) In accordance with Article 5 of the IPA Il Implementing Regulation, financial
framework partnership agreements may be complemented by sectoral agreements
setting out specific provisions for the management and implementation of IPA Il1I
assistance in specific policy areas or programmes.

(4) Montenegro is eligible for assistance under the IPA I11 Regulation.

(5) On 2 November 2022 a Financial Framework Partnership Agreement was concluded
between the Government of Montenegro and the Commission on the arrangements for
implementation of Union financial assistance to Montenegro under IPA 111 (hereinafter
referred to as the "FFPA™).

(6) Rural development programmes are to be implemented by Montenegro on the basis of
indirect management in accordance with Article 62(1)(c) of Regulation (EU, Euratom)
2018/1046 of the European Parliament and of the Council® (“Financial Regulation™)
and they have to indicate the actions to be financed with IPA 11l assistance. The
selected types of actions have to be of a nature similar to those provided for under the
European Agricultural Fund for Rural Development.

(7) In some sections of the FFPA, the level of detail of the rules for the implementation of
rural development programmes is not sufficient. It is therefore necessary to set out
further details for the implementation and management of the assistance under the IPA
I11 rural development programme in a sectoral agreement in accordance with Article 9
of the FFPA.

(8) As asectoral agreement should complement the FFPA, the structure of this Agreement
follows the structure of the FFPA,

HAVE AGREED AS FOLLOWS:

! Regulation (EU) 2021/1529 of the European Parliament and of the Council of 15 September 2021
establishing an Instrument for Pre-accession Assistance (IPA 111) (OJ L 330, 20.9.2021, p. 1).
2 Commission Implementing Regulation (EU) 2021/2236 of 15 December 2021 on the specific rules

for implementing Regulation (EU) 2021/1529 of the European Parliament and of the Council establishing an
Instrument for Pre-accession Assistance (IPA 111) (OJ L 450, 16.12.2021, p. 10).

3 Regulation (EU, Euratom) 2018/1046 of the European Parliament and of the Council of 18 July
2018 on the financial rules applicable to the general budget of the Union, amending Regulations (EU) No
1296/2013, (EU) No 1301/2013, (EU) No 1303/2013, (EU) No 1304/2013, (EU) No 1309/2013, (EU) No
1316/2013, (EU) No 223/2014, (EU) No 283/2014, and Decision No 541/2014/EU and repealing Regulation
(EU, Euratom) No 966/2012 (OJ L 193, 30.7.2018, p.1).
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SECTION 1 GENERAL PROVISIONS

ARTICLE1 ScoOPE

This Agreement lays down specific provisions for the management and implementation of
the assistance under the IPA 111 rural development programme (IPARD I1I) in accordance
with Article 9 of the FFPA.

It complements the FFPA concluded with Montenegro in accordance with Article 5(1) and
(2) of the IPA 111 Implementing Regulation for the implementation of IPA 1ll. In case of
conflict between this Agreement and the FFPA, the provisions of the FFPA shall prevail.

ARTICLE 2 COMPLIANCE WITH THE AGREEMENTS

(1) Montenegro shall take all necessary steps to ensure the proper execution of all
assistance activities and to facilitate the implementation of the IPARD 11l programme
in compliance with the FFPA and this Agreement (“the Agreements"). Montenegro
shall also comply with the IPARD Il programme and the financing agreement referred
to in Article 3 of this Agreement.

(2) In case of conflict between the Agreements and IPARD Il programme, the provisions
of the Agreements shall prevail.

(3) The Sectoral Agreement shall be amended whenever the Commission considers it is
appropriate for the best programming and financial implementation of the IPARD I
programme for Montenegro. Technical and non-substantial changes can be proposed
by the Commission following the “exchange of letters procedure” that will be
completed with the agreement of Montenegro. For substantial amendments, in the
opinion of the Commission, the “signing and conclusion procedure” will be followed.

ARTICLE 3 FINANCING DECISIONS AND FINANCING AGREEMENTS

Following the entry into force of the FFPA and of this Agreement, and after the adoption
by the Commission of a financing decision approving the IPARD Il programme, a
financing agreement shall be concluded in accordance with Article 5(3) of the IPA 1lI
Implementing Regulation.

The financing agreement shall set out the breakdown of the multi-annual legal
commitments and the period of validity of those commitments, which shall be broken down
over several years into annual instalments.

The financing agreement shall be revised on an annual basis to take account of the amounts
provided for in the budget of the Union and, where appropriate, to consider amendments
to this Agreement.

ARTICLE4 CONSISTENCY WITH OTHER ACTIONS AND INSTRUMENTS

(1) In addition to Article 5(2)(b) of the FFPA, the Commission and Montenegro shall
ensure consistency and co-ordination of assistance within and between the IPARD I
programme, the other relevant actions under the IPA 1l Regulation and IPA III
programming framework and assistance from the European Investment Bank and other
international financial instruments, at the levels of planning, programming and
implementation.

(2) Any overlap between actions covered by assistance provided under the different
windows of IPA 111 programming framework shall be avoided.

11



SECTION Il RULES FOR INDIRECT MANAGEMENT BY THE IPA 11l
BENEFICIARY

TITLE1: SET-UP OF MANAGEMENT AND CONTROL SYSTEMS

ARTICLES [IMPLEMENTING PRINCIPLES

The implementation of the IPARD |11 programme shall be carried out by Montenegro on
the basis of indirect management, as set out in Article 7(1)(b) of the FFPA.

ARTICLEG6 FUNCTIONS AND COMMON RESPONSIBILITIES OF THE STRUCTURES AND
AUTHORITIES

The structures and authorities set out in Article 10(1) points (c) and (d) of the FFPA shall
be established, by a formal act, carrying out the functions and responsibilities set out in
Annex 1 to this Agreement.

ARTICLE 7 FUNCTIONS AND RESPONSIBILITIES OF THE NATIONAL AUTHORISING
OFFICER

(1) The National Authorising Officer ("NAQO") shall be responsible for establishing a
management structure as referred to in Article 10(1)(c) of the FFPA.

(2) In addition to clause 4 of Annex A to the FFPA, the NAO shall act as the sole
interlocutor with the Commission for all questions relating to IPARD as regards:

(a) the distribution of Union texts and guidelines relating thereto to the management
and control system and to any other bodies responsible for their implementation,
as well as their harmonised application;

(b) the request for being entrusted with budget implementation tasks referred to in
Article 13(1) of the FFPA;

(c) the availability to the Commission of a full record of all accounting information
required for statistical and control purposes.

(3) The NAO shall assess any proposed changes in the implementing or paying
arrangements of the IPARD Managing Authority/IPARD Agency and Management
Structure. The NAO shall inform the Commission, with copy to the Audit Authority,
of any substantial change, including NAQO's assessment, appropriate explanations,
justifications and supporting documents for examination and approval in advance of
their implementation.

ARTICLE 8 FUNCTIONS AND RESPONSIBILITIES OF THE IPARD MANAGING AUTHORITY

The IPARD Managing Authority shall be allocated the functions and responsibilities in
accordance with Annex 1 and Annex A, clause 6a FFPA.

ARTICLE9 FUNCTIONS AND RESPONSIBILITIES OF THE IPARD AGENCY

The IPARD Agency shall be allocated the functions and responsibilities in accordance with
Annex 1 and Annex A, clause 6b FFPA.
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TITLE 2: CONTROL SYSTEMS

ARTICLE10 GENERAL PROVISIONS ON APPLICATIONS FOR SUPPORT, PAYMENT
REQUESTS AND OTHER DECLARATIONS

(1) Montenegro shall provide appropriate procedures for submitting applications for
support and/or payment requests and other declarations relating to rural development
measures.

(2) The results of the administrative and on-the-spot verifications shall be assessed to
establish whether there is a risk for other similar operations, recipients or other bodies,
of non-compliance with the eligibility criteria and any other applicable obligations
imposed in the Agreements and the IPARD I11 programme, whether the necessary level
of control is practiced and corrective and preventive actions are necessary.

(3) Where applicable, administrative and on-the-spot verifications on eligibility shall take
into account suspected cases of non-compliance reported by other services, bodies or
organisations.

ARTICLE 11 ADMINISTRATIVE VERIFICATIONS

(1) Administrative verifications shall be carried out on all applications for support,
payment requests or other declarations required to be submitted by a recipient or by a
third party, and shall cover all elements that can be checked and are appropriate to be
checked by means of administrative verifications. The procedures shall require
recording of the control work undertaken, the results of the verification and the
measures taken in the event of discrepancies.

(2) Administrative verifications on applications for support shall ensure the compliance of
the operation with applicable obligations established by the Agreements, including
those of other obligatory standards and requirements. The verifications shall in
particular include verification of:

(@) the eligibility of the operation for which support is requested,;

(b) the eligibility criteria set out in the IPARD 11l programme, commitments and other
obligations of the operation for which support is requested,;

(c) compliance with the selection criteria;
(d) the eligibility of the costs of the operation;

(e) the compliance of the operation for which support is requested with applicable
national and Union rules on, in particular, and where relevant, public procurement,
public aid and the other appropriate obligatory standards established by national
legislation or established in the Agreements (including the IPARD |11 programme);

(F) the reasonableness of the costs proposed, which shall be evaluated using a suitable
evaluation system, such as reference costs, standard unit costs, a comparison of
different offers or an evaluation committee;

(g) the reliability of the potential recipient, with reference to any third party
information, such as court decisions, initiated criminal procedures by the public
prosecutor, initiated bankruptcy procedure.

(3) Administrative verifications on payment requests shall include a verification of:
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(a) the delivery of the products and services co-financed. Contractual pre-financing by
a contracting authority may qualify as eligible expenditure up to 10% of the amount
of the contract;

(b) the reality of the expenditure claimed;

(c) the completed operation and fulfilment of the conditions compared with the
operation for which the application for support was submitted and granted;

(d) the reasonableness of the costs claimed, which shall be evaluated using a suitable
evaluation system, and the payments made.

(4) Administrative verifications shall include procedures to avoid double financing with
other Union or national schemes. Where financing from other sources exists, those
verifications shall ensure that the total support received does not breach the maximum
permissible aid ceilings.

(5) Administrative verifications shall also cover the documents referred to in Article 38(7)
of this Agreement.

(6) Indications of irregularities shall be followed-up by an appropriate administrative
procedure.

ARTICLE 12 ON-THE-SPOT-VERIFICATIONS

(1) Montenegro shall organise on-the-spot verifications of applications for support and
payment requests using an appropriate methodology and shall cover all elements that
can be checked at the time of the verification. Those verifications shall cover all
operations at least once during the project implementation period and shall, to the
extent possible, be carried out before the final payment is made. However in
exceptional circumstances, duly recorded and explained, Montenegro can decide that
an on-the-spot verification is not necessary.

(2) Advance notice of on-the-spot verifications may be given, provided that the purpose of
the control is not jeopardised. If the advance notice is given more than 48 hours before
the on-the-spot verification, it shall be limited to the minimum necessary, depending
on the nature of the measure and the operation being co-financed.

(3) Where appropriate, on-the-spot verifications provided for in this Agreement shall be
carried out at the same time as any other checks provided for in Union or national law.
The duration of on-the-spot verifications shall be strictly limited to the minimum time
period necessary.

(4) The controllers undertaking the on-the-spot verification shall not have been involved
in administrative verifications of the same operation.

(5) On-the-spot-verifications may be done using physical visits or alternative means, such
as any relevant documentary evidence, including geotagged photos, which would
permit definitive conclusions to be drawn to the satisfaction of the competent control
authority concerning the realisation of the operation.

ARTICLE 13  CONTENT OF THE ON-THE-SPOT-VERIFICATIONS

(1) On-the-spot verifications shall verify that the operation has been applied for and
implemented in accordance with the applicable rules and shall cover all the eligibility
criteria, commitments and other obligations relating to the conditions for the granting
of support, which can be checked at the time of the verification and have not been
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subject to a conclusive administrative verification. They shall ensure that the operation
is eligible.

(2) On-the-spot verifications shall verify the accuracy of the data declared by the recipient
against underlying documents. This includes a verification that the applications and
payment requests submitted by the recipient are supported by accounting or other
documents, including, where necessary, a check on the accuracy of the data in the
payment request on the basis of data or commercial documents held by third parties.

(3) On-the-spot verifications shall verify that the use or intended use of the operation is
consistent with the use described in the application for support and for which the
support was granted. On-the-spot verifications shall include a verification in the place
where the operation is implemented (by a physical visit or using alternative means) or,
if the operation is intangible, verification with the operation promoter.

ARTICLE 14  EX-POST VERIFICATIONS ON INVESTMENT OPERATIONS
(1) Ex-post verifications shall be carried out on investment operations to verify the respect
of commitments laid down in Article 35(6) or in the IPARD Il programme.

(2) The controllers for the ex-post verifications shall not have been involved in any ex-ante
verifications of the same investment operation, unless other controllers did at least one
on-the-spot verification in-between.

(3) The ex-post verifications shall be carried out within five years of the date of final
payment to the recipient. All investments shall be checked at least once during the five-
year period.

(4) The ex-post verifications, carried out throughout the five-year period, shall be based
on an analysis of the risks and financial impact of different operations, groups of
operations or measures.

(5) The sample of approved operations to be checked in accordance with paragraphs 3 and
4 shall take into account in particular:

(a) the need to check an appropriate mix of types and sizes of operations;

(b) any risk factors which have been identified following national or Union
verifications;

(c) the need to maintain a balance between measures.

(6) Ex-post verifications may be done using physical visits or alternative means, such as
any relevant documentary evidence, including geotagged photos, which would permit
definitive conclusions to be drawn to the satisfaction of the competent control authority
concerning the respect of the commitments.

ARTICLE15 CONTROL REPORT

(1) Every on-the-spot verification under this Title shall be the subject of a control report
which makes it possible to review the details of the verifications carried out. The report
shall indicate in particular:

(a) the measures and applications or payment requests checked;
(b) the persons present during the verification;

(c) whether notice of the check was given to the recipient and, if so, the period of prior
notice;

(d) the results of the verifications and, where applicable, any particular observations;
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(e) indications of any specific control measures to be carried out in the context of
individual measures;

(F) indication of any non-compliance found that could require follow-up during the
following years;

(9) any further control measures to be carried out.

(2) In case of on-the-spot verifications, the recipient shall be given the opportunity to sign
the report during the check, to attest the recipient’s presence at the check and to add
observations.

Where any non-compliance is found, the recipient shall receive a copy of the control
report.

(3) Paragraph (1) and the second subparagraph of paragraph (2) shall apply mutatis
mutandis to ex-post verifications under this Title.

ARTICLE16  AREA-RELATED MEASURES
(1) For the purposes of this Title, 'area-related measures' means measures for which
support is based on the size of the area declared.

(2) Without prejudice to Articles 11(1) and 12, the verifications of area-related measures
shall also comply with the rules set out in Articles 18 to 24.

ARTICLE17  ANIMAL-RELATED MEASURES
(1) For the purposes of this Title, ‘animal-related measures' means measures for which
support is based on the number of animals declared.

(2) Without prejudice to Articles 11(1) and 12, the rules set out in Articles 18 to 24 shall
apply mutatis mutantis to the verification of animal related measures

ARTICLE 18  ADMINISTRATIVE VERIFICATIONS OF AREA-RELATED MEASURES

(1) The administrative verifications shall permit the detection of non-compliances. The
verifications shall cover all elements that are possible and appropriate to control by
means of administrative verifications, with a view to establishing that:

(a) the eligibility criteria, commitments and other obligations are fulfilled;
(b) there is no double financing through other Union schemes;

(c) the aid application or payment request is complete and submitted within the
relevant time-limit and, where applicable, that supporting documents have been
submitted and that they prove eligibility;

(d) there is compliance with long-term commitments, where appropriate.

(2) Where appropriate, the administrative verifications shall include cross-verifications
between the agricultural parcels as declared in the application and/or payment request
and the information as contained in national land, farm and animal-registers, to verify
the eligibility of the areas as such.

(3) Indications of non-compliance resulting from cross-verifications shall be followed-up
by any other appropriate administrative procedure, and where necessary, by an on-the-
spot verification.
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ARTICLE19 ELEMENTS OF ON-THE-SPOT VERIFICATIONS OF AREA-RELATED MEASURES

On-the-spot verifications shall cover the area measurement and verification of the
eligibility criteria, commitments and other obligations of the recipient under the
measures.

ARTICLE20 AREA MEASUREMENT

(1) The area measurement of the agricultural parcel as part of an on-the-spot verification
shall be carried out on all agricultural parcels for which an aid application and/or
payment request has been submitted.

(2) The financing agreement concluded by the Commission and Montenegro, or any
amendment thereof, may provide that the actual area measurement of the agricultural
parcel as part of an on-the-spot verification be limited to a randomly selected sample
of parcels. If such a case applies, the financing agreement shall also indicate the
minimum sample size. When this sample verification reveals any non-compliance, all
agricultural parcels shall be measured, or conclusions from the measured sample shall
be extrapolated.

(3) Agricultural parcel areas shall be measured by any means proven to assure
measurement of a quality at least equivalent to that obtained by Global Navigation
Satellite Systems (GNSS) or ortho-imagery.

(4) A single value buffer tolerance shall be defined for all area measurements performed
using GNSS and/or ortho-imagery. For this purpose the measurement tools used shall
be validated for at least one validation class of buffer tolerance below the single value.
However, the single tolerance value shall not exceed 1.25 m.

The maximum tolerance with regard to each agricultural parcel shall not, in absolute
terms, exceed 0.1 ha.

(5) The total area of an agricultural parcel may be taken into account in the measurement
provided that it is fully eligible. In other cases, the net eligible area shall be taken into
account.

ARTICLE 21  VERIFICATION OF ELIGIBILITY CONDITIONS AND COMMITMENTS OF AREA-
RELATED MEASURES

(1) The verifications shall be carried out by any means that allow the control of the
different commitments and obligations of the recipient.

(2) Where one single control method is not sufficient for the purpose of paragraph 1, the
control system shall provide for multiple control means, which, together, allow to
comply with paragraph (1).

ARTICLE 22 CONTROL REPORT OF AREA-RELATED MEASURES

(1) Every on-the-spot verification of area-related measures shall be the subject of a control
report which makes it possible to review the details of the verifications carried out and
to draw conclusions on the compliance with the eligibility criteria, commitments and
other obligations. The report shall indicate in particular and in addition to the report
mentioned in Article 15:

(a) the agricultural parcels checked, the agricultural parcels measured, including,
where applicable, the result of the measurements per measured agricultural parcel
and the measuring methods used;
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(b) where applicable, the results of the measurement of non-agricultural land for which
support under rural development measures is being claimed and the measuring
methods used;

(2) The recipient shall be given the opportunity to sign the report during the check to attest
the recipient's presence at the check and to add observations. Where any non-
compliance is found the recipient shall receive a copy of the control report.

ARTICLE 23 REDUCTIONS AND EXCLUSIONS IN RELATION TO THE SIZE OF AREA AND
THE NUMBER OF ANIMALS

(1) If the area determined is found to be greater than that declared in the payment request,
the area declared shall be used for the calculation of the aid.

If the area declared in the payment request exceeds the area determined, the aid shall
be calculated on the basis of the area determined.

However, where the difference between the total area determined and the total area
declared in the payment request for a measure is less than or equal to 0.1 hectare, the
area determined shall be considered equal to the area declared.

The third subparagraph shall not apply where the difference represents more than 20%
of the total area declared for payments.

If a maximum limit or a ceiling has been set for the area eligible for support, the number
of hectares declared in the payment request shall be reduced to the limit or ceiling.

(2) In the case referred to in the second subparagraph of paragraph (1), if the difference
found is more than either 3% or two hectares, but not more than 20% of the area
determined the aid shall be calculated on the basis of the area determined reduced by
twice the difference found.

If the difference is more than 20% of the area determined, no aid shall be granted.

(3) If the number of animals declared in an aid application or payment claim exceeds that
determined as a result of administrative verifications or on-the-spot verifications, the
aid or support shall be calculated on the basis of the animals determined.

Where a difference is found between the number of animals declared and that
determined, the total amount of support to which the recipient is entitled under that
support measure shall be reduced by:

(@) the percentage established as animals under all aid schemes and found by
irregularities divided by all animals, if it is not more than 10%, and

(b) twice the percentage established as animals under all aid schemes and found by
irregularities divided by all animals, if it is more than 10%, but not more than 20%.

If the difference is more than 20% of the number of animals determined, no aid shall
be granted.

(4) In order to establish the percentage by which the amount of support shall be reduced,
the number of animals declared and found with non-compliances shall be divided by
the number of animals determined in respect of the aid application or payment claim
for the claim year concerned.

ARTICLE24  NON-COMPLIANCE WITH THE ELIGIBILITY CRITERIA OTHER THAN THE SIZE
OF AREA OR NUMBER OF ANIMALS, COMMITMENTS OR OTHER
OBLIGATIONS
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(1) The support claimed shall be refused or withdrawn in full where the eligibility criteria
are not complied with.

(2) The support claimed shall be refused or be withdrawn in full or in part where the
following commitments or other obligations are not complied with:

(a) commitments established in the rural development programme, or

(b) where relevant, other obligations of the operation established by Union or national
law or established in the rural development programme, in particular public
procurement, State aid and other obligatory standards and requirements.

(3) When deciding on the rate of refusal or withdrawal of support following the non-
compliance with the commitments or other obligations referred to in paragraph (2),
account shall be taken of the severity, extent, duration and reoccurrence of the non-
compliance related to conditions for support referred to in paragraph (2).

The severity of the non-compliance shall depend, in particular, on the importance of
the consequences of the non-compliance, taking into account the objectives of the
commitments or obligations that were not met.

The extent of the non-compliance shall depend, in particular, on its effect on the
operation as a whole.

The duration shall depend, in particular, on the length of time for which the effect lasts
or the possibility of terminating this effect by reasonable means.

The reoccurrence shall depend on whether similar non-compliances have been found
earlier during the last four years in case of the same recipient and the same measure or
type of operation.

(4) In case of multiannual commitments or payments, withdrawals based on the criteria
referred to in paragraph 3 shall also apply to the amounts already paid in the previous
years for the same operation.

TITLE 3: SPECIFIC PROVISIONS RELATING TO ENTRUSTING THE IPA
111 BENEFICIARY WITH BUDGET IMPLEMENTATION TASKS

ARTICLE25 COMMON REQUIREMENTS

(1) At the moment of sending the request for being entrusted with budget implementation
tasks for a given programme measure or group of measures, the structures and
authorities of the management and control system as defined in Articles 10 and 11 of
the FFPA shall have a well-defined administrative organisation and system of internal
verifications with full internal rules of procedure, clear institutional and personal
responsibilities, which comply with the criteria set out in Annex B to the FFPA and
Annex 2 to this Agreement regarding the following areas:

(a) control environment;

(b) risk assessment;

(c) control activities;

(d) information and communication;
(e) monitoring activities.

In respect of the IPARD Managing Authority, the criteria as set out in Annex B to the
FFPA and Annex 2 to this Agreement regarding risk assessment, control activities and
monitoring activities shall not apply.

19



The role of the IPARD Managing Authority under the technical assistance measure, if
applicable, shall be described in the IPARD 11l programme.

(2) Montenegro may lay down further criteria to take account of the size, responsibilities
and other specific features of the management and control system.

(3) Following the conclusion of the FFPA and of this Agreement, and after the adoption
by the Commission of a financing decision approving the IPARD Ill programme, a
request for entrustment with budget implementation tasks and the supporting annexes,
shall be submitted to the Commission.

ARTICLE 26  PREPARATIONS FOR SENDING THE REQUEST FOR BEING ENTRUSTED WITH
BUDGET IMPLEMENTATION TASKS

(1) Before sending the request for being entrusted with budget implementation tasks for a
given programme measure or group of measures, the NAO shall be satisfied that the
IPARD Managing Authority/IPARD Agency and the management structure's
administrative, accounting, payment and internal control arrangements offer the
following guarantees:

(@) the eligibility of applications and compliance with the Agreements are checked
before contracts with recipients are signed and the commitments recorded;

(b) the admissibility of payment requests as well as their compliance with the
Agreements are checked before payment is authorised;

(c) the commitments and payments effected are accurately and completely recorded in
the accounts;

(d) the verifications laid down by the Agreements are made;

(e) the requisite documents are presented within the time-limit and in the form
stipulated by the Agreements or by the approved procedures;

(f) the documents are accessible and kept in a manner which ensures their
completeness, validity and legibility over time, including with regard to electronic
documents within the meaning of the Agreements.

(2) If the NAO is not satisfied that the management structure and IPARD Managing
Authority/IPARD Agency comply with the criteria laid down in Annexes A and B to
the FFPA and Annex 2 to this Agreement, it shall address instructions to the respective
body which specify the conditions it is required to fulfil before a request for
entrustment can be sent to the Commission.

(3) The IPARD Agency shall hold documents justifying the payments effected and
documents concerning the carrying out of the prescribed administrative and physical
verifications. Where the relevant documents are held by local offices or delegated
bodies, those offices and bodies shall regularly transmit reports to the IPARD Agency
on the number of verifications carried out, their content and the action taken in the light
of the results.

(4) The NAO shall ensure that the Accounting Body's and IPARD Agency's accounting
systems meet internationally accepted accounting principles.

(5) The NAO shall be satisfied that the administrative and internal control arrangements
of the IPARD Managing Authority offer the following guarantees:

() the required documents are presented within the time-limit and in the form
stipulated by the Agreements;
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(b) the documents are accessible and kept in a manner which ensures their
completeness, validity and legibility over time, including with regard to electronic
documents within the meaning of the Agreements.

(6) The examinations needed for the purposes of paragraphs (1) and (5) shall be conducted
according to methods equivalent to internationally accepted auditing standards.

For already entrusted measures under IPARD 11, the NAO may rely on results of an
ex-ante assessment carried out with regard to an entrustment pursuant to Regulation
(EU) No 231/2014 or an earlier financing agreement.

When the NAO cannot rely on a previous ex-ante assessment the request shall be
supported by an audit opinion on the structures and authorities under points (a) to (d)
of Article 10(1) of the FFPA, drawn up by an external auditor independent from those
structures and authorities. The audit opinion shall be based on examinations conducted
according to internationally accepted auditing standards.

(7) The request for being entrusted with budget implementation tasks shall be submitted
to the Commission, in accordance with Article 27.

It shall include the results of the examinations needed for the purposes of paragraphs
(1) and (5) of this Article.

(8) The NAO shall ensure that any proposed substantial changes to the working
arrangements referred to in Article 7(3) are submitted to the Commission, with a copy
to the Audit Authority, for examination and approval before those changes are
implemented.

A substantial change shall be considered to be any change introduced in the respective
national systems after the entrustment of budget implementation tasks, which may
affect significantly the implementing structures and systems initially presented as part
of the request.

(9) The NAO shall keep the Management Structure and IPARD Managing
Authority/IPARD Agency under constant supervision in accordance with Article 14(1)
of the FFPA.

(10)  Montenegro shall establish a system that ensures that any information suggesting
that the Management Structure and IPARD Managing Authority/IPARD Agency does
not comply with the criteria is communicated to the NAO without delay.

ARTICLE 27 REQUEST AND SUPPORTING ANNEXES

The NAO shall send the request for being entrusted with budget implementation tasks in
accordance with Article 13 of the FFPA to the Commission together with the relevant
documents indicated in Annex 3 to this Agreement. Which documents are relevant in
which specific case is explained in a Commission guidance concerning the requests for
entrustment with budget implementation tasks. A copy of this request and the
accompanying documents shall be sent to the Audit Authority.

SECTION Il RULES FOR PROGRAMMING

ARTICLE28 IPARD Il PROGRAMME

In accordance with Article 16(7) of the FFPA, rural development measures under the
agriculture and rural development policy area shall be subject of a programme (IPARD I11
programme) to be drawn up at central level covering the entire period of implementation
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of the IPA IIl assistance. The programme shall be prepared by the relevant authorities
designated by Montenegro and shall be submitted to the Commission after consulting the
appropriate interested parties. Rural development programmes shall be implemented by
Montenegro on the basis of indirect management in accordance with Article 62(1)(c) of
the Financial Regulation and shall indicate the actions to be financed with IPA IlI
assistance. The selected types of actions shall be of a similar nature as those provided for
under the European Agricultural Fund for Rural Development.

ARTICLE29 IPARD Il PROGRAMME MEASURES

(1) Inaccordance with the objectives as defined in Article 16(7) of the FFPA, the following
measures can be supported under the IPARD Il programme for addressing the
thematic priorities set out in the Annex Il of Regulation (EU) 2021/1529:

1. investments in physical assets of agricultural holdings;

2. support for the setting up of producer groups;

3. investments in physical assets concerning processing and marketing of agricultural
and fishery products;

4. agri-environment-climate and organic farming measure;

5. implementation of local development strategies - LEADER approach;

6. investments in rural public infrastructure;

7. farm diversification and business development;

8. improvement of skills and competences;

9. technical assistance;

10. advisory services;

11. establishment and protection of forests;

12. financial instruments;

13. promotion of cooperation for innovation and knowledge transfer.

Further information on the measures is provided in Annex 4 to this Agreement.

(2) The IPARD Managing Authority and the IPARD Agency shall provide an ex-ante
assessment of the verifiability and controllability of the measures to be included in the
IPARD Il programme. The IPARD Managing Authority and the IPARD Agency shall
also undertake the assessment of the verifiability and controllability of the measures
during the implementation of the IPARD Il programme. Ex-ante assessment and
assessment during the implementation period shall take into account, where relevant,
the results of verifications in the previous and current programming period. Where the
assessment reveals that the requirements of verifiability and controllability are not met,
the measures concerned shall be adjusted accordingly.

SECTION IV RULES FOR IMPLEMENTATION
TITLE1: GENERAL RULES AND PRINCIPLES FOR IMPLEMENTATION

ARTICLE 30 RULES ON PROCUREMENT

(1) For the purposes of this Agreement, the contracting authority referred to in Article
178(2)(b) of the Financial Regulation shall be a national public-sector body being a
recipient under the IPARD 11l programme.

However, public procurement may be done on behalf of the recipient by a national
public sector body specifically assigned for this task.
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(2) For procurement under the IPARD 11l programmes in line with Article 18(5) of the
FFPA, national law shall only be considered equivalent to the rules applied by the
Commission in accordance with the Financial Regulation if the correctness of the
transposition is confirmed by the relevant Commission service.

TITLE 2: TRANSPARENCY AND VISIBILITY

ARTICLE31  INFORMATION, PUBLICITY AND TRANSPARENCY

(1) Montenegro shall provide information on and publicise the IPARD Ill programme and
the Union contribution in accordance with Annex 8. This information shall be aimed
at the general public. It shall highlight the role of the Union and ensure the transparency
of Union assistance.

(2) The IPARD Managing Authority shall be responsible for:

(@) drafting and implementing a plan of visibility and communication activities in
accordance with Article 32;

(b) ensuring the existence of a single website or a single website portal providing
information on, and access to the IPARD Ill programme of Montenegro, including
information about the timing of implementation of programming and any related
public consultation processes;

(c) informing potential recipients about funding opportunities under the IPARD I
programme.

(3) In order to ensure transparency concerning support under IPARD, the IPARD Agency
shall be responsible for the publication of the list of the projects and recipients of IPA
I11 assistance in accordance with the conditions set out in Article 23(2) of the FFPA.

The publication shall be available in a spreadsheet data format, which allows data to
be sorted, searched, extracted, compared and easily published on the internet. The list
of operations shall be accessible through the single website or the single website portal.
The minimum information to be set out in the list of operations is laid down in Annex
8 to this Agreement.

(4) The list of operations and recipients shall be updated at least every six months.

(5) The IPARD Agency shall inform the recipients of IPARD Il assistance of the Union
contribution.

(6) In accordance with Article 23(3) of the FFPA, only contract award notices for public
procurement contracts subject to an ‘international open call for tender' procedure shall
be prepared and sent to the Commission for publication.

ARTICLE 32 VISIBILITY AND COMMUNICATION

(1) Activities with the objective to make available, and publicise, in Montenegro
information about assistance under the IPARD Il programme as referred to in Article
24 of the FFPA shall be implemented based on a plan of visibility and communication
activities to be agreed between the IPARD Managing Authority and the Commission.
This plan of visibility and communication activities shall be approved by the IPARD
I11 monitoring committee, no later than one year after the adoption by the Commission
of the IPARD Il programme, and shall set out:

(a) the aims and target groups;
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(b) the content and strategy of the communication and information measures, stating
the measures to be taken;

(c) its indicative budget;
(d) the administrative departments or bodies responsible for implementation;

(e) the indicators to be used to evaluate the impact of the information and publicity
measures in terms of transparency, awareness of the IPARD IIl programmes and
the role played by the Union.

This plan covering the whole period of the IPARD I11 programme shall be implemented
by an annual list of actions.

(2) The amount allocated for information and publicity may be part of the technical
assistance measure of the IPARD |1l programme.

(3) At the meetings of the IPARD Il monitoring committee, the chairperson shall report
on progress in implementing the information and publicity activities and provide the
committee members with examples of such activities.

(4) When the implementation of this article implies specific information and publicity
activities at project level, such activities shall be the responsibility of the recipients of
IPA 111 assistance and shall be funded from the amount allocated to the relevant project.

SECTIONYV RULESONFINANCIAL MANAGEMENT OF IPA 111 ASSISTANCE
TITLE 1: GENERAL PROVISIONS

ARTICLE 33 GENERAL RULES ON FINANCIAL ASSISTANCE

(1) Al activities receiving assistance under the IPARD Ill programme shall require co-
financing by Montenegro. Where the execution of activities depends on financial
contributions from Montenegro's own resources or from other sources of funds, the
funding of the Union shall become available at such time as the financial contribution
of Montenegro and/or the other sources of funds themselves become available.
However, in the case of recipients in the public sector, the Union contribution may be
made later than that of other public bodies. In no case the Union contribution shall be
made before the contribution by public bodies in Montenegro.

(2) The Union contribution shall co-finance public expenditure actually paid to the
recipient.

(3) Union financing shall be subject to the fulfilment by [IPA 1l beneficiary's] of
obligations laid down in the Agreements and in the financing agreement in accordance
with Article 3 of this Agreement.

(4) The euro account opened by the Accounting Body, on behalf of Montenegro in
accordance with Article 33(6) of the FFPA, shall, including the interest generated on
the euro account, not be subject to any charges or taxes.

(5) Montenegro shall communicate to the Commission a sample of the signatures of all
actors involved in requests for payment from the Union as referred to in Article 39 of
this Agreement.
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ARTICLE 34  AID INTENSITIES AND RATE OF UNION CONTRIBUTION
(1) For the purpose of the IPARD Il programme, the Union contribution referred to in
Article 30(2) of the FFPA shall be calculated on the basis of public expenditure.

(2) Aid intensities and the rate of Union contribution shall be in accordance with the rates
and ceilings laid down in Annex 4 to this Agreement.

(3) In determining the share of public expenditure as a percentage of total eligible cost of
investment, account shall not be taken of national aid to facilitate access to loans.

TITLE 2: ELIGIBILITY

ARTICLE35 ELIGIBILITY OF EXPENDITURE

(1) Prior to the conclusion of the relevant financing agreement and to the signature of the
contract between the IPARD Agency and the recipient, any contracts and addenda
signed or expenditure incurred by the recipients and payments made by Montenegro
shall not be eligible for funding under the IPARD I1l programme.

The first subparagraph shall not apply to actions under the technical assistance measure
and to expenditure relating to the activities referred to in paragraph 5(c), provided that
the expenditure is incurred by the recipients after 1 January 2021.

(2) Montenegro shall notify the Commission the list of eligible expenditure for each
measure. The Commission shall notify Montenegro of its acceptance or provide its
comments.

(3) The following expenditure shall not be eligible under the IPARD Il programme:

(a) taxes, including value added taxes, customs and import duties, or any other charges
having equivalent effect, as provided for in Article 28 of the FFPA,;

(b) purchase, rent or leasing of land and existing buildings, irrespective of whether the
lease results in ownership being transferred to the lessee, unless the provisions of
the IPARD 11l programme provide for it;

(c) fines, financial penalties and expenses of litigation;

(d) operating costs, except where duly justified by the nature of the measure in the
IPARD Il programme or in the case of force majeure or exceptional circumstances;

(e) second hand machinery and equipment and consumables (commaodities which are
not durable;

(F) bank charges, costs of guarantees and similar charges;

(g) conversion costs, charges and exchange losses associated with the IPARD euro
account, as well as other purely financial expenses;

(h) contributions in kind, including own labour costs;
(i) the purchase of agricultural production rights, annual plants and their planting;

(J) any maintenance, depreciation and rental costs, except where duly justified by the
nature of the measure in the IPARD Il programme or in the case of force majeure
or exceptional circumstances;

(k) any cost incurred and any payments made by the public administration in managing
and implementing assistance, including those of the Management Structure and
IPARD Managing Authority/IPARD Agency and, in particular, overheads, rentals
and salaries of staff employed on activities of management, implementation,
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monitoring and control, except where duly justified by the nature of the measure in
the IPARD 11l programme.

(4) Unless the Commission expressly and explicitly decides otherwise, the following
expenditure shall also not be eligible:

(a) expenditure on projects which, before completion, have charged fees to users or
participants unless the fees received have been deducted from the costs claimed;

(b) promotional costs, other than in the collective interest;

(c) expenditure incurred by a recipient of whose capital more than 25% is held by a
public body or bodies unless the Commission has so decided in a specific case on
the basis of a complete reasoned request from Montenegro. The Commission shall
take its decision within three months of receiving the request. This exclusion shall
not apply to expenditure for measures of which the recipient is/can be a public
body, i.e.:
measure 5 implementation of local development strategies - LEADER approach;
measure 6 investments in rural public infrastructure;
measure 9 technical assistance;
measure 10 advisory services;
measure 11 establishment and protection of forests.

(5) Notwithstanding paragraphs (2) and (3), in the case of investments:

(a) construction or improvement of immovable property shall be eligible, up to the
market value of the asset, as established in accordance with Article 11(2)(f) and
Article 11(3)(d);

(b) the purchase of new machinery and equipment, including computer software, shall
be eligible, up to the market value of the asset, as established in accordance with
Acrticle 11(2)(f) and Article 11(3)(d);

(c) general costs linked to collective projects that could additionally include studies,
marketing and development of the products concerned and animation costs (all to
be specified in the List of Eligible Expenditure (LEE)) and general costs linked to
expenditure referred to in points (a) and (b), such as architects’, engineers’ and
other consultation fees and feasibility studies, shall be eligible up to a ceiling of
10% of the costs referred to in those points (a) and (b) under the following
conditions:

(i) the eligible amount of the general costs shall not exceed the reasonable cost
established in accordance with Article 11(2)(f) and Article 11(3)(d);

(i) for projects with eligible expenditure of the investments referred to in points
(@) and (b) of more than EUR 3 million, the business plan preparation costs
shall not exceed 3% of the eligible expenditure of these investments;

(iii)for projects with eligible expenditure of the investments referred to in points
(a) and (b) of at least EUR 1 million and no more than EUR 3 million, the
business plan preparation costs shall not exceed 4% of the eligible expenditure
of these investments;

(iv)for projects with eligible expenditure of the investments referred to in points
(a) and (b) of less than EUR 1 million, the business plan preparation costs shall
not exceed 5% of the eligible expenditure of these investments.

The detailed provisions concerning the maximum eligible amount referred to in this
paragraph shall be established in the IPARD Il programme on the basis of an
assessment of the level of costs for similar actions in Montenegro.
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(6) For the purposes of point (a) of Article 31(1) of the FFPA and Article 14 of this
Agreement, substantial modifications to a project are those which result in:

(a) a cessation or relocation of a productive activity outside the geographical area
covered by the IPARD Il programme;

(b) a change in ownership which gives to a firm or a public body an undue advantage;

(c) a substantial change affecting its nature, objectives or implementation conditions
which would result in undermining its original objectives.

Where any such modification is detected by Montenegro it shall immediately inform
the Commission and start recovering the IPARD II1 contribution in accordance with
Article 52(1) of this Agreement.

(7) The NAO is overall responsible and liable for the legality and regularity of the
underlying transactions and shall apply financial adjustments in accordance with
Article 41 of the FFPA. In the event that the Commission determines that the
expenditure declared is not fully in conformity with the Agreements and in particular
the principles set out in this Article, it shall assess the amounts to be excluded from
Union financing in accordance with Article 51 of this Agreement.

TITLE 3: FINANCING AND PAYMENTS

ARTICLE36 DE-COMMITMENT OF UNUSED FUNDS

(1) The Commission shall automatically de-commit any portion of a budgetary
commitment for the IPARD Il programme that, by 31 December of the third year
following that of the budgetary commitment, hereinafter referred to as "n+3", has not
been used for the purpose of pre-financing in accordance with Article 40 of this
Agreement or making interim payments in accordance with Article 39 of this
Agreement or for which the NAO entrusted with budget implementation tasks has not
presented a payment request including a certified statement of expenditure in
accordance with Article 35(1) of the FFPA and Acrticle 39(1) of this Agreement.

(2) In duly justified circumstances, accepted by the Commission, the period of three years
referred to in paragraph (1) can be extended to up to five years in the financing
agreement referred to in Article 3 of this Agreement.

(3) The Commission shall inform Montenegro by the end of September of the current
financial year of any de-commitment risk it has identified based on the information
received from Montenegro in accordance with Article 33(3) of the FFPA and on the
need to take decisions to remedy this situation.

(4) After receipt of the payment request referred to in Article 39(4)(d) in January following
the year n+3, the Commission shall inform Montenegro on the amount covered by the
automatic de-commitment rule on the basis of the information the Commission has
access to.

(5) By the end of March following the year n+3, the Commission shall issue a letter to
Montenegro, requesting to confirm the amount covered by the automatic de-
commitment rule or send their observations within two months of the receipt of the
letter together with the revised financing plan.
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ARTICLE 37 FINANCING PLAN FOR THE IPARD Ill PROGRAMME

(1) The financing plan of the IPARD Il programme shall lay down, in particular, the
maximum amount of the Union contribution, its annual breakdown, the co-financing
rates applicable for each measure, and, for programme monitoring purposes, a
breakdown by measure.

(2) Contracting and making payments by the IPARD Agency shall only start after the
IPARD 11l programme has been adopted by the Commission and after the financing
agreement has entered into force.

ARTICLE 38 PAYMENTS OF THE UNION CONTRIBUTION

(1) Only assistance under the IPARD Ill programme granted in accordance with the
Agreements and paid by the IPARD Agency shall be subject to co-financing by the
Union.

(2) In accordance with the provisions as set out for each measure in the programme and
for the simplified costs options as referred to in points (b), (c) and (d) as defined by the
IPARD Agency in advance of the call for applications, payments by the Commission
of the Union contribution shall cover:

(@) eligible costs actually incurred and paid by recipients;
(b) standard unit costs;

(c) lump sums not exceeding EUR 100 000, per recipient, per year, of public
contribution;

(d) flat-rate financing, determined by the application of a percentage to one or several
defined categories of costs.

(3) Where aid is granted on the basis of the simplified costs options as referred to in
subparagraph (2) points (b), (c) and (d) or additional costs and income foregone,
Montenegro shall ensure that the relevant calculations are adequate and accurate and
established in advance on the basis of a fair, equitable and verifiable calculation. To
this end, a body that is functionally independent from the authorities responsible for
the IPARD Il programme implementation and possesses the appropriate expertise
shall confirm the adequacy and accuracy of the calculations. The relevant documents
shall be provided to the Commission in advance of the implementation of the simplified
costs options, for information purposes.

Where, in area-based measures, aid is granted on the basis of the simplified costs
options, the calculations shall be made by a body functionally independent from the
authorities responsible for the IPARD Ill programme implementation.

(4) Payments by the Commission of the Union contribution shall be made within the limits
of the funds available in accordance with the financing agreement referred to in Article
3. Each payment shall be posted to the earliest open budget commitment made for the
IPARD Il programme.

(5) The combined total of pre-financing and interim payments shall not exceed 95% of the
Union contribution as set out in the financing table of the IPARD Il programme.

(6) When the ceiling referred to in paragraph (5) is reached, the NAO shall continue
transmitting to the Commission the payment requests including the certified statement
of expenditures in accordance with Article 39, as well as information about the amounts
recovered.

28



(7) Expenditure paid by recipients shall be substantiated by receipted invoices or
accounting documents of equivalent probative value. Where the assistance is not a
function of expenditure, other appropriate documents, as specified in the IPARD 11|
programme may be accepted. In all cases, expenditure shall be certified by the NAO.

ARTICLE39 PAYMENT REQUESTS BY MONTENEGRO

(1) The NAO shall make payment requests for the IPARD 11l programme. These requests
shall include the certified statements of expenditure as laid down in clause 4(3) of
Annex A to the FFPA and shall cover, for each IPARD Ill programme measure, the
amount of eligible public expenditure for which the IPARD Agency has actually paid
the corresponding Union contribution during the reference period.

(2) Payment requests shall be drawn up in accordance with the model in Annex 5. They
shall be signed and certified, and transmitted by the NAO, on behalf of Montenegro,
to the Commission, with copies to the Audit Authority.

(3) At the closure of the programme, the NAO shall provide a final statement of
expenditure.

(4) Once the conditions of Article 37(2) have been fulfilled, Montenegro shall submit to
the Commission its payment requests by the following deadlines:

(@) by 30 April at the latest in the case of expenditure in the period 1 January to 31
March;

(b) by 31 July at the latest in the case of expenditure in the period 1 April to 30 June;

(c) by 31 October at the latest in the case of expenditure in the period 1 July to 30
September;

(d) by 31 January at the latest in the case of expenditure in the period 1 October to 31
December.

Montenegro may modify the data declared in the payments requests in the annual
statement of expenditure to be submitted by 15 of February of the financial year
following the year in which the expenditure has been made. In duly justified cases the
Commission may allow Montenegro to declare expenditure from previous financial
years in the final statement of expenditure under paragraph (3). The expenditure from
previous financial years shall be accompanied by an opinion and report of the Audit
Authority and its inclusion in the final statement shall be without prejudice to
acceptance of accounts decisions in accordance with Articles 50 and 51 of this
Agreement.

Requests shall be sent even in cases in which no reimbursement is requested.

(5) Where there are disagreements, differences of interpretation or inconsistencies relating
to payment requests for a reference period, resulting in particular from the failure to
communicate the information required in the Agreements, and these require further
checks, Montenegro shall be required to provide additional information. Such
information shall be provided in accordance with Article 33 of the FFPA.

The time limit for payment laid down in paragraph (6) may in such cases be interrupted
for all or part of the amount for which payment is claimed, from the date on which the
request for information is sent until receipt of the information requested.

Where no solution is found within that time limit, the Commission may interrupt or
suspend payments in accordance with Articles 38 and 39 of the FFPA.
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(6) Interim payments shall be made by the Commission within 90 days of registering the
payment request for which the requirements set out in Article 35 of the FFPA are met,
without prejudice to the decisions referred to in Articles 50 and 51 of this Agreement,
provided that:

(a) the expenditure declared is eligible for Union funding in accordance with Article
35 of this Agreement;

(b) the checks in Article 43 of this Agreement have not indicated any problems;

(c) no interruption or suspension of payments has been decided concerning the
measure(s) that is or are the subject of the application in question;

(d) appropriations are available.

ARTICLE40 PRE-FINANCING

(1) Pre-financing payments referred to in Article 34 of the FFPA may amount to 30% of
the Union's contribution for the three most recent years of the IPARD |1l programme
as established in the financing agreement. Subject to the availability of budgetary
appropriations, pre-financing may be paid in two or more instalments.

(2) The Commission shall make an initial pre-financing payment of at least 50% of the
amount referred to in paragraph (1) as first instalment.

Additional instalments may be paid following a request of Montenegro in accordance
with the requirements provided for in paragraphs (1) and (4).

(3) Where the pre-financing payments referred to in paragraph (1) are not sufficient to
ensure timely payment of claims from recipients, they may be increased. The increase
shall be the amount needed for this purpose. It shall be based on the sum of
substantiated expenditure incurred by recipients, but not yet settled due to the
exhaustion of Union funding in the IPARD euro account. However, the cumulative
amount of payments for pre-financing shall not exceed 30% of the Union contribution
for the three most recent years established in the financing agreement.

(4) The total amount paid as pre-financing shall be reimbursed to the Commission if no
payment request for the IPARD IIl programme is sent within 15 months of the date on
which the Commission made the first pre-financing payment. The Union contribution
to the IPARD I11 programme shall not be affected by such reimbursement.

ARTICLE41 CALCULATION OF THE AMOUNT TO BE PAID

(1) The Union contribution to be paid in respect of the eligible public expenditure
declared for each measure and for each reference period shall be calculated on the
basis of the financing plan in force on the first day of that period.

(2) The amounts of the Union contribution recovered from recipients under the IPARD 11
programme during each reference period and the debts that have not been collected
within two years of their registration in the debtors’ ledger as referred to in Article
49(6) of this Agreement shall be deducted from the amount to be paid by the
Commission in the payment request for that period in accordance with Article 50 of
this Agreement.

(3) Without prejudice to the ceiling of 95% as provided for in Article 38(5), where the
combined total of declarations of expenditure exceeds the total programmed for a given
measure, the amount to be paid shall be capped at the amount programmed for that
measure in the financing plan in force. Expenditure excluded as a result may be taken
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into account in a subsequent payment request provided that an adjusted financing plan
has been submitted by Montenegro and accepted by the Commission.

ARTICLE42  SETTLEMENT OF THE FINAL BALANCE

(1) For the settlement of the final balance as referred to in Article 36 of the FFPA, the
deadline referred to in Article 36(1) and (2) of this Agreement as laid down in the
financing agreement shall apply.

(2) The settlement of the final balance shall not prejudge the adoption of subsequent
decisions pursuant to Article 51.

(3) The settlement shall also not prejudge the follow-up of the provisions laid down in
Article 46 and Article 52.

(4) No further financial transactions may be made by Montenegro on the IPARD euro
account after the final payment request was sent to the Commission. Montenegro shall
ensure that the requirements referred to in Article 36(1) of the FFPA are respected until
the requirements mentioned in Article 46 of this Agreement are fulfilled. As regards
Article 52 of this Agreement, the Commission shall be informed whenever the
recovered amounts are recorded in the national accounts.

(5) Montenegro shall set up a system which allows it to follow-up on the requirements set
out in paragraph (4). Montenegro shall identify the responsible body and shall inform
the Commission of the practical arrangements concerning the transfer of
responsibilities to this body.

ARTICLE43 PAYMENTS TO THE RECIPIENTS

(1) Montenegro shall ensure that payments to the recipients are:

(a) debited as appropriate against the IPARD euro account. The payable order(s) or
any other accounting documents of equivalent probative value to the recipient(s)
or to their assignee(s) shall as a general rule be issued within five working days of
this debit;

(b) based on declarations of expenditure incurred by the recipient and evidenced by
original receipted invoices. Where the assistance is not a function of expenditure,
other appropriate documents, as specified in the IPARD IIl programme, may be
accepted.

(2) In order to be eligible, expenditure shall be in accordance with Article 35(1).

(3) Payments shall be made by means of a transfer to the bank account on the name of the
recipient. Payments to the recipients cannot be seized, withheld or adjusted in any
manner in place of a recipient's debt obligation. The IPARD Agency can, however, off-
set against the payments, any amount to be recovered from recipients related to
financial assistance under the Instrument for Pre-Accession Assistance.

(4) Where original invoices or the other relevant documents referred to in paragraph (1)
point (b) are not retained by the IPARD Agency following receipt, the IPARD Agency
shall ensure that copies shall be taken and arrangements made to ensure that the
originals will be made available for audit and inspection purposes.

(5) The NAO and the IPARD Agency shall ensure that total public expenditure by all
public bodies in Montenegro for each measure and project is identifiable in the IPARD
Agency's accounts.
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(6) The IPARD Agency shall maintain records of each payment which include at least the
following information:

(a) the amount in national currency, if applicable;
(b) the corresponding amount in euros.

(7) The NAO and the IPARD Agency shall ensure that any amount which they find has
been paid in excess of the sum due, and which has been incorporated in certified
statements of expenditure in accordance with Article 39, is transferred within ten
working days in the IPARD euro account and is deducted from the next payment
request to the Commission.

(8) The NAO and the IPARD Agency shall ensure timely treatment of payment requests
by recipients. In cases where the interval between receipt of the payment request and
issuing of the payment order exceeds six months, Union co-financing may be reduced
in accordance with the following rules:

(a) where expenditure effected after the deadlines is equal or less than 5% of the
expenditure effected before the deadlines, no reduction shall be made, irrespective
of the number of months' of a delay;

(b) where expenditure effected after the deadlines is more than 5% of the expenditure
effected before the deadlines, all further expenditure effected with a delay of up to:

(1) one month, shall be reduced by 10%

(i) two months, shall be reduced by 25%

(iti)  three months, shall be reduced by 45%

(iv)  four months, shall be reduced by 70%

(v) five months, or more shall be reduced by 100%.

For the purposes of this paragraph, the receipt of a payment request is considered the date
when a payment request made by the recipient has been received by the relevant services
of Montenegro, irrespective of whether or not that payment request, when received, is
complete of all supporting documents needed to make the payments. The IPARD Agency
shall provide for procedures ensuring that missing documents are received from the
recipients in time for the payment to be made in accordance with the first subparagraph.

The Commission may apply a different time scale and/or lower or no reductions, if
exceptional management conditions are encountered for certain measures, or if well-
founded justifications are provided by Montenegro. Delays by the recipient to provide
documents missing from the payment request shall not be considered a well-founded
justification. Montenegro shall establish appropriate provisions in the contracts signed with
the recipients setting appropriate deadlines for the provision of missing documents.

Before taking the decision the Commission shall inform Montenegro allowing it to make
its position known within 10 working days. The Commission shall inform Montenegro of
its final decision, stating the reasons on which the decision is based.

For any expenditure effected after the deadlines Montenegro shall submit to the
Commission a detailed justification of the delay, written evidence to substantiate this
justification as well as a demonstration of a direct relationship between the justification
and the relevant expenditure effected after the deadlines.

(9) When deciding on cancelling all or part of the Union contribution, the NAO and the
IPARD Agency shall take into account the nature and gravity of the irregularities and
the financial loss to the Union contribution.
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ARTICLE 44 EXCHANGE RATE AND INTEREST

(1) <deleted>
@ ...
(o) ...;
© ...;
@d...;
) ...;
@ ..;
@) ...;

(2) <deleted>.
(3) <deleted>.

(4) Any interest earned on the IPARD euro account remains the property of Montenegro.
Interest generated by the financing by the Union of the IPARD |1l programme shall be
posted exclusively to the IPARD Ill programme, being regarded as a resource for
Montenegro in the form of a national public contribution, and shall be declared to the
Commission, at the time of the closure of the eligible period of the IPARD Il
programme. At the time of the closure of the programme by the Commission any
amount of interest that has not been spent in the form of a national public contribution
shall be returned to the Commission.

TITLE 4: CLOSURE OF APROGRAMME

ARTICLE45 CLOSURE OF THE IPARD Il PROGRAMME

(1) In addition to the minimum requirements for the settlement of the final balance set out
in Article 36(1) of the FFPA, the IPARD II1 programme shall be considered closed for
the purposes of Article 47 of the FFPA as soon as one of the following conditions are
fulfilled:

(a) based on the acceptance of the accounts of the final year in question and of the total
years of IPARD Il implementation, the payment of the final balance due or the
issuance of a recovery order by the Commission;

(b) de-commitment of appropriations by the Commission;

(c) the closure of the debtors' ledger referred to in Articles 49(6) and 52(6) of this
Agreement.

(2) The closure of the IPARD Il programme shall not affect the obligations of Montenegro
referred to in Articles 43(9) and 52 and the obligation to continue to retain related
documents, in accordance with Article 46, and shall not prejudice a subsequent
decision under Article 51.
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ARTICLE46 RETENTION OF DOCUMENTS

(1) The IPARD Agency and the Accounting Body shall ensure that if they do not hold the
documents referred to in Article 49 of the FFPA themselves, the documents are kept at
the disposal of the Commission for the period referred to in that Article. In the case of
situations referred to in Article 43 of the FFPA, the supporting documents referred to
Article 49 of the FFPA shall be kept at the disposal of the Commission for at least
seven years following that in which the sums are entirely recovered from the recipient
and credited to the IPARD Il programme or in which the financial consequences of
non-recovery are determined in Article 52 of this Agreement.

(2) In case of a conformity clearance procedure provided for in Article 51 of this
Agreement, the supporting documents referred to in paragraph 1 shall be kept at the
disposal of the Commission for at least one year after the conclusion of that procedure
or, if a conformity decision is the subject of legal proceedings, for at least one year
after the conclusion of those proceedings.

TITLES: FINANCIAL CORRECTIONS AND EXAMINATION AND
ACCEPTANCE OF ACCOUNTS

ARTICLE47 CONTENT OF THE ANNUAL ACCOUNTS

The annual accounts, composed of the annual financial reports and statement referred
to in Article 61(2)(a) of the FFPA shall include:

(a) the revenues and the expenditure of the IPARD Il programme, showing Union,
national and total revenues and expenditure summarised by measures and presented
on an annual basis and submitted using Form D 2 as set out in Annex 6 to this
Agreement;

(b) a table of differences by IPARD Il programme and measure, between the
expenditure and the revenues declared in the annual accounts and that declared for
the same period in the documents referred to in Article 39 of this Agreement,
accompanied by an explanation for every difference;

(c) the table of the amounts to be recovered at the end of the financial year (debtors’
ledger);

(d) a list of all payments made in the financial year in line with Annex 9 to this
Agreement.

ARTICLE48 TRANSMISSION OF THE INFORMATION NECESSARY FOR THE EXAMINATION
AND ACCEPTANCE OF THE ACCOUNTS

(1) For the purpose of the examination and acceptance of the accounts pursuant to Article
42 of the FFPA, the NAO shall send to the Commission:

(@) the annual financial reports and statements referred to in Article 47 of this
Agreement, together with any reports by authorities acting under delegation from
relevant structures, authorities and bodies as referred to in Article 10(1) of the
FFPA and a bank statement indicating the closing balance of the IPARD euro
account at 31 December of the financial year;

(b) the management declaration by the NAO as referred to in Article 61(2)(d) of the
FFPA, including a summary of the reports in accordance with Article 61(2)(b)(i)
of the FFPA.
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(2) The documents referred to in points (a) and (b) of paragraph (1) shall be provided by
the NAO, on behalf of Montenegro, to the Commission in accordance with Article
61(2) of the FFPA with copies to the Audit Authority. The documents shall be sent in
one single package electronically via the Commission’s IT portal SFC in accordance
with the format and under the conditions established by the Commission.

(3) The annual audit opinion and the annual audit activity report established by the Audit
Authority for the financial year shall be submitted to the Commission in accordance
with Article 63 of the FFPA, with copies to the NAO by 15 March of the following
financial year. The documents shall be sent in one single package electronically via the
Commission’s IT portal SFC in accordance with the format and under the conditions
established by the Commission.

The deadline of 15 March may exceptionally be postponed by the Commission to 1
April, upon justified request by the Audit Authority.

(4) At the request of the Commission or on the initiative of the NAQO, further information
concerning the examination and acceptance of the accounts shall be addressed to the
Commission within a time period set by the Commission, taking into account the
amount of work required for providing that information. In the absence of that
information, the Commission may examine and accept the accounts on the basis of
such information as is in its possession.

ARTICLE49 FORM AND CONTENT OF THE ACCOUNTING INFORMATION

(1) The form and content of the accounting information referred to in Article 48(1)(a) shall
be established in accordance with internationally accepted accounting principles and
shall ensure that total public expenditure by all public bodies in Montenegro for each
measure and project under the IPARD Ill programme is identifiable in the books and
records of the Accounting Body and the IPARD Agency by an adequate accounting
code.

(2) Where there are disagreements, differences of interpretation or inconsistencies relating
to documents and the accounting information referred to in paragraph (1) for a
reference period, resulting in particular from the failure to communicate the
information required in this Agreement, and these require further checks, Montenegro
shall be required to provide additional information.

(3) Where payments due under the IPARD 11l programme are encumbered by financial
claims on the recipient, they shall be deemed to have been made in their entirety:

(a) on the date of the payment of the sum still due to the recipient, if the claim is less
than the expenditure settled:;

(b) on the date of the settlement of the expenditure, if the latter is less than or equal to
the claim.

(4) The accounting information shall be used by the Commission for the sole purposes of:

(a) carrying out its functions in the context of the examination and acceptance of the
accounts or conformity clearance;

(b) monitoring developments and providing forecasts in the agricultural sector.

The European Court of Auditors and the European Anti-fraud Office (OLAF) shall have
access to that information.

(5) Payment orders not executed and payments debited to the account and then re-credited
shall be deducted in Form D 2 as set out in Annex 6, from expenditure in respect of the
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month during which the failure to execute or the cancellation is reported to the IPARD
Agency.

(6) Montenegro shall set up, in respect of the IPARD Ill programme, a system for the
recognition of all amounts due and for the recording in a debtors' ledger of all such
debts, including irregularities prior to their receipt. Without prejudice to Article 43(5)
or any national provisions concerning recovery of debts, any financial contribution
charged to the Union with respect to these sums, including irregularities, shall be
written off at the end of the second year following its registration in the debtors' ledger
and deducted from the next request for payment as provided for in Article 41(2). The
IPARD Agency and the Accounting Body shall ensure that any amounts recovered are
credited to the IPARD euro account within five working days of the date of recovery.

ARTICLE50 EXAMINATION AND ACCEPTANCE OF ACCOUNTS PROCEDURES

(1) The acceptance of accounts decision shall confirm that the annual financial reports and
statements referred to in Article 47(a) and (c) as included in the annual accounts are
complete, accurate and true. It shall not prejudice the adoption of a subsequent
conformity clearance decision, pursuant to Article 51. The acceptance of accounts
decision shall also cover the balance of the IPARD euro account.

(2) The Commission shall communicate to Montenegro the results of its analysis of the
information supplied, together with any amendments it proposes, by 15 July following
the end of the financial year at the latest.

(3) The amount which, as a result of the acceptance of accounts decision, is normally
recoverable from or payable to Montenegro shall be established by deducting the
interim payments with respect to the financial year concerned from the expenditure
recognised for the same year in accordance with paragraph (1). That amount shall be
deducted by the Commission from or added to the following interim payment or the
final payment.

(4) Where the amount to be deducted, fixed by the acceptance of accounts decision,
exceeds the level of possible subsequent payments, the NAO shall ensure that the
amount not covered by the balance shall be credited to the Commission in euro within
two months of notification of that decision. The Commission may however, on a case
by case basis, decide that any amount to be credited to it shall be offset against
payments due to be made by the Commission to Montenegro under any Union
instrument.

(5) This Article shall apply mutatis mutandis to pre-financing payments within the
meaning of Article 40.

(6) Article 84 of the FFPA shall not apply to the financial clearance.

ARTICLES1 CONFORMITY CLEARANCE

(1) If the Commission finds that expenditure under the IPARD Ill programme has been
incurred in a way that has infringed applicable rules, it shall decide what amounts are
to be excluded from Union financing.

(2) The Commission shall assess the amounts to be excluded on the basis of the nature and
the gravity of the non-conformity and of the financial damage caused to the Union.

(3) When, as a result of any inquiry, the Commission considers that expenditure was not
effected in compliance with the applicable rules, it shall communicate its findings to
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the NAO, and indicate the corrective measures needed to ensure future compliance
with those rules.

The communication shall make reference to this Article. The NAO shall reply within
two months of receipt of the communication, with copy to the Audit Authority, and the
Commission may modify its position in consequence. In justified cases, the
Commission may agree to extend the period for reply.

After expiry of the period for reply, the Commission may request additional
information and, where necessary, convene a bilateral meeting.

(4) Within two months from the date of the reception of the request for additional
information or the minutes of the bilateral meeting referred to in the third subparagraph
of paragraph (3), the NAO shall communicate any information requested during that
meeting or any other information which it considers useful for the ongoing
examination.

In justified cases, the Commission may, upon reasoned request of the NAO, authorise
an extension of the period referred to in the first subparagraph. The request shall be
addressed to the Commission, with copy to the Audit Authority, before the expiry of
that period.

After the expiry of the period referred to in the first subparagraph, the Commission
shall formally communicate its conclusions to the NAO, with copy to the Audit
Authority, on the basis of the information received in the framework of the conformity
clearance procedure. The communication shall evaluate the expenditure which the
Commission envisages to exclude from Union financing.

Where the Commission proposes a financial correction, the NAO shall be given the
opportunity to provide its assessment of the actual financial impact of the irregularity.
The communication of the assessment to the Commission shall take place within two
months from the date of reception of the Commission's proposal for a financial
correction. In justified cases the Commission may agree to extend the period for reply.

(5) The NAO shall inform the Commission, with a copy to the Audit Authority, of the
corrective measures it has undertaken to ensure compliance with the applicable rules
and the effective date of their implementation.

(6) The Commission may, at any stage, terminate the procedure, without financial
consequences for Montenegro, if it expects that the possible financial effects of non-
compliance identified as a result of an inquiry referred to in paragraph (1) would not
exceed EUR 10 000 and 2% of the relevant expenditure or the amounts to be recovered.

(7) The deductions from the Union financing shall be made by the Commission from the
following interim payment or the final payment. However, at Montenegro's request and
where warranted by the materiality of the deductions, the Commission may set a
different date for the deductions.

(8) In accordance with Article 45(1) of the FFPA, the deductions made by the Commission
shall not be reallocated to the IPARD Ill programme.

(9) Article 84 of the FFPA shall not apply to the conformity clearance.
ARTICLE52 RECOVERY OF FUNDS

(1) The financial adjustments and reuse of the Union contribution shall be undertaken by
the NAO and shall be subject to the following conditions:

(@) where irregularities are detected, the NAO shall extend its inquiries to cover all
operations liable to be affected by such irregularities;
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(b) the NAO shall notify the corresponding adjustments to the Commission, with a
copy to the Audit Authority;

(c) amounts of the Union contribution which are cancelled and amounts recovered
shall be reallocated to the IPARD Il programme in accordance with Article 45(2)
of the FFPA.

(2) When the annual accounts are sent, as provided for in Article 48, the NAO shall provide
the Commission, with a copy to the Audit Authority, with a summary report on the
recovery procedures undertaken in response to irregularities. This shall give a
breakdown of the amounts not yet recovered, by administrative and/or judicial
procedure and by year of the primary administrative or judicial finding of the
irregularity. Any interest recovered by Montenegro attributable to the IPARD llII
programme with respect to debts recovered shall be recorded in the Montenegro's
accounts.

(3) The Union contribution not recovered by the IPARD Agency from the recipients within
two years of their registration in the debtor's ledger shall be refunded by the NAO to
the Union budget. Where possible, the amount recovered shall be deducted by the
Commission from the following interim payment or the final payment to Montenegro.
Montenegro shall ensure that any amounts recovered are credited to the IPARD euro
account within five working days of the date of recovery.

(4) [IPAI 11 beneficiary] shall ensure that any amounts to be recovered from recipients in
accordance with Article 51 of the FFPA are established taking into account the nature
and gravity of the irregularities and the financial loss to the Union contribution and are
recognised, registered in the debtors' ledger and subject to recovery procedure in a
timely manner. If the Commission finds that the late registration of debts has resulted
in a lower amount of debts written off in accordance with paragraph (3), it shall
determine the financial correction to be applied under Article 51 of this Agreement.

(5) Where it has been possible to effect the recovery referred to in paragraph (1) when the
combined total of declarations of expenditure exceeds the ceiling of 95% as provided
for in Article 38(5) of this Agreement or after the final payment by the Union for the
IPARD Il programme has been made, the NAO shall refund the sums recovered to the
Union budget in accordance with the procedures laid down in Article 46 of the FFPA.

(6) Any Union contribution to the IPARD Ill programme not recovered at the date of the
final closure as referred to in Article 48(1) of the FFPA and in Article 45 of this
Agreement shall be written-off in the debtors' ledger and the corresponding amount
shall be refunded to the Union budget. This payment shall not prejudice the adoption
of a subsequent decision pursuant to Article 51 of this Agreement.

SECTION VI MONITORING, EVALUATION AND REPORTING
TITLE 1: PROGRAMME MONITORING

ARTICLE53 PROGRAMME MONITORING AND MONITORING INDICATORS

(1) The IPARD Managing Authority and the monitoring committee for the IPARD I
programme ("IPARD IIl monitoring committee™) shall monitor the effectiveness and
the quality of the implementation of the IPARD I11 programme. They shall report to
the IPA monitoring committee and to the Commission on progress of the measures.
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(2) Programme monitoring shall be carried out by reference to the indicators presented in
the IPARD 11l programme.

ARTICLE54  IPARD Il MONITORING COMMITTEE

(1) The IPARD I1I monitoring committee, which shall be established after adoption of the
programme, shall be chaired by a senior representative of Montenegro, who shall have
voting rights.

(2) The Commission, the IPARD Managing Authority/IPARD Agency, the NAO and the
NIPAC shall participate in the work of the IPARD Il monitoring committee without
voting right.

(3) For the purposes of Article 53(1) of the FFPA, the IPARD Il monitoring committee
shall examine the results of the IPARD |1l programme, in particular the achievement
of the targets set for the different measures and the progress on utilisation of the
financial allocations to those measures. In this regard, the IPARD Managing Authority
shall ensure that all relevant information in relation to the progress of measures is made
available to the monitoring committee and the NIPAC.

(4) The IPARD Il monitoring committee shall periodically review progress made towards
achieving the objectives set out in the IPARD I1l programme. For this purpose, it shall,
in particular, be given the following:

(a) information on any sectors or measures where difficulties are experienced;
(b) information on the results of verifications carried out.

(5) Article 53(4)(g) of the FFPA shall be interpreted for the IPARD Il monitoring
committee in a way that the IPARD I1I monitoring committee has to consider and
approve, where appropriate, any proposal drawn up by the IPARD Managing Authority
to amend the IPARD Il programme to be submitted to the Commission, with a copy
to the NIPAC and the NAO.

(6) Notwithstanding Article 8(4), the IPARD I1I monitoring committee may, following
consultation with the IPARD Managing Authority and the IPARD Agency, propose to
the IPARD Managing Authority for submission to the Commission, with a copy to the
NIPAC and the NAO, amendments or reviews of the IPARD Il programme to ensure
the achievements of the programme's objectives and enhance the efficiency of the
assistance provided.

(7) The IPARD 11l monitoring committee shall consider and approve the annual and final
implementation reports before they are sent to the NIPAC for submission to the
Commission, with copies to the NAO and the Audit Authority.

(8) The IPARD III monitoring committee shall examine the evaluations of the IPARD IlII
programme referred to in Article 57.

(9) The IPARD 11l monitoring committee shall consider and approve the plan of visibility
and communication activities referred to in Article 30 as well as any subsequent
updates of the plan.

(10)  The IPARD Il monitoring committee shall be consulted on the technical assistance
activities under the IPARD 11l programme. It shall consider and approve each year an
indicative annual action plan for the implementation of technical assistance activities
including indicative amounts for information purposes.

(11)  When required by the IPARD Il programme to give an opinion on any matter,
the IPARD 11l monitoring committee shall act accordingly.
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(12)  All final documents of IPARD Il monitoring committee meetings shall be made
public.

(13) The IPARD Il monitoring committee shall meet at least twice per 12 months.

ARTICLE S5  INDICATORS

(1) The progress, efficiency and effectiveness of the IPARD Il programme in relation to
its objectives shall be measured by means of indicators relating to the baseline situation
as well as progress with regard to financial execution.

(2) The IPARD Il programme shall contain a limited number of additional indicators
specific to that programme.

TITLE 2: EVALUATION

ARTICLE5S6  PRINCIPLES FOR THE EVALUATION OF THE IPARD |1l PROGRAMME

(1) For the purposes of Article 54 of the FFPA, evaluations shall aim to improve the
quality, effectiveness and consistency of the assistance from Union funds and the
strategy and implementation of the IPARD Il programme.

(2) The IPARD 11l programme shall be subject to ex-ante and ex-post evaluation and,
where considered as appropriate by the Commission, interim evaluations carried out
by independent evaluators under the responsibility of Montenegro.

(3) The evaluations shall assess the implementation of the IPARD Ill programme towards
the achievement of objectives set out in Article 16(7) of the FFPA.

(4) The evaluations shall examine the degree of utilisation of resources, the effectiveness
and efficiency of the programming, its socio-economic impact and its impact on the
defined objectives and priorities. They shall cover the goals of the IPARD Il
programme and aim to draw lessons concerning rural development policy. They shall
identify the factors which contributed to the success or failure of the implementation
of the IPARD I1I programme, including the sustainability of actions and identification
of best practices.

(5) Evaluation reports shall explain the methodology applied and include an assessment of
the quality of the data and the findings.

(6) The quality and implications of evaluations shall be assessed by the IPARD Managing
Authority, the IPARD Il monitoring committee and the Commission.

(7) The results of the ex-ante and the interim evaluations shall be taken into account in the
programming and implementation cycle.

ARTICLES57 EX-ANTE EVALUATION OF THE IPARD Il PROGRAMME

(1) Ex-ante evaluation shall form part of drawing up of the IPARD 11l programme and aim
to optimise the allocation of budgetary resources and improve programming quality. It
shall identify and appraise medium and long-term needs, the goals to be achieved, the
results expected, the quantified targets, the Union value-added, the extent to which the
objectives, have been taken into account in accordance with Article 16(7) of the FFPA,
the lessons learned and the quality of the procedures for implementation, programme
monitoring, evaluation and financial management.
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(2) Montenegro shall ensure that the ex-ante evaluator is involved in the process of
development of the IPARD IIl programme, is included in the development of the
SWOT analysis, in the design of the programme's intervention logic and in the
establishment of the programme'’s targets.

(3) Ex-ante evaluation shall be carried out under the responsibility of Montenegro.

ARTICLE 58 EVALUATION PLAN FOR THE IPARD Ill PROGRAMME

(1) An evaluation plan shall be drawn up by the IPARD Managing Authority, in
consultation with the NIPAC, for the IPARD 11l programme in accordance with Article
56 of the FFPA. The evaluation plan shall be submitted to the monitoring committee
no later than one year after the adoption by the Commission of the IPARD Il
programme.

(2) The IPARD Managing Authority and the IPARD Il monitoring committee shall use
the evaluation plan to:

(@) examine the progress of the IPARD Il programme in relation to its goals by means
of result and, where appropriate, impact indicators;

(b) improve the quality of the IPARD Il programme and its implementation;
(c) examine proposals for substantial changes to the IPARD Ill programme;
(d) prepare for interim and ex-post evaluation.

(3) The IPARD Managing Authority shall report each year on the results achieved under
the evaluation plan to the IPARD Ill monitoring committee, with copies to the Audit
Authority. A summary of the activities shall be included in the annual report provided
for in Article 61.

ARTICLES9 INTERIM EVALUATION

(1) If the Commission considers as appropriate, in the third year following the year of
adoption of the first entrustment of budget implementation tasks for the IPARD llII
programme, an interim evaluation shall be performed.

(2) The interim evaluation shall propose measures to improve the quality of the IPARD IlII
programme and its implementation, where appropriate. In particular Montenegro shall
ensure that the interim evaluation examines the initial results of the IPARD Il
programme, their consistency with the ex-ante appraisal, the relevance of the targets
and objectives and the extent to which they have been attained. It shall also assess the
quality of programme monitoring and implementation and the experience gained in
setting up the system for implementation of the IPARD 11l programme.

(3) The interim evaluation shall be submitted to the IPARD Il monitoring committee, and
to the Commission by 31 December of the year referred to in paragraph (1).

(4) In addition to the assessment referred to in Article 56(7), the IPARD III monitoring
committee, the IPARD Managing Authority and the Commission shall consider the
implications of the evaluation with a view to reviewing the IPARD 11l programme.

(5) The IPARD Managing Authority shall inform the Commission about the follow-up to
the recommendations in the evaluation report. If Montenegro fails to submit the interim
evaluation report by the date referred to in paragraph (3). Article 39(5) shall apply.
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ARTICLEG60 EX-POST EVALUATION

(1) Atthe latest by the end of the first year after the programme implementation period, an
ex-post evaluation shall be prepared by Montenegro for the IPARD Ill programme.
That report shall be completed and submitted to the Commission not later than the end
of that year.

(2) On the basis of the evaluation results already available as well as evaluation questions
relevant to the IPARD Il programme, the ex-post evaluation shall cover the utilisation
of resources and the effectiveness and efficiency of the IPARD Il programme, its
impact and its consistency with the ex-ante evaluation. It shall cover factors
contributing to the success or failure of implementation, the achievements of the
IPARD Il programme and results, including their sustainability. It shall draw
conclusions relevant to the IPARD |1l programme and to the enlargement process.

(3) If Montenegro fails to submit the ex-post evaluation report by the date referred to in
paragraph 1, Article 39(5) shall apply.

TITLE 3: REPORTING

ARTICLE61  ANNUAL AND FINAL IMPLEMENTATION REPORTS

(1) By 30 June each year following a full calendar year of implementation of the IPARD
Il programme, the IPARD Managing Authority, after consultation with the IPARD
Agency, shall draw up annual reports on the implementation of the IPARD Il
programme in the previous calendar year, in accordance with Article 62(6) of the
FFPA. The first report submitted shall cover the calendar years from 2021 onwards.

(2) The IPARD Managing Authority shall draw up a final report on the implementation of
the IPARD 111 programme. The final report shall be submitted at the latest six months
after the final date of eligibility of expenditure under the IPARD IllI programme in
accordance with Article 29(4) of the FFPA.

(3) The annual implementation reports shall cover the previous calendar year and shall
include data related to the calendar year before and the cumulative financial and
monitoring data for the whole period of implementation of the IPARD I1l programme
as well as aggregated monitoring tables. The final reports on implementation of the
IPARD Il programme shall cover the whole period of implementation and may include
the last annual report.

(4) The reports referred to in paragraphs (1) and (2) shall be sent, after examination and
approval by the IPARD Il monitoring committee, to the NIPAC for submission to the
Commission with copies to the NAO and the Audit Authority.

(5) All annual and final implementation reports shall include the following information:

(a) any change in general conditions of relevance to the implementation of the IPARD
Il programme, in particular, the main socio-economic trends, changes in national,
regional or sectoral policies and, where applicable, their implications for the
consistency between IPARD Il assistance and that from other Union financial
instruments;

(b) the progress in the implementation of priorities and measures in relation to the
attainment of the objectives of the IPARD IIlI programme by reference to the
financial data, common and programme-specific indicators and quantified target
values, including changes in the value of result indicators where appropriate. The
data transmitted shall relate to values for indicators for fully implemented
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operations and also, where possible, having regard to the stage of implementation,
for selected operations. They shall also set out a synthesis of the findings of all
evaluations of the programme that have become available during the previous
calendar year, any issues which affect the performance of the programme, and the
measures taken;

(c) financial commitments and expenditure by measure, and a summary of the
activities undertaken in relation to the evaluation plan;

(d) the steps taken by the IPARD Managing Authority, the IPARD 111 Agency and the
IPARD Il monitoring committee to help to ensure the quality and effectiveness of
implementation, in particular:

I. asummary of any significant problems encountered in implementing the
IPARD Il programme and any action taken, including that on
recommendations for adjustments made pursuant to paragraph (8);

ii.  asummary of the results of the verifications carried out per measure and of
the irregularities detected,;

iii.  the use made of technical assistance;
iv.  the steps taken to involve local bodies to a greater extent;
v. the steps taken to ensure publicity for the IPARD IIl programme;

vi.  data to demonstrate that Union funds are complementing funding available
in Montenegro.

(e) the steps taken to ensure co-ordination of all the Union pre-accession assistance
referred to in Article 4;

(f) financial tables showing Union, national and total expenditure per measure and/or
sector;

(g) a summary of the activities undertaken in relation to the evaluation plan in
accordance with Article 58;

(h) a description of the activities carried out for the implementation of the plan of
visibility and communication activities referred to in Article 32.

The content and presentation of the annual and final implementation reports shall be based
on the Commission guidelines.

(6) The Commission shall inform Montenegro within 15 working days of the date of
receipt of the annual implementation reports if it is not admissible, failing which it shall
be deemed admissible.

(7) The Commission shall inform Montenegro of its observations within three months of
the date of receipt of the annual implementation report and within four months of the
date of receipt of the final implementation report. Where the Commission does not
provide observations within those deadlines, the reports shall be deemed to be
accepted.

(8) If, after this review, the Commission makes comments to Montenegro concerning
issues which significantly affect the implementation of the IPARD IIl programme,
Montenegro shall inform the Commission of the action taken on these comments within
three months. Where the Commission, without prejudice to the Decisions to be taken
pursuant to Articles 50 and 51, makes recommendations to Montenegro for adjustments
aimed at improving the effectiveness of the programme monitoring or management
arrangements for the IPARD Il programme, Montenegro shall subsequently
demonstrate the steps taken to improve the programme monitoring or management
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arrangements or it shall explain why it has not acted so within three months of the
receipt of the Commissions' comments. The IPARD Il monitoring committee shall be
informed on these activities.

SECTION VII FINAL PROVISIONS

ARTICLE 62

Articles 81 to 84 and 88 to 91 of the FFPA shall apply mutatis mutandis to this Agreement.

ARTICLE 63  APPLICABILITY OF THE SECTORAL AGREEMENTS FOR IPA

Sectoral agreements signed under previous Instruments for Pre-Accession Assistance
between the Commission and Montenegro shall remain applicable to assistance adopted
under previous pre-accession instruments, until such assistance is completed in accordance
with the terms of the relevant sectoral agreements. However, Articles 47 to 51 of this
Agreement shall apply in respect of expenditure under IPA when financial clearance or
conformity clearance procedure is instigated after the entry into force of this Agreement.

ARTICLE 64 FORCE MAJEURE AND EXCEPTIONAL CIRCUMSTANCES

(1) Neither party is responsible for any failure to perform its obligations under this
agreement if it is prevented or delayed in performing those obligations by an event of
force majeure or exceptional circumstances.

(2) Cases of force majeure or exceptional circumstances shall be notified in writing to the
IPARD Agency and the NAO, with relevant evidence to the satisfaction of the IPARD
Agency and the NAO, within fifteen working days from the date on which the recipient
or the person entitled through him, is in a position to do so.

ARTICLE65 ADDRESS FOR COMMUNICATIONS

Any communication in connection with this Agreement shall be sent to the following
addresses:

(2) For all correspondence other than that referred to in point (2):
For the European Union:

European Commission

Directorate General for Agriculture and Rural Development

Unit for neighbourhood, enlargement and pre-accession assistance

Rue de la Loi 130

BE - 1049 Bruxelles

Website: https://ec.europa.eu/info/food-farming-fisheries/farming/international-
cooperation/enlargement_en

For Montenegro:

Government of Montenegro
Ministry of European Affairs
Bulevar Revolucije 15
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Montenegro — 81000 Podgorica
Tel: +382 20 481 301
E-mail: kabinet@mep.gov.me

Government of Montenegro

Ministry of Agriculture, Forestry and Water Management
Rimski trg 46

Montenegro — 81000 Podgorica

Tel: +382 20 482 109

E-mail: kabinet@mpsv.gov.me

(2) For correspondence relating to information set out in Article 51(2) of the FFPA, the
addresses shall be as follows:

For the European Union:

European Commission

OLAF — European Anti-Fraud Office

Directorate C

30, Rue Joseph Il

BE — 1049 Bruxelles

Website: http://ec.europa.eu/anti_fraud/index_en.htm

For Montenegro:

Government of Montenegro

Ministry of Finance

National Authorising Officer

Stanka Dragojevica 2

E-mail: mila.kasalica@mif.gov.me; mf@mif.gov.me

Government of Montenegro

Anti—Fraud Coordination Service (AFCOS)
Stanka Dragojevica 2

Montenegro - 81000 Podgorica

Tel: +382 20 242 835

E-mail: natasa.kovacevic@mif.gov.me

ARTICLE66  NON-COMPLIANCE AND TERMINATION
Without prejudice to Article 90 of the FFPA, where the Commission has detected non-
compliance with the obligations of this Agreement, it:
(a) shall notify Montenegro of its intentions, with justification(s), and

(b) shall have the right, with regard to the IPARD 11l programme, but without prejudice to
the Decisions referred to in Articles 50 and 51:

(i)  to make financial corrections against Montenegro;
(if)  to cease to transfer money to Montenegro;
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(iii)  to refrain from undertaking any new financial obligations on the part of the
Union; and

(iv) if appropriate, to terminate this Agreement with effect from the time non-
compliance was first detected.

ARTICLE67 ENTRY INTO FORCE

This Agreement shall enter into force on the date on which the last of the Parties informs
the other one in writing of its approval in accordance with the existing internal legislation
or procedure of the Party.

ARTICLE68 SIGNATURE

This Agreement is drawn up in duplicate in the English language.

Signed, for and on behalf of the Government of Montenegro, in Podgorica, on 08/12/2022

by Mr Vladimir JOKOVIC
Deputy Prime Minister for the Economic System
Minister of Agriculture, Forestry and Water Management

Signed, for and on behalf of the European Commission, in Brussels, on 13/12/2022

by Mr Wolfgang BURTSCHER
Director-General for Agriculture and Rural Development
Delegated Authorising Officer
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ANNEX 1. MAINFUNCTIONS OF THE INTERNAL CONTROL SYSTEM

The structures, authorities and bodies of the internal control system as defined in Articles
10(1)(c) and 10(2) of the FFPA shall have an organisational structure allowing them to
execute the following main functions in respect of IPARD expenditure:

The basic approach for the allocation of functions and responsibilities shall be established
in accordance with the following table:

IPARD Managin
Gene_ral Specific Functions Management Authority/ IPAE\JRI(jJ
Functions Structure
Agency
NAO Accounting | IPARD IPARP
Support Body Agency Managing
Office Authority
Selection of measures *
Programme monitoring *
Management of IPA I1I
Managing | accounts and financial *
functions operations
Evaluation
Reporting *
Coordination
Authorisation and control of *
commitments
Authorisation and control of *) *
. payments
Paying Execution of payments *
functions
Accounting for commitment and * *
payment
Debt management * *
Treasury *
Selection of projects
Publicity * *
Implementing Verifiability and controllability * *
functions of Measures
Provide assurance on the
effective functioning of the *
internal control system
Audit - - «
functions Internal audit

In case it is indicated as optional (*), the function may be allocated depending on the size,
the responsibilities and other specific features of the internal control systems.

Unless the Commission expressly and explicitly provides for otherwise, allocations of
functions and responsibilities must not be in contradiction to the basic approach as shown
in this Annex.
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Managing functions

(@) Selection of the measures: the objective of this function is that according to Article
10(1)(c)(i) of the FFPA the IPARD Managing Authority is responsible for the selection
of measures and their publicity, including the selection of measures under each call in
accordance with Article 8(2)(c) of this Agreement.

(b) Programme monitoring: the objective of this function is to monitor the effectiveness
and quality of the implementation of the IPARD Ill programme. It shall be carried out
by reference to relevant physical, environmental and financial indicators. It shall also
ensure that operations are selected for funding in accordance with the criteria and
mechanism applicable to the programme, and comply with the relevant Union and
national rules.

(c) Management of IPA 1l accounts and financial operations: the objective of this
function is to ensure a smooth financial management including recording of activities,
transferring of funds and making financial adjustments when necessary.

(d) Evaluation: the objective of this function is to improve the quality, effectiveness and
consistency of the assistance from Union funds and the strategy and implementation of
the IPARD 111 programme. The evaluations shall examine the degree of utilisation of
resources, the effectiveness and efficiency of the programming and its socio-economic
impact on the defined objectives and priorities, and shall, as a general rule, be
accompanied by achievement related criteria and indicators.

(e) Reporting: the objective of this function is to ensure that implementation of the
programme and progress of the individual operations and measures are reported in a
way which helps to ensure the effective and efficient implementation of the measure,
using adequate information and communication systems.

(f) Coordination: the objective of this function is to guide and monitor the work of the
IPARD 11l monitoring committee in accordance with Article 53 of the FFPA, notably
by providing the documents necessary for monitoring the quality of the implementation
of the programmes.

Paying functions

(a) Authorisation and control of commitments and payments: the objective of this function
is to establish that the applications for approval of operations and subsequent amount
to be paid to a recipient or to their assignee(s) is in conformity with the Agreements
and eligible for the Union assistance claimed, which shall include, inter alia, the
administrative and, where appropriate, on-the-spot verifications, in particular those
concerning the regularity and legality of the expenditure:

(i)  checking the eligibility of applications for approval and request for payment;

(i) checking of compliance with commitments entered into, concerning project
approvals;

(iti) where appropriate, checking of tendering and contracting procedures and
verification of the work carried out or services supplied;

(iv) applying the necessary verifications, including checks of possible artificially
created conditions for obtaining payments.

Verifications may include pre-project selection checks, re-measurement, checks on
quantity and quality of goods or services delivered, an analysis or a sample control,
pre-payment checks, ex-post payment checks and any special provisions for
implementing the Agreements as to the regularity and legality of the expenditure. In
order to establish the regularity and legality, verifications shall include, where
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appropriate, examinations of a technical nature, which can involve economic financial
assessments and checks of a specific agricultural, technical or scientific nature.

(b) Execution of payments: the objective of this function is the issuing of an instruction to
the IPARD Managing Authority/IPARD Agency's bankers, or, in appropriate cases, a
governmental payments office, to pay the authorised amount to the recipient (or

their assignee(s)).

(c) Accounting for commitment and payment: the objective of this function is the recording
of all commitments and payments in the separate books of accounts for IPARD Il
expenditure, which will normally be in the form of an electronic data processing
system, and the preparation of periodic summaries of expenditure, including the
expenditure declarations to the Commission. The books of account shall also record
the assets financed by the IPARD 111 funds, in particular concerning un-cleared debtors.

(d) Debt management: the objective of this function is to have a system in place for the
recognition of all amounts due and for the recording in a debtors' ledger of all such
debts, including irregularities, prior to their receipt.

(e) Treasury: the objective of this function is to organise the bank accounts, requesting
funds from the Commission, verifying the existence and correctness of the co-financing
elements, authorising the transfer of IPARD 11l funds from the Commission to the
IPARD Agency or to the recipients and the financial communication to the
Commission, which includes the quarterly payment applications and annual
declarations.

The organisational structure shall provide for clear assignment of authority and
responsibility at all operational levels and for separation of the paying functions referred
to in points (a), (b) and (c), the responsibilities of which shall be defined in an
organisational chart.

Implementing functions

(a) Selection of projects: the objective of this function is to select projects in accordance
with the criteria, mechanisms and rules applicable to the IPARD I1l programme.
Exceptionally, this function may be carried out by the IPARD Managing Authority for
the measures 'implementation of local development strategies - LEADER approach'
and 'technical assistance'.

(b) Publicity: the objectives of this function are both:

(i) the issuing of calls for applications and publicising terms and conditions for
eligibility, including information on contractual obligations and possible sanctions
in the event of non-compliance with those obligations and, where necessary, the
issue of approval to commence work; and

(if) to highlight the role of the Union and to ensure the transparency of Union
assistance.

(c) Verifiability and controllability of measures: the IPARD Managing Authority and the
IPARD Agency shall provide an ex-ante assessment of the verifiability and
controllability of the measures to be included in the IPARD Il programme in
accordance with annex A, clause 6a(3)(b) and clause 6b(1)(a) of the FFPA.

The IPARD Managing Authority and the IPARD Agency shall also undertake the
assessment of the verifiability and controllability of the measures during the
implementation of the IPARD I1l programme.

(d) Provide assurance on the effective functioning of the internal control system: the
objective of this function is to continuously check the good performance of the internal
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control system, including necessary measures as follow-up of audit findings and
detected irregularities.

Audit functions

Internal audit: the objective of this function is to ensure that regular specific activities are
carried out to provide higher management with independent review of the subordinate
systems.

51



ANNEX 2. INTERNAL CONTROL FRAMEWORK

For the purposes of Annex B to the FFPA the following provisions shall apply:

1. Control environment
General complementary provisions to Section 1 of Annex B to the FFPA

Delegation

Part or all of the evaluation, reporting, authorisation and control functions* may be
delegated to other bodies provided that the following conditions are fulfilled:

(1) A written agreement must be concluded specifying, apart from the delegated tasks, the
nature of the information and the supporting documents to be submitted to the
delegating entity and the time limit within which they must be submitted. The
agreement must enable the delegating entity to comply with the requirements from
Annex B to the FFPA and this Annex. A sufficient audit trail shall be maintained.

The Agreement shall provide for access by duly authorised agents or representatives
of Montenegro or the Union to information held by these delegated bodies and for
investigation by such officials of applications including carrying out of checks on
projects and recipients of aid and any other information they need for the execution of
their tasks.

(2) The concerned structures, authorities and bodies of the Management and Control
System (hereinafter referred to as "MCS") shall in all cases remain responsible for the
efficient and sound management of the IPARD assistance concerned. It remains fully
responsible for the legality and regularity of the underlying transactions, including
protecting the Union's financial interest.

(3) The responsibilities and obligations of the other body, notably concerning the control
and verification of the compliance with the Agreements and any applicable guidelines,
shall be clearly defined.

(4) The concerned structures, authorities and bodies of the MCS shall ensure that the other
body has effective systems for ensuring that it fulfils its tasks in a satisfactory manner.

(5) The body shall explicitly confirm to the concerned structures, authorities and bodies of
the MCS that it in fact fulfils its tasks and shall describe the means employed.

(6) The concerned structures, authorities and bodies of the MCS shall regularly review the
tasks delegated to confirm that the work performed is of satisfactory standard and that
it is in compliance with the Agreements.

(7) The Audit Authority shall report on the delegated functions as if they were managed
by the delegating entity itself.

The conditions set out in points (1), (2), (3) and (5) shall apply mutatis mutandis in the
cases where the delegating entity functions are performed by another body as part of its
regular tasks on the basis of national legislation.

Specific complementary provisions to Section 1 of Annex B to the FFPA

Reference is made to Section 1 of Annex B to the FFPA.

4 In no case may the functions of execution of payment, and of accounting of commitment and
payment be delegated.
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For the purposes of point 4.2. Professional development of Section 1 of Annex B to the
FFPA, staff training shall be appropriate at all operational levels including fraud
awareness.

For the purposes of 4.4. Succession planning and deputising arrangements of Section 1 of
Annex B to the FFPA, job descriptions shall include the setting of financial limits of
commitments and payments to the authority of the jobholder.

2. Risk assessment
[No complementary provisions]

3. Control activities

General complementary provisions to Section 3 of Annex B to the FFPA

Ensuring a sound internal control requires the following common written procedures:

A. Procedures for authorising applications and payment request:

(1) The relevant structures, authorities and bodies of the MCS shall lay down detailed
procedures for the receipt, recording and processing of applications for project
approval, payment requests and invoices including a description of all documents to be
used.

(2) Each official responsible for authorisation shall have at his/her disposal a detailed
checklist of the verifications to be carried out, and shall attest in the supporting
documents of the payment request that those verifications have been carried out. That
attestation may be made by electronic means. There shall be evidence of systematic,
such as sample, system or plan-based review of the work by a senior staff member. The
analysis of the project shall be guided by the principles of sound financial management.

(3) A payment request shall be authorised for payment only after sufficient verifications
have been carried out to ensure compliance with the Agreements. Those verifications
shall include those required by the regulation governing the specific measure under
which aid is claimed, and those required pursuant to Article 51 of the FFPA to prevent
and detect irregularities and fraud with particular to the risks observed.

(4) The management shall, at an appropriate level, be informed on a regular and timely
basis of the results of administrative and on-the-spot verifications carried out, so that
the sufficiency of those verifications may always be taken into account before a
payment request is settled.

(5) The administrative verification performed shall be detailed in a checklist (see (2)
accompanying each payment request or batch of payment requests. The checklist shall
be accompanied by an attestation of the eligibility of the approved payment requests
and of the nature, scope and limits of the work done. In addition, there shall be an
assurance that the criteria for the granting of aid, including contracting, have been
respected and that all applicable Union and national rules, including those fixed in the
rural development program, have been complied with. The on-the-spot verification
performed shall be detailed in a report in accordance with Article 15 or Article 23 of
this Agreement.

If any on-the-spot or administrative verification is not exhaustive, but performed on a
sample of payment requests, the payment requests selected shall be identified, the
sampling method described, the results of all inspections and the measures taken in
respect of discrepancies and irregularities reported upon. The supporting documents
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shall be sufficient to provide assurance that all the required verifications on the
eligibility of the authorised payment requests have been performed.

(6) Where documents (in paper or electronic form) relating to the payment requests
authorised and verifications made are retained by other bodies, both those bodies and
the concerned structures shall set up procedures to ensure that the location of all such
documents relevant to specific payments is recorded.

(7) Applications from recipients shall be processed in a timely manner.

(8) Criteria for assessing applications and their order of priority shall be clearly defined
and documented.

B. Procedures for payment

(1) The concerned structures, authorities and bodies of the MCS as defined in Article 10(1)
and (2) of the FFPA shall adopt the necessary procedures to ensure that the national
authorities can fulfil their contractual commitments regardless of the delays or
interruptions in funding from the Commission.

(2) The national authorities shall adopt the necessary procedures to ensure that payments
are made only to bank accounts belonging either to recipients or to their assignees. The
payment shall be made by the IPARD agency’s bank, or, as appropriate, a
governmental payments office, within five working days of the date of debiting against
the IPARD euro account. Procedures shall be adopted to ensure that all payments for
which transfers are not executed are not declared for reimbursement. If such payments
have already been declared these should be re-credited to the Fund via the next
monthly/quarterly declarations or in the annual accounts at the latest. Payments shall
be made by means of a transfer to the bank account on the name of the recipient. The
approval of the authorising official and/or his/her supervisor may be made by electronic
means, provided an appropriate level of security over those means is ensured, and the
identity of the signatory is entered into the electronic records.

C. Procedures for accounting

(1) The concerned structures, authorities and bodies of the MCS shall adopt full and
transparent accounting procedures following internationally accepted accounting
principles and any applicable guidelines. Accounting procedures shall ensure that
quarterly and annual declarations are complete, accurate and timely, and that any errors
or omissions are detected and corrected, in particular through verifications and
reconciliations performed at regular intervals. A full audit trail for every item entered
into the accounts shall be provided.

(2) The national authorities' accounting procedures shall ensure that accounting system can
produce, in euro and national currency, and for each project, contract or measure, the
total cost, the committed expenditure, part payments and balance payments. Deadlines
shall be set for cancellation of commitments where work has not been completed within
an agreed timetable. Such cancellations shall be appropriately recorded in the
accounting systems.

D. Procedures for advances and guarantees (if applicable)

Payments of advances qualify as eligible expenditure up to 50% of the public aid related
to the project and shall be subject to the establishment of a bank guarantee or an equivalent
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guarantee corresponding to 110% of the amount of the advance. Advances cannot be paid
in combination with pre-financing as provided for in Article 11(3)(a).

Procedures shall be adopted to ensure that:
(1) Payments of advances are separately identified in the accounting or subsidiary records.

(2) Guarantees are obtained only from financial institutions which are approved by the
appropriate authorities and which remain valid until cleared or called upon, on the
simple request of the IPARD agency.

(3) The advances are cleared within the stipulated time limits and those overdue for
clearing are promptly identified and the guarantees promptly called upon.

Payments of advances, for the measure 9 ‘technical assistance’ qualify as eligible
expenditure up to 90% of the public aid related to the operation and shall not be subject to
the establishment of a bank guarantee or an equivalent guarantee.

E. Procedures for debts

All the requirements provided for in Sections A. to D. shall apply mutatis mutandis to
guarantees, reimbursed payments, assigned revenues etc. which the IPARD agency is
required to collect on behalf of the IPARD Ill programme. The IPARD agency shall set
up a system for the recognition of all amounts due and for the recording in a single debtors’
ledger of all such debts prior to their receipt. The debtors’ ledger shall be inspected at
regular intervals and action shall be taken to collect debts that are overdue.

F. Audit trail

The information regarding documentary evidence of the authorisation, accounting and
payment of payment requests and handling of advances, securities and debts shall be
available to ensure at all times a sufficiently detailed audit trail.

The management shall, at appropriate level, be informed on a regular and timely basis of
the results of verifications carried out, so that the sufficiency of those verifications may
always be taken into account before a payment request is settled.

For those purposes, the concerned structures, authorities and bodies of the MCS shall set
up necessary procedures to ensure retention of all documents required to guarantee an
adequate audit trail.

Specific complementary provisions to Section 3 of Annex B to the FFPA

Reference is made to Section 3 of Annex B to the FFPA.

11. The organisation selects and develops general control activities over technology to
support the achievement of objectives.

For the purposes of point 11 of Section 3 of Annex B to the FFPA, information systems
security shall be based on the criteria laid down in a version applicable in the financial year
concerned of the following standard:

International Standards Organisation 27002: Code of practice for Information
Security controls (ISO) or equivalent.

4, Information and communication

Specific complementary provisions to Section 4 of Annex B to the FFPA

Reference is made to Section 4 of Annex B to the FFPA.
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15.1. External communication

For the purposes of point 15.1 of Section 4 of Annex B to the FFPA, the following
provisions shall apply:

Q) every change in the Agreements, including the rates of aid applicable or terms and
conditions, has to be recorded and the instructions, databases and checklists
updated in good time;

(i) all the substantial changes in the MCS after their accreditation and entrustment of
budget implementation shall be submitted to the competent national authority(ies)
and the Commission, with copy to the Audit Authority, for examination and
approval before their implementation.

5. Monitoring activities
Specific complementary provisions to Section 5 of Annex B to the FFPA

Reference is made to Section 5 of Annex B to the FFPA.

16. The organisation selects, develops, and performs ongoing or specific assessments to
ascertain whether the components of internal control are present and functioning.

For the purposes of point 16 of Section 5 of Annex B to the FFPA, the following provisions
shall apply:

Q) at all levels the daily operations and control activities of the national authorities
shall be monitored on an on-going basis to ensure a sufficiently detailed audit trail;

(i) monitoring of the technical services and delegated bodies responsible for carrying
out the verifications and other functions to ensure a proper implementation of
regulations, guidelines and procedures;

(ili)  monitoring procedures to prevent and detect fraud and irregularity with particular
regard to those areas of expenditure under the IPARD agency's competence which
are exposed to a significant risk of fraud or other serious irregularities.

The internal audit service shall be independent of the national authorities’ other
departments and shall report directly to the entity’s director. The internal audit service shall
verify that procedures adopted by the entity are adequate to ensure that compliance with
Union rules is verified and that the accounts are accurate, complete and timely.
Verifications may be limited to selected measures and to samples of transactions provided
that an audit plan ensures that all significant areas, including the departments responsible
for authorisation, are covered over a period not exceeding five years. The internal audit
service’s work shall be performed in accordance with internationally accepted standards,
shall be recorded in working papers and shall result in reports and recommendations
addressed to the agency’s top management.
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ANNEX3. DOCUMENTS REQUIRED FOR THE APPLICATION OF
ENTRUSTMENT OF BUDGET IMPLEMENTATION TASKS

This Annex 3 provides by entity which documents are required for the application of
entrustment of budget implementation tasks.

Montenegro shall provide:

(a) the signed request for entrustment in paper and in electronic format; and

(b) the documents indicated in this Annex and any other relevant supporting documents in
electronic format only, on a physical support (CD/DVD/USB key or other similar
commonly used means).

No. | Evidences

1 Formal legal designation, confirmation of readiness and procedures

1.1 | Formal legal designation of the NIPAC, the NAO and the AA.

1.2 Confirmation of its own readiness of the NIPAC, the NAO and the AA.

1.3 | Procedures by which the main functions of the NIPAC are implemented

The Commission shall issue further clarification and guidance regarding the required
documents, their format and their level of detail.

1.4 | Procedures by which the main functions of the NAO are implemented

The Commission shall issue further clarification and guidance regarding the required
documents, their format and their level of detail.

1.5 | Procedures by which the main functions of the AA are implemented

The Commission shall issue further clarification and guidance regarding the required
documents, their format and their level of detail.

1.6 | Self-assessment reports for all management and control system entities prepared by
the internal auditors.

1.7 | Supporting audit opinion and report on the management structure and the IPARD
Managing Authority/IPARD Agency drawn up by an external auditor independent
from the structures and authorities under Article 10(1) and (2) of the FFPA and be
based on examinations conducted according to internationally accepted auditing
standards. This point is not applicable for already entrusted programme measures for
which the NAO can rely on results of previous ex-ante assessment carried out with
regard to an entrustment pursuant to Regulation (EU) No 231/2014 or an earlier
financing agreement.

2. MANAGEMENT STRUCTURE

2.1 | Written confirmation by the NAO that the management structure satisfies the
requirements for being entrusted with budget implementation tasks.

2.2 | Name and statute of the concerned structures, bodies and authorities (NAO support
office, Accounting Body), including copies of the formal legal designation at
ministerial level.

2.3 | Description of the following:

— the responsibilities vested in the NAO support office and the Accounting Body;
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— the allocation of responsibilities between their departments;

— relationship of the management structure with other bodies, public or private,
which also hold responsibilities for executing measures under which it charges
expenditure to the IPARD I1l programme;

— the administrative, accounting and internal control requirements under which
payments are made relating to implementation of the IPARD Il programme.

2.4

Procedures by which the main functions of the NAO support office are
implemented

The Commission shall issue further clarification and guidance regarding the required
documents, their format and their level of detail.

2.5

Procedures by which the main functions of the Accounting Body are implemented

The Commission shall issue further clarification and guidance regarding the required
documents, their format and their level of detail.

IPARD MANAGING AUTHORITY/IPARD AGENCY

3.1

Written confirmation by the NAO that the IPARD Managing Authority/IPARD
Agency satisfies the requirements for being entrusted with budget implementation
tasks.

3.2

Name and statute of the constituting bodies of the IPARD Managing Authority/IPARD
Agency (IPARD Agency, IPARD Managing Authority, and any of their delegated
bodies where applicable), including copies of the formal legal designation at
ministerial level.

3.3

Description of the following:

— the responsibilities vested in the IPARD Agency and the IPARD Managing
Authority (including their delegated bodies, if applicable);

— the allocation of responsibilities between their departments;

— relationship of the IPARD Managing Authority/IPARD Agency with other bodies,
public or private, which also hold responsibilities for executing measures under
which it charges expenditure to the IPARD I1l programme;

— the administrative, accounting and internal control requirements under which
payments are made relating to implementation of the IPARD Il programme;

— written agreements between the bodies in the system including memorandum of
understanding or protocols signed also with other delegated or technical bodies;

— information on how the delegated functions will be supervised must also be
included.

3.4

Procedures by which the main functions of the IPARD Agency are implemented

The Commission shall issue further clarification and guidance regarding the required
documents, their format and their level of detail.

3.5

Procedures by which the main functions of the MA are implemented

The Commission shall issue further clarification and guidance regarding the required
documents, their format and their level of detail.

The requirements stated above should be considered as indicative and not limitative. The
responsibility for providing all the necessarily documentation in view of the request for
entrustment of budget implementation tasks remains primarily with the national
authorities.

The Commission services may request additional documentation prior to, or in the course
of their assignments.
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ANNEX 4. RULESFORPROGRAMMING

Aid intensities, rates of Union contribution and eligibility for IPA Rural Development
programmes 2021-2027

1. Definitions
For the purposes of this Annex, the following definitions apply:

“Union standards” means the standards laid down by the Union in the fields of
environmental protection, public health, animal and plant health, animal welfare and
occupational safety;

— “Mountain areas” means the areas referred to in Article 32(2) of Regulation (EU) No
1305/2013;

— “Young farmer” means a farmer under 40 years of age at the time of submitting the
application, possessing adequate occupational skills and competence;

— “Collective investments” means investments by officially recognised producer
organisations in:

o sharing facilities, machines, equipment and other infrastructure for production and
processing of agricultural products up to the EU standards or for quality products
(see Annex Il for further details);

o establishing and development of short supply chains and local markets;

— “Short value chain” is “a supply chain involving a limited number of economic operators,
committed to cooperation, local economic development, and close geographical and social
relations between producers, processors and consumers” (Article 2 of Regulation (EU) No
1305/2013). Moreover, support for the establishment and development of short supply
chains ... shall cover only supply chains involving no more than one intermediary between
farmer and consumer;

— “Circular economy-type” investments, imply investments in changing the pattern of the
conventional business model in production, such as: water reuse and use efficiency,
reduction and reuse of waste and use of by-products, substitution of single-use packaging
by reusable, recyclable or biodegradable packaging and biodegradable mulch films;

— “Natural disaster”, means a naturally occurring event of a biotic or abiotic nature that leads
to important disturbances in agricultural production systems or forest structures, eventually
causing important economic damage to the farming or forestry sectors;

— “Organic farmer”, means a recipient certified as organic farmer under the nationally
accepted certification scheme;

— “Deadweight risk” means the risk of inefficiency in public financing. It means that
recipients receive subsidies for projects that would have been implemented even without
the subsidy;

— “Operating costs” should be understood as the ongoing expenses incurred from the normal
day-to-day of running a business that include both overhead and costs of goods sold.
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2. IPARD Il programme
Each programme shall include:

(a) a description of the current situation, SWOT and identification of needs, by providing a
quantified description of the current situation showing disparities, shortcomings and
potential for development;

(b) SWOT analyses (strengths, weaknesses, opportunities and threats) focussing on a few
specific areas;

(c) an overview of main results of previous intervention, by national funds, Union assistance
or multilateral assistance;

(d) a description of the existing national rural development strategy, including alignment of the
selected measures and selection criteria to the main elements of the EU Green Deal and the
Green Agenda for the Western Balkans;

(e) an indicative overall financial table;

(f) a description of each of the measures selected, including, national minimum standards,
national legislation relevant to the programme, evidence of targeting, confirmation that
verifiability and controllability of measures have been ensured.

(9) a description of the existing and/or planned national rural development network;

(h) information on the complementarity of IPARD with the measures financed by other
(national or international) sources;

(i) adescription of the key IPARD entities, including monitoring and evaluation;
(J) summary description of management and control structure;

(K) a description of the results of consultations on programming and provisions to involve
relevant authorities and bodies as well as appropriate economic, social and environmental
partners;

() the results and recommendations of the ex-ante evaluation of the programme;

(m)a description of actions foreseen in the context of publicity, visibility and transparency in
accordance with [IPA legislation, to inform potential beneficiaries, professional
organisations, economic, social and environmental partners, bodies involved in promoting
equality between men and women and NGOs about possibilities offered by the programme
and rules of gaining access to funding;

(n) a description of provisions linked to the equality between men and women and non-
discrimination promoted at various stages of programme (design, implementation,
monitoring and evaluation);

(o) a description of the actions taken to ensure the availability of sufficient technical and
advisory capacity for the proper implementation of the programme.

Further guidance on programme preparation and implementation, provided by the Commission,
shall be respected.
3. Aid intensities

Public expenditure shall not exceed a ceiling of 50% of the total eligible cost of the investment,
with the following exceptions:

(a) 60% for investment in:
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— physical assets of agricultural holdings,

— farm diversification and business development.
(b) 65% for investments in physical assets of agricultural holdings in mountain areas.
(c) 70% for:

— investments made by young farmers and/or organic farmers in physical assets of
agricultural holdings and in farm diversification and business development,

— collective investments.
An additional 10% can be given for:

— investments related to effluent and waste management, renewable energy and
circular economy-type investments.

For the above types of investments, cumulative aid intensity cannot exceed 75%, except in case
of non-productive investments, under measure 1, were the aid intensity can be up to 85%.

(d) 100% for investments in support of:

— rural public infrastructure, non-productive investments for agri-environment-
climate objectives, agri-environment-climate and organic farming commitments and
establishment and protection of forests,

— activities financed under the technical assistance measure.

Fixed amounts of support to be paid are defined and justified individually under the following
measures:

— setting-up of producer groups,

— agri-environment-climate and organic farming measure,

— implementation of local development strategies - LEADER approach,
— improvement of skills and competences,

— advisory services,

— establishment and protection of forests.

4. Rates of Union contribution

The IPARD I11 beneficiary shall set the Union contribution rate which shall not exceed 75% of
public expenditure.

However, for the following measures and in the case of investment projects carried out in
regions where the Commission determines that exceptional natural disasters have occurred, the
Union contribution rate shall not exceed 85% of public expenditure for:

— agri-environment-climate and organic farming,
— establishment and protection of forests,

— technical assistance,

— improvement of skills and competences,

— advisory services.

The Union contribution rate shall not exceed 90% of public expenditure for the
“implementation of local development strategies — LEADER approach”.
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5. Eligibility
For the different measures the following will be applicable:

Measure 1 - Investments in physical assets of agricultural holdings

Recipients

Recipients under this measure are farmers or groups of farmers, whether natural or legal persons
and other agricultural legal entities (micro, small and medium size private agricultural
enterprises®), producer organisations (e.g., cooperatives, associations) etc.) responsible for
carrying-out and financing investments on agricultural holdings (as defined by the national law
of the beneficiary country and included in the national farm register).

When the recipient is not the owner of the holding where the investment is carried out, a contract
which includes provisions allowing for the structural effects of the project during at least 5
years after its conclusion should be established between the parties concerned.

All recipients must be included in the relevant national (farm/business) register.
Common eligibility criteria
Type of eligible holdings

Since EU rules do not define specific conditions/restrictions on the size of the holdings eligible
(both minimum and maximum size, particularly targeting micro to medium size holdings), the
national authorities should identify the appropriate conditions in the programme. These
conditions should be in coherence with the national strategy, which should be based on the
sector analyses carried-out for the relevant sectors.

Economic viability of the recipient

The economic viability of the recipient must be demonstrated by means of a business plan. The
business plan includes a brief description of the business, its current assets and liabilities, human
resources, a description of the investment proposed, its financing and projections on the future
economic operation (incl. marketing).

The criteria to be used by the IPARD Agency to assess the future economic viability of the
recipient, such as feasibility analysis, credibility of assumptions and assessment of the financial
situation, etc. must be presented in the programme, whereas the detailed formula forms part of
the respective manual established by the IPARD Agency.

The IPARD funds granted to the recipient must be taken into account when calculating the
economic viability of the recipient.

In case of smaller investments, to be defined in the programme, a simplified form of a business
plan can be accepted. The IPARD Agency shall prepare templates for such business plans to be
made available to all potential recipients.

Other eligibility criteria

e The investment must concern production, storing and processing of agricultural products as
listed in Annex | to the Treaty and described in the Section 8.1 of the programme.
Concerning production of MAPs, mushrooms, beekeeping, ornamental plants, the country
can decide under which measure (1, 3, 7) it can provide support, provided that clear
demarcation between the measures is ensured.

s In line with the SME definition as listed in Section 8.1 of the IPARD programme.
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e Types of livestock and crops for support shall be clearly identified.

e Selection of the eligible sectors to be supported under this measure must be based on a
sector analysis. Identification of the type of recipients and specific investments
needed/eligible under each sector must follow the same approach and should give priority
to developing those weakest links identified in the agricultural production chain by the
relevant sector analysis.

¢ Inthe case of investments for the purchase of tractors and farm equipment, these investments
shall respect the relevant European Union legislation as regards environmental protection®,
in particular as regards gaseous and particulate pollutant emission limits’ 8,

e Recipient should follow the general eligibility rules as described in Section 8.1 of the IPARD
programme (incl., eligible and non-eligible expenditure).

e Recipients should follow the rules regarding origin as described in Section 8.1 of the IPARD
programme.

e Minimum conditions regarding farmer’s occupational skills and competences must be
defined in the programme (e.qg., the recipient should provide a training certificate issued by
the relevant vocational training/educational/research institution or public advisory services;
prove his/her experience in working in agricultural production, processing or services related
to agriculture etc.).

At the latest before the final payment, if relevant, the national veterinary and environmental
authorities must assess whether the respective EU and national standards are met. In this case,
the authorities should issue a certificate confirming the above. Such a certificate should be
submitted to the IPARD Agency before the final payment.

Non-productive investments

Certain agri-environment-climate operations and objectives can only be put in place if preceded
by non-productive investments. Non-productive investments are investments which do not
generate a significant return, income, or revenue, or increase significantly the value of the
beneficiary’s holding, but have a positive environmental impact.

Support for non-productive investments covers capital works related to the implementation of
agri-environment-climate objectives, e.g. for restoration of habitats and landscapes, including
setting-up or re-instating the infrastructure needed to allow appropriate management of habitats.

Investments in renewable energy plants

Under this investment support, the selling of electricity into the grid is allowed as far as the
"self-consumption” limit is respected (i.e., electricity sold into the grid equals on average the
electricity taken out in the course of the year). This is justified by the fact that, as electricity
cannot be stored, it must, unless wasted, be sold into the grid; the electricity grid can be
conceived as a storage place for electricity where it is introduced and withdrawn during the year
in the similar amount and at a different rhythm.

6 There is a specific section for the automotive industry relating to tractors:
https://ec.europa.eu/growth/sectors/automotive/legislation/tractors_en.
7 Regulation (EU) No 167/2013 of the European Parliament and of the Council on of 5 of February 2013

on the approval and market surveillance of agricultural and forestry vehicles, and Commission delegated regulation
(EU) 2018/985 supplementing Regulation (EU) No 167/2013 of the European Parliament and of the Council as
regards environmental and propulsion unit performance requirements for agricultural and forestry vehicles and
their engines and repealing Commission Delegated Regulation (EU) 2015/96.
8 In line with DG AGRI guidance of Ares(2019)6933835-08/11/2019.
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The concept of "self-consumption” should be checked at the stage at which a project is
submitted/assessed. The investment is considered eligible when the (theoretical) power capacity
of the renewable energy plant (“the investment™) does not exceed 120