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[bookmark: _Toc87016597][bookmark: _Toc438118932]1. Management of the Contracts

This chapter provides an overview of the activities that follow signature of contracts until the moment the implementation of a contract has finished. 

1.1. [bookmark: _Toc438118933]General Provisions on Management of Projects

Each type of contract has its specific nature and each contract is unique, but there are some features in case of all contracts that are similar.

The division of tasks between the PAO/CFCA and SPO/PIU is similar as in case of tender preparation: The PAO/CFCA is responsible for the legal and financial aspects while the SPO/PIU are responsible for technical management. Still, PAO retains overall responsibility over management of contracts and use all administrative and other measures to ensure that the SPO/PIU perform their tasks properly.

Each contract is unique and therefore should be treated individually in relation to contract management. 

The rules for managing a contract must be derived from the contract, including its annexes. 
When managing a contract it is important to pay attention to the following:

· Starting date of the contract
No payments before that date can be made from the contract budget. Starting date of the contract shall be the date of the last signature (usually the signature of the Contractor) except for Specific contract for which eligibility period begins from the issuance of the notification letter that contract was signed by CFCA.

· Structure and timing of payments under the contract
For cash-flow planning, it is important to know when the payments should be made. Detailed procedures are also described in chapter E – Financial management.

· Key milestones and deliverables in the contract
The PIU/SPO must check that all outputs are delivered in time and in accordance with the provisions of the contract. For service contract PIU therefore cross-references the report from contractor with the signed contract and check if all the outputs stated in the contract have been achieved. For supply, PIU checks that the contractor has achieved the designed outputs or delivered the supplies. For works Contracts, payment are made by means of interim payment certificate. The Supervisor shall send an interim payment certificate for the amount due to the Contractor. PIU verifies that the IPC reflect the actually delivered works. 

· Obligations of the SPO/PIU

The PIU/ SPO must ensure that all preconditions for the contractors’ activities are fulfilled from the beneficiary’s side. The PIU/SPO should also ensure that all approvals are provided in time during the implementation of the project. As stated in the previous paragraph, PIU provides the SPO with the information on contractor’s achievement and SPO then approves the report or delivery internally to PAO by letter (or endorses the report). By doing this, SPO provides PAO with more assurance that the project has been implemented as stated in the contract objectives, so that PAO can reach more competent decision. PAO checks the financial side of the contract progress. Ultimately, it is PAO’s responsibility and decision to approve the reports / delivery. 

· End of legal duration of the contract
Each contract ends at the date mentioned in the General/Special conditions. No costs can be considered eligible after the end of the legal duration of the contract.

[bookmark: OLE_LINK1][bookmark: OLE_LINK2]
1.2. [bookmark: _Toc438118934]
Management of Supply Contracts

· Introduction

Supply contracts are used for the purchase of goods. Therefore, in most cases when the subject of the supply contract is only delivery and possibly installation there is no need for a constant monitoring of progress (i.e. holding regular Monthly Meetings per individual supply contract). Most important stage of the supply contract implementation is the delivery and acceptance of the goods. The SPO/PIU is responsible for monitoring the technical aspects of the project, i.e. for ensuring that the delivered outputs are acceptable from the point of view of quantity, quality and scope (see chapter on on-the-spot checks). The CFCA, acting as the Contracting Authority and on behalf of the PAO, is responsible for monitoring the financial, administrative and procedural aspects of the projects, i.e. for ensuring that the outputs are being delivered and are delivered timely and in accordance with the conditions of the Contract. However, due to the fact that the CFCA is responsible for the overall implementation of the project, the CFCA may also undertake monitoring activities over the technical aspects of the project if and as required. 

· Implementation period

Implementation period of the supply contract runs from the issuance of the Commencement order by the CFCA and ends on the date of issuance of the Provisional Acceptance Certificate. The most important stage of the supply contract implementation is the delivery and acceptance of the goods.

· Pre-delivery activities

Prior to the delivery of the goods, necessary actions need to be taken in order to exempt the goods from payment of customs. In order to achieve this exemption, SPO/PIU is obliged to provide the relevant Customs office with certified copy (stamped and signed by the SPO) of pages of the contract (usually the letter of contract and Special Conditions) from which the data of Contractor, project title, contract number, amount and purpose can be seen. Alongside with the copy of the pages of the contract, Customs declaration must be submitted to the Customs office by the SPO/PIU.

· Acceptance of supplies

The SPO/PIU must ensure that all supplies foreseen in the contract are delivered to the designated destination(s) and within the deadlines provided in the contract and installed if necessary.

In addition, if the subject of the contract includes training, the SPO/PIU must prepare and complete the attendance sheet which will include the list and the signatures of all participants. The attendance sheet should be provided by the SPO/PIU to the CFCA upon request during execution of the supervisory on-the-spot check by the CFCA. 

The SPO/PIU then performs their verification on-the-spot check (see chapter on on-the-spot checks) in order to verify whether the delivered outputs are acceptable from the point of view of quantity, quality and scope. After performing the verification on-the-spot check, and on the basis of the completed check list and verification on-the-spot Check report, the SPO submits to the CFCA either the three copies of the signed Provisional Acceptance Certificate or, alternatively, a report why the signature of the certificate cannot be provided. Provisional acceptance means that the supplies have been delivered, installed, tested and found compliant with the Technical Specifications of the supply contract and that the SPO accepts the supplies. After receiving signed provisional acceptance from the SPO for the goods provided, the CFCA shall carry out their supervisory on-the-spot check in order to gain assurance on the accuracy of the verification of SPO on visa given on Provisional Acceptance Certificate, in terms of verification of the execution of contracted activities.

· Warranty/after-sales period

Warranty period and after-sales period (if applicable) run from the date of the signature of the Provisional Acceptance Certificate by the CFCA (PAO). All warranty and after-sales obligations must be executed in accordance with relevant articles of General and Special Conditions of the contract. 

· Final Acceptance

After the end of the warranty and/or after sales period of the supplies the CFCA shall issue a certificate of final acceptance, if the Contractor has remedied any defect or damage occurred during the warranty period, as specified in the contract. The CFCA Project Manager completes the Final Acceptance Certificate form and sends three originals to the SPO/PIU. SPO verifies, by its signature, that the Contractor has fulfilled its contractual obligations and returns the three originals to the CFCA. All three originals of the certificate are then signed by the PAO and sent to the Contractor. The Contractor signs all three originals, retains one for its records and returns the other two to the CFCA. Upon receipt of the two signed certificates from the Contractor, CFCA Project Manager sends one original to the SPO. By issuance of the Final Acceptance Certificate, it is confirmed that the Contractor has completed its obligations under the contract, thus the contract can be considered to have been performed in full.


1.3. [bookmark: _Toc438118935]
Management of Works Contracts
Following text refers to the common practice of the works contracts management but the contract provisions prevail if they differ from the text below, and it is the contract that has to be followed.

Theoretical background 
Unlike in the supply contracts, where the procured supplies are mostly products available in the market as the products from the shelf and their production does not require specific monitoring activities such as the control over the production process, the works contracts are concluded for a custom made output whose construction must be precisely supervised. Additionally, construction should be executed on the basis of the legally approved design documents. Croatian legislation in the field of construction defines an obligation for all the construction works to be professionally supervised by the Supervising Engineer, to manage and control that all of the works are done in line with the legally approved documents. By the means of Financing Agreement EC defined that FIDIC general conditions are ruling for the management of the works contract. Among many FIDIC general conditions, two applicable FIDICs are Conditions of Contract for Construction for building and engineering works designed by the employer (New Red Book) and FIDIC Conditions of Contract for Plant and Design-Build (or building and engineering works designed by the contractor (New Yellow Book). Both types of conditions impose the role of the Engineer as a professional administrator who is appointed by the Employer (in this respect CFCA). 
Therefore, a corresponding service contract should be timely signed for the purpose of regular on-site supervision and both contracts (i.e. the works contract and the service /supervision contract) should follow the similar and parallel time frame for contract execution. Consequently, before the implementation of the works contract starts, the Consultant hereinafter referred as the Engineer should be appointed to manage the works contract on behalf of the Employer (CFCA). 
Additionally to the both above mentioned FIDIC general conditions that are always basis for contractual arrangements on the construction site, all specific situations and relations referring to the particularities of the construction should be defined through Particular Conditions developed for each Works Contract separately. 
1.1.  Appointment of the Engineer 
The conditions of a specific works contract should be always carefully analysed, but under most contracts, it is assumed that the Engineer has the right to take some operational decisions on behalf of the CFCA (referred to also as Employer).
Majority of monitoring and supervision activities over the works contracts are performed by the Engineer employed for this purpose by the CFCA under the parallel service contract. Monitoring and supervision activities are thus governed by the provisions of both the works contract (namely the general and particular conditions) which is subject of the Engineer’s supervision and of the respective service contract (namely the Terms of reference) under which the Engineer is employed.  
Monitoring/ supervision activities performed by the Engineer usually include complete and daily follow up of the works that are contracted including managing (weekly, monthly, quarterly or other as the case may be) progress meetings, preparing monthly progress reports with a reference to the respective works execution, performing site supervision, checking and verifying all technical and financial documentation, reports and claims provided by the Works Contractor as well as verifying tests of materials used and works completed. To the extent defined in the works and respective supervision contract, before mentioned monitoring activities also include the active involvement of the PIU and CFCA.
1.2. Contractual arrangements for the Supervision Service Contract 
A service contract for the supervision service contract with Engineer should be signed applying respective PRAG procedures for procurement of service contracts. 
In the cases where CFCA fails to contract on time the supervision service/FWC through PRAG procedures and thus decides that contract should be financed by the national funds only, the PIU is obliged to ensure adequate budget for the service contract execution and authorise CFCA to carry out the public procurement procedure in accordance with national Act on Public Procurement and sign service contract for supervision services. 
In such cases CFCA director shall officially inform SPO and PIU about occurred event, requesting official confirmation of available budget for service contract and written authorization for public procurement procedure and contract implementation on behalf of the owners of national co-financing. 
The role of the CFCA shall be of the same nature as it was meant for EU funded contracts. 

Preconditions for Works Contract Execution
The PIU is expected to prepare/ensure relevant permits (depending on type of the contract - FIDIC Red Book or FIDIC Yellow Book) for a specific construction and to ensure free access to the site, as well as the detailed design documentation (if applicable)that should be ensured before the start of the implementation. If the Contractor is required to obtain any local licences, permit or approvals, the project beneficiary is expected to provide reasonable support in these activities. 
1.3. Inception period (Pre-construction period) 
For works contracts, an inception period (pre-construction period) commences with the Contract signature and delivery of the Performance Guarantee and is followed by the kick-off meeting (pre-commencement meeting) for all stakeholders. Inception period lasts until the date on which the Engineer defines Commencement Date by issuing the Notice of the Commencement Date in line with referent contract conditions. 
The FIDIC conditions of contract define that period lasts 42 days from the Contract signature. If respective supervision service contract is not signed within that period CFCA should prolong the Inception period by means of an Addendum for an adequate period of time with a reference to the expected date of signature of the service contract (see Contract modifications in the following sections) after receipt of approval from the SPO. 
All stakeholders on the contract (the CFCA’s Project Manager, the Contractor, the Engineer, the PIU , the Final Beneficiary and preferably the Designer) are expected to meet at the kick-off meeting organised by the CFCA, prepare handover of all necessary documents (main design documentation, detailed design drawing, legal documents), scrutinise all necessary information and possible pre-conditions and reach an agreement of the schedule of the works to be performed, outline possible difficulties and agree on the mobilization of resources that will be utilized during the implementation of the works.
If the Engineer is not already named in the Work’s Contract, the CFCA should officially appoint the Engineer and Engineer’s staff by issuing an official notice to the Works Contractor and all other stakeholders on the project referring to the referent FIDIC sub-clause. After the appointment, the Engineer should issue to the Contractor the Notice of the Commencement Date, bearing in mind conditions of the works contract. Inception period ends with the Commencement Date defined in the Notice issued by the Engineer. 
1.4. Implementation Period (Construction Period) 
On the defined Commencement Date Performance Guarantee should have been already given to the Employer (CFCA) and all insurances for the site should be given to the Engineer at latest on the Commencement date, office accommodation for the Engineer provided in line with contractual obligation and Visibility board mounted (in line with relevant EU Visibility Manual). The Works Contractor is obliged to start with contract implementation as soon as it is reasonably practicable or in line with the relevant provision from the Particular Conditions if different. However, official counting of the implementation period will start with a date defined in the Notice of the Commencement Date. Contracted implementation is defined in the Works Contract (or min the Variation Order, or Addendum to the Contract. if such an addendum for extension of time for completion is signed.If there are any unjustified delays in the contracted time for completion then delay damages shall be deducted from the payments in line with the Contract. PIU activities relates to continuous monitoring of the project by participating to the regular Monthly Meeting, reviewing Monthly Progress Reports and  joining to the on-the spot checks organised for the verification purposes as it is explained in the following chapters. Further on, PIU is responsible to consult and inform the SPO in detail as regards requests for contract modifications. 
Implementation period lasts until the date of the provisional acceptance of the works done, namely until Completion Datedate defined in the Taking over Certificate.
The PIU is taking part in the performance of the on-the spot check for the purpose of control of the Taking over Certificate issuance.
1.5. [bookmark: 0.1__GoBack]Defects Notification Period 
After the Taking over Certificate (i.e. Provisional Acceptance Certificate) is issued, the works are under a Defects Notification Period during which any remaining works must be completed and any reported problems resolved. During this period, the activities of the PIU are usually (but not necessarily) limited to reporting to the Engineer and the CFCA about the problems encountered or foreseen and to monitoring of and reporting on the resolving of the same. CFCA is a contractual liaison between the occurrences on the site and the Engineer and the Works Contractor, giving orders to the Engineer about necessary remediation to be organised and Works Contractor officially alerted. However, the Engineer is no longer obliged to be daily present on the site. Further on, if applicable, the Engineer should take necessary actions for Final Inspection of the construction to be performed by the construction authorities in line with the national legislation, with the aim in obtaining the Use Permit. If the construction fails to pass on Final Inspection, the Contractor shall  do all necessary actions until the all comments or mistakes are eliminated thus Use Permit may be issued. After the expiry of DNP, and upon fulfilment of all contractual obligations (including, if required, any after sales services), the Engineer should perform procedure of Performance Certificate issuance in line with the Contract.The PIU is taking part in the performance of the on-the spot check for the purpose of control of Performance Certificate issuance.



1.6. Visibility
[bookmark: 0.1__Toc303787619]All visibility measures undertaken must comply with the rules laid down and published by the European Commission on the visibility of external operations. Although Service Contractor have been expected to take care about visibility of both Service and Works Contract, due to the specificity of implementation and works contract outputs., Works Contractor may be financially responsible for part of visibility, if so defined in the Contract, namely, placing a display panel during the works implementation and a commemorative plaque after the completion, all in line with the Contract and EU visibility guidelines.
2. Purpose of procedure, sub-processes and functions 
[bookmark: 0.1_graphic03][bookmark: 0.1_graphic04]
The procedures described under this chapter relates to the process “Contract Management” consisting of the following sub-processes:

Sub- process: Management Verifications: 
Organising and participating at the kick-off meeting
participating at the contract progress meetings 
reviewing monthly progress reports 
verifying and validating expenditure - checks of requests for payment 
planning and performing on-the-spot checks
Sub-process: Contract Modifications: 
Control and agreement with the Variation Order (if applicable and in line with the Contract)
Assistance in preparation of the Addendum to contract (if applicable and in line with the Contract)

Table1. Involvement of the PIU in the management of the works contracts
[bookmark: 0.1_table01] 
	  Owner of sub-process/ activity
	Sub-process:
1. Management verifications 
	PIU involvement
	CFCA involvement

	CFCA
	1.1.Contract monitoring -Organising and participating in kick-off meeting 
	All stakeholders shall participate 
	 CFCA organises kick-off meeting 

	CFCA
	1.2.Contract monitoring -Participating in contract progress meetings 
	All stakeholders are invited to participate 
	 CFCA participates in monthly progress meetings organised by the Engineer and the Contractor 

	PIU/ CFCA
	1.3 Contract monitoring - Reviewing monthly progress reports 
	PIU receives monthly progress reports and comments them if required
	CFCA receives monthly progress reports and comment them if necessary  
No approval of monthly progress reports is required  

	CFCA
	1.4 Contract Monitoring - Organising and performing monitoring site visits
	PIU is  invited to participate in monitoring site visits 
	CFCA organises and performs monthly monitoring site visits 

	CFCA
	1.5 Verification and validation of expenditure – verification of request for advance/interim and final payment 
	-
	CFCA performs management verifications on request for interim/final payment 

	CFCA
	1.6 Planning On-the-Spot Checks
	Receives information of the planned On-the-Spot Check from CFCA
	CFCA prepares the plan for on-the-spot checks  
Precise On-the-spot check dates are communicated with PIU

	CFCA
	1.7 Executing of On-the-Spot Checks
	PIU and Final Beneficiary should join the On-the-Spot Checks for checking technical aspects of contract execution
	Sends the information on planned On-the-Spot Check to the Contractor and the Engineer  
CFCA performs On-the-Spot Check 

	CFCA
	1.8 Verification and validation of expenditure – Taking over Certificate (provisional acceptance of works)
	PIU and Final Beneficiary should join the On-the-Spot Checks for checking compliance with the project objectives. SPO co-signs the Certificate
	CFCA performs on-the-spot checks

	CFCA
	1.9 Verification and validation of expenditure –Performance Certificate  (final acceptance of works )
	PIU and Final Beneficiary should join the On-the-Spot Checks for checking compliance with the project objectives 
	CFCA performs on-the-spot checks 

	Owner
	Sub-process 
2. Contract modifications 
	PIU involvement
	CFCA involvement

	CFCA
	2.1. Checks and approves Administrative Order
	PIU checks and confirms the Variation orders to the Contractor (if applicable and in line with the Contract) 
	CFCA checks and approves the Administrative orders to Contractor (if applicable and in line with the Contract),

	CFCA
	2.2 Initialising/ approving substantial contract modifications – Addendum to the Works Contract
	PIU analyses justification (technical issues, compliance with objectives of project) and proposed amendments to works contract, and comments the request to be submitted to CFCA.
	CFCA performs administrative checks (in order to verify compliance with PRAG and contract conditions) and financial checks. CFCA communicates approval / rejection and comments in case modification of proposal of addendum is necessary.



3.1. Sub-process 1: Management Verifications

During the project implementation phase of the works contract, the CFCA as a Contracting Authority is responsible for the overall project progress monitoring (with additional support of PIU) and for the different management verification activities performance.
3. 1.1 Organizing and participating in the contract progress meeting
 
During the works contract implementation phase as a monitoring tool for ensuring works contract is properly and timely implemented and in order to determine any deviations within the contract execution to apply measures to mitigate or terminate deviations or defects in the contract, progress meetings with participation of all stakeholders shall be organised. Meetings should be held regularly to discuss the progress of the Contract and outstanding issues. Throughout the duration of the contract, different meetings will be held:
	[bookmark: 0.1_table02]  
 
Meeting
	Aim of the meeting
	Timing
	Organised by
	Parties invited

	Pre-commencement meeting (kick-off meeting)
	To introduce all parties formally and to clarify any outstanding matters.  
	Beginning of project
	CFCA
	CFCA 
Engineer
Contractor 
PIU / SPO
Final Beneficiary


	Weekly progress meeting
	Operational  meeting to discuss activities for the week
	Weekly
	Contractor   Engineer
	Engineer, Contractor (other stakeholders are invited depending on the assessment)

	Monthly progress meeting
	Formal meeting to discuss monthly progress of the works
	Monthly
	Engineer
	Engineer 
Contractor
CFCA
PIU/SPO
Final Beneficiary


	Ad hock meetings 
	Discussion of specific issues/problems
	When required
	Contract Stakeholders

	As required


 
3.1.1.1. Organising kick-off meeting
For works contracts, an inception period (pre-construction period)  commences with the Contract signature and is followed by the kick-off meeting (pre-commencement meeting) for all stakeholders. Inception period lasts until the date on which the Engineer defines Commencement Date by issuing the Notice of the Commencement Date in line with referent contract conditions. 
PIU is expected to participate to the kick off meeting and prepare the handover of all necessary project documentation (main design documentation, detailed design drawings (if applicable), legal documents) and ensure support by the Final Beneficiary in relation to the legal obligation related to the Croatian construction legislation (nomination of the supervising engineers in line with referent law and official notification to the local authorities about start of the works). 
 
[bookmark: 0.1_table03]3.1.1.2. Monthly progress meetings 

Following text refers to the common practice of the progress monitoring meetings, but the contract provisions prevail if they differ from the text below, and it is the contract that has to be followed.
Monthly progress meetings are usually organized on or nearby the construction site and should be registered with obligatory minutes of the meeting that should be prepared by the Engineer, if so specified in the service contract. At least one CFCA representative should be present on the Monthly meeting. Progress meeting is organised to present all activities that happened in the previous month on site, to raise all issues that occurred in the meantime and to present follow up of the time schedule of the works. The Engineer should present progress of the construction activities in relation to the expected and possible development, estimate percentage of completed works on site and refer to the payment certificate and other financial issues such as retention money or repayment of advance money. The Engineer should present or announce all situations that may cause contract modification. All stakeholders are encouraged to raise and discuss all issues that are relevant for the contract. If agreed previously draft monthly progress report could be submitted by e-mail to all relevant stakeholders and could be discussed on the monthly progress meeting. 
3.1.2. Reviewing of the monthly progress reports
 
What usually precede to the progress meetings described above is delivery of the progress report by the Engineer encompassing all relevant issues like the activities that happened in the previous month on site, present follow up of the time schedule of the works, progress of the construction activities in relation to the expected and possible development, estimate percentage of completed works on site and refer to the payment certificate and other financial issues such as retention money or repayment of advance money, safety issues on site, average number of contractor’s personnel that were involved and any other important or relevant issue that my affect timely completion of works and/or quality of the Contractor’s performance of works, etc.
The reports (or draft of the report) should be delivered within timeline set by the contract. 
Unless otherwise stated in the Particular Conditions, Contractor’s monthly progress reports shall be submitted within 7 days after the last day of the period to which it relates.
The Engineer’s Monthly Progress Report shall be based on Contractor’s monthly progress report (if available), in timeline defined by the service contract. If no deadline is set in the service contract with the Engineer, the Engineer should prepare a draft Monthly Progress Report before following Monthly progress meeting (if applicable).
Draft Monthly Progress Reports are prepared by the Engineer and and usually submitted via e-mail to the PIU and to the CFCA (and other stakeholders defined by the Contract, if applicable) simultaneously for comments. (if foreseen so by the contract), even though Those reports are not subject of official approval. Monthly Progress report should not be mixed or mistaken with the Inception, Interim and Final progress reports that are part of pertaining Service Supervision Contract and subsequently subject of the service progress report approval procedure, although they are dealing with a similar issues.PIU is reviewing all data presented in the Monthly Progress Report with an emphasis on the data that may cause contract modifications in the view of increase of the contract amount or extension of time for completion, estimation and percentage of the works performed, updated time program of the works to be performed, subcontracting, amendment of design, correction of design, safety measures and any other issue assessed as relevant. After the PIU reviews the electronic version of the Monthly Progress Report, sends file with track changes and comments (if any) inserted to the Engineer, requesting insertion of comment and/or further explanation or elaboration. However, although CFCA and PIU are entitled to comment, MPR are not subject of the official approval. 
[bookmark: 0.1_table04]Following the conclusions and minutes of the progress meeting, it can be requested from Engineer to supplement the report, or to conclude that the minutes taken supplement the report.
3.1.3. Performing monitoring visits to the construction site
Monitoring visits are conceived with an aim of regular overview of the progress of the works that will help PIU to understand issues that are raised in the Progress Report or at the Monthly progress meeting discussion and thus take further actions in line with the conditions of the contract. Monitoring visits must not be mistaken with On the Spot Checks. 
Monitoring visits should be performed on the monthly basis, by the CFCA and PIU representatives. Subject of the review is general progress of the works, alignment with the conditions of the contract and risks that could be recognised.
Monitoring visits should be performed preferably on the same day when Monthly progress meeting takes place, or in dependence on the information received from the Engineer or any other stakeholder on the Contract. 
If necessary, On-the-Spot Check may be performed instead of the Monitoring visit with a more thorough and specific control items/questions regarding payment certificate verification
3.1.4. Verification and validation of expenditures 
The PIU checks with respect to validation and verification of expenditures are divided into two categories:
· Desk Checks of Requests for Payments
· On the Spot Checks  

3.1.4.1. Interim Payment Certificate
Payment of the executed works is requested by the Contractor as defined in the contract, but only after the Engineer had certified the amount on the basis of the documents required by the conditions of the Works Contract (the Contractors Statement with supporting documents including the monthly progress report).
After receiving the request for payment in line with the Contract, the Engineer shall issue/sign IPC in line with the procedure defined by the Works Contract conditions. 
After receipt of each IPC signed by the Engineer, Final Beneficiary and the PIU, the CFCA should perform desk review of the document. The process is under responsibility of the CFCA Finance Department and Directorate for Preparation and Implementation of Projects based on the information collected on the monthly progress meeting, visual inspection obtained through performance of the site visit and all data accepted through the last monthly progress report. 
Beside desk review performed by the Project Manager, desk review is performed by the CFCA Financial specialist. Special attention should be paid by the CFCA to the financial deductions of the IPC with regards to the pre-financing and retention money. IPC could be considered finally verified after the signature of the PAO.

Payment of the IPC should be executed by the CFCA in accordance with the relevant provisions of the signed contract and respecting the provisions of the applicable national legal requirements.
3.1.4.2. .Final Payment 
Request for Final Payment of the works performed is to be received only after the completion of the works and successful expiration of the Defects Notification Period and issuance of the Performance Certificate to the Contractor. After receipt of the Final Statement and the Contractors discharge, the Engineer should certify the Final Payment Certificate (FPC). Verification procedure of FPC and all stakeholders is the same as for the Interim Payment. 
Final Payment should be executed by the CFCA in accordance with the relevant provisions of the signed contract and respecting the provisions of the applicable national legal requirements.

3.1.5. Performing On the Spot Checks 
On-the-spot checks are executed with the aim of control of the implementation of contracted activities. On the Spot Checks are executed at least twice for each contract year, prior to payment (if feasible), and are used as a tool to ensure that the payment requests are justified and eligible. 
There are two types of the On the Spot Checks: Payment Related On the Spot Check and Verification On the Spot Check. Regardless of the type of the On-the Spot Check, the same procedure has to be followed, but different Check list shall be fulfilled. For the Verification On The Spot Check, the Checklist for verification on the spot check - WORKS shall be used, and for the Payment Related On the Spot Check, Checklist for Invoice and Payment Certificate control - WORKS shall be used.
Timetable of the On-the-spot checks should be agree and communicated with CFCA and performed simultaneously with CFCA representatives in line with CFCA Annual On-the-spot-check plan.
On the Spot Check is always performed by CFCA and PIU representatives. Other stakeholders should be informed about plans for the OtSC. PIU and Final Beneficiary should join the OtSC. The Engineer’s presence and assistance during On the Spot Check is obligatory. The Contractor representative’s presence and assistance during the performance of the On the Spot Check is advantageous and desirable but control could be performed in his absence if necessary.
The CFCA and PIU representatives are obliged to perform visual inspection of the executed works on the construction site in order to get assurance that the quantity, quality and eligibility are in line with the Contract. 
Photo documentation forms and integral part of the On the Spot checklist.

 3.1.5.1. Verification of the selected Interim or Final Payment Certificate (IPC/FPC)

Each Invoice and payment certificate (IPC/FPC) shall be verified. However, this verification shall have no impact on the procedure of payment. In case of any error detected during the verification of the IPC, the Engineer shall be informed and correction shall be incorporated within the next IPC, or otherwise, the Claims and Disputes procedures shall be followed.
In case of no issues remaining after the verification of IPC/FPC, the SPO and PAO shall sign the Certificate, confirming that works were performed in line with the Contract, are fit for purpose and eligible for payment.
Verification of Invoice and payment certificate (IPC/FPC) may be executed either as a desk check or during OtSC (according to the OtSC plan). For both cases, the same Check list shall be used. In later case, the procedure for On the Spot Check shall be followed. For each Invoice and Payment Certificate, CFCA Project Manager shall select 5 items for detailed control. The quantity, eligibility and quality (if possible) of these items shall be checked. CFCA and PIU representatives shall compare performed items/works with the detailed design, and other documents prepared by the Contractor and approved by the Engineer (if applicable). 
The selection of items to be checked could be based on following principles:
•	Items comprising the highest amounts; 
•	Items with the highest costs; 
•	Items to be simply re- measured or visually re-assessed (e.g. counted); 
•	Items as separate set of equipment to be installed within the works; or 
•	Any other valid reason that is estimated by the CFCA as relevant for the control. 
Check list for Invoice and Payment Certificate shall be filled and signed. In case of Payment Related On the Spot Check, Project Manager shall define in advance in consultation with the CFCA Quality Assurance Officer which items shall be checked in detail. PIU and other stakeholders will be informed about selection of the items on the site. PIU and Final Beneficiary should join OtSC. The Engineer’s presence and assistance during On the Spot Check is obligatory. The Contractor representative’s presence and assistance during the performance of the On-the spot control is advantageous and desirable but control could be performed in his absence if necessary. All present stakeholders at the same time, taking care about safety measures on the site, are going around the construction site together comparing Technical Specification, Bill of Quantities, design Drawings and Variations (if applicable) with performed work that is subject of payment request. All checked items should be documented with at least one photo per item. Further on, calculation for the quantities of items shall be controlled in the Engineers Office and if necessary copies of the same may be taken by the CFCA and the PIU for further desk review. On-the spot-check list should be filled on the site, additional description and opinion should be prepared in the PIU office, before giving check list to the SPO for visa. 
3.1.5.2. Issuance of the Taking over Certificate and Performance Certificate (i.e. provisional and final acceptance of works) 
Following text refers to the common practice of the Taking over procedure, but the contract provisions prevail if they differ from the text below, and it is the contract that has to be followed.
Prior the Taking over Certificate is requested by the Contractor, the Use permit (as defined in the Physical Planning and Building Act) shall be obtained (if applicable). 
After the request for issuance of the Taking over Certificate (provisional acceptance of works) from the Contractor is received, or the time has come to obtain the Performance Certificate (final acceptance of works), the Engineer shall proceed in line with the contract provisions. He should inform the CFCA about his intention (to issue or to reject the Taking over Certificate, or to issue the Performance Certificate) 10 days in advance. Following that information, CFCA and PIU (and FB) shall perform the Verification On the Spot Check within 10 days from the receipt of the Engineer’s information, if feasible. 
The purpose of the Verification On the Spot Check is for the PIU (and FB) and CFCA representatives to ensure that the works were performed in line with the Contract, are fit for purpose and eligible for financing. In case of any issues detected during the Verification On the Spot Check, these shall be clarified, or otherwise, the Employer shall follow the procedures set in the Contract (Claims & Disputes).
The CFCA and PIU representatives are obliged to perform visual inspection of the executed works on the construction site in order to get assurance that the Works are performed in line with the Contract. 
PIU and Final Beneficiary should join OtSC. The Engineer’s and Contractor representative’s presence and assistance during the performance of the On-the spot control are advantageous and desirable but control could be performed in their absence, if necessary.
The OtSC procedure shall be followed.
The CFCA representatives (together with PIU and Final Beneficiary representatives) shall consult with the Engineer, upon decision whether the Works were completed in accordance with the Contract. PIU representatives are obliged to fill in their On-the-Spot check list.
The Verification On the Spot Check shall have no impact on the Taking over procedure, or procedure for issuance of Performance Certificate. The Taking over Certificate and the Performance Certificate are considered to be issued on the dates stated by the Engineer. In case that PIU or CFCA disagrees with the set dates, the reasons should be justified and the Claims and Disputes procedures shall be followed.
In case of no issues remaining after the Verification On the Spot Check, the SPO and PAO shall sign the Certificate (Taking over or Performance), issued by the Engineer, confirming that works were performed in line with the Contract, are fit for purpose and eligible for financing.
[bookmark: 0.1__Toc302471041] TABULAR AUDIT TRAIL describing the functions / tasks and deadlines set up in the respective body to ensure execution of the sub-process “On the Spot Check“. This sub-process is applicable for all Works On the Spot Checks, regardless of the type (Payment Related On the Spot Check or Verification On the Spot Check).

	Activity
	Responsible
	Document
	Time limit
	Where stored

	The Contractor submits application for Certificate (Interim/Final Payment Certificate/Taking over Certificate) to the Engineer (or the time has come for the Performance Certificate to be issued) 
	the Engineer 
	Notice to CFCA about the event, or in line with the Contract conditions
	3 days after the eligible Contractor’s request, or 14 days prior to DNP expiry
	Contract file

	In line with the contract provisions, the Engineer shall proceed with the issuance of the subject Certificate (Interim/Final Payment Certificate/Taking over Certificate/Performance Certificate) to the Contractor, informing CFCA and PIU about such his intention 10 days in advance (or in line with the Contract conditions)
	The Engineer
	Official correspondence
	10 days or in line with contract conditions 
	 

	Plans On the Spot Check
	CFCA  Project Manager
	CFCA annual On the Spot Check plan;
CFCA check list 
	1 day after the information received from the Engineer
	 

	Informing Contractor/ Engineer/ PIU on the date of On the Spot Check
	 CFCA Project Manager
	 via e-mail
	2 days after the request the received from the Engineer
	 

	The CFCA Project Manager prepares performance of On-the-Spot check 
	CFCA Project Manager 
	CFCA Travel Form
	Within 5 days from the receipt of the information from the Engineer  
	

	Inviting the PIU and FB to join the On the Spot Check
	CFCA Project Manager 
	 e-mail
	 Within 5 days from the receipt of the information from the Engineer
	 

	Performing visual inspection of the executed works on the construction site 
	CFCA and, PIU representatives and the Engineer
	Contract, Contractor’s documents,
Detailed design … 
	Within 10 days from the receipt of the Engineer’s information, if feasible
	 

	Performing checks in line with the Check list (depending on the type of the On the Spot Check, Checklist for verification on the spot check - WORKS  or Checklist for Invoice and Payment Certificate control - WORKS shall be used )
	PIU representative
	Contract, Contractor’s documents, Detailed design, Contractor’s and Engineer’s Calculation, ... ,

	
	

	The Engineer, PIU representatives and CFCA representatives consult on seen Works or Section of Works if they are completed in accordance with the Contract
	The Engineer, PIU representatives and CFCA representatives
	
	Within 10 days from the receipt of the Engineer’s information, if feasible
	 

	After the performance of the On the spot check, fill in and sign check list (depending on the type of the On the Spot Check, Checklist for verification on the spot check - WORKS or Checklist for Invoice and Payment Certificate control – WORKS shall be used)
	PIU Representative
	On the spot check list (depending on the type of the On the Spot Check, Checklist for verification on the spot check - WORKS or Checklist for Invoice and Payment Certificate control - WORKS . shall be used)
	 After the verification of the IPC/FPC from PIU
	Contract file

	For selected IPC/FPC Signature verification of the IPC/FPC, if eligible
	SPO
	6 originals of Interim/Final Payment Certificate verified by Engineer, co-signed by SPO, filled in OtSC check list
	
	

	IPC/FPC signed by SPO, forwarded from PIU to CFCA
	PIU
	6 originals of Interim/Final Payment Certificate
	At most within 10 days from the receipt of the Engineer
	


  

Sub-process 2. Contract Modifications 
Works Contracts may need to be modified during their duration if the circumstances affecting project implementation have changed since the initial contract was signed.
2.1. Variations
 In a works contract, the Engineer has the power to order a Variation to change any part of the works if necessary for the proper completion and/or functioning of the works. These changes may include additions, omissions, substitutions, changes in quality, quantity, form, character, kind, position, dimension, level or line and changes in the specified sequence, method or timing of execution of the works. The procedure for variations is defined in the Contract. 
In order to prevent any possible collision in-between Engineer’s authorities and PRAG procedures for the contract management verification in relation to the eligibility of costs, all contract conditions that are defined in the Works Contract and Service contract should be scrutinised and clarified before the start of implementation.
If so defined in the contract, Engineer is obliged to obtain prior approval of the CFCA for certain Variation Order. PIU should give its opinion prior to VO being issued.
The Engineer shall have no authority to amend the Contract. All Contract modifications not covered by a Variation Order must be formalised through an addendum to the contract signed by both parties. 
If request/notice or information is officially received or noticed that by any means can be rated as the one that alter general principles of the Works Contract, CFCA should initiate formalisation of the alteration by the means of Addendum to the Contract, that should follow the relevant procedures for modification of contracts. 

2.2. Contract Addendum 
Alterations of the Works Contract that will cause following consequences should be formalised through the Addendum (if in line with the contract):
•	Increase of the Total Contract Amount 
•	Extension of the Time for the Completion 
•	Introduction of new subcontractors ( if applicable) 
The Addendum shall be prepared in line with the relevant PRAG procedures.
The following general principles for issuing contract modifications must always be respected:
•	A requests for contract modifications must be justified; 
•	The CFCA must examine the reasons given and reject requests which have little or no substantiation; 
•	Every contract modification must be approved by the CFCA; 
•	Contracts can only be modified within the lifetime of the contract; modifications cannot be made retroactively; 
•	The purpose of the addendum must be closely connected with the nature of the project covered by the initial contract; 
•	The addendum must not alter the competition conditions prevailing at the time the contract was awarded. 
•	Requests for contract modifications must be made (by one contracting party to the other) allowing for the addendum to be signed before the end of the period of execution of the initial contract. 
Request for a contract modification may be expressed by the Contractor and/or the CFCA.
The Project Manager must examine the reasons given (and may request clarification by letter) and reject requests which have little or no substantiation basing upon the criteria and requirements set for Works, in the PRAG and in the Works Contract Conditions.
PIU should agree with the changes prior to addendum being prepared.
Having received the justified request for contract modification, the Project Manager prepares the Contract addendum.
When preparing an addendum, the standard template for Addendum to Contract shall be used and an Explanatory note prepared. All references in the proposed addendum to article numbers and/or annexes to be modified must correspond to those in the initial contract.
Any addendum increasing Total Contract Amount (which equals to accepted contract amount including contingencies) in case of re-measurement of completed works must include a new budget, respective request for increase of budget supplemented with the offer from the contractor and opinion/ justification from the Engineer, calculation of prices, and revised bills of quantities. 
Any addendum modifying the time for completion must include a new time line defining major dates for the contract (date for completion of works, expiry of the Defects Notification Period).The request for extension of contract implementation must be supplemented with opinion of Engineer on required modifications 
Any addendum modifying/ introducing subcontractors ( if applicable by the conditions of the Contract) must include list/table of information about the subcontractor defining percentages of respective subcontracted works that will be performed by the subcontractor and total percentage of all subcontractors contributing in the contract price. The request for modifying/ introducing subcontractors must be supplemented with opinion of Engineer on required modifications supported with table with percentages of total subcontracting broken down per each subcontractor. The Contractor should demonstrate that sub-contractors are eligible and not falling under the chapter 2.3.3. Exclusion criteria of the PRAG.
In any other case that may initiate preparation of Addendum explanatory note suffice but could be supplemented with relevant documents if applicable.
1.4. [bookmark: 0.1_table0A][bookmark: _Toc438118936]
Management of Service Contracts 


· Reporting and checking of the reports 

Under service, the contractors are obliged to submit reports. Most typically there is an Inception Report (which specifies contractor’s approach on the implementation of the contract), Interim (Progress) Reports and a Final Report (which  summarizes the activities and outputs of the project). In addition, there could be other reports required from the contractor in accordance with the provisions of the contract. 

Narrative reports are first approved by SPOs in writing  and following that by the CFCA. PIU cross-references the report from consultant with the signed contract and check if all the outputs stated in the contract have been achieved. Notably, PIU checks if the project has achieved its objectives using the indicators from the LogFrame. 

It should be noted that in case of service contracts, the reports are considered to be approved in 45 days (60 days in case of final reports) since submission, if the CFCA (following the approval or comments of SPO) has not expressly approved or commented on the report. 
Provided that prior to receipt of the invoice, the appropriate Interim/Progress report has been prepared by the Contractor and accepted by the SPO/PIU and the CFCA,  payments are to be executed within 45 days upon approval of report and submission of appropriate invoice/request for payment.

For service contracts, the Contractor will first have to submit draft Inception, Interim or Final Reports to the SPOs/PIUs for comments. SPOs/PIUs should check if the reports follow the standard template (Annex D1 for service contracts) and give their comments and suggestions for improvement of the reports, or approve them if they have no comments (Annex D4). The comments should be based on the comparison between the services delivered and those described in the Terms of Reference for the project in question. 

If on the other hand, SPO/PIU does not have comments to the report, SPO can proceed approving the report to PAO.

When commenting on the reports submitted by the contractors, the attention should especially be paid to the following issues:
· it should be checked whether indicators, assumptions and risks and logical framework matrix (logframe) were revised and adjusted to the situation encountered during reporting period;
· it should be checked whether all activities implemented during the reporting period have been mentioned in the report (these should be checked against the activities in the Terms of Reference);
·  it should be checked whether activities and timetable for their implementation for the next reporting period are realistic and whether they follow the activities mentioned in the Terms of Reference;
· conclusions and recommendations made by the contractors should be carefully examined, because usually problems encountered during reporting period will be mentioned in this part of the report as well as recommendations on how to solve them.

It is advisable to PIU to have 5% of tolerance when assessing the project results, for instance if up to 5% of results can be considered as if they did not reach the target. It is however very important that the PIU understands if some results are not achieved why has it come to that point and that the reasons and possible implications are clearly communicated between PIU, contractor, MRDEUF and CFCA and then recommended to CFCA, so that CFCA can reach a comprehensive decision on how to evaluate such situation and decide on the implications to the particular contract. For the PIU it is essential to use this experience in future programming of projects. 

It is important to keep in mind that it is not possible to modify contracts by means of reports. If an activity that changes the initial contractual terms is approved in a report, it should be formalized following the relevant procedures for modification of contracts. Also, inclusion of a new expert or substitution of an expert already included in the contract requires formal contract modification prior to the start of activities by an expert. All days worked by an expert before enforcement of a contract modification may not, as a rule, be reimbursed from the budget of the contract. All such modifications must be approved (usually by means of Administrative orders) by CFCA. CFCA may consult with PIU before making such modifications of the contract.

The Contractor and the CFCA are the signatories of the Contract, and all modifications, rearrangements or any other actions which might deviate from the provisions of the Contract or Terms of reference have to be informed to the CFCA and verified or approved by the CFCA.
Such arrangements can not be undertaken solely in agreement between final beneficiaries, Project implementation units and the Contractor. 

· Monitoring progress of projects
The SPO must monitor the progress of the project in accordance with the provisions of the contract and other legally binding documents. SPO should immediately inform the CFCA and may recommend actions if: 
· the project is not delivering results as planned 
· contractor is not performing as stated in the contract
· there is a need for extension of duration of contract
· there is a need for reallocation of funds or other resources etc.
CFCA will then decide on how and what to make of the situation and act accordingly. 

· Steering Committee
For managing service in most cases a project steering committee (meeting usually once every three months or six months) is convened. The institution to be member of the Committee and the frequency of meetings are specifically defined in the contract. Steering committees usually include representatives of the beneficiary (including SPO or his/her delegate), representatives of CFCA, MRDEUF and the Contractor. 
A Steering Committee usually discusses the activities of the previous interim (reporting) period and the work plan for the following interim period (on the basis of the most recent progress report), performance of the Contractor, critical points and bottlenecks and other issues that the committee considers important. It also reads and discusses the progress reports from the contractor and may recommend actions to CFCA. CFCA can also require actions from the Contractor or from the beneficiary institution.

· Timesheets
With the exception of global price service contracts (the type of a service contract is indicated in article 3 of the Special Conditions), the inputs of the projects are measured in the number of days or hours worked by experts. For all experts, their time input shall be rounded to the nearest whole number of days worked for the purposes of invoicing

Each expert should prepare and sign a table indicating the number of days worked during one calendar month (timesheet). Timesheets (see Annex D5) must be timely approved by SPO.
The final beneficiary of the contract may be the same as PIU (in case of smaller institutions), or PIU may be more like a coordination office (e.g. core PIU), in cases of larger PIU institutions. The staff of final beneficiary is at most close to work of consultant and therefore can check their timesheets and hereby verify to SPO that consultants have done the job properly and as well physically been present at the work place. Then either central PIU unit or financial staff (whoever will be more familiar with budget) should check that this is in line with budget. Only after this is formalized SPO sign the timesheets and this procedure should be formalized (e.g. approved timesheets returned to contractor).

The PIUs should assist the SPOs in this task by verifying the information provided in the timesheets. By approving the timesheet the SPO/PIU approves the inputs by an expert during a calendar month. In this way, SPO only verifies the input of the experts, and CFCA performs the check. 
Timesheets are also basis for making payments to the contractors. The administrative check of timesheets and of the financial report, as well as payment procedure is the obligation of PAO.
As a rule, no days worked before the legal starting date of the contract or after the end of the contract duration should be approved by the SPO/PIU except for specific contract where eligibility period begins from the day when Contractor was notified that contract was signed by CFCA. If a new expert is included in the contract, no days worked before the date of enforcement of a relevant contract modification should be approved.

· Approval of Non-Key Experts

CVs for experts other than the Key Experts (applicable for Service contracts) are approved by the CFCA only after the contract signature, during its implementation.  They should not have been included in tenders. 

The Contractor selects and hires other experts as required according to the profiles identified in the Organisation & Methodology and/or the Terms of Reference. All experts must be independent and free from conflicts of interest in the responsibilities accorded to them. The selection procedures used by the Contractor to select these other experts shall be transparent, and shall be based on pre-defined criteria, including professional qualifications, language skills and work experience. Civil servants and other agents of the public administration of the beneficiary country, regardless of their administrative situation, can not be recruited as experts in contracts financed by the EC in the beneficiary country unless the prior approval of the Contracting Authority/CFCA and EUD (only in DIS system) has been obtained.

The Contractor must submit to the CFCA for approval following items:

· CV of Non-key Expert. Category of Non-key expert in the contract should also be indicated in CV (long-term/short-term, and senior/junior so that it is clear which fee rate in the budget breakdown will apply to each profile).

· Description of tasks on which specific expert will be engaged

In case the expert will be engaged in a new activity (activity which implies any change of the budget breakdown as per the initial contract), this has to be noted and elaborated in the Consultant’s request.

The request for the approval of Non-Key Experts must be timely submitted to the CFCA, while simultaneously copying the request to the SPO.

Upon the receipt of such request, the CFCA requests an opinion/approval from the SPO.

The CFCA has the exclusive right to oppose the Contractor’s choice of personnel on the basis of the contract.


· Percentage of time which experts are allowed to work outside the beneficiary country 

It is recommended that the precise time inputs of the experts are left to the discretion of tenderers.  However, it may be useful for the SPO/PIU to identify in Terms of Reference a minimum for the contribution of key experts which is considered appropriate. The minimum percentage of time which experts should work in the beneficiary country could be specified (e.g. 75%) to limit the possibility that experts spend a large portion of their time outside the beneficiary country to which they are supposedly giving technical assistance. This time has to be stated separately, for each key expert.
Where part of the services is to be performed outside the beneficiary country and this is already stated in the initial contract, the Contractor must also send such request to the  CFCA for approval, together with the description of tasks on which specific expert will be engaged.

In case the abovementioned is not elaborated in ToR, the Contractor must submit this request to the CFCA, while simultaneously copying the request to the SPO.

Upon the receipt of such request, the CFCA requests an opinion/approval from the SPO.

The CFCA has the exclusive right to oppose the Contractor’s request.


•	Provisional Approval of Incidental expenditure

By monitoring and planning of incidental expenditures in advance, appropriate spending by the Contractor and cost-effectiveness is assured, ineligible costs are avoided when the Contractor is agreeing on specific activities with the final beneficiary etc.  

During Inception phase, it is advisable that the Contractor present tentative budget (not using the lump-sums) related to the usage of incidental expenditure in line with provisions of Point 6.5. of the Terms of Reference, and enclose it to the Inception report using the annex D-Annex D11 (see also annex D - Annex D1 - Project Report Templates), covering the entire project duration and respecting current market prices.

During the project lifetime, it is Contractor’s obligation to spend incidental expenditure in line with the Terms of Reference and principles of sound financial management. However, it is recommendable that requests for incidental expenditures cover provisional costs planned to be spent in the following month at least one week before the start of the month and sent to the Project Manager and the SPO/PIU/Beneficiary. 

In the requests, the Contractor uses D - Annex D11 - Estimation of Incidental Expenditure, in which he specifies the descriptions of costs for which the incidental expenditure is requested and planned to be used either for the following month or for the next activity/set of activities.
Within the annex for the purpose of estimation the Contractor uses exchange rate valid at the time of preparing its request in order to calculate the envisaged total cost. The Contractor should also deduct in his calculation the VAT. Therefore, the provisional approval does not specify/recognize the exact amount which will be accepted later based on the report and differences are possible.
Namely, final acceptance follows the acceptance of the invoice and for the final approval monthly accounting rate of the euro when the expense actually incurred is taken into account. Deduction by CFCA is also possible if costs are identified, which were not included in the Contractor’s request. 

Certain costs which were not stipulated at the time of request, but did incur, will still be approved by the CFCA if their description/nature can be recognized in the contract, upon submission of relevant report with supporting documents.

For the purpose of monitoring of use of incidental expenditure, the Contractor should present exact status of expenses for the previous interim period within relevant interim/progress report using D - Annex D12 - Summary of Incidental Expenditure. Using D - Annex D11 - Estimation of Incidental Expenditure, the Contractor should update the plan created in Inception report or previous interim/progress report for the next interim period.

In the Final report, the Contractor should present exact status of all expenses for the whole project duration using D - Annex D12 - Summary of Incidental Expenditure.




1.5. [bookmark: _Toc438118937]On-the-spot Checks


Based on the objectives and institutional set up, the following types of on-the-spot checks are introduced:

a. Monitoring on-the-spot check (performed by the CFCA) – whose objective is, depending of the timing, to check that the implementation of the contract is being carried out smoothly and in timely manner and/or to check if the supply contract is completely executed and/or to check the sustainability of the project,,

b. Verification on-the-spot check (performed by the PIU/SPO) – whose objective is to check the execution of the contracted activities in terms of timing, quality and quantity,

c. Supervisory on-the-spot check (performed by the CFCA) – whose objective is to gain assurance on the accuracy of the verification provided. In addition, when referring to grants in particular the objective is also to control if all reported costs are in line with the terms of eligibility set in the Annex II (General conditions) to the Grant contract and supported with relevant required documents.

d. joint verification on-the spot checks (only for the works contract) performed by both PIU and CFCA at the same time, each institution filling in  separate checklist


Verification on-the-spot checks are physical checking whether the object of the contract (in case of supply a purchased object, in case of works the constructed object or in case of service the relevant documentation, etc.) is available, according to the specifications of the contract. 

Although the SPO/PIU has to verify the completion/execution of different contracts the CFCA is going to perform supervisory on-the-spot checks on its own initiative, according to Annual on-the-spot check plan, as described in CFCA internal manuals of procedures. At least two persons from CFCA perform this check and prepare a checklist. Relevant and detailed description of the procedure and checklists are given in CFCA internal manuals of procedures.

Supply contracts

Supply contracts require 100% of the spot checks by the PIU. The objective of the verification on-the-spot check for supply contracts is to verify that the implementation of the supply contract is completed in accordance with the conditions of the same contract and that the supplies are ready for the provisional acceptance. 

In case of supply contracts, the outputs are concrete and identifiable by means of a site visit. After delivery (and installation, if relevant), it should be checked that all supplies contracted have been delivered to the destinations specified in the contract. Relevant documentation (as requested in the contract) must be available.

The verification on-the-spot check is, in particular, performed from the point of view of:
· presence of the objects, supplies and similar (such as installation, training, testing, etc) for which the request for issuance of Provisional Acceptance Certificate is made;
· the cross-referencing of submitted documents (such as  Certificate of Origin, PAC, Contract/Addenda) with the delivered items;
· quantity and quality of deliverables as per Contract/Addenda
· visibility requirements have been adhered to

The Contractor submits to the CFCA Project Manager a request for provisional acceptance together with three signed Provisional Acceptance Certificates (PACs) and the original Certificate of Origin for the goods delivered, issued by Chamber of Commerce or equivalent institution. The Project Manager must reply within 30 days either by issuing PAC or by rejecting the application, giving his reasons and specifying the action which, in his opinion, is required of the Contractor for the certificate to be issued. During the period of maximum 30 days after receipt of the request for provisional acceptance from the Contractor, the SPO/PIU and the CFCA must perform on-the-spot checks in order to verify compliance with all provisions stated in the contract. The CFCA Project Manager checks the administrative validity of the Certificate of Origin (e.g. Is the certificate signed by the relevant authority? Do the titles/models of the items correspond to the ones from the contract? Is the country of origin eligible in accordance with the IPA eligibility rules? etc.). The Project Manager then forwards the request for provisional acceptance together with three PACs signed by the Contractor and the copy of the Certificate of Origin to the SPO/PIU. The SPO/PIU must perform a Verification on-the-spot check whose objective is to check the execution of the contracted activities in terms of timing, quality and quantity. SPO/PIU during verification on-the-spot check compares country of origin stated on the certificate with the one stated on the equipment. In case of discrepancy, SPO will inform the CFCA within their report from the on-the-spot check. The verification on-the-spot check is to be completed within 10 days from after the CFCA has forwarded the Contractor’s request for issuance of the Provisional Acceptance Certificate (including 3 original copies of the Provisional Acceptance Certificate and one copy of the Certificate of Origin). In exceptional circumstances (in case of 21 or more delivery locations, complexity of supplies, requested testing of supplies to be performed by the Contractor...), the verification on-the-spot check can be executed within 20 days or jointly with the supervisory on-the-spot check. Request for provisional acceptance by the contractor is the trigger for the on-the-spot check to be executed. SPO/PIU carries out the technical control (per criteria defined above) of all of the deliverables on all locations within 10 days, and submits to the CFCA either three original PACs signed by the SPO or a report why the issuance of the PAC was not possible.  

As defined above the PIU is to organize and carry out the verification on-the-spot check during which it must be confirmed that all supplies contracted have been delivered to all destinations specified in the contract. In that respect the PIU is to visit all destinations listed in the contract and to test all delivered items in order to testify to their proper functioning. Pictures must be taken of all items and attached to the check list (CD or printout).
In case the representatives of the SPO/PIU determine during the verification on-the-spot check that the PAC cannot be issued, the Report on the findings shall be submitted to CFCA immediately upon the verification on-the-spot check has been performed. 
In case the verification on-the-spot has confirmed the successful completion of contract provisions, the SPO will sign all three originals of the Provisional Acceptance Certificate and submit them to the CFCA together with the pictures taken of the goods supplied on a CD.
Upon receipt of either the Report on the findings or all three originals of the Provisional Acceptance Certificate the CFCA is to carry out their supervisory on-the-spot check according to the CFCA internal procedures manual.

	ACTIVITY
	RESPONSIBLE
	Document
	Time limit

	1. Forwarding the Contractor’s request for issuance of the Provisional Acceptance Certificate together with the copy of the Certificate of Origin to SPO/PIU/Final Beneficiary
NOTE: Request for provisional acceptance by the contractor is the trigger for the on-the-spot check to be executed
	Project Manager/ Head of Department within the DPIP/CFCA director
	
	Immediately after receipt of the request from the Contractor 

	2. Execution of the verification on-the-spot check by fully checking the supplies delivered and completion of the checklist
	PIU/final beneficiary
	Annex D6 – verification on-the-spot check checklist – supply contracts
	Within 10 days of the receipt of the request from the CFCA 

	3. Signature of the Provisional Acceptance Certificate on the basis of the filled in checklists with no problems identified
	SPO
	
	Upon completion of the verification on-the-spot check

	4. Submission of either three signed original PACs or a report why the issuance of the PAC was not possible to the CFCA
	SPO / PIU
	
	Upon completion of the verification on-the-spot check



Works contracts

The objective of the verification on-the-spot check for works contracts is either to verify that the implementation of the works contract is completed in accordance with the conditions of the same contract and that the works are ready for the provisional acceptance (taking over) or to verify that the obligations of the Contractor under the Defects Notification Period have been fulfilled and/or that after-sales services have been provided in accordance with the conditions of the works contract and that the works are ready for the final acceptance.

The verification check is carried out by the SPO/PIU where, after the CFCA has forwarded to the SPO/PIU either the Contractor’s request for the issuance of the Provisional Acceptance Certificate (Taking Over Certificate) or the Contractor’s request for the issuance of the Final Acceptance Certificate (Performance Certificate), the SPO/PIU carries out the control of all of the outputs (works) on all locations within 5 days. After performing the technical control of the outputs (works) in terms of timing, quantity and quality, the SPO/PIU submits to the CFCA, within 7 days following the receipt from the CFCA of the Contractor’s request, the three signed originals of the Provisional Acceptance Certificate (Taking Over Certificate), the statement of agreement for issuance of the Final Acceptance Certificate (Performance Certificate) or the report why the signature of the before mentioned certificates/statement cannot be provided. 

As follows from the previous sub-sections the purpose of verification on-the-spot check is to verify the Contractor’s fulfilment of contractual obligations, namely, the proper delivery of outputs (the works) from the point of view of:
· the scope;
· the quantity;
· the quality;
· the type, nature and aim;
· compliance with the acts, ordinances and regulations.

While performing verification on-the-spot checks, special attention should also be given to other aspects besides the execution of activities. These may include but are not necessarily limited to:

· project management and other (external) risks possibly affecting project progress; 
· situations possibly resulting in the need for preparation of contract addenda.

The methods to be used may include but are not necessarily limited to:

· Visual inspection and taking photos of the location of the works (construction site) including checking (the status of) the works, resources used for the works, compliance with the protocols related to the safety on site and the visibility guidelines;
· Control of quality assurance procedures;
· Quality control;
· Discussing with the Contractor’s representative(s) about the problems encountered and/or foreseen and proposals for improving communication or procedures within the project. 

In performing verification on-the-spot check for works contracts, persons performing the check should follow the content of the check list for the verification on-the-spot check contained in Annex D7.

	
	ACTION
	RESPONSIBLE
	REFERENCE
	Timing/Deadline

	1. 
	CFCA PM  forwards the contractors request for the issuance of the PAC /TOC or FAC/PC  to the Beneficiary institution

NOTE: Request for provisional acceptance by the contractor is the trigger for the on-the-spot check to be executed
	CFCA Project Manager
	contractors request
	Immediately after receipt of the request from the Contractor

	2. 
	The Beneficiary Institution carries out the verification on-the-spot check, of all of the outputs (works) – in terms of timing, quantity and quality
	PIU/final beneficiary 
	PIU Manual - Annex D7 - Checklist
	within 5 days of the receipt of the request from the CFCA

	3. 
	Signature of the Provisional/Final Acceptance Certificate on the basis of the filled in checklists with no problems identified
	SPO
	See PIM OP guide, chapter D
	Upon completion of the verification on-the-spot check

	4. 
	Submission of either three signed original PACs/FACs or a report why the issuance of the PAC/FAC was not possible to the CFCA
	SPO / PIU
	See PIM OP guide, chapter D
	Within 7 days after the receipt of the request from the CFCA





Service Contracts 

In case of service contracts, verification of the implementation is carried out by SPO/PIU staff on the day-to-day basis covering: timely implementation of activities at satisfactory level, possible obstacles/problems (e.g. non-satisfactory cooperation), proper utilization of outputs, possible risks which could have impact on successful completion of the contract etc.
The outputs are summarized in progress reports of the projects as well as the minutes of any project meetings, mostly in the minutes of Steering Committee meetings. Many of the service contracts include provision of workshops, seminars or different trainings, production of manuals/guidelines/studies or the development and programming of different software and databases. In these cases, the monitoring on-the-spot check should be carried out by the CFCA to verify that the outputs are satisfying the minimum set requirements provided in Terms of Reference, that the outputs are  provided according to the agreed schedule and that the same are available as per relevant contract and reports. If there is a need to check any documents, the CFCA requests these from SPO or can examine the documents at the SPO/PIU.
     
Visibility:
Save where the Delegation of European Union (only applicable in DIS system) or Contracting Authority requests or agrees otherwise, the PIU shall organize and coordinate a visibility event. All measures undertaken must comply with the rules laid down and published by the European Commission on the visibility of external operations.
PIU should also check compliance in line with EU visibility guidelines of all outputs and results.

Follow up: 
Upon completion of on-the-spot check, persons performing the check must complete the respective abovementioned check list and proceed as described in the Manual. Additionally, if (possible) irregularity is identified, the irregularity procedure must be followed. If risk is identified, the risk management procedure must be followed. 


1.6. [bookmark: _Toc438118938]
Contract Modifications

During the implementation of contracts, there is from time to time a necessity to modify the contract if the circumstances affecting project implementation have changed since the initial contract was signed. The most typical modifications are e.g. inclusion of new or replacement of existing experts in case of service contracts.

Some minor operational changes might not require modification of a contract, but others may be null and void without formal modification of the contract. Depending on the nature of the modification, these may be made by means of administrative order issued by the CFCA Project Manager (not applicable to grants) or by means of contract addendum in accordance with the provisions of the General Conditions of the contract.

The rules for modifying contracts are included in the PRAG . For all modifications, it is advisable that the contractor and PIU/SPO agree on the modifications. Thereafter, the contractor will make a formal request to the CFCA, copying the request to PIU. The SPO will send his/her opinion on the proposal to the CFCA.

If the modification can be made by means of administrative order by Project Manager, the Project Manager in the CFCA will make a decision after receiving the documents from PIU. If a contract addendum is needed, the CFCA will prepare the addendum in accordance with PRAG. Unless provided otherwise in PRAG  the procedures for signing contracts described in this manual apply also for the signing contract addenda (there will be no award notices and requests for additional documentation that are specific stages for signing initial contracts under some procedures).

Any amendment of the contract must be set out in writing in an addendum, to be concluded on the same terms as the original contract. If the request for an amendment comes from the Contractor, the latter must timely submit such a request to the CFCA. 

The following general principles must always be respected:
· A Contractor's requests for contract modifications should not automatically be accepted by the CFCA. There must be justified reasons for modifying a contract. The CFCA must examine the reasons given and reject requests which have little or no substantiation.
· Contracts can only be modified within the lifetime of the contract; modifications cannot be made retroactively.
· The purpose of the addendum must be closely connected with the nature of the project covered by the initial contract.
· Major changes, such as a fundamental alteration of the Terms of Reference, cannot be made by means of an addendum.
· The addendum must not alter the competition conditions prevailing at the time the contract was awarded.
· Unit prices, particularly fee rates, must be identical to those in the initial contract, unless the initial contract stipulates otherwise (i.e., there is a price-revision clause).
· Any modification extending the period of execution of the tasks must be such that implementation and final payments can be completed before the expiry of the Financing agreement under which the initial contract was financed.
· Any modifications which require additional funding must have been foreseen in the Terms of Reference of the initial contract and can only be agreed before the expiry of the financing agreement under which the initial contract was financed. The additional funding must come from the same budget line as that used for the initial contract.

Where the amendment does not affect the basic purpose of the contract and, for a fee based contract, the financial impact is limited to a transfer within the Fees involving a variation of less than 15% of the original amount for the relevant line in the Budget breakdown annexed to the contract, the CFCA shall have the power to order any variation to any part of the services necessary for the proper execution of the contract, without changing the object or scope of the contract. Such variations may include additions, omissions, substitutions, changes in quality, quantity, specified sequence, method or timing of performance of the services. No such order for a variation may imply any extension of the period of execution or, for a fee based contract, any change in the Total Fees or the Provision for incidental expenditure.

Prior to any administrative order for variation, the CFCA shall notify the Contractor of the nature and form of such variation. As soon as possible, after receiving such notice, the Consultant shall submit to the CFCA a written proposal containing:

a) a description of the service to be performed or the measures to be taken and a programme for execution; and
b) any necessary modifications to the programme of performance or to any of the Contractor's obligations under the contract; and
c) for a fee-based contract, any adjustment to the contract value in accordance with the following principles:
· where the task is of similar character and executed under similar conditions to an item priced in the budget breakdown the equivalent numbers of working days shall be valued at the fee rates contained therein;
· where the task is not of a similar character or is not executed under similar conditions, the fee rates in the contract shall be applied to the estimated numbers of working days so far as is reasonable, failing which, a fair estimation shall be made by the CFCA;
· where a variation is necessitated by a default or breach of contract by the Consultant, any additional cost attributable to such variation shall be borne by the Consultant.

Upon the receipt of such request, the CFCA requests an opinion/approval from the PIU/SPO.

The proposal for contract amendment, submitted by the Contractor, must be in the exact format as per the initial contract (e.g. Budget Breakdown, Workplan, Terms of Reference etc). In the Plan of Operation/Workplan, working days for specific Key Experts must respect the minimum working days during the contract duration for specific Key Experts prescribed by Terms of Reference.  In case of any changes in respect to that minimum, they have to be duly substantiated in a proposal for contract amendment.

Following the receipt of the Contractor’s proposal, the CFCA shall decide as soon as possible whether or not the variation shall be carried out. If the CFCA decides that the variation shall be carried out it will issue the administrative order stating that the variation shall be carried out under the conditions given in the Contractor’s proposal or as modified by the CFCA in accordance with  General Conditions of the contract.

On receipt of the administrative order requesting the variation, the Contractor shall proceed to carry out the variation and be bound by the General Conditions in so doing as if such variation were stated in the contract.

Changes of address, changes of bank account, and changes of auditor may simply be notified in writing by the Contractor to the CFCA. The CFCA shall give written notification to the Contractor of the name and address of the Project Manager. The Contractor shall give written notification to the CFCA of the name and address of its contact, bank account and auditor for the Contract. The Contractor must use the prescribed form for notification or modification of its bank account. The CFCA shall have the right to oppose the Contractor’s choice of bank account or auditor.

Under no circumstances can modifications be made to contracts such that the budget of the complementary services exceeds 50% of the budget of the initial contract.
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Annex D1 - Project Report Templates
Annex D4 - Project Report submission sheet
Annex D5 - Expert Timesheet
Annex D6 - PIU verification checklist (supply) 
Annex D7 - PIU verification checklist (works)
Annex D7a - PIU invoice and payment checklist (works)
Annex D11 - Estimation of Incidental Expenditure
Annex D12 - Summary of Incidental Expenditure


