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GENERAL INTRODUCTION

0.1. This Annual Report follows the format used for
the past two years with chapters dealing with revenue
and each of the expenditure areas that fall under the
headings of the financial perspectives. There is a sepa-
rate chapter containing and explaining the Statement of
Assurance. The Court’s observations concerning the
activities of the sixth, seventh and eighth European
Development Funds are presented separately.

0.2. Since the last discharge procedure the Court has
adopted 24 special reports, containing the results of
audits which focus attention on a wide range of specific
areas in which the Community’s financial management
can be improved. The findings in these reports are taken
into account along with those in this Annual Report by
the discharge authority. A full list of the reports and
opinions adopted by the Court in each of the last five
years appears in Annex II to this report.

0.3. 1999 was an important year for financial man-
agement in the Community. A crisis of confidence in
the Commission’s management which had developed
over previous years came to a head with the two reports
of the Committee of Independent Experts, after the first
of which the Commission resigned. The new Commis-
sion which began work in September 1999 immediately
set about a new reform programme. There are three
related themes in the programme: reform of the way
political priorities are set and resources allocated, impor-
tant changes to personnel policy, and a radical overhaul
of financial management and control. During 2000 the
Commission has Eeen developing the details of its pro-
posals and starting the process of implementation.

0.4. Many of the important weaknesses which the
reform programme is seeking to address are points
which the Court in its reports over the years has empha-
sised on many occasions: the inadequacy of the Com-
munity’s contractual arrangements, fundamental and
structural weaknesses in internal control which dimin-
ish the responsibility of authorising officers, persistent
shortages in resources for the management of some
programmes, which led to a proliferation of sometimes

6/205

irregular devices such as the so-called BATs (2) to try to
fill the gaps. Insufficient priority was given in the past
to taking the steps necessary to deal with the weak-
nesses quickly and effectively.

0.5. As highlighted by the Court on several occasions,
a fundamental improvement in internal control will
require a change in the balance of responsibilities of
authorising officers, financial controllers and account-
ing officers, so that authorising officers in the opera-
tional directorates-general will carry full responsigility
for the execution of the commitments and payments. In
this context, the internal audit function should also be
strengthened, as proposed by the Commission. The
Commission’s proposals in its White Paper take into
account the observations of the Court in its Opinion
No 4/97 (3) on the Commission’s proposed revision of
the Financial Regulation. The priority which the Com-
mission has attached to the reform, including the neces-
sary modification to Article 24 of the Financial Regula-
tion, and the creation and staffing of the internal audit
service, is to be welcomed.

0.6. Another element of the reform that corresponds
closely to a key priority identified by the Court is the
increased focus to be placed on results and performance
measurement, within a framework of resource alloca-
tion that is consistent with predetermined priorities and
objectives that are clearly defined and measurable. In
the general introduction to the Annual Report for 1998
the Court argued that the measure of success for the
Commission should be the extent to which policy goals
are attained with the minimum of cost, and stressed
that the change of culture and practice that this would
entail should be placed at the heart of the financial
reform process. Again, the introduction of activity-
based management (ABM) should assist the Commis-
sion to improve its setting of priorities in line with
available financial and administrative resources, and
avoid situations in which relatively small programmes
absorb disproportionate amounts of effort from its staff.

(") The acronym for the French title of Technical Assistance
Offices.

(*) Opinion No 4/97 of the Court of Auditors on the pro-
posal for a Council Regulation (Euratom, ECSC, EC) amend-
ing the Financial Regulation of 21 December 1977 appli-
cable to the general budget of the European Communities
(O] C 57, 23.2.1998), paragraphs 5.1 to 5.17.
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0.7. In addition to adopting the general programme of
administrative and financial reform, the Commission
has announced reform programmes for certain budget-
ary areas, which also address concerns expressed over a
number of years by the Court. The Commission’s May
2000 proposals for improving the management of exter-
nal aid programmes are based on an analysis of the
weaknesses of the Commission’s programmes which is
very similar to that of the Court, as set out in various
special and annual reports, notably chapter 5 of the
Annual Report for 1997.

0.8. The wholesale revision of the Financial Regula-
tion currently underway is necessary to provide an
appropriate regulatory framework for the reform of
financial management. In its Opinion No 4/97 (3) and
subsequently, the Court has made, among others, rec-
ommendations concerning the authorising officer’s
responsibilities, the introduction of the independent
internal auditor (%), the requirement for accounts to be
presented in accordance with international standards,
and the introduction of borrowing for the purpose of
investing in buildings for the use of the institutions. It
has also recommended simplification of the provisions
concerning the definition of commitments and the
carry-over of appropriations, and a reduction in the
exceptions to the basic principles of the Financial Regu-
lation. The Court will continue to insist strongly on
these recommendations, and will follow up carefully on
all aspects of the revision of the Financial Regulation,
while reserving its position on further possible improve-
ments.

0.9. The Court encourages the Commission to pro-
ceed with the implementation of its proposals for ref}())rm
as quickly as is feasible, bearing in mind that some of
the reforms require changes in the Financial and Staff
Regulations. At this stage, while the first steps are being
taken, the reform programme has, for the most part,
still to be implemented. It is only when structures and
procedures are in place and actually functioning that it
will be possible to assess whether the intended improve-
ments in financial management are being obtained.
Changing the management culture of an organisation
such as the Commission is difficult, and will take time,
but it is only with such changes that the reform propos-
als will work.

() 0JC 57,23.2.1998.

(% Opinion No 1/2000 of the Court of Auditors on the pro-
posal for a Council Regulation amending the Financial
Regulation of 21 December 1977 and separating the inter-
nal audit function from the ex ante financial control func-
tion (fifth paragraph of Article 24 of the Financial Regula-
tion) — adopted by the Court on 5 October 2000.

0.10. As the Court has said on many occasions,
improvements in financial management by the Com-
mission constitute but a part of what is needed to
improve the overall management of Community funds.
Member States are responsible for the day-to-day man-
agement of the bulk of the funds from the Community
budget, in the areas of the common agricultural policy
and the Structural Funds. This Annual Report and the
special reports published since the last discharge con-
tinue to draw attention to serious and persistent weak-
nesses in Member States’ management and control sys-
tems. Important initiatives have been taken to improve
matters by strengthening the financial controls that the
Member States themselves are required to maintain over
Community-financed (or co-financed) operations (°).
This Annual Report, however, shows that implementa-
tion of the new systems remains incomplete (see para-
graph 2.41, paragraphs 3.69 to 3.74 and 3.78), and that
the Commission needs to increase its pressure on the
Member States to implement them fully.

0.11. By placing more emphasis in the Annual Report
on following up the action taken in response to its pre-
vious audit observations, the Court is responding to the
concerns of the discharge authority. Separately from
any consideration of the Commission’s reform propos-
als, this Annual Report shows that some progress has
been made in some specific areas. Action has been taken
by the Commission to remedy specific weaknesses in
some projects and programmes (for example the pro-
gramme of assistance to South Africa, reforms to the
measures for the subsidised use of skimmed milk and
skimmed-milk powder for animal feed, action on some
own resources matters). In other areas, however, such as
the reform of the wine market organisation and the tak-
ing of corrective action following the detection of errors
or irregularities in the ERDF fie1§, the response has been
slow, or partial.

0.12. In its Statement of Assurance on the 1999
accounts, the Court again draws attention to problems
with the Community’s financial statements similar to
those found in previous years. Weaknesses in account-
ing systems ancF procedures mean that the information
presented is in some cases incorrect or incomplete. The
problems in management and control systems covering
operational expenditure, both at the Commission and

(°) The integrated administrative and control system (IACS)
concerning agricultural expenditure, and Council Regula-
tion (EC) No 2064/97 on financial control of the Struc-
tural Funds.
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in Member States, continue to give rise to a significant
incidence of errors, mainly at the level of final benefi-
ciaries. In view of the findings set out above the Court
declines to provide assurance that the transactions under-
lying the financial statements are legal and regular,
except in the case of own resources, the commitments
and the institutions’ staff expenditure. The Court, there-
fore, endorses the intentions of the Commission’s plan
for improving financial management, presented to the
discharge authority in the context of the discharge for
1998. As pointed out in paragraph 8.59 of this report,
if there is an effective and constant improvement in
management and control procedures of the Commis-
sion and the authorities in the Member States, there
should be an effect on the Court’s audit findings and
conclusions. However, no one can determine in advance
the opinion of the independent external auditor, which
has to be based on the facts established in the course of
the audit.

0.13. Finally, attention is drawn to the danger of mis-
interpreting or misrepresenting the errors found by the
Court as an indication of the level of fraud affecting the
Community budget. The references in the Court’s reports
to payments whose amounts are wrong because of error
and irregularity primarily concern problems of inad-
equate financial management and control. The bulk of
the errors occur in the main expenditure programmes
managed by the public authorities in the Member States
and particularly concern such things as small overpay-
ments to farmers and payments for expenditure by pub-
lic authorities which is not eligible for EU co-financing.

8/ 205

Only a small proportion of the breaches of the regula-
tions found by the Court have justified further investi-
gation by OLAF or the authorities with criminal juris-
diction in the Member States. The extent of fraud is the
subject of an annual report of the Commission, collat-
ing data provided by the Commission and the Member
States, on the protection of the Communities’ financial
interests.

0.14. Nevertheless, if the Court finds indications of
deliberate fraud, it continues to work closely with OLAF
in the protection of the Community’s financial interests,
in accordance with the agreements between the two
bodies. In this context, the Court notes that the 1995
Convention on the protection of the Community’s finan-
cial interests has still not been ratified by all the Mem-
ber States, and that the parallel Convention dealing with
corruption in connection with the EU budget has been
ratified by only one Member State. This shows that,
although Article 280 of the Treaty provides that the
Member States have important responsibilities for com-
bating fraud against the Community budget, they are
not yet discharging these responsibilities in a fully sat-
isfactory way. It is therefore necessary to explore all
possible instruments, either within the existing Com-
munity legal framework or through appropriate amend-
ments to the Treaty, to protect the Community’s finan-
cial interest. Further, as the OLAF Supervisory
Committee has recently emphasised, much remains to
be done to improve cooperation between OLAF and the
Member States in the investigation and prosecution of
fraud and corruption involving the EU budget.
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REPORT ON THE ACTIVITIES FINANCED
FROM THE GENERAL BUDGET
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CHAPTER 1 (*)

Own resources

1.0. CONTENTS Paragraph
Introduction 1.1-1.3
Implementation of the budget 1.4-1.5
Specific appraisal in the context of the Statement of Assurance 1.6-1.22
Traditional own resources 1.6-1.17
Applicable legislation 1.6
Scope of the audit 1.7-1.10
Audit findings 1.11-1.16
Result of the audit 1.17
VAT/GNP own resources 1.18-1.22
Applicable legislation 1.18
Scope of the audit 1.19
Audit findings 1.20-1.21
Result of the audit 1.22
Follow-up to previous observations 1.23-1.42
Traditional own resources 1.23-1.31
Follow-up at financial management level 1.24-1.27
Follow-up at Community regulations level 1.28-1.31
VAT/GNP own resources 1.32-1.42
Introduction 1.32-1.35
The costs of the current dual system of accounting standards 1.36-1.39
Decision on own resources 1.40-1.41
Conclusion 1.42
Observations on the outward-processing arrangement 1.43-1.56
Economic conditions 1.47-1.50
Authorisation procedure 1.51
Calculation of the customs-duty relief 1.52
Vulnerability of outward-processing relief to fraud and irregularity 1.53-1.55
Conclusion 1.56
Comparison of data for the purposes of fighting fraud 1.57-1.73
VAT fraud and risk analysis 1.57-1.62
The use of statistics 1.63-1.64
The comparison of intermediate consumption 1.65-1.69

(*) The Commission’s replies are on page 25.
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The results obtained 1.70-1.71
Conclusion 1.72-1.73

INTRODUCTION (b) net traditional own resources (that is, minus

1.1.  The Court’s examination of the Community’s tra-
ditional own resources concentrated on the establish-
ment and recovery by the Commission and Member
States of amounts due to the Community, as well as the
implementation of Community regulations, particularly
in the field of outward-processing customs arrange-
ments.

1.2.  Withregard to the resources that derive from VAT
and GNP, the Court’s work dealt mainly with compar-
ing tax and statistical data for the purposes of fighting
fraud. Furthermore, the Court reviewed the actions
taken in response to the criticisms it had previously
made of the fact that a dual system of national account-
ing standards has been retained (ESA 79 and ESA 95).

1.3.  Moreover, the Court submitted its observation on
the Commission’s control of the reliability and compa-
rability of GNP in its Special Report No 17/2000 (*).

IMPLEMENTATION OF THE BUDGET

1.4. Table 1.1 summarises Community revenue for
the financial year 1999 and Graph 1.1 shows the follow-

ing:

(a) revenue for the financial year 1999 increased by
2,8 % compared with financial year 1998
(84 529,7 million euro), amounting to
86 908,1 million euro, or 101,5 % of the revenue
provided for in the final budget;

(") Shortly to be published in the Official Journal. Available
now on the Court’s Internet site.

1539,7 million euro of collection expenses)
amounted to 13 857,6 million euro, which repre-
sents 15,9 % of total actual revenue; these resources
fell by 1,8 % compared with the financial year 1998,
and can be broken down as follows:

— customs duties amounting to13 006,5 million
euro (gross), making up 84,5 % of gross tradi-
tional own resources (15 397,3 million euro) (3),

— agricultural duties amounting to 1 187,3 million
euro (gross), making up 7,7 % of gross traditional
own resources,

— sugar and isoglucose levies amounting to
1 203,5 million euro (gross), making up 7,8 % of
gross traditional own resources;

(c) ownresources from VAT amounted to 31 332,3 mil-
lion euro (3), or 36,1 % of total actual revenue; actual
revenue fell by 5,3 % compared with the financial
year 1998 (33 086,5 million euro);

=

the GNP resource amounted to 37 512,0 million
euro (4) (of which 305,4 million euro of reserves),

() Net traditional own resources (13 857,6 million euro) +

collection costs (1 539,7 million euro) = gross traditional
own resources (15 397,3 million euro).

(®) Own resources from VAT (31 332,3 million euro) = own
resources from VAT of the financial year (31 381,6 mil-
lion euro) + balances and adjustments from previous
financial years (- 49,3 million euro).

(* The GNP resource (37 512,0 million euro) = the GNP
resource of the financial year (37 011,7 million euro) +
balances and adjustments from previous financial years
(500,3 million euro).
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Table 1.1 — Revenue for the financial years 1998 and 1999 - Analysis of budgetary implementation 1999

(Mio EUR)
Development of the 1999 Rate of
Type of revenue and corresponding budget heading Act;allrge;/gnue budget ACtilfllr;ggnue lmgfl'et?:ee I;if;llon
Initial budget | Final budget budget (%)
(@) () © (d) () =(d)/(©x100
1. Traditional own resources (totals) 14 110,7 13 814,9 13 355,0 13 857,6 103,8
— Agricultural duties (Chapter 10) 1102,2 1054,5 1054,5 1187,3 112,6
— Sugar and isoglucose levies (Chapter 11) 1070,1 1080,0 1080,0 1203,5 111,4
— Customs duties (Chapter 12) 13 506,2 13215,4 12 704,4 13 006,5 102,4
— Collection expenses (Chapter 19) -1567,8 -1535,0 —1483,9 -1539,7 103,8
2. VAT resources (total) 33086,4 30374,2 31041,8 313323 100,9
— VAT resource from the current financial year (Chapter 13) 32 684,9 30 374,2 31041,8 31 381,6 101,1
— Balances and adjustments to balances in respect of previous
financial years (Chapter 31) 401,5 p.m. p.m. -49,3
3. GNP resource (total) 35026,1 39 260,0 37 534,9 37 512,0 100,0
— GNP resource from the current financial year (Chapter 14) 34 428,4 39 260,0 37 534,9 37011,7 98,6
(of which reserves) (271,7) (1192,0) (1192,0) (305,4) (25,6)
— Balances and adjustments to balances in respect of previous
financial years (Chapter 32) 597,7 p.m. p.m. 500,3
4. Budgetary imbalances (totals) 55,4 0,0 0,0 -169,2
— Financing of the UK correction (Chapter 15) 60,9 0,0 0,0 -167,8
— Final calculation of the financing of the UK correction
(Chapter 35) -55 0,0 0,0 -1,4
5. Surpluses available from the previous financial year
(Chapter 30) 960,0 1478,0 30222 30222 100,0
6. Refunds to Member States (Chapter 33) -29,4 p.m. p.m. 0,0
7. Miscellaneous revenue (Titles 4 to 9) 1320,5 630,6 630,6 13532
(of which contributions from EEA States, Article 630) (61,5) (p.m.) (p.m.) (65,1)
Grand total | 84 529,7 85 557,7 85 584,5 86 908,1 101,5

Source: 1999 budget and 1998 and 1999 revenue and expenditure accounts.

or 43,2% of total actual revenue; this resource
increased by 7,1 % compared with the previous
financial year (35 026,1 million euro);

(e) the surplus available from the previous financial
year (3 022,2 million euro) and miscellaneous rev-
enue (1 288,1 million euro) represent 5,0 % of total
actual revenue, or an increase of 94,2 % compared
with the financial year 1998.

1.5. The Court has reviewed the information pre-
sented by the Commission in Volume I of the revenue

14/ 205

and expenditure account. This volume provides a com-
mentary on the year’s revenue. In particular, it explains
the variations between the amounts in the approved
budgets and actual revenue. This review did not seek to
provide assurance as to the reliability of these explana-
tions. Rather, it sought to identify any significant varia-
tions for which explanations are not provided and to
identify any explanations that might be considered mis-
leading. In one case, the commentary does not give an
explanation for a difference in Title 9 ‘Miscellaneous
revenue’, between the budget amount of 5,2 million
euro and actual revenue of 31,4 million euro.
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Graph 1.1 — Community revenue (for details see Tables 1.1 and 1.2)
Composition of actual revenue 1999
Agricultural duties: 1,2 %
Sugar levies: 1,2 % Traditional own
resources: 15,9 % (1)
Customs duties:
13,5%
1998 surplus:
3,5%
GNP : Miscellaneous: 1,5 %
resource: TOtal .
43,2 %
0 EUR 86 908,1
million
VAT resource:
36,1 %
Change in the main categories of actual
revenue from 1998 to 1999 (Mio EUR)
40 000
+71%
[T io0s o
30000 - 1999
20000 -
-1,8%
10000
+942%
0 T 1
Traditional own VAT resource GNP resource Surplus from the
resources (1) previous financial
year and
miscellaneous

(") After deduction of 10 % for collection expenses incurred by the Member States.

Source: 1998 and 1999 revenue and expenditure accounts.
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SPECIFIC APPRAISAL IN THE CONTEXT OF
THE STATEMENT OF ASSURANCE

Traditional own resources

Applicable legislation

1.6. The specific legislation for traditional own
resources includes:

(a) Council Decision 94/728EC, Euratom of 31 Octo-
ber 1994 (°) on the system of the European Com-
munities’ own resources, and Council Regulation
(EEC, Euratom) No 1552/89 of 29 May 1989 (%)
implementing Council Decision 88/376/EEC, Eura-
tom on the system of the Communities’ own
resources, as last amended by Council Regulation
(Euratom, EC) No 1355/96 ot 8 July 1996 (7);

Cx

Council Regulation (EEC) No 2913/92 of 12 Octo-
ber 1992 (8) establishing the Community Customs
Code and Commission Regulation (EEC)
No 2454/93 of 2 July 1993 (%) laying down provi-
sions for the implementation of the Community
Customs Code.

Scope of the audit

1.7. In the context of the Statement of Assurance (see
Chapter 8), the audit of traditional own resources cov-
ers the customs and agricultural duties that are estab-
lished and entered in the accounts (A accounts) of the
Member States on the basis of the declarations submit-
ted to the customs authorities for the release of goods
for free circulation in the Community. The audit of the
legality and regularity of the underlying transactions
does not include imports which are not declared or
which have escaped customs surveillance.

() OJL293,12.11.1994, p. 9.

(®) OJ L 155, 7.6.1989, p. 1, as codified by Council Regula-
tion (EC, Euratom) No 1150/2000 of 22 May 2000, which
took effect on 31 May 2000.

() OJL 175, 13.7.1996, p. 3.

() OJL 302,19.10.1992, p. 1.

() OJL253,11.10.1993, p. 1.

1.8. The Court takes into consideration separately the
inherent risk represented by irregular imports and other
risks to traditional own resources which may result in
amounts due not being recorded in the accounts. In the
context of its other tasks, it has carried out specific
audits centred on the evaluation of procedures intro-
duced by the Member States for collecting traditional
own resources that are owed to the Community. The
most recent audits were concerned with the manage-
ment of the securities and guarantees provided for in
the Community Customs Code to protect the collection
of traditional own resources (19). As part of its work
programme for the protection of the financial interests
of the Community, the Commission prepares each year
a report in which it takes stock of the irregularities and
frauds that have been observed by the Member States
during their own investigations. In its latest report ('),
the Commission shows a figure of 1 096 million euro,
corresponding to the cumulative amount of the tradi-
tional own resources at stake in cases of irregularity and
fraud reported by the Member States for the years 1995
to 1998.

1.9. In addition to the amounts entered as revenue in
the revenue and expenditure account, the notes to the
balance sheet show a provision for the first time for the
total amount receivable from Member States for own
resources which have not yet been collected but have
been entered in separate accounts (the B accounts) (see
paragraph 8.6). The outstanding amount shown on
these accounts as at 31 December 1999 was 1 951,9
million euro.

1.10. The Court also examined the procedures in Mem-
ber States for the entry in the accounts and aggregation
of traditional own resources.

Audit findings

1.11. In the course of the Court’s audit, it was found
that established entitlements amounting to 3,0 million
euro were made available to the Commission with sig-
nificant delays. When amounts are made available late,
Member States are liable to pay default interest under
Article 11 of Council Regulation (EEC, Euratom)
No 1552/89 (cited in paragraph 1.6 above).

(*%) Special Report No 8/99 (O] C 70, 10.3.2000).

() Protecting the Communities’ financial interests and the
fight against fraud — Annual Report 1998, COM(1999)
590 final.
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1.12. As has been the case for several years (12), there
were problems both with the reliability and with the
nature of the separate accounts (the B accounts). Under
Article 6(2) of Council Regulation (EEC, Euratom)
No 1552/89, Member States enter in the B accounts
established entitlements which have not yet been recov-
ered and for which no security has been provided, and
may also enter in the B accounts established entitle-
ments for which security has been provided but which
have been challenged and might upon settlement of the
disputes which have arisen be subject to change.

1.13. At the end of 1999 the net total amount stand-
ing on the B accounts, at 1 951,9 million euro, was
212,5 million euro (+ 12,2 %) higher than the figure at
the end of 1998 (1 739,4 million euro). This increase
represented new entries amounting to 514,4 million
euro (23 % less than the new entries in 1998), reduced
by recoveries during the financial year of 216,2 million
euro and cancellations or write-offs amounting to 85,7
million euro. The resulting net increase remains in the
usual range.

1.14. The Court’s audits showed that despite the atten-
tion that has been drawn to the problem, in some Mem-
ber States the procedures for compiling the B accounts
are not yet fully reliable. Certain established entitle-
ments that should have been entered in the A accounts
and made available were wrongly entered in the B
accounts, and there were also late or duplicated entries
in the B accounts. However, the amounts noted were
not material to the revenue and expenditure account as
a whole.

1.15. As regards the nature of the B accounts, the
Regulation leads to a mixture of established entitle-
ments being entered without distinction according to
the circumstances in which they arose and the prob-
ability of ultimate recovery. Some entries in the B
accounts are amounts, technically unsecured, which are
not in dispute and will generally be promptly paid;
others relate to bankrupt or untraceable debtors and
others are the subject of long-running legal procedures.
There have also been differences between Member States’
interpretations of the Regulation (see Special Report

('?) Annual Report concerning the financial year 1998, para-
graph 1.10; Statement of Assurance concerning activities
financed from the general budget for the financial year
1997, paragraphs 8.13 and 8.14 (O] C 349, 17.11.1998);
Statement of Assurance concerning activities financed
from the general budget for the financial year 1996, para-
graphs 19.6 and 19.7 (O] C 348, 18.11.1997).
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No 8/99 (13)). The Court welcomes the Commission’s
response that it does not hesitate to take the requisite
measures when the rules are not obeyed, and underlines
the need for the Commission to ensure that correct and
uniform practices are followed in all Member States.

1.16. The statements sent quarterly by the Member
States to the Commission do not analyse the B account
balance brought forward by age or otherwise, and so do
not fprovide an adequate gase for the Commission to
use for presenting a realistic value to the Community of
the amounts due (see paragraph 8.6). For the period
1990 to 1999 as a whole, only 30 % of the amounts
originally entered in the B accounts have been recov-
ered. The balance includes some long-standing entries
for which full recovery must now be regarde(% as very
doubtful, although the considerable differences between
Member States’ legal systems prevent generalisation. As
such it is not possible to assume that the previous
recovery rate applies to the current outstanding bal-
ance. The Commission should require more detailed
analysis by the Member States of the balances on the B
accounts. This would serve as a basis for showing in the
financial statements the amounts estimated to be recov-
ered, and to improve management of the debt. Such
treatment would be preferable to the procedure in 1999
of making 100 % provision.

Result of the audit

1.17. The checks carried out gave satisfactory overall
results concerning the reliability of the accounts and
the legality and regularity of the underlying transactions
entered in the accounts of the Member States (see para-
graph 1.7). The errors found during examination of the
underlying transactions did not materially affect the
accuracy of the revenue in the revenue and expenditure
account. In one Member State, several cases of errors
and inconsistencies in the customs declarations, which
ought to have been detected by customs control pro-
cegures, were found at a single customs office. These
cases require investigation and appropriate action by
the national authorities and by the Commission as
regards traditional own resources not made available or
made available late.

(**) Special Report No 8/99 (O] C 70, 10.3.2000), para-
graphs 51 to 53.
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VAT/GNP own resources

Applicable legislation

1.18. The specific legislation for the VAT and GNP own
resources includes:

(a) Council Decision 94/728/EC, Euratom of 31 Octo-
ber 1994 ('4) on the system of the European Com-
munities’ own resources, and Council Regulation
(EEC, Euratom) No 1552/89 of 29 May 1989 (1%)
implementing Council Decision 88/376/EEC, Eura-
tom on the system of the Communities’ own
resources, as last amended by Council Regulation
(Euratom, EC) No 1355/96 of 8 July 1996 (19);

(b) Council Regulation (EEC, Euratom) No 1553/89 of
29 May 1989 (*7) on the definitive uniform arrange-
ments for the collection of own resources accruing
from value added tax;

(c) Council Directive 89/130/EEC, Euratom of 13 Feb-
ruary 1989 (18) on the harmonisation of the com-
pilation of gross national product at market prices.

Scope of the audit

1.19. The VAT and GNP resources are determined by
use of statistical data in the establishment of their assess-
ment bases, which does not allow an audit, in the
accounting sense, of the underlying data. In this con-
nection, and on the basis of the VAT and GNP data used
by the Commission, the Court’s audit concentrated on
the verification of the accuracy of the calculation of the
contributions from each Member State during the vari-
ous stages, from the initial budget to the final clearance,
for the financial years concerned.

Audit findings

1.20. Member States are required to send assessment
bases for years n — 1 and earlier to the Commission
before 31 July in the case of VAT (*%) and 1 October in
the case of GNP (20).

() O] L 293, 12.11.1994, p. 9.

(") OJ L 155, 7.6.1989, p. 1, as codified by Council Regula-
tion (EC, Euratom) No 1150/2000 of 22 May 2000, which
took effect on 31 May 2000.

(*) OJ L 175, 13.7.1996, p. 3.

(/) OJ L 155, 7.6.1989, p. 9.

(*®) OJ L 49, 21.2.1989, p. 26.

(*) Articles 7 and 9 of Regulation (EEC, Euratom)
No 1553/89.

(%% Article 3(2) of Directive 89/130/EEC, Euratom.

1.21. The late transmission in 1999 by several Member
States of valid assessment bases, particularly GNP,
reduced the time available for checking. The extent and
nature of the checks performed by the Commission on
the GNP data were not adequately documented (21).

Result of the audit

1.22. Taking into account the limitation to the scope
of the audit, the Court obtained a reasonable assurance
with regard to the reliability of the system for collect-
ing the VAT and GNP resources set up by the Commis-
sion.

FOLLOW-UP TO PREVIOUS OBSERVATIONS

Traditional own resources

1.23. The Court examined the action taken by the
Commission in the financial and regulatory spheres in
response to the most significant observations made in
the Annual Reports concerning the financial years 1994
to 1997, and in Special Report No 13/98 concerning the
use of risk analysis techniques in customs control and
the clearance of goods (22). The Court’s evaluation of
the remedial action taken in response to its observa-
tions is based on information available at the Commis-
sion.

Follow-up at financial management level

1.24. In its Annual Report concerning the financial
year 1994, the Court referred to the traditional own
resources that some Member States had not established
or made available to the Commission, as they should
have done in accordance with the regulations. These
observations resulted in the establishment of arrears
interest of 0,4 million euro, which was completely recov-
ered. The checks carried out by the Commission, fol-
lowing the Court’s observations on systematic delays in
discharging the transit regime, led to the establishment

(*") Special Report No 17/2000 on the Commission’s control
of the reliability and comparability of the Member States’
GNP data, paragraph 57. To be published shortly in the
Official Journal and available now on the Court’s Internet
Site.

(*) OJ C 375, 3.12.1998.
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of arrears interest of 2,4 million euro, of which only 0,1
million euro was recovered. The financial follow-up of
two of the five cases mentioned in the 1994 Annual
Report that were being dealt with in the mutual assis-
tance framework was still under way at the time of the
inquiry.

1.25. The Court’s observations in its Annual Report
concerning the financial year 1995 dealt with the appli-
cation of the inward-processing arrangements, the cus-
toms warehousing procedure, and customs union agree-
ments. On the basis of these observations, the
Commission recovered 3,6 million euro in arrears inter-
est and 26 530 euro of principal. The Court had also
observed a case of incorrect application of the Customs
Union Agreement with Turkey during the period 1973
to 1995, consisting of the export to this country with
ATR certificates of produce dperiving from the inward-
processing arrangements which had not been first
released for free circulation. The Commission had taken
the view that Community legislation did not allow ret-
rospective recovery of the duties corresponding to the
release for free circulation of the produce in question,
but it had undertaken to ask the Member States to
invalidate the duly delivered ATR certificates and to
inform the Turkish authorities. The Court observes that
the Commission approached the Member States in
March 1997 and asked them to re-examine certificates
issued during the period 1 March 1994 to 18 March
1995 only and that, according to information in the
possession of the Commission, no Member State invali-
dated any ATR certificates.

1.26. The Court’s Annual Report concerning the finan-
cial year 1996 contained observations on the Commis-
sion’s and Member States’ financial management, free
zones, and inward-processing arrangements. These
observations were followed up appropriately, as were
those concerning the establishment and post-clearance
recovery of traditional own resources.

1.27. The Annual Report concerning the financial year
1997 contained observations with no direct financial
implications which concerned the use of risk-analysis
tecﬂniques, as well as financial auditing observations on
amounts of own resources not made available or made
available late. The latter observations were adequately
followed up; the Commission recovered the principal of
15,3 million euro and 1,3 million euro of arrears inter-
est.

Follow-up at Community regulations level

1.28. The Court examined what the Commission had
done to follow up the changes to the Community regu-

20/ 205

lations envisaged in its replies to the Court’s observa-
tions in its Annual Reports concerning the financial
years 1994 to 1997. In its replies, the Commission pro-
posed changes to various regulations, in particular, those
covering the transit regime, inward-processing arrange-
ments, preferential tariff treatments, the management
ofirrecoverable claims, establishment and post-clearance
recovery procedures and mutual assistance procedures
as part of the fight against customs fraud.

1.29. During the period under review an amendment
was made to Regulation (EEC, Euratom)
No 1552/89 (23) aiming to harmonise the financial infor-
mation forwarded to the Commission by the Member
States; another proposal to amend this Regulation, re-
lating to the conditions for writing-off tra((fitional own
resources, was still being examined at the time of the
enquiry (24).

1.30. The observations on mutual assistance and post-
clearance recovery contained in the Annual Report con-
cerning the financial year 1994 should, in particular,
have resulted in an improvement in the provisions in
the customs code relating to the period of time-barring
and to the guarantee of customs gebt. At the time of the
Court’s audit, these adjustments were still being dis-
cussed (25).

1.31. In the Community transit field, the Commission
has not yet been able to implement the Court’s proposal
that the provisions of the code relating to the global
guarantee should be strengthened. The current provi-
sions continue to allow goods to be placed under the
transit procedure, despite the fact that the global guar-
antee has become insufficient as a result of the volume
of previous uncleared operations.

VAT/GNP own resources

Introduction

1.32. The GNP is the reference aggregate for calculat-
ing the fourth resource used to finance the Community
budget. In this context, in 1999, a new edition of the

(*’) Regulation (Euratom, EC) No 1355/96 (O] L 175,
13.71996) amending Regulation (EEC, Euratom)
No 1552/89 (O] L 155, 7.6.1989).

(**) Document COM(1998) 209 final.

(*°) Proposal for a European Parliament and Council Regula-
tion (EC) amending Council Regulation (EEC)
No 2913/92 establishing the Community Customs Code,
COM(1998) 226 final, of 8 June 1998.
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European System of Accounts (ESA 95) replaced the
second edition of the European System of Integrated
Economic Accounts (ESA 79) (29). In its application ESA
95 takes more account of recent economic changes and
the statistical progress made in recent years. For this
reason, the GNP estimated according to ESA 95 is a
more reliable and comparable indicator of Member
States’ ability to contribute to the budget. This new ver-
sion is applicable to ‘all Community acts that refer to
the ESA or its definitions’. However, ‘for budgetary and
own resources purposes and, by way of derogation, ESA
79 is in force’ (¥7).

1.33. On three occasions (28), the Court has observed
and criticised the use of two systems of national account-
ing (ESA 79 and ESA 95).

1.34. In its Annual Report on the financial year 1997
and its Special Report No 6/98 concerning the assess-
ment of the system of resources based on VAT and
GNP (29), the Court deplored the fact that two account-
ing systems were being used, arguing that a tool that
was efficient and available for use was not being used.
The Court observed that ESA 79 did not reflect the
Member States’ ability to contribute to the budget as
well as ESA 95. Finally, the Court emphasised that, since
ESA 95 was being used in other European Union policy
areas, there was a risk of confusion in the choice of sys-
tem of accounting standards.

1.35. In its Opinion 8/99 on a Council proposal for a
decision concerning the European Union’s system of
own resources (39), the Court noted the impact on own

(*%) Article 1(2) of Council Regulation (EC) No 2223/96 of
25 June 1996 on the European system of national and
regional accounts in the Community (O] L 310,
30.11.1996).

(*) Article 8(1) of Regulation (EC) No 2223/96.

(*®) Annual Report on the financial year 1997 (O] C 349,
17.11.1998).

Special Report No 6/98 concerning the Court’s assess-
ment of the system of resources based on VAT and GNP
(O] C 241, 31.7.1998).

Opinion No 8/99 on a Council proposal for a decision
concerning the European Union’s system of own resources
(O] C 310, 28.10.1999).

(*°) Paragraphs 3.17, 3.20 and 3.21 of Special Report
No 6/98.

(*°) Paragraph 9 of Opinion No 8/99.

resources of only using ESA 95 and replacing the con-
cept of GNP by that of gross national income (GNI). The
Court reminded the Council that the criteria for financ-
ing the Union must provide a better reflection of the
Member States’ ability to contribute to the budget.

The costs of the current dual system of accounting stan-
dards

1.36. As the Court has emphasised in previous obser-
vations (31), with the agreement of the Commission (32)
(which proposed using ESA 95 only in order to have a
more reliable and comparable indicator of the Member
States’ ability to contribute to the budget), the current
system is unsatisfactory.

1.37. Retaining ESA 79 means that the accounts, which
are currently established using ESA 95, are converted
by backwards extrapolation for the purposes of the own
resources only (33). This dual accounting represents an
extra cost, for both the Member States’ national statisti-
cal institutes and for the Commission’s internal control.

1.38. Moreover, the process of converting data from
ESA 95 to ESA 79 carries a potential risk of error. With
regard to assessment base estimates, the growth rates
calculated according to ESA 95 are applied, by approxi-
mation, to the assessment bases forecast according to
ESA 79.

1.39. Finally, by not using ESA 95 for calculating the
own resources, the Union is depriving itself of an indi-
cator of Member States’ ability to contribute to the bud-
get which is of a better quality than ESA 79.

(*") See paragraph 1.34.

(*?) The Commission’s replies to Special Report No 6/98,
paragraphs 3.17 to 3.22. The Commission’s replies to the
Annual Report on the financial year 1997, para-
graph 1.26.

(**) Commission Decision 97/178/EC, Euratom of 10 Febru-
ary 1997 on the definition of a methodology for a transi-
tion between the European System of National and
Regional Accounts in the Community (ESA 95) and the
European System of Integrated Economic Accounts (ESA
second edition) (O] L 75, 15.3.1997).
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Decision on own resources

1.40. At its meeting on 8 May 2000, the Council (Eco-
fin) adopted a joint position on a draft decision (*4) with
aview to using ESA 95 as the only reference for national
accounting and, consequently, for calculating the own
resources of the Community budget.

1.41. Once it is finally adopted, this decision will have
to be ratified by the Member States.

Conclusion

1.42. The Court notes that the recent proposals for
decisions take a similar approach to its previous obser-
vations. The draft decision ensures that only ESA 95
will be used in the context of national accounting (see
paragraph 1.40). Implementing this change will avoid
needless costs and make the system more satisfactory
(see paragraphs 1.37 to 1.39).

OBSERVATIONS ON THE
OUTWARD-PROCESSING ARRANGEMENT

1.43. The outward-processing relief arrangement is a
customs procedure (3°) with economic impact used as
an instrument of the Community commercial policy
for facilitating trade, whereby goods may be tempo-
rarily exported from the customs territory of the Com-
munity and the products manufactured from such goods
(compensating products) may be subsequently reim-
ported with full or partial relief from import duties.

1.44. Outward-processing trade represents a dimin-
ishing percentage (2,2 % in 1997) of all Community
imports, essentially because much of this trade is no
longer dutiable under preferential trade arrangements
with traditional outward-processing trading partners,
such as traders in countries in central and eastern
Europe. In most instances, traders use outward-
processing as a safeguard against difficulties in obtain-

(**) Council Decision concerning the European Community’s
system of own resources.

(**) Council Regulation (EEC) No 2913/92, Articles 146 to
160 (OJ L 302, 19.10.1992), and Commission Regulation
(EEC) No 2454/93, Articles 748 to 787 (O] L 252,
11.10.1993).

22/ 205

ing certificates of origin in the countries where outward-
processing takes place. In 1995, the Commission esti-
mated that duty relief under the outward-processing
procedure had reduced traditional own resources by
556 million euro.

1.45. Outward-processing trade is concentrated geo-
graphically and by sector (textiles, electrical goods and
electronics, aerospace, machinery, footwear, motor
vehicles, optical and photographic, and furniture). In
1997, one Member State (3%) accounted for 48 % and six
other Member States (¥) for a further 44 % of reimports
under the outward-processing procedure.

1.46. Inits Annual Report concerning the 1990 finan-
cial year, the Court came to an analogous conclusion to
that in paragraph 1.56. The Community regulations on
the outward-processing arrangements have not been
amended.

Economic conditions

1.47. Article 148(c) of the Customs Code states that an
‘authorisation shall be granted only where authorisa-
tion to use the outward-processing procedure is not
liable seriously to harm the essential interests of Com-
munity processors (economic conditions)’.

1.48. The Court’s enquiries, both in 1990 and 1999,
established that there are wide differences in the way in
which Member State authorities treat the basic require-
ment to examine economic conditions. Two Member
States (*%) had already by 1990 given up requiring their
officials to take into account the economic congitions
when considering an application. Three Member
States (3) consider an increase in value to be sufficient
as justification. Three other Member States (+°) require
control without specifying any criteria. Four Member
States (*!) centralise applications for authorisations in
interministerial administrative procedures. In one Mem-
ber State (*2), the procedure for authorising outward-
processing involves officials at directorate-general level
with representatives from eight ministries and from the
private sector.

(*%) Germany.

(*’) Belgium, Luxembourg, France, Italy, the Netherlands and
the United Kingdom.

(*®) The Netherlands and the United Kingdom.

(*°) Germany, Finland, Austria.

(*°) Spain, France, Portugal.

(*") Belgium, Greece, Ireland, Portugal.

(

)
) Ttaly.
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1.49. During the audit, the Court did not come across
any cases where a Community processor claimed that
his interests had been seriously damaged because of an
authorisation for outward-processing. Neither has the
Court found any cases where an application was refused.

1.50. In September 1998, delegates from national cus-
toms administrations concluded, in a Matthaeus semi-
nar organised by the Commission, that prior examina-
tion of economic conditions was no longer justified for
outward-processing.

Authorisation procedure

1.51. Two Member States (*3) accounting for more than
half of reimports under outward-processing arrange-
ments have simplified their authorisation procedures to
a minimum by issuing authorisations on an ‘ongoing’
basis for unlimited quantities and unlimited periods.
Another Member State (*4) applies an authorisation pro-
cedure that has the same effect. These procedures have
been in place for many years.

Calculation of the customs-duty relief

1.52. In 1991, the Court concluded that the method
used for calculating the duty should be simplified, as the
differential method applied at that time was the main
source of errors. In January 1998, during a Commission
evaluation of the Court’s 1991 report, the question of
changing the method of calculation was raised again. To
date no changes have been made to the calculation
method. The differential method could be replaced by
a calculation method based on the value added to com-
pensating goods.

Vulnerability of outward-processing relief to fraud and
irregularity

1.53. The Member States’ customs authorities do not
regard outward-processing as a customs procedure with
major or substantial risk of fraud. According to a Com-
mission report, this view is supported by extensive
experience in international trade. However, the Court’s
enquiry established that the system is error-prone. The
relief system presents some specific risks (e.g. the need
to know the precise quantity and value of every item of

(*) Germany, the Netherlands.
(**) United Kingdom.

Community material in the reimported comFensating
goods). Most errors were discovered as a result of post-
importation auditing of traders’ records.

1.54. The Commission’s Annual Report for 1998 (*%)
summarising the communications by the Member States
on their inspection activities in the field of traditional
own resources (Annex 7) contains detailed information
about the vulnerability of customs procedures to fraud
and irregularity. Outward-processing relief accounted
for 309 cases (1 220 411 euro) out of a total of 125 654
cases recorded (376 959 482 euro). In relative size, fraud
and irregularities committed under the outward-
processing procedure represented 0,3 %, the same as in
1997, but down from 1,76 % in 1996.

1.55. During the period 1996 to 1999, eight Member
States reported 70 cases of irregularity concerning the
outward-processing regime, representing a total amount
of 5646 109 euro. The Court analysed these cases to
obtain an appreciation of the precise nature of the
irregularities. It reached the conclusion that most of
them concern the differential method for calculating
duty, mentioned in paragraph 1.52. In addition, many
irregularities concern the export of textile products that
do not originate in the Community or the incorpora-
tion of this type of product into processed products.

Conclusion

1.56. The Court supports the Commission’s propos-
als to modernise the customs procedures with eco-
nomic impact. Specifically for outward-processing, the
Court considers that:

— generally speaking, economic conditions need no
onger be considered (see paragraphs 1.47 to 1.50),

— authorisations should not be granted in cases where
the compensating products can benefit from pref-
erential treatment (see paragraph 1.44),

— the prior authorisation procedure should be cur-
tailed to an absolute minimum, so that the autho-
risation for relief is issued at the reimportation stage
(see paragraph 1.51),

— the calculation procedure should be simplified (see
paragraph 1.52).

(**) COM(2000) 107 final, 29 February 2000.
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COMPARISON OF DATA FOR THE PURPOSES
OF FIGHTING FRAUD

VAT fraud and risk analysis

1.57. VAT fraud (*6) consists either of underreported
sales or overstated production costs (intermediate costs)
or, even, a combination of the two. The choice of the
one or the other type depends on the sector of the
economy in which the taxable person is operating and
on the opportunities it offers.

1.58. Non-registered traders (the underground
economy) are a special case of all-out fraud, since their
activities are not declared to the tax authorities.

1.59. In the VAT field, some elements cause a height-
ened risk of fraud:

(a) the large number of economic operators;

(b) the complexity of the rules and the existence of spe-
cial arrangements;

(c) the exchange of goods and services, net of tax,
between taxable persons established in different
Member States;

(d) the differing rates of VAT from one Member State
to another;

(e) the speed with which fraud mechanisms work;

(f) the fragmentation of the single market into 15 sepa-
rate administrative areas and insufficient coopera-
tion between the Member States;

(@) the limited resources available for controls.

(*%) VAT fraud is only one part of a more general loss of tax
revenue. The key financial matters of direct taxes and
social security contributions and, in particular, excise duty
are much more important than VAT alone. However, as
the constituent elements of these different assessment
bases are common to them all, the accounting ‘consis-
tency’ at the level of the taxable persons affects all these
taxes simultaneously.
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1.60. Analyses of the phenomenon of fraud, including
the one carried out by the Commission at the beginning
of the year 2000 (*’), have shown that VAT only appears
to be intrinsically ‘self-policing’, supposedly on the basis
of the conflicting interests of the taxable persons (*8): in
fact, numerous mechanisms have been discovered which
allow this principle to be got around.

1.61. Onaccount, in particular, of the limited resources
available to them, it is in the interest of the tax admin-
istrations of the Member States to target their controls
according to the risk of fraud associated with particular
operators. Controls can be targeted most advantageously
on the basis of an appropriate risk analysis which makes
use of both the information made available as a result
of controls and information from other sources.

1.62. One of the instruments used to identify sectors
at risk consists of comparing tax data (declarations by
taxable persons of various taxes) with statistical data
from different sources.

The use of statistics

1.63. In general, the procedures for comparing statisti-
cal data and tax data are limited to a comparison of the
added value entered in the VAT declarations with the
analogous aggregates estimated in the national account-
ing statistics.

1.64. A comparison of this kind has the disadvantage,
however, of highlighting only one type of fraud men-
tioned in paragrapl% 1.57, 1.e. reducing sales declared. As
the comparison is based on the adfed value, only the
production of goods and services is taken into account
and their use in the economic process is not considered.
A detailed analysis of fraud, however, would also involve
a close examination of the phenomenon of the over-
reporting of production costs by taxable persons. In
order to carry out such an examination, direct scrutiny
of the constituent elements of the added value and of
intermediate consumption is necessary.

(*) See, in particular, the report from the Commission to the
Council and to the European Parliament, third report on
the application of Article 14 of Regulation (EEC)
No 218/92 and fourth report under Article 12 of Regula-
tion (EEC, Euratom) No 1553/89, COM (2000) 28 final,
28.1.2000.

(*¥) Theoretically, it is in the interest of each taxable person to
ask for a receipt for his purchases, without which he can-
not claim for a deduction of the VAT paid upstream.
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The comparison of intermediate consumption

1.65. The Court obtained information on a methodol-
ogy developed by a Member State in order to compare
tax sources with statistical sources, both with regard to
the production of goods and their intended use in the
economic process.

1.66. The statistical data (+°) contain an estimate of all
trade between producers of goods and services, upstream
of their utilisation by the final users (households in the
majority of cases). This allows a direct estimate of the
intermediate consumption that is involved in the pro-
duction process.

1.67. Where data of the same type but derived from
tax declarations are available, any overreporting of inter-
mediate consumption declared can be revealed, broken
down by economic sector. One can also use this oppor-
tunity to identify the underreporting of sales.

1.68. At the same time, it is in the comparison of data
originating from different sources — from statistical
and tax sources — that the true difficulty to be resolved
lies. The underlying concepts need to be made homo-
geneous.

1.69. At the Court’s initiative, this method was applied
in another country. This second experiment confirmed
the validity of the methodological approach and proved
convincing at the practical level even where amend-
ments proved necessary because of the special features
of the data available.

The results obtained

1.70. The audits showed that, for the two countries
concerned, the production costs declared to the tax

(*%) This concerns in particular the input-output framework.
It describes in detail production activities and operations
on products, putting resources and uses together under
one heading. For a more detailed description see the defi-
nitions in ESA 95, in particular chapter 9 (O] L 310,
30.11.1996, pp. 264 to 286).

authorities were greater than those derived from the
national accounting statistics. Appreciable discrepan-
cies were discovered (9). This revealed the existence of
a special type of fraud which attempts to reduce the
VAT assessment basis by unduly increasing input costs.

1.71. As pointed out in paragraph 1.64, the use of
added value alone undermines the comparisons, as any
problems with the estimates upstream of these data
(turnover and intermediate costs) are not taken into
account.

Conclusion

1.72. Theapplication of the methodology used in these
two Member States should be extended to the other
countries, provided the necessary amendments and
improvements are made. Subject to cooperation between
the tax authorities and statistical offices, an exercise of
this kind can be carried out on the basis of existing data
and, consequently, with no extra administrative burden
for the taxable persons (see paragraph 1.69).

1.73. Improved knowledge of the situation which this
would engender, in respect of the underreporting of
sales and the overreporting of intermediate costs, by
economic sector, might well lead to improvements to
the risk analysis procedure and provide the correctives
to the controls needed in order to improve their effec-
tiveness (see paragraph 1.70). This would also answer
the concerns expressed by the Commission in respect
of the serious deficiencies affecting control strategies at
national level (°1). It is for the Commission and the
Member States, in the light of their various responsibili-
ties concerning the evaluation of national VAT systems
and of controls in respect of the production of statistics,
to take the appropriate initiatives.

(*°) The differences vary from 10 to 20 %. The finding refers
to a comparison carried out at the aggregated macro-
economic level, for the private sector (apart from the
financial sector and agriculture).

(*") Report by the Commission to the Council and to the
European Parliament, established in application of
Article 14 of Regulation (EEC) No 218/92 and Article 12
of Regulation (EEC, Euratom) No 1553/89, COM(2000)
28 final, 28 January 2000.
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COMMISSION’S REPLIES
INTRODUCTION 1.14. The Commission is aware of the difficulties connected

1.2. The Commission is very interested in any initiative
concerned with combating VAT fraud and it is particularly
keen on the actions listed in its reply to paragraphs 1.57 to
1.62. It should be borne in mind, however, that under Regu-
lation (EEC, Euratom) No 1553/89, a Member State’s VAT
base is calculated solely from the revenue collected by that
Member State.

IMPLEMENTATION OF THE BUDGET

1.5.  Experience shows that it is particularly difficult to make
forecasts fgr Title 9 (Miscellaneous revenue), as this is the sum
of small amounts handled by a large number of authorising
officers. For the same reason, the Commission believes that
more detailed remarks would not necessarily improve the
information already available.

SPECIFIC APPRAISAL IN THE CONTEXT OF
THE STATEMENT OF ASSURANCE

Traditional own resources

Audit findings

1.11.  The Commission acts on all cases where own resources
are made available late. Whenever the Commission’s own
inspections or the Court’s audits find that a payment has been
made late, a request for default interest is sent to the Member
State as quickly as possible.

1.12. The Commission can confirm that the separate
accounts contain errors which may either be one-off or struc-
tural in nature. For the past gour years the separate account
has been one of the main subjects of the inspections carried
out in all the Member States and this line will continue in the
future. Whenever an anomaly is detected, the Commission
takes the necessary action against the Member State, includ-
ing infringement proceedings where necessary.

26/ 205

with the centralisation of data in the separate account in some
Member States. The Commission would stress that this cen-
tralisation is based on a large number of accounting ledgers
kept at local level (customs offices) which are not computer-
ised in all the Member States. The Commission regularly
checks the entries in the separate account during its inspec-
tions, and corrections are made whenever anomalies are found.

1.15.  As regards the harmonisation of the rules applying to
the separate account, the aim of the Commission’s inspections
is to check that the account is kept in accordance with Com-
munity legislation. Anomalies found are followed up by appro-
priate action to secure the necessary accounting adjustments
and, where appropriate, changes in the nationaigrules to bring
them into line with Community law. For example, infringe-
ment proceedings are being prepared against Germany which
is refusing to accede to the Commission’s requests. A review
by Commission staff of 282 recent requests by Germany to
write sz amounts also revealed that 56 % o_f{he cases were
entered in the accounts incorrectly.

1.16. Although it considers that making a 100 % provi-
sion is an acceptable solution given the information available,
the Commission will, when preparing the 2000 accounts,
aﬁply a method for calculating the balance sheet provision for
the amounts of own resources entered in the separate accounts
which takes account of the recovery figures in past years.

Result of the audit

1.17.  The Commission will take the necessary action on the
anomalies detected by the Court of Auditors in a customs
office once it has finished analysing the matter.

VAT/GNP own resources

Audit findings

1.21. It is true that some Member States supplied their
annual GNP data after the deadline and this reduced the time
available for checking. This meant that the GNP figures could
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not be supplied to the GNP Committee and to DG Budget
earlier. Eurostat has taken steps to ensure that such delays do
not recur. However, these delays in no way affected the quality
of the checks performed on the data.

The Commission’s scrutiny is not limited to just the annual
GNP questionnaire but also covers the verification of the
inventories and the results of control missions. The need for
improved documentation is acknowledged in the Commis-
sion’s reply to Special Report No 17/2000.

FOLLOW-UP OF PREVIOUS OBSERVATIONS

Traditional own resources

Follow-up at financial management level

1.24. The cases of fraud and irregularities in the mutual
assistance framework mentioned in the Court’s 1994 annual
reﬁort which are still outstanding involve complex matters in
which recovery action will be initiated where appropriate as
S(ion as the administrative and judicial proceedings are com-
plete.

The difference between the amounts of arrears interest
demanded and the amounts actually paid is mainly accounted
for by the fact that the Netherlands, which owed NLG
5323 395,06, has declined responsibility. After sending a
letter of formal notice in 1998 the Commission issued a rea-
soned opinion on 2 February 2000. As the Netherlands reply
confirms its refusal to pay, the Commission is now considzr—
ing court action.

1.25. The Commission confirms that where there is no
request by the exporter for goods to be released for free circula-
tion, Community law does not allow the administration to
recover the customs duties simply because an ATR certificate
was wrongly issued. The only step that could be taken was
therefore to invalidate the certificates so that the import duties
could then be collected by Turkey. The Commission therefore
maintains that there was no loss of traditional own resources.

The request that the Commission sent to the Member States
on 18 March 1997 following the Court’s report to check the

validity of certificates issued was restricted to the period after
March 1994 because of the three-year limitation which applies
both in the Community and in Turkey.

Follow-up at Community regulations level

1.30. The improvement of the provisions relating to time-
barring are still being discussed (codecision procedure). As
regards the guarantee to be demanded in a post-clearance
recovery procedure when the goods have already been placed
on the market, the matter can be considered resolved in prac-
tice for operators who provide a standing guarantee for all
their debts under the deferred payment procedure. The Mem-
ber States were not in favour of a general requirement that
operators subject to post-clearance recovery should provide a
guarantee.

1.31. To remedy the problems detected, the Commission is
acting via the reform of legislative provisions and by the
establishment of the new computerised transit system, which
will allow effective monitoring of guarantees by computerised
management.

VAT/GNP own resources

Introduction

The costs of the current dual system of accounting standards

1.32 to 1.39. Article 8(1) of Regulation (EC)
No 2223/96 on the European system of national and regional
accounts in the Community (ESA95) does indeed prescribe
the use of the second edition ESA (ESA79) for the purposes
of the budget and Community own resources as long as Deci-
sion 94/728/EC, Euratom own resources is in force.

The Commission notes the Court’s remark that this is not a
satisfactory solution, firstly because ESA95 is a better indica-
tor of the Member States ability to contribute to the budget
and secondly because it means that two accounting systems
are being used simultaneously (ESA95 and ESA79).

The Commission agrees entirely with the Court and fully sup-
ports its position; it did, indeed, in a declaration in the Coun-
cil minutes, specifically state in connection with Article 8(1)
that it regretted that this provision would mean continuing to
base the measurement of GNP for budgetary and own resources
purposes on the national accounts deriving from application
of the ESA second edition for as long as Decision 94/728
EC, Euratom on the own resources system remained in force,
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whereas application of ESA95 would be more exhaustive and
reliable.

OBSERVATIONS ON THE OUTWARD
PROCESSING ARRANGEMENT

1.46. In 1998 the Commission presented a proposal for
amending the Customs Code. The codecision procedure on this
proposal is still in progress.

Economic conditions

1.47 to 1.50. No instance of a request for authorisation
being rejected on the grounds of economic conditions has been
reported to the Commission in recent years, which would con-
firm the findings of the Court’s audit (see paragraph 1.49).
The very wording of Article 148(c) of the Cod§ sﬁows, and
administrative practice confirms, that Community interests
are protected by a safeguard clause.

This safeguard clause approach, a conclusion confirmed at a
Matthaeus seminar, was incorporated in the draft reform of
the Code’s implementing provisions relating to customs pro-
cedures with economic impact. It can therefore be said that
substantial harmonisation of the Member States practices is
coming about.

Authorisation procedure

1.51. In 1996 the Commission carried out on-the-spot
checks in Germany, Italy, the Netherlands and the United
Kingdom which covered the outward processing arrangement.
These checks brought to light a number of minor anomalies,
concerning the rul%s in particular.

The draft reform of customs procedures with economic impact
provides for a maximum period of validity for authorisations
of three years. The possibilities for operators to use the out-
ward processing arrangement without prior authorisation will
be much more extensive.
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Calculation of the customs duty relief

Vulnerability of outward processing relief to fraud and irregu-
larity

1.52 to 1.55. The partial exemption available under the
outward processing arrangement is calculated by the differen-
tial method. At present the only exception that the Code allows
to the differential method is for repair work where partial
exemption is determined by taking into account the value
addezf in the third country.

The draft reform of customs procedures with economic impact
providing for the introduction of calculating du? on the basis
of the value added will {wst require the approval by the Coun-
cil and Parliament of the Commission’s 1998 proposal for the
amendment of the Customs Code, which is currently being
given a second reading under the codecision procedure.

The Commission is aware of the risks of error connected with
the outward processing arrangement. However, as the budget-
ary implications are not very significant, the Commission, on
the basis og a risk analysis, has targeted its inspections at
areas which are much more sensitive j%om the point of view of
the Community budget, but without completely forgetting the
arrangement, which was one of the inspection topics for four
on-the-spot inspections in 1996.

The risks of fraud and irregularities found to be inherent in
the outward processing arrangement concern the differential
method because of the complexity of the calculations. Calcu-
lating duty on the basis of value added should simplify the
arrangement. The number of irregularities involving textiles
under the outward processing arrangement, albeit tiny in rela-
tion to the total number of irregularities detected, is accounted
for (l%v the fact that the arrangement is mainly used for these
products.

Conclusion

1.56. The Commission would point out that:

— the economic conditions are examined on the basis of the
safeguard clause approach,

— as the uncertainties of the preferential arrangements for
operators are well known, there would appear to be good
reasons why they should seek a fall-back solution by ask-
ing for the outward processing arrangement,

— the reform of the Customs Code will reduce the use of the
prior authorisation procedure,
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— the reform will simplify the method of calculation.

COMPARISON OF DATA FOR THE PURPOSES
OF FIGHTING FRAUD

VAT fraud and risk analysis

1.57 to 1.62. The Commission recently raised the issue of
VAT fraud in its report based on Article 14 of Regulation
(EEC) No 218/92 and on Article 12 of Regulation (EEC,
Euratom) No 1553/89 (). This report, together with the
work done by the Council’s ad hoc tax fraud group, clearly
shows that the maintenance of the transitional VAT system
must be accompanied by tighter controls and administrative
cooperation. The Commission has therefore announced that
its priority will be to propose a strengthening of existing
Community legal instruments on administrative cooperation
and mutual assistance (2).

The report also recommends that Member States develop risk-
analysis systems so that they can use the limited resources of
the tax authorities to better effect. In its own area of compe-
tence the Commission supports any initiative taken by the
Member States in this field, one means being financing under
the Fiscalis programme for exchanges of oficials and semi-

nars on risk analysis.

The Commission would point out that the most serious form
o{ VAT fraud concerns criminal organisations which exploit
the weaknesses of the transitional VAT system for intra-
Community transactions by means of a structured series of
cross-border criminal operations within the European Com-
munity on which the VAT due is not paid or for which VAT
credit balances are wrongly created.

1.59. The Commission believes that the elements cited by
the Court do indeed increase the risk of fraud. It also believes

(') COM(2000) 28 final of 28 January 2000.

() Communication from the Commission to the Council
and the European Parliament: A strategy to improve the
operation of the VAT system within the context of the
internal market. COM(2000)348 final of 7 June 2000.

that another such element is the absence of a clear legal basis
for international coordination of VAT investigations by
OLAF/Commission.

The use of statistics
The comparison of intermediate consumption

1.63t01.69. Risk analysisis a systematic decision-making
process based on the following elements: first collection and
structured analysis of information, second structured identi-
fication of risks, and third structured analysis of identified
risks. The aim is to target controls on imgvidual operators
presenting the highest risk. In the field of VAT it is based
essentialg on microeconomic data.

The Commission is not in a position to judge the merits of the
method presented by the Court. It wouldjg however, be very
wary about applying this method as an additional instrument
for refining risk analysis on VAT as the studies conducted to
date have not produced definitive results.

Conclusion

1.72 and 1.73. The Commission is prepared to consider
the merits of the method presented in the Court of Auditors’
report. Its plan is, in collaboration with the two Member
States in question, to discuss the matter with the representa-
tives of al?the Member States in the Advisory Committee on
Own Resources, the body responsible in this area. If it were to
be found that the trials conducted in these two Member States
could be reproduced and provide a method that was of use to
other national authorities, the Commission would have no
hesitation in encouraging these authorities to add it to the
other instruments referred to in the reply to paragraphs 1.57
to 1.62.
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CHAPTER 2 (*)

The common agricultural policy

2.0. CONTENTS Paragraph
Introduction 2.1-2.4
Implementation of the budget 2.5-2.24
Initial budget 2.5
Final appropriations 2.6
Amount of expenditure 2.7
Provisional appropriations 2.8
Calls on the monetary reserve 2.9
Entering of revenue in the expenditure budget 2.10-2.13
Reductions in advance payments 2.14-2.15
Carry-overs from the preceding financial year: the supply of food aid
to Russia 2.16-2.18
Management of the budget 2.19-2.22
Computer systems 2.23
Conclusion 2.24
Specific appraisal in the context of the Statement of Assurance 2.25-2.41
Introduction 2.25
Legality and regularity of the underlying transactions 2.26-2.40
Substantive errors 2.26-2.27
Systematic errors 2.28-2.31
Formal errors 2.32-2.35
The regulations 2.36-2.40
Conclusion 2.41
Clearance of accounts 2.42-2.76
Introduction 2.42
Clearance of accounts under the system prevailing until 1996 2.43-2.60
Clearance of accounts 1995 2.43-2.59
Conclusion 2.60
Clearance of accounts under the post-1995 procedure 2.61-2.76
Clearance of accounts 1998 (financial) 2.62-2.63
Clearance of accounts 1999 (financial) 2.64-2.67
Conformity decisions 2.68-2.73
Conclusion 2.74-2.76

(*) The Commission’s replies are on page 56.
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Follow-up to previous observations 2.77-2.129
Introduction 2.77-2.78
Wine 2.79-2.100
Background 2.79-2.83
Controlling the volume of wine placed on the market 2.84
Distillation and price levels 2.85-2.86
Grubbing-up 2.87-2.89
Reliability of information 2.90-2.91
Vineyard register 2.92-2.95
Specialised control body 2.96-2.98
Conclusion 2.99-2.100
Milk quotas 2.101-2.107
The quota system 2.101-2.104
Conclusion 2.105-2.107
Use of skimmed milk and skimmed-milk powder as animal feed 2.108-2.112
Background 2.108
Measures taken by the Commission 2.109-2.110
Conclusion 2.111-2.112
Dairy products imported at preferential rates 2.113-2.129
Background 2.113-2.121
Action by the UK authorities 2.122-2.123
Action in the Netherlands 2.124-2.125
Action by the Commission 2.126
Collection of underpaid duties 2,127
Conclusion 2.128-2.129
INTRODUCTION 2.3, This chapter consists of four parts:

2.1. This chapter concerns the expenditure of the Guar-
antee Section of the European Agricultural Guidance
and Guarantee Fund (EAGGF-Guarantee) and the expen-
diture charged to chapter B2-51 (other operations in the
agricultura% sector).

2.2.  Almost all of this expenditure is handled by pay-
ing agencies in the Member States. Every month the
Commission advances an amount based on the pay-
ments declared in the previous month. The payments
are booked monthly to the expenditure accounts, but
subject to any corrections that may be necessary when
the accounts are cleared at the end of the financial year.

(a) the implementation of the budget for the financial
year 1999;

(b) the specific appraisal of the field of agriculture in
the context of the Statement of Assurance for the
financial year 1999;

(c) the clearance of the accounts;

(d) the follow-up to some special reports.

2.4.  The Court has also published other observations,
in the form of special reports and opinions, on the
common agricultural policy. A list of these publications
is included in an annex.
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IMPLEMENTATION OF THE BUDGET

Initial budget

2.5. For the financial year 1999 the initial appropria-
tions under subsection B1 of the budget for the Euro-
pean Agricultural Guidance and Guarantee Fund —
Guarantee Section (EAGGF-Guarantee) amounted to
40 940 million euro (including 205 million euro of pro-
visional appropriations and the monetary reserve (1) of
500 million euro) (see Table 2.1), i.e. 50,5 % of total
operating appropriations for payment from the budget.
These appropriations were equivalent to 90,6 % of the
ceiling provided in the financial perspective (45 188 mil-
lion euro), i.e. in the agricultural guideline.

Final appropriations

2.6. During the financial year these initial appropria-
tions were amended by two supplementary and amend-
ing budgets (SABs) (2). These amendments led to a reduc-
tion of 402 million euro (0,9 %). The final appro-
priations therefore amounted to 40 038 million euro
(excluding the monetary reserve) (see Table 2.1). Total
movements — i.e. the sum of the transfers (see para-
graphs 2.20 and 2.21) and the SABs — came to
4 142 million euro, i.e. 10,2 % of the initial appropria-
tions (as against 5,2 % in 1998, see the AnnuaFReport
for 1998, paragraph 2.4).

Amount of expenditure

2.7. Expenditure amounted to 39 541 million euro
(+ 2 % in comparison with 1998), i.e. 98 % of the appro-
priations available (see Table 2.1) and 87 % of the agri-
cultural guideline. Plant products accounted for 67,6 %
of the expenditure, animal products 23,9 %, ancillary
expenditure 1,9 % and accompanying measures 6,6 %.
Broken down by type, expenditure was mainly divided
between direct aid (74,09 %), refunds (14,09 %), struc-
tural measures (6,94 %) and intervention measures
(3,6 %). Structural measures and, to a lesser extent,
refunds showed an upward trend, while direct aid and
intervention measures fell slightly (see Graph 2.1).

(") The monetary reserve is intended to cover (in respect of
amounts above 200 million euro) unfavourable changes
in the dollar/euro parity used for budget estimates. Con-
versely, any savings above 200 million euro due to a
favourable change in this parity are to be transferred to
the monetary reserve.

(*) SAB No 4/99 (O] L 339, 30.12.1999) and SAB No 5/99
(OJ L 88,10.4.2000).
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Provisional appropriations

2.8. The provisional appropriations initially earmarked
for the EAGGF-Guarantee (205 million euro) were not
used in accordance with their primary objective; they
were allocated in SABs No 4/99 and No 5/99 to budget
headings outside subsection B1 (to finance aid for the
CEECs and for Kosovo). This is why some budget head-
ings, for lack of these provisional appropriations, sub-
sequently had to be increased (3) by transfers amount-
ing to 169 million euro.

Calls on the monetary reserve

2.9. Inview of the unfavourable change in dollar/euro
parities (4), 219 million euro of additional expenditure
was entered in the accounts. As stipulated in Article 12(1)
of Council Decision 94/729/EC on budgetary discipline,
the monetary reserve was not used, as the appropria-
tions available under the headings concerned were suf-
ficient to cover the expenditure. Nevertheless, strict
application of the budgetar principle of specifica-
tion (°) should have prevented the appropriations avail-
able being used for currency adjustments.

Entering of revenue in the expenditure budget

2.10. According to the principle of universality (¢), rev-
enue may not be assigned to particular items of expen-
diture and no offsetting adjustments may be made
between revenue and expenditure. Nevertheless, nega-
tive amounts totalling 3 057,7 million euro (as against
2 498 in 1998, see the Annual Report for 1998, para-
graph 2.11) still appear in the EAGGF-Guarantee
accounts (7). The overall total for items showing nega-
tive balances was 1 473,1 million euro, whereas the bud-
et was based on estimated revenue of only 647 mil-
ion euro (+ 127 %).

() B1-300: 13,7 million euro; B1-3 01 0: 12,2 million
euro; B1-3 0 1 2: 28,3 million euro; B1-3 0 1 4: 0,9 mil-
lion euro; B1-3 6 0 1: 10 million euro; B1-501 1: 104
million euro.

(" The budget was drawn up on the basis of a parity of 1
euro = 1,09 US dollar, whereas the average quotation over
the reference period (1.8.1998 to 31.7.1999) was 1 euro
= 1,11 US dollar. The chapters affected by the variations
in the US dollar/euro parity are arable crops (120 million
euro), sugar (21 million euro), fibre plants (62 million
euro), refunds on certain goods obtained by processing
agricultural products (12 million euro) and the POSEI
programmes (4 million euro).

See Article 4 of the Financial Regulation.

See Articles 4 and 27 of the Financial Regulation.

Twenty-seven budget items (almost 14 % of the items)

include negative expenditure.

—_——
S W
—_——
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Table 2.1 — EAGGF-Guarantee 1999
(Mio EUR)
Financial perspective headings: 1. Subsection B1: EAGGF-Guarantee
Total head- Of which:
ing B1-1 B1-2 BI-3 B1-5 B1-6
CAJPA CAJPA CAJPA CAJPA CAJPA CAJPA

Financial perspective ceiling 45188
Development of the budget
Initial appropriations (*) 40940 27022 9706 1095 2617 500
Final appropriations available (%) 40 538 26979 9606 856 2597 500
Difference between initial and final appropriations -402 —-43 -100 -239 -20 0
% (final-initial/initial) -1 0 -1 -22 -1 0
Implementation of the budget
Appropriations used () 39 541 26739 9 440 773 2588 0
% of the final appropriations available 98 99 98 90 100 0
Appropriations carried over to 2000 33 0 0 33 0 0
% of the final appropriations available 0 0 0 4 0 0
Appropriations cancelled 964 240 166 50 9 500
% of final appropriations available 2 1 2 6 0 100

(") Including the provisional appropriations (B0-4 0) and the monetary reserve of EUR 500 million.
(*) Including the monetary reserve of EUR 500 million.
() In commitments.

Source: 1999 revenue and expenditure account.

Graph 2.1 — Change in EAGGF expenditure, broken down by nature of expenditure (1988-1999)

Mio EUR

50 000 — — O =~ Agricultural guideline

40 000 —@— Totl

——&—— Intervention — direct

30000 payments (1)

—P4— Exportrefunds

20 000

——  Structural measures A
10 000

——¢—— Intervention — storage —

withdrawals (3)

0

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999

(") Intervention — direct payments: price compensatory aid plus withdrawals for arable crops.
(3) Structural measures: guidance premium plus accompanying measures.
(%) Intervention — storage — withdrawals: private storage plus public storage plus withdrawals excluding withdrawals for arable crops and minus milk levies received.

The other measures (Food aid) and other expenditure excluding accompanying measures are not included in the above chart. Because of the scale chosen, changes
would not show.

Source: Commission accounts.
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2.11. Of this 1 473,1 million euro, the balance from
previous financial years accounted for 606 million euro
(41,2 %) and the additional levies due on account of
milk quota overruns came to 497 million euro (33,7 %).
However, no estimate of revenue had been entered in
the budget in respect of the latter item. It should be
noted that, from the point of view of the principle of
annuality, more than 40 % of these levies should have
been entered in the accounts in 1998.

2.12. Revenue also came from profits which were made
on the sale of stocks of agricultural products, mainly
because of excessive depreciation (corresponding to the
difference between the buying price and the estimated
price on disposal). Revenue in respect of five categories
of stocks had been estimated at 143 million euro. How-
ever, the actual return amounted to 286 million euro (8),
i.e. double that amount.

2.13. Finally,almost 83 million euro of the 1 473,1 mil-
lion euro concerned 19 budget items against which the
total revenue estimates entered amounted to only 6 mil-
lion euro.

Reductions in advance payments

2.14. One of the main features of the financial year
1999 is the scale of the reductions in advance payments
imposed on various Member States, due, on the one
hand, to shortcomings in the application of the inte-
grated system and in the implementation of controls
(Greece: 108 million euro; Portugal 5 million euro), and,
on the other hand, to the absence of the additional levy
payments on milk quota overruns (Greece 2 million-
euro; Spain: 5,5 million euro; Italy 104,7 million euro
for the 1998/1999 campaign and 224,9 million euro
for the 1997/1998 campaign, and the United Kingdom
0,5 million euro).

2.15. Italy’s late submission of its data on the addi-
tional levy payable on milk quota overruns for 1999
resulted in 134 million euro being booked to the finan-
cial year 2000. As the amount relates to the financial
year 1999, its inclusion in the 2000 budget accounts
breaches the rule of annuality. Similarly, 224 million
euro relating to the financial year 1998 was received
and accounted for in the current financial year.

(®) Beef and veal: — 180,5 million euro (as against — 95); olive
oil - 63,9 million euro (as against —7); skimmed-milk
powder - 27,7 million euro (as against —30); rice
— 11,4 million euro (as against — 6); butter and cream
— 3 million euro (as against - 5).
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Carry-overs from the preceding financial year: the sup-
ply of food aid to Russia

2.16. In order to supply food aid to Russia, 400 mil-
lion euro in unused appropriations was transferred to
the ‘Food programmes’ chapter of the 1998 budget by
means of an SAB adopted in December 1998. Given the
impossibility of implementing such a programme at the
time (see the Annual Report for 1998, paragraph 2.16),
these appropriations were the subject of a request for a
non-automatic carry-over to the financial year 1999. In
view of the time this procedure requires and the urgency
of implementing the programme, the Commission
immediately transferred 8 million euro (%) from the
‘School milk’ item to the ‘Food aid for Russia’ item. Of
the 400 million euro, 336 million euro was spent and
the balance was allowed to lapse. In the end it would
have been more appropriate to include the appropria-
tions directly in the 1999 budget by means of an amend-
ing letter.

2.17. The foodstuffs supplied came from European
Union stocks and this, according to the Commission’s
estimates (19), was supposed to contribute to a reduc-
tion in storage costs and the cost of refunds for pig-
meat. In reality, storage costs did not decline overall and
the appropriations for export refunds for pigmeat had
to be increased by an additional 61 million euro (+ 29 %).
The Commission should determine the reasons for these
increases. A possible explanation could be the delays
and the reduction in deliveries to Russia, which left
more stocks in storage. Even though the foodstuffs were
not delivered until after 15 October 1999, 80,5 million
euro was charged to the financial year as food aid
expenditure. This expenditure ought to have been
booked under depreciation of stocks, as, by the end of
Lhe financial year, these foodstuffs were still in the ware-
ouse.

2.18. As the Court observed in 1991 and 1992 (1),
food aid for Russia, by its very nature, falls under ‘Exter-
nal actions’ rather than ‘Agricultural expenditure’. There
is no justification for financing this programme through
EAGGF-Guarantee, especially as this type of aid to a
third country is traditionally charged to Title B 7.2,
‘Humanitarian and food aid".

() Transfer 9901.

(") See the Commission ‘fiche financiére’ for the Regulation
on food aid to Russia.

(") Annual Report concerning the financial year 1991, para-
graphs 2.47 etseq. (OJ C 330, 15.12.1992), Annual Report
concerning the financial year 1992, paragraphs 2.108 and
2.109 (O] C 309,16.11.1993).
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Management of the budget

2.19. The Court reviewed the information presented in
the revenue and expenditure account relating to the
management of the budget for the financial year and, in
Earticular, the explanations concerning the differences

etween the budget initially approved and the appro-
priations used.

2.20. The Commission justifies numerous transfers (see
paragraph 2.6) on the grounds that it was obliged to
increase budget headings relating to refunds because of
the low leve[gof world prices. In addition, the number
of transfers is influenced by the variable quality of the
Member States” estimates. The estimates could be
improved by imposing stricter deadlines on the Mem-
ber States for the submission of the estimates and by
setting up a more rigorous system to monitor estimates.
With regard to direct aid, it should be possible to demand
earlier notification of the payment forecasts. Some trans-
fers were made in order to cover additional expenditure
caused by delays, either in payments or in implementa-
tion, in respect of the programmes involving
co-financing by the Member States (12). The Commis-
sion should monitor the delays which have arisen in
preceding years more closely in order to be able to make
the necessary adjustments to the appropriations for the
current year (3).

2.21. Inanumber of cases (involving a total of 41,6 mil-
lion euro (1), withdrawals made from some budgetary
items had to be offset by means of subsequent replen-

(') With regard to rural development, Regulation (EC)
No 1750/1999 stipulates that the estimates for the follow-
ing financial year must be forwarded and must be within
the set budget and provides for penalties in cases where
the estimates are not adhered to.

(") For example transfers totalling 18 million euro in favour
of ‘olive oil consumption aid’ account for 43,9 % of initial
appropriations. These could have been avoided if the
Commission had taken into account delays in payment
which occurred during the preceding year. The justifica-
tion for the transfer merely mentions an increase in the
quantities subsidised, without referring to these delays.

(" In particular, in respect of budget Items B1-1 0 0 1,

12,1013,101410551062,1511,

4,2050,2123,30143100,3210,

10
185
3600and 360 1.

ishments. They can be seen to be transfers made purely
for reasons of convenience (1°). Other withdrawals also
indicate that amendments to the regulations or to cer-
tain factors which affected the previous year were not
taken into account. The Commission should have made
provision for the payments to be limited for 1999 in the
case of permanent abandonment premiums in respect
of areas under vines and premiums for tobacco (where
there were withdrawals totalling 69 million euro (16).
The Commission should endeavour to tighten up the
management of transfers.

2.22. Some stocks of agricultural products are subject
to further depreciation at the year end. As in 1998, and
for similar reasons (7), the depreciation was overvalued
(80 million euro, see paragraph 8.9). Overvaluation is
contrary to the fundamental principles of budget man-
agement, because the excess depreciation from one
financial year increases the availability of appropria-
tions in the year in which the stocks are sold (see para-
graph 2.12). The Commission should therefore review
its depreciation procedures.

Computer systems

2.23. In the Annual Reports for the financial years
1997 and 1998 (*8), the Court criticised the computer
system used for the management of agricultural expen-

iture (AGREX) and recommended the installation of a
new system. The Commission has made no appreciable
progress on this matter (see also paragraphs 8.41 to
8.56).

Conclusion

2.24. Expenditure under subsection B1 amounted to
39 541 million euro, i.e. 98 % of the final appropria-
tions (excluding the monetary reserve) (see para-
graph 2.7). The transfers, which, together with the SABs,
amounted to 4 141 million euro (i.e. more than 10 % of

(*) Transfers 9902, 9917 and 9918 (Item B1-1 0 0 1): com-
parison of the transfers shows the lack of logic in the
steps taken. The same is true of transfers 9913 and 9917
(Item B1-1 51 1) where the withdrawal carried out by
transfer 9913 had to be compensated for with an increase
by means of transfer 9917. Likewise, transfer 9919 to Item
B1-2050.

(*%) Transfer 9914 (withdrawal of 7 million euro from
B1-1 6 4 0) and transfer 9915 (withdrawal of 62 million
euro from B1-1 71 0).

(") See Annual Report concerning the financial year 1998,
paragraph 2.39(a).

(**) Annual Report for 1997, paragraphs 2.24 and 2.25, and
Annual Report for 1998, paragraphs 2.33 and 2.34.
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the initial appropriations) (see paragraph 2.6), have
enabled a high rate of utilisation of most of the budget
headings and reflect the variations in the quality of the
estimates both of revenue (see paragraphs 2.10 to 2.13)
and of expenditure (see paragraphs 2.20 and 2.21). The
Commission, in cooperation with the Member States,
should make an effort to improve the quality of these
estimates. Finally, the practice of entering negative expen-
diture must be reviewed, in the context of the revision
of the Financial Regulation in particular (see para-
graph 2.10).

SPECIFIC APPRAISAL IN THE CONTEXT OF
THE STATEMENT OF ASSURANCE

Introduction

2.25. The payments relating to the appropriations for
1999 under subsection B1 of the budget (39 541 mil-
lion euro, see Table 2.1) were the subject of a sample-
based examination, in the context of the Statement of
Assurance, concerning the reliability of the accounts
and the legality and regularity of the underlying trans-
actions. Each transaction selected was examined at the
Faying agency, the local authority responsible and the
inal beneficiary. The observations concerning the sub-
stantive and formal errors found in the course of these
checks are presented in paragraphs 2.26 et seq. Obser-
vations on the reliability of the accounts, on the other
hand, can be found in paragraphs 8.1 to 8.19.

Legality and regularity of the underlying transactions

Substantive errors

2.26. Substantive errors are those errors which affect
the value of the transaction selected. The error rate is
high and their impact on overall expenditure is still con-
si§erable. However, more than two thirds of these errors
occurred at final beneficiary level and the majority of
them involved often minor overdeclarations of either
surface area, in respect of plant products or accompany-
ing measures (Germany, Denmark, Spain, France, Italy,
Portugal, the United Kingdom), or of the number of
head of livestock for animal premiums (Ireland, Portu-
gal, the United Kingdom). Some of the errors involve
undue payments for storage costs (ineligible expendi-
ture, Finland) and the special beef premium (insufficient
proof of slaughter, Germany).
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2.27. With regard to the errors at the level of local
management, in Greece some regional Unions of Coop-
eratives (1°) made deductions from the amount of aid to
be paid, from per hectare aid and from aid for the pro-
duction of olive oil and for the production of tobacco (29).
At the central level, Community aid paid to the produc-
ers of olive oil, tobacco and cotton is also subject to a
deduction of 3 %, which provisions a compulsory insur-
ance fund (the ELGA). A deduction of 1 % is levied on
olive oil production aid and paid to the National Con-
federation of Olive Oil Producers. In addition, in Spain,
expenditure which was not eligible for Community
co-financing was included in an operating fund for a
fruit and vegetable producers’ organisation. Lastly, Italy,
once again (2'), allowed some farmers exemption from
payment of the supplementary levy that was due because
milk quotas had been exceeded (238,7 million euro, see
paragraphs 2.14 — 104,7 million euro and 2.15 — 134
million euro), which gave them a competitive advan-
tage.

Systematic errors

2.28. These errors do not directly concern the trans-
actions in the sample but affect all or part of a category
of expenditure.

2.29. Aspointed outin paragraph 2.27, Greece imposed
an automatic deduction of 3 % from the amount of
Community aid paid to producers of olive oil, tobacco
and cotton to provision an insurance fund. These lev-
ies, which are not authorised by any Community text,
totalled 49,4 million euro. At the local management
level (commune of Sapes, Greece), the automatic deduc-
tion of 2 % from arable crop aid represented an undue
deduction of 0,27 million euro for the benefit of the
local Union of Cooperatives. Finally, the levy of 2,2 %
applied by the Messara Union of Cooperatives (Prefec-
ture of Iraklio, Greece) to olive oil production aid rep-
resents an undue levy of 0,16 million euro.

(") As in 1998, see the Annual Report for 1998, para-
graphs 2.46 and 2.47.

(*°) The deductions vary: 2 % for the regional Union of Coop-
eratives in respect of per hectare aid (Thrace), 2,2 % for
the local Union of Olive Oil Producers’ Cooperatives
(Messara), 0,94 % for the local tobacco producers’ group
(Kolindros).

(*") See the Annual Report for 1998, paragraph 2.45.
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2.30. In Sweden, the cost of drawing up cartographic
plans in 1998 had to be paid for by the producers before
they could submit any applications for arable aid. This
practice amounts to charging national administrative
costs against Community aid in contravention of Com-
munity provisions. In this way Sweden recovered
3,5 million euro.

2.31. Finally, in Austria, within the framework of the
‘Opul’ environmental programme co-financed by the
Community, the interest due on the amounts to be
recovered was not calculated and recovered.

Formal errors

2.32. The formal errors noted have no effect on the
value of the transactions examined. They stem from a
failure to observe the terms of the regulations and are
often the result of shortcomings in the management
systems. The rate of these errors (not taking into account
multiple errors affecting one and the same transaction)
is also high. Eight out of 10 of these errors occur at
local or central management level in the Member States.

2.33. As far as the management of payments at the
Commission is concerned, an analysis of the monthly
payment orders showed that in 11 out of 12 months
(representing a total of 37 521 million euro, i.e. 94,4 %
of payments) these payment orders were authorised
outside the deadlines laid down in the regulations (22).
The commitment of November 1998 (15 101 million-
euro), which was entered on 19 August 1999 whereas
the time limit, according to the regulations, was 20 Feb-
ruary, represents an extreme example.

2.34. Atthe Member State level, the main formal errors
found were caused by shortcomings in the carrying-out
of the regulation checks. In France and Finland, for
instance, the minimum percentage of area aid applica-
tions to be covered by on-the-spot checks was not
always increased when the number of errors revealed
by the initial examination of the files was too high. This
is contrary to the provisions of Commission Regulation
(EEC) No 3887/92 (23). Lastly, it was not always possible

(*?) As in 1998, see the Annual Report for 1998, para-
graph 2.49.

(*?) Commission Regulation (EEC) No 3887/92 of 23 Decem-
ber 1992 (OJ L 391, 31.12.1992) laying down detailed
rules for applying the integrated administration and con-
trol system for certain Community aid schemes.

to ascertain that the minimum number of controls
required by the regulations in the case of sugar export
refunds had been complied with.

2.35. Other formal errors resulted from failure to com-
ply with the provisions relating to the keeping of com-
pulsory records. In Greece, for instance, there is still no
olive oil register and the wine register is incomplete.
Other cases showed that the records relating to olive oil
production (Spain), milk production and livestock (Por-
tugal) were on occasion incomplete.

The regulations

2.36. The absence of precise criteria in the regulations
may give rise to differing interpretations in the Member
States and thus to unequal treatment of the beneficia-
ries of aid.

2.37. For instance, Commission Regulation (EEC)
No 3887/92 leaves it up to the Member States to deter-
mine the method used to measure areas of agricultural
land and set accepted standards governing their utilisa-
tion. This Regulation has been supplemented with rec-
ommendations for its application (24). These provisions
give the local authorities a great deal of room for
manoeuvre. The result is that there may be variations in
the technical tolerances associated with the measuring
of land, even when conditions are identical. Likewise,
local practices—which determine, for example, whether
a hed%e is eligible or not for per hectare aid — are just
as variable since they, too, are determined by the local
authorities and there are no well-defined criteria. This
leads to unequal treatment of the farmers in the vari-
ous Member States. The Commission should review
these provisions and thus reduce the room for manoeu-
vre left to the local authorities.

2.38. Within the framework of the Swedish environ-
mental programme, 50 % of the costs of courses, intern-
ships and demonstration projects — organised by the
National Forestry Agency — is financed by the budget
of the European Union (3,3 million euro in 1999). The
cost of the projects includes direct costs and a part of
the general costs charged by the regional agency, which
is responsible for the projects. However, an on-the-spot
inspection (at the Umed regional agency) revealed that
the method used to apportion the general costs led to
the allocation of a higher share of the general costs to
the projects co-financed by the Union than to the
projects financed by Sweden alone. The regional agency

(**) Recommendations for on-the-spot measuring of areas of
agricultural land, 20 April 1999 — V1/8388/94-FR-rev. 5.
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seeks to justify the higher share allocated to the EU with
the argument that the co-financed projects required
more management energy and time. Neither Council
Regulation (EEC) No 2078/92 (?%) nor its implementing
provisions (26) specify the nature of the costs, or the
method of allocating them to the projects. This is why
the Commission should send the necessary practical
instructions on this point to the Member States.

2.39. Within the framework of this same Regulation
(EEC) No 2078/92 the region of Lombardy (Italy) pays
aid, co-financed by the Community (6 million euro in
1999), to farmers who have undertaken to reduce fer-
tiliser use by at least 20 %. In the absence of an objec-
tive historical reference for the original level of fertiliser
use (a requirement that is not clearly formulated in the
Regulation) there is no guarantee that this objective can
be achieved. Moreover, exclusively applying administra-
tive checks on the quantities of plant-protection prod-
ucts bought or in stock — without seeking corro{;ora—
tion by means of chemical tests on the leaves of trees on
the 22 000 or so holdings affected — does not serve to
l%uarantee that the few products that are tpermitted will

e used in smaller quantities and, therefore, does not
guarantee that the aid has been duly paid.

2.40. The registration of sheep and goats is regulated
by Council Directive 92/102/EEC. This stipulates
(Article 4(1)(b)) that any keeper of sheep and goats shall
keep a register that must contain ‘an up-to-date state-
ment of the number of live female sheep and goats
which are over 12 months of age or which have given
birth, present on the holding’ (27). The Irish authorities
(102,8 million euro in premiums for ewes and female
goats was paid to Ireland in 1999) applied a restrictive
interpretation to this Article. The register used in Ire-
land does not therefore provide a permanent inventory
of the animals present and supplies an adequate inven-
tory only for the retention period. It does not permit
satisfactory controls to be carried out outside this period.
The Commission should take the necessary steps to
ensure that the standards applicable to the registration
of sheep and goats are the highest possible in all Mem-
ber States.

(*°) Council Regulation (EEC) No 2078/92 of 30 June 1992
(O] L 215, 30.6.1992).

(*%) Commission Regulation (EC) No 74696 of 24 April 1996
(OJ L 102, 25.4.1996).

(*’) Council Directive 92/102/EEC of 27 November 1992
concerning the identification and registration of animals
(O] L 355, 5.12.1992).
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Conclusion

2.41. Asregards the legality and regularity of the under-
lying transactions, the Court notes that for the financial
year 1999 there is no sign of any significant improve-
ment. This should encourage the Member States and
the Commission to heighten the impact of controls, in
particular by:

(a) completing the implementation of the integrated
administration and control system (IACS), which
could be an important factor in improving the con-
trols;

(b) instituting measures that have a comparable effect
for the common market organisations that are not
yet subject to the IACS.

CLEARANCE OF ACCOUNTS

Introduction

2.42. In the course of 1999 the Commission took
seven clearance-of-accounts Decisions (see Table 2.2),
two in respect of 1995, the second Financial Decision
for 1997, the first Financial Decision for 1998 and three
Conformity Decisions. All these Decisions have been
examined by the Court. In addition to the above Deci-
sions, the Court also audited those Decisions taken in
2000 that specifically relate to the financial years 1995,
1998 and 1999: the second Financial Decision in respect
of 1998, the Financial Decision for 1999 and two fur-
ther Decisions regarding 1995.

Clearance of accounts under the system prevailing until
1996

Clearance of accounts 1995

Financial analysis

2.43. The expenses declared for the EAGGF year 1995
were cleared in four Decisions taken between Febru-
ary 1999 and July 2000 (see Table 2.2). This delay was
primarily due to the need to await the outcome of con-
ciliation cases before deciding on the corrections to be
applied. In the mean time the expenditure concerned
was disjoined.
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Table 2.2 — Clearance Decisions

Decision No EAGGF year Coﬁfst]i:i?; in
Old clearance system
3.2.1999 1999/187[EC OJ L 61,10.3.1999, p. 37 1995 429,1
28.7.1999 1999/596/EC OJ L 226, 27.8.1999, p. 26 123,7
1.3.2000 2000/197/EC OJ L 61, 8.3.2000, p. 15 38,5
5.7.2000 2000/448(EC OJ L 180, 19.7.2000, p. 46 1,3
New clearance system
3.2.1999 C1 (") 1999/186/EC |OJ L 61, 10.3.1999, p. 34 1996/1997 90
10.2.1999 F2 (") 1999/151/EC | OJ L 49, 25.2.1999, p. 42 1997 (3
30.4.1999 F11999/327[EC OJ L 124, 18.5.1999, p. 28 1998 (3
4.5.1999 C21999/350/EC OJ L 133, 28.5.1999, p. 60 1996/1997/1998 32
28.7.1999 C31999/603/EC OJ L 234, 4.9.1999, p. 6 1996/1997 83,6
14.2.2000 F2 2000/179/EC OJ L 57,2.3.2000, p. 31 1998 2,6
28.4.2000 F 2000/314/EC OJ L 104, 29.4.2000, p. 82 1999 1,7

(") F: Financial Decision.
C : Conformity Decision.
(®) See 1998 Annual Report paragraphs 2.54 and 2.55 (O] C 349, 3.12.1999).

2.44. The corrections in respect of 1995 amount to
some 592 million euro (see Table 2.3), almost twice as
much as in 1994 (308 million euro). This increase is
mainly due to large corrections for arable crops and
animal premiums, where weaknesses were founc!3 in the
application of the integrated administration and control
system (28), and for oﬁve oil. Of the 592 million euro,
some 140 million euro in respect of these three sectors
relates to corrections for 1994 and earlier (of which
90 million euro had been disjoined in the decision for
clearance of accounts 1994, see the Annual Report for
1998 (29).

Clearance procedure
Mission reports and notification of the findings

2.45. A situation similar to 1994 was found in respect
of 1995. With the exception of the arable crop sector,
the mission reports and notification of findings were
subject to long delays. For instance, in the meat sector,
the notification of findings was produced on average 10
months after the mission. In the cases reviewed for pub-

(*®) Council Regulation (EEC) No 3508/92 (O] L 355,
5.12.1992, p. 1) and Commission Regulation (EEC)
No 3887/92 (O] L 391, 31.12.1992, p. 36).

(*°) Annual Report for 1998 (O] C 349, 3.12.1999), para-
graph 2.64.

lic storage and milk, the delay between the mission and
the notification of corrections was more than 24 months.
This is one of the reasons why the first decision was not
taken until February 1999, more than 36 months after
the 1995 EAGGF year end.

Conciliation Body

2.46. In the context of clearance of accounts 1994,
Italy lodged an appeal to the Conciliation Body on the
proposed correction for beef and veal (98/IT/098). The
Conciliation Body’s conclusion was that no reconcilia-
tion between the two parties was possible and the Com-
mission’s position was maintained. Nevertheless, the
Italian authorities decided to lodge an appeal on the
proposed financial correction for 1995 (98/IT[125),
even though this correction was based on the same
findings as for 1994. Similarly, Greece submitted cases
97/GR/077 and 98/GR/110 in successive years concern-
ing fruit and vegetables, despite losing the appeal in
respect of the earlier year. This suggests a possible mis-
use of the conciliation procedures on the part of the
Member States.

Data provided by Member States

2.47. Some Member States had problems providing the
Commission with accurate inspection statistics even
several years after the on-the-spot controls had taken
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place. In Spain, the first inspection statistics for 1995
were delivered in March 1997, revised in June and again
in March 1998. This results in clearance delays. The
Commission should set a deadline for the submission of
such data, should base any corrections on the informa-
tion available at that date, and should impose penalties
on Member States which do not provide all this infor-
mation on time.

Individual corrections

Integrated administration and control system

2.48. The integrated administration and control sys-
tem was to be introduced in 1993 but was not due to
be fully operational until January 1996 (it was later
postponed until 1 January 1997). The Clearance Unit
undertook a number of missions to assess progress in
respect of arable crops and animal premiums for the
financial years 1994 and 1995.

Arable crops

2.49. Corrections are due either to the failure by the
Member States to reduce farmers’ payments for a breach
of the base area for the crop concerned (39) or to weak
application of the control procedures set up under
Article 6 of Commission Regulation (EEC) No 3887/92.

2.50. The Court has already commented upon the
implementation of IACS in France in its Annual Report
for 1996 (3'), in particular the fact that farmers were
not required to support their applications with docu-
ments which would enable the authorities to perform
cross-checks on the areas claimed and the poor quality
of physical controls. The Commission, in its reply, under-
took to consider a correction for failure to carry out
cross-checks, a key control that should lead to a 5%
correction. However, the Commission only applied a
2 % flat-rate correction for the inadequate quality of
physical controls. A 5% correction would have been
129 million euro higher than the 2 % applied on the
basis of inadequate on-the-spot controls.

(*°) Application of Article 2(6) of Council Regulation (EEC)
No 1765/92 (O] L 181, 1.7.1992, p. 12).

(*") Annual Report for 1996 (O] C 348, 18.11.1997), para-
graphs 3.47 and 3.57.

2.51. The decision by the Commission to accept the
proposal of the French authorities, whereby a greater
number of physical controls could compensate for the
lack of cross-checks, is considered to be unjustified.
Both types of controls are complementary.

2.52. In Greece, the required cross-checks were not
carried out until after the payment was made, thereby
undermining the effectiveness of this control. This
should be treated as a weakness under the Commis-
sion’s definitions of key controls and should have led to
a 5 % correction (an additional 10,5 million euro) rather
than the 2 % applied.

2.53. In Germany, the Commission found weaknesses
in both Mecklenburg-Western Pomerania and Hesse.
However, only expenditure in respect of the former was
subject to a financial correction. The Court’s own find-
ings (32) had confirmed the poor physical controls in
Hesse. If the Commission feFt it did not have enough
audit evidence, it should have performed further work
rather than simply dropping the correction of 2,2 mil-
lion euro envisaged.

Animal premiums

2.54. Although several missions were undertaken to
Member States to assess the quality of the on-the-spot
controls and the implementation of the animal registers
Directive (33), the corrections were primarily based on
the inspection statistics furnished by the Member States.

2.55. However, the inability of some Member States to
provide the Commission with inspection statistics on a
timely basis and, in the case of Spain, several revisions
of them should have led the Commission to question
their validity and make further enquiries.

Milk super-levies

2.56. Most of the corrections made in the milk sector
in the 1995 clearance decisions relate to super-levies
(Greece, 4,4 million euro, campaign 1994/1995, paid in
1995, and Spain, 27 million euro, campaign 1993/1994,
paid in 1994).

(**) Annual Report for 1996, paragraph 3.58.
(*3) Council Directive 92/102/EEC (O] L 355, 5.12.1992, p. 32)
on the identification and registration of animals.
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2.57. These corrections correspond to the amount of
super-levies not credited by Member States to the EAGGF
by 1 September following the end of the campaign, plus
interest for late payment. The calculation of the correc-
tion is based on information supplied by Member States
concerning the quantities of mi?k produced as well as
interest rates to be applied. Thus the Commission, con-
fronted with the problem of the reliability of the infor-
mation obtained, undertook missions to the Member
States to check that information. During these missions,
it also evaluated the proper implementation of the con-
trol system laid down in the Regulation (34). The other
main problem is related to the delays in obtaining the
information from the Member States. These are the
main reasons for the delay in making a correction for
Spain.

2.58. The clearance unit is currently checking the reli-
ability of the data for the 1995/1996 campaign payable
in 1996. The Commission has detected many weak-
nesses in the management of milk quotas in Spain,
Greece and Italy but no corrections have ever been
applied. Where a Member State does not declare any
super-levy and has an inadequate system for managing
milk quotas, on the basis of past experience, it need not
fear corrections, since, for example, none was made in
relation to Spain for the 1994/1995 campaign. The
Commission should have applied specific sanctions for
these systems’ weaknesses.

Olive oil

2.59. The corrections in this market amount to 107
million euro, mainly due to weaknesses in the manage-
ment of production and consumption aid in Greece (28
million euro) and Spain (66 million euro). Part of these
corrections relate to 1994 expenditure disjoined in the
1994 clearance of accounts: Greece, 22,2 million euro
and Spain, 48 million euro. The Court was not in agree-
ment with the correction applied in respect of 1994 (3%);
the same remarks apply for 1995. There were no sig-
nificant improvements g’etween 1994 and 1995 and the
flat-rate correction should therefore have been main-
tained at 10 % rather than the 5 % applied (an addi-
tional 8 million euro).

Conclusion

2.60. The value of corrections made in the clearance
decisions for 1995 is much higher than in 1994 because

(**) Commission Regulation (EEC) No 536/93 of 9 March
1993 (OJ L 57, 10.3.1993, p. 12).
(*°) Annual Report for 1998, paragraphs 2.69 and 2.70.
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part of it relates to 1994 expenditure. Moreover, the
introduction of the new procedure, with effect from
1996, meant that corrections for 1995 expenditure
could not be included in a decision relating to 1996 or
later. The corrections would have been at least 147,5
million euro higher, had the Commission applied the
appropriate flat-rate corrections for key control failures
(see paragraphs 2.51, 2.52 and 2.59). An additional
sanction should have been applied to Member States
that did not manage milk quotas properly. Once again,
the delay in finally clearing the accounts (4,5 years) is
prejudicial to the Community’s financial interests.

Clearance of accounts under the post-1995 procedure

2.61. Under  Commission  Regulation  (EC)
No 1663/95 of 7 July 1995 regarding the procedure for
the clearance of the accounts of the EAGGF Guarantee
Section, the Member States must send to the Commis-
sion, not later than 10 February, the annual accounts of
each of the paying agencies as at 15 October, with a cer-
tificate to the effect that they are true, complete and
accurate. The certificate must have been issued before
31 January by a competent body which is independent
of the paying agency. The certificate is to be based on
an examination of procedures and of a sample of trans-
actions, in accordance with internationally accepted
auditing standards. On the basis of that certificate, the
Commission, before 30 April, clears the accounts for
the financial year ending 15 October of the previous
year. In addition, the Commission has a maximum
period of 24 months preceding its notification to Mem-
ber States in which to take decisions to exclude expen-
diture that does not comply with Community rules
(and, therefore, to recover the amount from the Mem-
ber States).

Clearance of accounts 1998 (financial)

2.62. Atotal of 2 452 million euro was disjoined from
the first financial clearance decision that was taken on
30 April 1999 (36). On 14 February 2000, the Commis-
sion took a second decision (*”) to clear the accounts of
the four agencies concerned. Corrections of 2,6 million
euro were applied.

(*%) Annual Report for 1998, paragraphs 2.54 and 2.55.
(*’) Commission Decision 2000/179/EC (O] L 57, 2.3.2000,

p- 31).
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2.63. For Ofival (France) two payments were refused
(0,2 million euro) and further corrections were made
under conformity procedures (38). For Denmark a cor-
rection of 0,6 million euro was made for failure to credit
recoveries to the Fund. However the Commission’s clear-
ance unit subsequently agreed to reduce this correction
by some 0,3 million euro — this will be adjusted in a
conformity decision. The Commission asked the Certi-
fying Body for Lower Saxony to carry out further test-
ing on beef special premium payments. The results of
the sample tested were extrapolated by the Commission
and a correction of 1,8 million euro was applied. Fur-
ther work by the Certifying Body for Cantabria enabled
the Commission to clear the accounts without correc-
tions.

Clearance of accounts 1999 (financial)

2.64. All accounts bar one (3°) were submitted by the
10 February deadline and the clearance decision was
taken on 28 April 2000 (49). The Commission initially
notified the Member States concerned that 1 600 mil-
lion euro in respect of five paying agencies would be
disjoined from the decision. The provisional disjunction
in respect of three of these accounts was cancelled fol-
lowing further work by/information received from the
certifying bodies and for the other two the Commission
decided not to disjoin any expenditure but rather to
deal with the matters in conformity decisions. Financial
corrections of 1,7 million euro were made in respect of
four paying agencies (FEGA (E), CNASEA (F), Greece
and Bremen (D)).

2.65. The accounts of 13 paying agencies (including
FEGA, CNASEA and Gedidagep) were qualified by the
certifying bodies (see Table 2.4). Most qualifications
refer to conformity issues. The accounts for FEGA have
been qualified for the fourth consecutive year. However,
the Certifying Body carried out further work and issued
a supplementary report and revised certificate in
April 2000: all material reserves were withdrawn.

(*®) For the calf premium scheme, 1,5 million euro, Commis-
sion Decision 2000/216/EC of 1 March 2000 (O] L 67,
15.3.2000, p. 37).

(*°) UK-IBEA (17.2.2000).

(*°) Commission Decision 2000/314/EC of 28 April 2000
(OJ L 104, 29.4.2000, p. 82).

2.66. The correction for FEGA relates to ineligible VAT
on food aid to Russia (0,3 million euro). For CNASEA
the certifying body identified ineligible payments of
0,1 million euro for accompanying measures. The Com-
mission also recommended that responsibility for the
suckler cow scheme be transferred to Ofival, thereby
removing the need for a separate paying agency (SDE).
Furthermore, the certifying body has identified serious
weaknesses in the French overseas departments, lead-
ing the Commission to call into question all of the
expenditure.

2.67. The Greek authorities notified the Commission
that they had overdeclared public storage expenditure
for rice (1,3 million euro). The Greek certifying body
only tested the payments in the sample of 231 trans-
actions at paying agency level and not at the level of
final beneficiary. This is a key control, given the nature
of the system of payments. The Commission stated that
thisdd(iid not affect t heir opinion on the work carried out
(Gedidagep is the third largest paying agency in terms
of expeﬁdli)ture declared, sge T}I)blye 2%4).g0nythe other
hand, the Commission considered that the certification
for Bremen (83rd paying agency) was inadequate and
applied a 10 % correction on the expenditure not
adequately covered by the audit and considers that the
paying agency should have its accreditation withdrawn.

Conformity decisions

First conformity decision

2.68. The first conformity decision in the context of
the new clearance procedure was taken in February 1999
(see Table 2.5). It contains corrections of 90 million
euro and covers EAGGF years 1996 and 1997. Most of
these corrections were made for continuing weaknesses
which had already led to corrections in previous years;
Greece and Spain for olive oil (23,8 million euro and
34,4 million euro respectively) and for animal premi-
ums in the United Kingdom (14,5 million euro).

Second conformity decision

2.69. The second conformity decision was taken in
May 1999 and deals exclusively with the United King-
dom’s over-thirty months scheme (OTMS) covering
EAGGF years 1996, 1997 and 1998 (see Table 2.5). The
32,7 million euro correction concerns the EAGGF years
1996 to 1998 and relates to the 80 % advance paid on
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Table 2.4 — Paying agencies by expenditure declared in 1999
No Member State Paying agency ATBXE)HESU%C(I la)red % of total Accounts q?:;‘%e(ihtg the certify-
1 Italy AIMA 4 580,50 11,15 X
2 France ONIC 4501,40 10,95 X
3 Greece GEDIDAGEP 2611,60 6,35 X
4 United Kingdom MAFF 2293,80 5,58
5 Ireland DAF 1 680,40 4,09
6 Spain Andalucia 1612,00 3,92
7 Denmark EU-Direktoratet 1257,20 3,06
8 United Kingdom IBEA 977,00 2,38
9 Germany BLE 862,40 2,10 X
10 France ONILAIT 846,60 2,06
21222,90 51,64
11 France SIDO 811,50 1,97 X
12 Germany Bayern StMELF 808,90 1,97
13 Sweden S 804,40 1,96
14 Germany Hamburg-Jonas 784,10 1,91
15 Austria AMA 777,00 1,89
16 France OFIVAL 764,00 1,86 X
17 Spain Castilla y Leon 732,00 1,78
18 Belgium BIRB 727,00 1,77
19 France Services déconcentrés du Trésor 715,90 1,74 X
20 Spain Castilla La-Mancha 687,40 1,67
21 Spain FEGA 676,30 1,65 X
22 France FIRS 623,00 1,52
23 France ONIOL 616,80 1,50 X
24 United Kingdom SOAEFD 588,50 1,43
25 Finland MMM 559,70 1,36
26 Germany Niedersachsen MELF 557,10 1,36
27 Portugal INGA 540,80 1,32
28 Netherlands PZ 471,00 1,15
29 Spain Extremadura 431,90 1,05
30 Netherlands HPA 421,30 1,03
31 Germany Mecklenburg-Vorpommern LM 379,70 0,92
32 Spain Aragon 378,60 0,92
33 Germany Brandenburg MELF 343,10 0,83
34 Italy Dccc 342,90 0,83
35 Germany Sachsen-Anhalt ML 338,40 0,82
36 United Kingdom WOAD 312,00 0,76
37 Germany Baden-Wurtemberg MLR 307,30 0,75
38 Germany Sachsen 279,00 0,68
39 Belgium Ministerie van Landbouw (DG3) 274,50 0,67
40 Netherlands LASER 273,90 0,67
41 Germany Nordrhein-Westfalen Westfalen 252,20 0,61
42 United Kingdom DANI 250,90 0,61
43 France ONIFLHOR 247,60 0,60
44 Germany Schleswig-Holstein MELFF 246,90 0,60
45 Germany Thuringen TLVWA 240,40 0,58
46 Spain Cataluna 230,90 0,56 X
47 France CNASEA 178,80 0,44 X
48 Germany Hessen HMILFN 173,40 0,42
49 Spain Valencia 130,70 0,32
50 Spain Canarias 125,70 0,31
51 Germany Rheinland-Pfalz MWVLW 123,80 0,30
52 Portugal IFADAP 118,90 0,29
53 Netherlands PVE 100,30 0,24
54 Spain Murcia 100,10 0,24
55 Spain Navarra 98,10 0,24
56 Italy ENR 93,80 0,23
57 France SAV 93,50 0,23
58 France ODEADOM 92,20 0,22
59 Germany Nordrhein-Westfalen Rheinland 87,70 0,21
60 Spain Galicia 81,00 0,20
61 Austria ZA Salzburg 66,80 0,16
62 France ONIVINS 51,10 0,12
63 Netherlands PT 47,90 0,12
64 Ireland DMNR 42,70 0,10
65 Spain Asturias 40,20 0,10
66 Spain Madrid 35,30 0,09
67 Spain Pais Vasco 34,00 0,08
68 Spain La Rioja 25,10 0,06
69 Luxembourg Ministere de l'agriculture 23,30 0,06
70 United Kingdom 20,00 0,05
71 Spain Cantabria 19,50 0,05
72 Spain Baleares 15,00 0,04
73 Germany Saarland MUEV 12,90 0,03
74 Germany Nordrhein.-Westfalen L{BJ 10,60 0,03
75 France OFIMER 9,30 0,02 X
76 Germany Bayern StMLU 6,70 0,02
77 Netherlands DLG 6,60 0,02
78 Germany Hamburg WB 3,00 0,01
79 United Kingdom ccw 2,60 0,01
80 Germany Nordrhein-Westfalen LfA 2,20 0,01 X
81 Germany Berlin SenWiTech 1,90 0,00
82 Belgium Organisme payeur de la Région wallone 1,30 0,00
83 Germany Bremen 1,30 0,00
84 Belgium Vlaamse Gemeenschap 0,30 0,00
85 Spain FROM 0,30 0,00
86 Austria BMLF Abt VI. B.8 (Wein) 0,30 0,00
87 Netherlands PVis 0,10 0,00
88 Netherlands MVO 0,00 0,00
Total 41 098,10 100,00

It must be noted that some of the Member States do not automatically deduct any negative amounts under the BP01-3700 (clearance of accounts) from the amounts they declare. However,

the amounts shown in this table are the amounts actually declared by the Member States.
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Table 2.5 — Corrections in the conformity decisions
(Mio EUR)
1st conformity 3rd conformity

1996 1997 Total 1996 1997 Total
Public storage of cereals 0,0 0,0 0,0 31,0 8,1 39,1
Arable crops 3,5 0,0 3,5 9,9 4,4 14,3
Fruits and vegetables 23 3,8 6,2 2,3 0,0 2,3
Milk and milk products 3,3 3,3 6,6 0,1 11,0 11,1
Olive oil, etc. 58,2 0,0 58,2 -1,8 -3,6 -54
Export refunds 0,0 0,0 0,0 0,1 0,0 0,1
Tobacco 0,7 0,0 0,7 0,0 1,3 1,3
Meat 14,5 0,0 14,5 12,8 4,9 17,6
Wine 0,0 0,0 0,0 0,4 2,7 3,1
Total 82,5 7,1 89,7 54,8 28,8 83,6

(Mio EUR)

2nd conformity
1996 1997 1998 Total
UK Over Thirty Months scheme 12,7 17,39 2,6 32,69

NB : The Decision references are mentioned in Table 2.2.

rendering. The correction relates to the period between
the start of the scheme (April 1996) and August 1997,
during which the Commission and the Court carried
out a number of visits to the UK to assess the imple-
mentation of the scheme. The Court’s findings are sum-
marised in its Special Report on BSE (#!), paragraph 32
of which refers to the Commission’s reservation con-
cerning the financing of the first 250 000 animals killed
under the scheme.

2.70. The correction made comprises two elements:
for the period up to 4 July 1996, there was a 10 % flat-
rate disallowance for some 205 000 animals claimed,
and for the period from 4 July 1996 until4 August 1997
there was a 5 % flat-rate disallowance for expenditure
declared in respect of 1 425 000 animals killed under
the scheme.

2.71. During the first of these two periods, key con-
trols with regard to the eligibility of the cattle presented
under the scheme, the movement of carcases and ren-

(*") Special Report No 19/98 (O] C 383, 9.12.1998).

dered material, storage and incineration were rarely or
inadequately operating. In the Court’s opinion, whilst it
is clear that some form of control system was in place,
its rudimentary nature, the overall lack of audit trail and
the persistent weaknesses identified during the Com-
mission’s and the Court’s visits warranted the 10 % cor-
rection applied.

2.72. According to the Commission, while representa-
tives of the paying agency were present at stores from
July 1996 onwards, problems concerning eligibility,
movement of material and the physical and accounting
controls over stocks continued until August 1997, when
a new computer-based OTMS accounting system was
introduced. In the Court’s opinion these improvements
were not sufficient to justify a reduction from 10 % to
5% for the period July 1996 to August 1997. A 10 %
correction would have implied a further 20 million
euro.

Third conformity decision

2.73. The third conformity decision (84 million euro)
covers the EAGGF years 1996 and 1997 (see Table 2.5).
Most of the corrections (73 million euro) relate to late
payments and other corrections which are determined
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at the level of the accounting unit of DG Agri. These
corrections follow the same procedures as corrections
determined by the clearance unit. Thus the same amount
of time is needed to reach a decision. These corrections
formalise deductions already made from the advances
paid to the Member States.

Conclusion

2.74. The Commission took almost two years to make
the first conformity decision under the new clearance
of accounts system despite the fact that most correc-
tions were for repeated weaknesses. The second confor-
mity decision was a one-off decision and the third was
essentially a book-keeping exercise. These decisions do
not therefore give any indication of the ‘normal’ rhythm.
Whilst there is no deadline specified in the Regulation,
the Commission intends to take conformity gecisions
twice a year and this should ensure that corrections are
made on a more timely basis.

2.75. The value of the corrections made under confor-
mity decisions is relatively modest but the total values
of conformity decisions cannot be predicted since they
are primarily a function of the schemes examined by
the Commission’s clearance services and Member States’
performance with regard to payment deadlines.

2.76. Given that the conformity decisions may cover a
number of years, the final value of corrections (financial
and conformity) for a given EAGGF year is not known
until several years after the closure of the accounts.
Thus, for 1996, there are further corrections contained
in the fourth conformity decision (*?) and others may
be included in the fifth. This renders yearly compari-
sons impossible in the short term.

FOLLOW-UP TO PREVIOUS OBSERVATIONS

Introduction

2.77. Information has been collected from the Com-
mission and, where appropriate, Member State sources

(**) Commission Decision 2000/216/EC of 1 March 2000 to
be examined by the Court in the context of the Annual
Report for 2000.
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about action taken relating to observations in Court
reports on wine (*3), milk quotas (*4), skimmed-milk
powder as animal feed (*%) and importation at reduced
rate of levy and disposal of New Zealand milk products
and Swiss cheese (49).

2.78. Areview of the information provided has revealed
a number of matters for the attention of the budgetary
authorities.

Wine

Background

2.79. The 1993 Annual Report (*) contained the results
of an audit of the common market organisation (COM)
in wine products. The European Parliament (*8) asked
for the Court’s conclusions to be taken into account in
any reform. The Council (+9) invited the Commission ‘to
take inspiration from certain of the Court’s recommen-
dations in respect of the management and supervision’
of the COM and the ‘Member States to improve man-
agement and control’, in line with the Court’s recom-
mendations.

2.80. In its report to Parliament on actions taken on
the comments accompanying the discharge decisions
for the financial year 1993 (°9), the Commission stated
that:

(*) Annual Report concerning the financial year 1993 and
Annual Report concerning the financial year 1996.

(**) Special Report No 4/93 on the implementation of the
quota system intended to control milk production
(0] C 12, 15.1.1994).

(**) Special Report No 1/99 concerning the aid for the use of
skimmed milk and skimmed-milk powder as animal feed
(O] C 147, 27.5.1999).

(*%) Special Report No 4/98 on importation at reduced rate of
levy into the Community and disposal of New Zealand
milk products and Swiss cheese (O] C 127, 24.4.1998 and
0OJ C 191, 18.6.1998).

(¥) O] C 327, 24.11.1994.

(*¥) Report accompanying the discharge resolution for the
financial year 1993, (OJ L 141, 24.6.1995).

(*%) Comments accompanying the recommendations on the
discharge to be given to the Commission, Council Docu-
ment SN 1289/95.

(*%) COM(95) 666 final.
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(a) work was undertaken to update and refine manage-
ment tools which would allow closer monitoring of
economic trends in the wine sector, offer better con-
trols and make them more effective;

(b) it regularly checked the Member States’ audit and
internal control systems;

(c) itexpected the vineyard register to become the deter-
mining factor for the payment of premiums to pro-
ducers.

2.81. In 1996, the Court concluded (°1) that the main
weaknesses highlighted in its 1993 report persisted. The
Council, in its comments accompanying the recommen-
dations on the discharge to be given to the Commission
for the financial year 1996 (>2), insisted that it should
aim to improve both management and monitoring of
the COM when drawing up reform proposals in the
context of Agenda 2000.

2.82. A Commission reform proposal in 1994 was not
adopted by the Council. A new proposal in 1998 (°3)
led to the reform of the COM by Council Regulation
(EC) No 1493/1999 (%), with effect from the 2000/2001
wine year.

2.83. The evolution of the budgetary expenditure for
the wine COM is shown in Table 2.6.

Controlling the volume of wine placed on the market

2.84. Both the 1993 report and the 1996 follow-up
drew attention to the imbalances on the wine market,
in particular the market for table wine. In 1993, wine
stocks represented approximately 11,7 months’ con-
sumption (excluding processing). In 1999, stocks
remained identical for the EU-12 and represented
11,6 months for the EU-15, so that the overall balance
of the market is still unsatisfactory. The Commission
expects a decrease in consumption (excluding

(’") Annual Report concerning the financial year 1996
(O] C 348, 18.11.1997).

(°%) Council Document SN 2017/98.

(*’) O] C 271, 31.8.1998, p. 21.

(**) Council Regulation (EC) No 1493/1999 of 17 May 1999
(O] L 179, 14.7.1999, p. 1).

processing) of table wine for the wine years 1998/99
and 1999%2000 and decided, on 5 November 1999, to
open preventive distillation of up to 10 million hl of
table wine for the wine year 1999/2000.

Distillation and price levels

2.85. The Court’s 1993 report and the 1996 follow-up
pointed out that intervention prices were, in some cases,
set at a level which made distillation more profitable
than selling on the market or grubbing-up.

2.86. Council Regulation (EC) No 1493/1999reduces
the number of distillation measures but does not limit
the volume of wine qualifying for distillation. However,
it requires that any variation in the minimum price, i.e.
the price the distiller has to pay to the producer, and in
aid amounts, must be established by the Commission in
consultation with the management committee, instead
of being calculated on the basis of non-representative
data, as was previously the case. This is intended to
eliminate the ‘availability of intervention as an artificial
outlet for surplus production’ (°3), but the result will
depend upon how accurately the prices set by the Com-
mission take account of the actual market situation.

Grubbing-up

2.87. The 1993 audit concluded that grubbing-up (per-
manent abandonment scheme) had not had any signifi-
cant effect on the level of production. The 1996
follow-up confirmed this observation. In an evalua-
tion (36), the Commission admitted that the effect of the
grubbing-up programmes in reducing output was, rela-
tive to their cost, slight.

2.88. The Court also drew attention to the contradic-
tion between the grubbing-up premiums and the re-
planting schemes financed by the EAGGF Guidance
Section: unproductive vineyards were grubbed up while
very productive vineyards were planted.

(>°) O] C 271, 31.8.1998; COM(98) 370 final preamble 35.
(*%) Commission, ‘OCM viti-vinicole, évaluation et défis pour
l'avenir’, 14.4.1993.
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Table 2.6 — Budget expenditure for the Wine COM
(Mio EUR)
2000 1999 1998 1997 1996
Estimate Outturn Outturn Outturn Outturn
Export refunds 43,0 27,4 41,2 59,7 40,8
Storage of wine and wine must 50,0 41,2 54,9 49,1 27,9
Distillation 239,0 187,1 247,0 221,7 57,9
Compulsory distillation 63,0 60,6 65,8 69,3 54,0
Technical costs 1,0 1,9 2,8 3,0 6,7
Financial costs p.m. 0,0 0,1 0,2 0,5
Other costs 17,0 12,9 18,6 14,6 8,3
Depreciation of stocks 126,0 114,5 122,9 207,6 8,3
Aid for the use of must 133,0 161,4 132,6 166,4 148,8
Final abandonment — vines 35,0 9,0 15,1 2421 333,1
Other p.m. -15 -12 -3,6 -14
Total (a) 707 614,6 700 1030,1 776,9
Total COM (b) 35220 36177,5 36 405,7 38155,5 36 983,5
Percentage (a)/(b) 2,0 1,7 1,9 2,7 2,1

Source : General budget of the European Union (1998 and before) and preliminary draft general budget 1999 and 2000. For 1999 provisional position as at

31.12.1999.

2.89. While the 1999 reform maintains the abandon-
ment premiums, it also permits replanting on a signifi-
cant scale. This approach is not likely to significantly
lower the overall production level.

Reliability of information

2.90. Reliable information about production potential
and stocks is necessary for the Commission to monitor
market changes and correct imbalances. The old system
provided for an annual harvest declaration by every
producer. The 1993 Annual Report highlighted numer-
ous irregularities in harvest declarations, the treatment
of the data which they contained and checks on infor-
mation from producers. The 1996 follow-up showed
that the situation had not improved.

2.91. Commission Regulation (EC) No 1294/96 (%)
introduced penalties, including exclusion from the aid
system for the producers who did not submit their
annual declarations or submitted them in an incom-
plete or incorrect form.

(*’) Commission Regulation (EC) No 1294/96 of 4 July 1996
(OJ L 166, 5.7.1996, p. 14).
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Vineyard register

2.92. Council Regulation (EEC) No 2392/86 (°9)
required Member States to establish a vineyard register
within six years as an essential instrument for market
management and for controlling support measures and
planting schemes. The register was to permit identifica-
tion of every parcel planted with vines and every vine-
growing holding, as well as information on the charac-
teristics of the areas concerned, the declarations made,
aid received and production level. The 1993 audit
revealed the unreliability of the registers and the delays
in establishing them. Further effort would be necessary
in order to collect all the information required for iden-
tifying the vineyards and verifying all the data.

2.93. In 1995 (*9), the European Parliament criticised
the delay in establishing the vineyard register. It also
called on the Commission to make the establishment of
a satisfactory vineyard register a precondition for pay-
ments to Member States.

(*®) Council Regulation (EEC) No 2392/86 of 24 July 1986
(OJ L 208, 31.7.1986, p. 1).

(>%) Report accompanying the discharge resolution for the
financial year 1993, (OJ L 141, 24.6.1995).
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2.94. The time limit for the introduction of the register
was extended to the end of 1998 by Council Regulation
(EC) No 1549/95 (69), which also provided for the reg-
ister to be established in a simplified form (reference
charts of parcels). Time limits were again extended by
Council Regulation (EC) No 1631/98 (¢1), until
31 December 1999 in the case of Spain (52) and
31 December 2000 for Greece and Portugal. The suc-
cessive extensions of the time limits were decided despite
the express wishes of the European Parliament and fur-
ther delayed the Commission’s access to necessary man-
agement information.

2.95. Article 16 of Regulation (EC) No 1493/1999
introduces a requirement for the compilation of an
inventory of production capacity, showing the surface
area planted with vines, classified on the basis of variety
(as established by each Member State), existing planting
rights and any national or regional provisions adopted
pursuant to production potential. Member States that
do not establish such an inventory will not be able to
apply the derogations relating to replanting, have access
to restructuring aid or grant new planting rights. This
should enable the Commission to better monitor pro-
duction potential including planting rights.

Specialised control body

2.96. Council Regulation (EEC) No 2048/89 (63) was
intended to improve controls in the wine sector by the
creation of a specialised control body within the Com-
mission. The 1993 report mentioned the unsatisfactory
staffing situation in this control body and the use of
temporary employees and concluded that it was doubt-
ful whether it would be effective. Parliament made a
similar comment (¢4). The 1996 follow-up showed little
change.

(°°) Council Regulation (EC) No 1549/95 of 29 June 1995
(OJ L 148, 30.6.1995, p. 37).

(°") Council Regulation (EC) No 1631/98 of 20 July 1998
(OJ L 210, 28.7.1998, p. 14).

(°*) According to the Commission services, the Spanish
authorities had not yet confirmed the completion of the
establishment of the vineyard register (as of the end of
March 2000).

(°®) Council Regulation (EEC) No 2048/89 of 19 June 1989
(OJ L 202, 14.7.1989, p. 32).

(°%) OJ C 271, 31.8.1998; COM(98) 370 final preamble 35.

2.97. Article 72(3) of Regulation (EC) No 1493/1999
requires the Commission to set up ‘a body of specific
officials’ to collaborate with the competent authorities
of the Member States in on-the-spot checks, in order to
ensure that the wine sector rules are uniformly applied.
The rules for applying Article 72 are to be laid down in
a Commission regulation to be adopted in consultation
with the management committee. No implementing
provisions have been adopted so far, even though the
provisions of Regulation (EEC) No 2048/89 were
repealed under the reform, including the obligation for
the Commission to ensure that ‘such officiaﬁ possess
the technical expertise and appropriate experience to
carry out the checks in question’ (¢%).

2.98. There is thus little assurance that the specialised
control body can be in place by the time the reform
enters into force despite Parliament’s requests to recruit
candidates quickly or redeploy staff with the requisite
skills and experience, thereby strengthening the control

body (69).

Conclusion

2.99. The proposal for the 1999 reform of the wine
COM and other initiatives taken by the Commission
were only a partial response to observations in the
Court’s Annual Reports for 1993 and 1996. Progress
has been made in tﬁree areas:

(a) setting of prices for the distillation scheme (para-
graph 2.86);

(b) stricter rules on information to be provided by pro-
ducers (paragraph 2.91);

(c) introduction of an inventory of production poten-
tial (paragraph 2.95).

2.100. Weaknesses still exist regarding:

(a) grubbing-up while replanting with more productive
vines (paragraph 2.89);

(b) delayed implementation of vineyard registers (para-
graph 2.94);

(c) staffing of the specialised control body (para-
graph 2.98).

(°®) Council Regulation (EEC) No 2048/89 of 19 June 1989
(O] L 202, 14.7.1989, p. 32).
(5%) COM(95) 666 final.
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Milk quotas

The quota system

2.101. Special Report No 4/93 (¢7) concluded that the
persisting milk overproduction made further reduction
of the overall level of quotas necessary. It also pointed
out that the penalty imposed if the reference fat content
were exceeded lacked the dissuasive effect needed to
curb the resulting surplus butter production.

2.102. In 1993 the Commission shared the view that
the overall level of quotas should be reduced. Neverthe-
less, the Council (¢8) subsequently increased the overall
quota. Further increases in the quota of up to 2,4 %
were agreed under Agenda 2000, taking the total from
117,5 million tonnes to 120,3 million tonnes.

2.103. The Commission did not agree that penalties
for overrunning the reference fat content were inad-
equate, but the rise in fat content continued after the
quota system was introduced in 1984/1985. The Court
estimates that, in 1998/1999, the higher fat content
(equivalent to 250 000 tonnes of butter) implied addi-
tional disposal costs of about 300 million euro for the
1999 bucﬁget.

2.104. The report also noted that ‘any quota system
tends to be self-perpetuating because of the economic
benefits which it brings the recipient producers’ (¢9).
Milk quotas introduced in 1984 for five years were
exten(?ed as part of Agenda 2000, maintaining the sys-
tem until 2006 (%) and probably 2008. T%e quota
regime created a new asset for milk producers at no
cost to them. In one Member State, the acquisition of
quotas was eligible for financing under the structural
measures of the EAGGF-Guidance Section.

(*’) Special Report No 4/93 on the implementation of the
quota system intended to control milk production
(0] C 12, 15.1.1994).

(°®) Council Regulation (EEC) No 1560/93 of 14 June 1993
(O L 154, 25.6.1993, p. 30).

(°°) Special Report No 4/93, paragraph 5.18.

("°) Council Regulation (EC) No 1256/1999 of 17 May 1999
(OJ L 160, 26.6.1999, p. 73).
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Conclusion

2.105. The overall situation has not significantly

changed. The continuing structural surplus means that

Eublic storage and disposal measures will continue to
e needed.

2.106. In its opinion on Agenda 2000 ("!), the Court
warned that the increases in quotas proposed, and sub-
sequently agreed, would lead to an even greater surplus
in the milk market and a continued heavy financial gur—
den on the EU budget.

2.107. The Community co-financing of purchases of
quotas created by the Community, at no cost to produc-
ers, cannot be considered as sound financial manage-
ment.

Use of skimmed milk and skimmed-milk powder as
animal feed

Background

2.108. In order to dispose of surplus production in the
milk sector, the European Union subsidises the use of
skimmed milk (SM) and skimmed-milk powder (SMP)
as animal feed (72). The subsidies paid amounted to
382 million euro in 1999 and 367 million ecus in 1998.
Special Report No 1/99 (73) pointed out that only one
third of the skimmed milk and skimmed-milk powder
available on the European market is consumed at mar-
ket prices, without receiving subsidies. The aid for
skimmed milk and skimmed-milk powder used in ani-
mal feed facilitated the disposal of some 40 % of the
EU’s annual production.

(") Opinion No 10/98 of the Court of Auditors, para-
graph 49 (O] C 401, 22.12.1998).

("?) The disposal measures for the use of SM and SMP as ani-
mal feed were provided for by Council Regulation (EEC)
No 986/68 (O] L 169, 18.7.1968, p. 4). Specific regula-
tions applied for the different types of measures: for liquid
skimmed milk, Commission Regulation (EEC)
No 1105/68 (OJ L 184, 29.7.1968, p. 24); and for com-
pound feedingstuffs and SMP for the feed of calves, Com-
mission Regulation (EEC) No 1725/79 (OJ L 199, 7.8.1979,
p-1).

(") Special Report No 1/99 concerning the aid for the use of
skimmed milk and skimmed-milk powder as animal feed
(O] C 147, 27.5.1999).
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Measures taken by the Commission

2.109. Commission Regulation (EC) No 2799/
1999 (74) takes into account several of the Court’s obser-
vations, in that:

(@) clear quality criteria are fixed for the skimmed milk
and skimmed-milk powder for which aid is granted,
including the fixing of a minimum protein content;

(b) the special arrangements for the payment of aid for
skimmed-milk powder that has geen denatured or
processed into compound feed in the territory of
another Member State are repealed with effect from
1 July 2000 (7%);

(c) the rules concerning administrative and on-the-spot
controls are clarified.

2.110. Commission Regulation (EEC) No 1105/68 on
detailed rules for granting aid for skimmed milk for use
as feed, for which the Court’s audit had shown a num-
ber of administrative control problems, was also repealed
from 1 January 2000.

Conclusion

2.111. The Commission reacted quickly and took into
account several of the observations in Special Report
No 1/99. However, because the modified rules (76) allow
for a long time lag between the compliance inspection
and the actual use of the skimmed milk and skimmed-
milk powder for which aid is claimed, compliance of
the skimmed milk or skimmed-milk powder with the
{)rotein, moisture and fat content requirements is no
onger ensured.

2.112. The Commission still needs to provide a com-
prehensive analysis or study justifying the current high
aid level for skimmed milk and skimmed-milk powder.

(" Commission Regulation (EC) No 2799/1999 of 17 Decem-
ber 1999 (OJ L 340, 31.12.1999, p. 3).

(”’) Commission Regulation (EC) No 2800/1999 of 17 Decem-
ber 1999 (OJ L 340, 31.12.1999, p. 28).

(") Article 16(1) of Commission Regulation (EC)
No 2799/1999.

Dairy products imported at preferential rates

Background

2.113. Special Report No 4/98 (77) contained the results
of the audit in 1996 of the import and disposal of New
Zealand (NZ) dairy products imported at preferential
rates of duty and of investigations into the import of
Swiss cheese, also at preferential rates of duty.

2.114. Imports of NZ butter and cheese were con-
trolled by fixed quotas and conditions of eligibility relat-
ing to origin, age, maximum fat content and method of
manufacture. There was no quota for Swiss cheese, but
minimum free-at-frontier prices were to be respected
and rates of duty varied with the level of the minimum
free-at-frontier price, the lower the price the higher the
duty. If any of the quotas were exceeded or the eligibil-
ity conditions were not met, duty had to be paid at the
full rate.

2.115. The primary responsibility for the control of
respect of quotas and conditions of eligibility was allo-
cated to agencies in the non-EU exporting country
authorised to certify conformity of t{')le consignment
with the quotas ancﬁor eligibility conditions (the New
Zealand Dairy Board (NZDB) and the Swiss Cheese
Union (SCU)) with the customs services of importing
Member States bearing a subsidiary responsibility.

2.116. Table 2.7 shows the volumes of butter and
cheese imported under these arrangements in the period
covered by the audit.

2.117. The main findings can be summarised as fol-
lows:

(a) UK Customs and Excise (UK C & E) had never, of its
own initiative, examined whether the quota limits
had been respected, had not checked that the declared
weights were correct, had not verified the fat con-
tents of the imported products and had never car-
ried out any ex post controls of the conditions of eli-
gibility to the quotas;

(") Special Report No 4/98 on importation at reduced rate of
levy into the Community and disposal of New Zealand
milk products and Swiss cheese (O] C 127, 24.4.1998 and
0J C 191, 18.6.1998).
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Table 2.7 — New Zealand butter and cheese quota quantities, imports of Swiss cheese

Calendar year unless otherwise New Zealand butter quota Year New Zealand Cheddar quota Swiss cheese quantity imported

stated quantity (tonnes) quantity (tonnes) (tonnes)

1990 61340 1990 6 500 28365

1991 58170 1991 6 500 33 411

1992 55000 1992 6 500 38720

1993 51 830 1993 6500 35570

1994 51 830 1994 6500 32009

1995 (to 30.6) 25915 1995 6500 32111

1995/1996 76 667

Source : New Zealand quota regulations and Comext.

(b) neither the Commission nor the UK authorities had
requested information from the NZDB (as the issu-
ing agency) to assess the particulars set out in the
IMA (78) certificates; the Commission had failed to
systematically monitor the preferential import
arrangements.

These weaknesses had led to the irregularities described
in Table 2.8, which also indicates the amounts of duty
underpaid as estimated in Special Report No 4/98.

2.118. The report recommended that the Commission
take appropriate action to monitor the recovery of the
amounts involved, introduce more effective require-
ments for control of imports at reduced rates of duty,
review the validity of the IMA 1 system, remove the
New Zealand Dairy Board from tﬁe list of agencies

("®) IMA 1 (Inward Monitoring Arrangements) certificates
were introduced by Commission Regulation (EEC)
No 1767/82 (OJ L 196, 5.7.1982) particularly for Swiss
cheese to be imported into the Community at reduced
rates of levy. Their use has since been extended to other
dairy products from other third countries. Their purpose
is to certify that the conditions of entitlement to the
reduced rates of levy have been met. They are issued by
approved agencies in the third countries. Annex VII to
Regulation (EC) No 1600/95 (O] L 249, 17.10.1995) lists
the agencies approved for the issue of IMA 1 certificates.
For New Zealand the authorised agency from 1 July 1995
was the New Zealand Dairy Board. Prior to that date, a
similar certification system existed under Protocol 18 to
the Act of Accession of Denmark, Ireland and the United
Kingdom under which the New Zealand High Commis-
sion was the certifying body. For Switzerland, the Swiss
Cheese Union was the authorised agency.

52 /205

approved for the issue of IMA 1 certificates (as was done
for the Swiss Cheese Union), and initiate in-depth con-
trols of other quota agreements involving reduced rates
of duty.

2.119. Inits replies to the special report, the Commis-
sion did not dispute the observations on the irregulari-
ties concerning breaches of the NZ quota and quota eli-
gibility conditions but, contrary to the opinion of the
Court, considered that the duty underpaid did not reflect
either a loss of own resources or any potential benefit
to the importers. It stated that;

(a) it would continue to monitor recovery action;

(b) it had initiated technical talks to ensure that the sys-
tem would function properly in future;

should it prove necessary when all elements were
available, it would make an appropriate proposal
regarding the issuing agency (NZDB);

it had insufficient resources to conduct in-depth
examinations of other preferential arrangements
itself but would ask Member States to give priority
to such when undertaking examinations.

2.120. The EU Council, in its report on discharge for
1997 (79), recommended that the Commission take mea-
sures to recover the sums involved, introduce obligatory

(%) SN 1812/99 of 16.2.1999.
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controls on imports at reduced rates of duty, review the
IMA 1 certification system and initiate in-depth con-
trols of other quota imports at reduced rates of duty.

2.121. In its report on the postponement of discharge
for 1997 (89), the European Parliament invited the Com-
mission:

(a) to support the UK’s efforts to recover the sums due
to the EU budget;

to assess the seriousness of the matter, and of the
negligence, for the four alleged irregularities;

Cx

(c) on the basis of these criteria, to assess in which
cases sanctions should be applied in accordance
with Article 239 of the Customs Code;

(d) to take account of the opinion of the World Trade
Organisation (WTO), without prejudging the pos-
sibility of appeal;

(e) toensure that the New Zealand Government assume
a monitoring role in the IMA 1 certification system
in order to avoid the conflict of interest created by
the fact that NZDB was simultaneously beneficiary
and monitor of the arrangements;

(f) to enact binding rules for the control of imports at
reduced rates of duty under quota arrangements and
revise the IMA 1 certification system;

(¢) to support the legitimate right of Community
importers to be able to import products at reduced
rates of duty in accordance with the same condi-
tions granted to exporters from countries benefit-
ing from preferential agreements.

Action by the UK authorities

2.122. UK Customs and Excise’s action to protect the
Community’s financial interests and to quantify and
notify the vast majority of the debts has been generally

(®%9 0J € 279, 1.10.1999.

commendable in a complex and time-consuming case.
As at 31 March 2000, debts notified totalled 325,9 mil-
lion euro, none of which has been collected and made
available to the EU (see Table 2.8), given that all these
amounts are under appeal. A strategy to ensure that
effective controls are in place and executed has also
been adopted. However, tEe UK authorities:

(a) did not use their statutory powers to obtain stock
records for the period 3 December 1993 to
1 May 1995, thus allowing that period to go out of
time for the notification of debts in respect of irregu-
lar removals from warehouse;

(b) did not formally notify the Commission of the
NZDB’s refusal of 24 November 1998 to provide
information on the fat content of butter from
dairies other than those for which such data had
been obtained during the Court’s audit until after
the Court’s follow-up in January 2000;

(c) did not notify debts in respect of continuing fat con-
tent failures, preferring to use the provisions of a
draft regulation which was not adopted until 8 May
2000 and which has no retroactive effect;

(d) did not review the control strategy for imports of
dairy products at preferential rates of duty from
other non-EU countries and did not initiate any
in-depth control of such imports; and

(e) the UK C & E has refused to provide the Court with
the opinion of its legal service on the possible assis-
tance of the NZDB in providing security for the
hearing of the appeals and has yet to forward a copy
of the Tribunal’s reasoning behind the ruling that
the NZDB was not obliged to assist its subsidiary
companies in providing such security.

2.123. Moreover, in the intervening period the pros-
pects for recovery have deteriorated because:
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Table 2.8 — New Zealand dairy products: summary of arrears estimated, notified and collected in
the United Kingdom

(in Mio EUR converted at the exchange rate of 31.12.1999)

Special Report No 4/98 . . . A timated Special o A I-
peCIaparzZ(;aphso I Description of irregularity rree}l{rjp(e;rir;aoa /98pec1a Arrears notified rrliiﬁ,c?o

3.4-3.6 Butter — breach of quota limits 1,3 3,7
3.9-3.10 Butter — incorrect release from warehouse (a) 130,2
3.11-3.21 Butter — irregular fat content > 81,9 % (b) 87,0 153,8
3.23-3.27 Butter not manufactured directly from milk

or cream 28,0 36,4
3.7-3.8 Butter and cheese — underdeclared weights (a) 1,8
3.37-3.39 New Zealand cheese — irregular end-use 1,5

Total 117,8 © 325,9 0

NB: (a) To be quantified by United Kingdom Customs and Excise.

(b) The figures in the table for fat content and for total arrears may eventually be increased by EUR 95 million.
(c) Includes double counts by United Kingdom Customs and Excise of some EUR 21 million.

Source: United Kingdom Customs and Excise and Special Report No 4/98 (O] C 127, 24.4.1998).

(a) the principal debtor, Anchor Foods Ltd, sold its
assets for EUR 14,2 million to a new company, also
a 100 % subsidiary of the NZDB. The new company
accepted responsibility for trade debts of 62
million euro for purchases of butter from the NZDB,
but it did not accept liability for debts arising from
breaches of quota fimits and infringements of eligi-
bility conditions;

(b) taking into account the assets of the company, the
Tribunal has ruled that the UK authorities should
accept a security of only 7,7 million euro in respect
of appeals against debts amounting to 325,9 mil-
lion euro;

(c) the Tribunal also ruled that the NZDB was not
obliged to assist Anchor Foods Ltd in providing
security for the appeals. However, the Tribunal
declared that the reasoning for this ruling was not
for publication on the grounds of commercial con-
fidentiality;

(d) the hearings of the appeals have been delayed con-
siderably, the first being expected to take place in
September 2000.
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Action in the Netherlands

2.124. In 1995 Milk Products New Zealand Ltd (MPNZ)
began to import butter under the NZ quota directly into
the Netherlands. Physical checks including laboratory
analysis of an early consignment revealed that the weight
had been underdeclared and that the fat content excee(%ed
the quota conditions. The resulting demand for addi-
tional duties of 924 672 euro (calculated at the full rate)
is still before the Dutch national appeal bodies.

2.125. In April 1997, the Court provided the Dutch
authorities with a copy of an NZDB fax indicating that
the fat content of butter for another direct shipment
into the Netherlands was in excess of the permitted
maximum and suggested that the Dutch authorities
liaise with the UK C & E regarding NZDB data on the
fat content of other direct shipments. The Dutch authori-
ties have not taken any action in response to the Court’s
communication. Imports of NZ butter into the Nether-
lands totalled 25 000 tonnes in 1999.
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Action by the Commission

2.126. The Commission:

(a) has kept itself informed of the progress of quantifi-
cation, notification and collection of duties under-
paid on imports of NZ butter and cheese into the
UK but has not verified the completeness of those
notifications and thus was unaware of the UK’s fail-
ure to notify the debts mentioned in para-
graph 2.122(a)). The Commission should recover
the amounts involved because the UK has not com-
plied with Article 2 of Council Regulation (EEC,
Euratom) No 1552/89 (8!) and thus must bear the
financial responsibility;

=

has similarly kept itself informed of the progress of
notification of duties underpaid in the Swiss cheese
case which, as at February 2000, totalled some
52,8 million euro, of which 4,8 million euro had
been collected and made available to the EU;

(c) has full information on the progress of collection of
duties underpaid on imports of NZ butter into Italy,
partial information on progress in the Netherlands
but no information for Belgium and Spain where
NZ butter was also imported directly;

(d) as a result of considerations by the World Trade
Organisation (WTO) Disputes Panel, has accepted
that spreadable butter is eligible for the NZ quota
proviged that it is not manufactured from stored
material. In its response of 25 November 1999 to a
request by the UK authorities of 14 September 1999,
the NZDB, whose manufacturing specification indi-
cates that stored material is usedl,) has refused to
provide details of the raw materials used in the
manufacture of spreadable butter. Moreover, this
refusal was not communicated to the Commission
until after the Court’s audit visit in January 2000.
Given the Court’s observations in Special Report
No 4/98 and the subsequent refusals ]ID)y the NZDB
to provide information to the UK authorities, the
Court considers that the Commission could have
taken earlier action to remove the NZDB from the
list of agencies approved for the issue of IMA 1 cer-
tificates. Instead, the NZDB has been removed with

(®") Regulation (EEC, Euratom) No 1552/89 of 29 May 1989
(OJ L 155, 7.6.1989, p. 1).

effect from 1 July 2000 within the framework of a
general revision of procedures relating to imports
of NZ butter (82);

(e) emphasises that it does not have the power to require
Member States to speed up the procedures relating
to the collection of the duties underpaid (83);

(f) has reviewed the IMA 1 system and has introduced
with effect from 1 July 2000, inter alia, an obligatory
minimum rate of control of 3 % for imports at
reduced rates of duty and a clearly defined method-
ology for testing butterfat (34);

() hasinitiated action to recover from the UK the duties
underpaid for cheese for processing put to an irregu-
lar use as a result of an error by the UK C & E;

(h) as a direct result of the findings in the New Zealand
and Swiss cheese cases, has not carried out or initi-
ated any specific in-depth controls of imports of
other agricultural products at preferential rates of
duty;

(i) apart from the New Zealand case, has made only
one request for information from an IMA 1 certify-
ing body necessary to assess the particulars set out
on the IMA 1 certificates and this was to Norway.

Collection of underpaid duties

2.127. The prospects for collection of any significant
amount from the 325,9 million euro at stake in the NZ

(®?) Commission Regulation (EC) No 970/2000 of 8 May
2000 (OJ L 112, 11.5.2000).

(®%) Under Community law, the collection of traditional own
resources is delegated to the Member States, who are
obliged to make every effort to ensure that these resources
are established, entered in the accounts, recovered and
made available on time. (Council Decision 94/728/EC,
Euratom of 31 October 1994 on the System of the Euro-
pean Communities’ Own Resources and Council Regula-
tion (EEC, Euratom) No 1552/89 of 29 May 1989,
OJ L 155, 7.6.1989, p. 1).

(®*) Commission Regulation (EC) No 970/2000 of 8 May
2000 amending Regulation (EC) No 137498 laying down
detailed rules for the application of the import arrange-
ments and opening tariff quotas for milk and milk prod-
ucts (OJ L 112, 11.5.2000, p. 27).
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Table 2.9 — Summary of duties underpaid and collected by Member State
(Mio EUR)
New Zealand Switzerland
Member State Total outstanding
Notified Collected Outstanding Notified Collected Outstanding
Belgium outstanding not applicable
France not applicable 3,9 3,90 0 0
Germany not applicable 1,3 0,90 0,40 0,40
Italy 1,70 1,70 48 0 48,00 49,70
Netherlands 0,90 0,90 not applicable 0,90
Spain outstanding not applicable
United Kingdom 325,92 0 325,92 not applicable 325,92
Totals 328,52 0 328,52 53,20 4,80 48,40 376,92

Source: United Kingdom Customs and Excise and OLAF.

case in the UK, should the Tribunal uphold the demands
made by the UK C & E, are remote, the maximum
amount at present being unlikely to exceed the security
of 7,7 million euro. The importer has sold its assets to
another subsidiary of the NZDB, which has not accepted
liability for debts arising from alleged quota infringe-
ments. In the Swiss cheese case 4,8 million euro of
duties underpaid have been collected, with some 48 mil-
lion euro under appeal, for the most part in Italy.
Table 2.9 summarises the position by Member State for
both cases.

Conclusion

2.128. Bearing in mind that the Swiss cheese investiga-
tions were initiated in 1993/1994 and the results of the
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audit of NZ dairy products were notified to the Com-
mission and Member States in March 1997, the Court
concludes that the progress of collection of arrears is
too slow.

2.129. Although some measures have now been taken
to ensure that the specific problems with preferential
imports of milk products from New Zealand are unlikely
to recur, the Commission’s action has been slow. Fur-
thermore, there has been no specific action, resulting
from the New Zealand and Swiss cheese cases, to ensure
similar breaches of regulations do not occur for imports
of other agricultural products at preferential rates.
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THE COMMISSION’S REPLIES

IMPLEMENTATION OF THE BUDGET

Provisional appropriations

2.8. Theappropriations under Subsection B1 of the EAGGF
Guarantee Section were sufficient to cover all its expenditure.
The use of provisional appropriations would nevertheless have
involved a compulsory transfer to the headings concerned.

Entering of revenue in the expenditure budget

2.10 to 2.13. The amounts to be recovered from Member
States and operators are by nature very difficult and arbitrary
to estimate. Most such amounts arise either rfrom a failure by
the Member States to comply with the rules (overshooting
deadlines, absence of checks, clearance of accounts, etc.), or
from faults committed by operators (amounts recovered in the
context of irregularities and fraud, the milk levy, etc.) It would
be unwise to attribute overestimated revenue to poor manage-
ment and fraud without having minimum data in support of
such an assumption.

2.11. In the case of revenue from additional milk levies, an
amount of EUR 224,85 million was indeed deducted in 1999
from the advances made to Italy for the 1997/1998 market-
ing year. It was not possible to book these levies in 1998
because the questionnaire returned by the Member State in
time for the deadline of 1 September 1998 did not indicate
that the quotas had been overrun. It was not until the revised
questionnaire (see Regulation (EC) No 82/96) was transmit-
ted in March 1999, that the overrun was revealed. The Com-
mission immediately took the appropriate steps to recover the
amounts due and not disbursezf ﬁy Italy.

2.12. With regard to the discrepancies in revenue on sales,
Re}gulation (EC) No 188378 stipulates that stocks are to be
valued at the end of the financial year at the estimated selling
price, to ensure that potential losses are not carried forward
to the g'ollowing financial years. As a precaution, so that
future budgets will not be burdened with overvalued stocks,
the Commission’s policy has always been to depreciate the
stocks of products other than cereals at the lowest estimated
selling price.

Moreover, the largest discrepancies were chiefly recorded in
two sectors. In the case of beef and veal, sales, not including
the quantities intended for Russia, had been estimated at
120 000 tonnes; almost twice that quantity was actually
sold. This explains both the buoyancy o}selling prices and the

higher amount recorded. In the case of olive oil, these stocks
were not expected to sell at very advantageous prices, since
very large quantities had been sold into intervention during
the marketing year.

2.13. The 19 items quoted by the Court relate to sums
recovered in cases of irregularities and fraud.

Reductions in advance payments

2.15. The Commission is aware of this problem and is
exploring what steps should be taken to avoid a recurrence of
this situation.

Carry-overs from the preceding financial year: the sup-
ply of food aid to Russia

2.16. The Commission agrees with the Court that it would
have been preferable to finance the food-aid operation for Russia

from appropriations in the 1999 budget. Contrary to the

Commission’s intentions, however, the Council and Parlia-
ment decided to use appropriations remaining available from
the 1998 budget and carried forward to 1999. The Budget-
ary Authority opted for this solution on 24 November 1998,
before the 1998 SAB and the 1999 budget had been adopted.
(See the Commission’s reply to the 1998 Annual Report).

2.17. The impact on technical storage costs was not felt in
1999, firstly because of the delays in delivery when the pro-
gramme was suspended by the Russian authorities with the
result that the goods remained in store longer than anticipated
and, secondly, because the removal costs had to be paid out
during that financial year.

Expenditure on refunds for pigmeat increased because the
reﬁnd rates for exports to Russia had to be appreciably raised
in order to guarantee trade flows and ensure sufficient sup-
plies to the Russian Federation over and above the food-aid
operation.

Booking expenditure under depreciation of stocks would have
prevented the transparency needed to establish the total cost
of this operation.

Management of the budget

2.20. Concerning the reliability of the Member States’ fore-
casts, in 1999 the Commission carried out a feasibility study
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which showed how difficult it would be to improve forecasts,
except in the case of supporting measures and rural develop-
ment; for these, Commission Regulation No (EC) 1750/1999
provides for penalties where forecasts differ appreciably from
actual expenditure.

Proposals Bfor transfers are based not only on Member States’
forecasts, but also on expenditure already incurred and reviews
of market developments.

2.21. The Commission sometimes makes transfers within a
budget article, and must thereafter restore the article to its
original situation. However, such transfers are made so that
expenditure can be booked quickly rather than left outstand-
ing pending more lengthy procen(lvmas.

Only one transfer was made under each of the budget head-
ings ‘Permanent abandonment premiums in respect of areas
under vines’ and “Tobacco premiums’ during the jlijnancial year
1999. Since other budget headings had to be topped up at the
end of the financial year, these transfers removed the amounts
in 7uestion from those headings in accordance with the Finan-
cial Regulation. In the case of “Tobacco premiums’, the under-
consumption of appropriations resulted from a change in the
rules at the end ojPDecember 1998, i.e. well after the 1999
preliminary draft budget had been drawn up and after the
Commission departments had drafted the letter of amend-
ment.

2.22.  As explained above at point 2.12, the rules are
designed to ensure that the stocks to be carried forward are
estimated in such a way that potential losses are not trans-
ferred to subsequent financial years.

Moreover, evaluation of the estimated selling price and the
ensuing further depreciation are not the only factors that
determine the revenue from sales booked during the following
financial year. Whether the sale of stocks results in losses or
reventie cépends on the difference between the average book
value (value of stocks carried forward + value of purchases)
and the actual selling prices.

If the quantities bought in during the following financial year
are smaller than forecast at the time the budget is being pre-
pared, the average book value will not increase as mucﬁ as
expected and this will result in substantial revenue.

Computer systems

2.23. Turning to the computerised system for the manage-
ment of agricultural expenditure, the Commission had to cope
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with pressing difficulties in adapting existing systems to take
account, firstly, of the introduction of the euro in the account-
ing systems of the paying agencies and, secondlﬁ/, of the need
to make computer systems Y 2K-compliant. Both these opera-
tions were completed successfully. The Commission also car-
ried out a feasibility study in 1999 to assess the possibility of
creating a detailed database containing all the injgrmation on
payments to individual beneficiaries, as requested by all the
Community institutions. During the study about half the
Member States’ paying agencies were examined in detail to
determine the feasibility of this project.

In view of the positive conclusions of the study and in the light
o{ the needs arising from the reform of the Commission and
the new requirements to be taken into account in the context
of the proposal to recast the Financial Regulation, a call for
tenders is currently being prepared, so that a start can be
made on developing a new computer system able to meet all
these new requirements.

Conclusion

2.24.  As stated in point 2.20 above, following the study
carried out in 1999 the Commission has adopted rules wher-
ever possible to improve the reliability of forecasts. It should
also ge remembered that transfers become necessary when the
Budgetary Authority makes across-the-board reductions in
appropriations.

With regard to the practice of entering ‘negative expenditure’,
the proposal to recast the Financial Regulation should satisfy
the Court’s requirements.

SPECIFIC APPRAISAL IN THE CONTEXT OF
THE STATEMENT OF ASSURANCE

Legality and regularity of the underlying transactions

Substantive errors

2.26. The Court’s findings concerning expenditure under
the EAGGF Guarantee Section point to a level of substantive
errors that is lower than for the budget as a whole. Neverthe-
less, the Court found the level of error unacceptably high.

The Commission has some general comments on the DAS
cases in the EAGGF Guarantee Section. Guarantee Section
expenditure is managed jointly by the Member States and the
Commission. The administration and controls are performed
by the Member States while the Commission supervises and
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audits the work of Member States. The Commission also
recovers amounts incorrectly spent by the Member States in
its so-called clearance decisions. For each DAS case, then, the
specific knowledge resides with the authorities of the Member
State. It is worth noting that neither the Commission nor the
Member States have had very much time to study the sub-
stantive errors found by the Court. In several cases the Mem-
ber States’ comments have not yet been received. It is quite
possible that the outcome of the clearance procedure l{or some
of the cases will be that no financial correction should be
applied. For a number of the cases found by the Court and
already known to the Member States beforehand, the Member
States have already initiated recovery procedures.

The errors found by the Court fall into several categories. In a
number of cases, the Commission shares the Court’s view that
errors have been made and will take the necessary steps to
recover the amounts involved.

In other cases, the Commission shares the Court’s criticism of
practices applied in some Member States, particularly where
deliberate deductions are made from aid payments to benefi-
ciaries to cover administrative expenses. However, the Com-
mission is of the view that these practices were not illegal at
the time and cannot therifore be considered as errors. At the
Commission’s initiative, the relevant regulations have already
been amended to explicitly forbid such practices. The new
rules are now being applied but were not in force at the time
of the transactions analysed by the Court.

In the case of a number of substantive errors found by the
Court, the findings are based on the principle of annuality of
the budget and the rules for depreciation of stocks. There is
full agreement that the transactions in question incur no loss
to the Community budget. The Court and the Commission
disagree only on which budget year these transactions should
be cfarged to.

With regard to arable crops and animal premiums, the Court
has discovered a substantial number of small errors, after tak-
ing the technical tolerances into consideration. These errors
relate in many cases to amounts of less than EUR 100. In
accordance with the rules for the integrated administration
and control system (IACS), these errors are considered minor
amounts which do not need to be recovered since the cost (l)f
recovery would be disproportionate. To avoid or substantially
reduce such minor errors in the future, it would probably be
necessary to set up a more costly and burdensome control sys-
tem. This raises the policy issue of determining the appropri-
ate number of controls from a cost-benefit point of view. The
regulations in force in most cases require a minimum of 5 %
or 10 % checks by Member State administrations. Substan-
tially reducing the number of small errors currently not detected

by the Member States’ inspection systems would require a very
substantial increase in the number of checks and thus in the
resources allocated to these inspection systems by Member
States. It is an open question whether it would be reasonable
and cost effective to do so, particularly in the light of the
Commission’s assessment that the financial corrections imposed
on the Member States and the penalties applied by the Mem-
ber States to the final beneficiaries are of a similar magnitude
as the most probable loss to the EAGGF that can be extrapo-
lated from the DAS sample.

Recoveries under the clearance of accounts procedure currently
amount to around EUR 600 million per year. This amount
consists, as usual, of corrections relating to several different
years, since the inquiries for different sectors are not all final-
ised at the same time. Furthermore, the inspection and pen-
alty systems in the Member States also lead to reductions in
expenditure, particularly for arable crops. In this sector the
penalties applied by the Member States result in no aid being
paid for around 2 % of the eligible area, thereby reducing
Community expenditure by some EUR 300 million. Similar
kinds of penalty systems are applied in other sectors.

Based on current figures, the clearance procedure and the
inspection and penalty systems thus save the Community bud-
get EUR 900 million to EUR 1 000 million yearly. This
amount is of the same order of magnitude as the most prob-
able loss to the Fund that can be extrapolated from the Court’s
DAS sample, although is difficult to compare the clearance
decisions with the DAS sample directly.

Apart from auditing the Member States and applying finan-
cial corrections, the Commission is also working on improv-
ing the systems used by the Member States. For example, it
has proposed that alf/Member States adopt geographical
identification systems in order to reduce human error in sub-
mitted claims and to improve control systems generally. The
relevant regulation is now in force. Another example of pre-
ventive action initiated by the Commission is the development
and refining of the animal identification system.

2.27. With regard to the deductions made by the local and
central Greek bodies from area aids, the Commission has been
making financial corrections of 2 % under the clearance pro-
cedure since the financial year 1993. It will continue to do so
until the Greek authorities put a stop to these deductions.
Since Regulation (EC) No 1259/1999 establishing common
rules for direct support schemes under the common agricul-
tural policy entered into force on 1 January 2000, payments
under the support schemes are paid in full to the beneficiaries
(see Article 2 of and the Annex to that Regulation).
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Turning to the deductions from aid for olive oil, cotton and
tobacco, the Community rules do not prohibit this practice
provided the beneficiaries of the aid agree to the deductions.
The Commission departments have clarified this issue in an
interpretative note.

In the case 3[ Italy, the Commission has initiated infringe-
ment proceedings (97/2228).

Systematic errors

2.28 to 2.31. The amounts in question will be corrected
under the clearance of accounts.

Concerning Greece, see the reply to point 2.27 above. It should
be ointe§ out that Community legislation specifies when
such levies are not permitted, as in the case of Regulation (EC)
No 3887/92. When the rules do not expressly prohibit such
practices, it cannot be categorically stated that they are not
permitted.

Formal errors

2.32.  Although formal errors do not ag;fect the value of the
transactions examined, the Commission departments make a
correction when evaluating such errors contained in individual
cases likely to entail flat-rate corrections.

2.33.  The booking of payments of EAGGF Guarantee Sec-
tion expenditure was delayed as a result of difficulties encoun-
tered when introducing the computerised central accounting
system Sincom 2.

2.34 to 2.35. The Court’s remarks on area aid, sampling
of milk powder and export refunds for sugar in France, the
olive cultivation and vineyard registers in Greece, the produc-
tion of olive oil in Spain and milk and livestock production in
Portugal will, if necessary, give rise to flat-rate corrections
under the clearance of accounts.

In addition, the Commission is not happy that the Court,
when considering compliance with Regulation (EEC)
No 3887/92 in point 2.33, is taking the number of errors
detected as the onEz criterion for increasing the inspection rate.
Other parameters should also be taken into account, includ-
ing the size of the areas checked and for which errors were
found. In this connection, the Commission presented guide-
lines to the Member States in 1999 for determining the
increase in the inspection rate according to the areas not found
in relation to the areas inspected.
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It should not be overlooked that the number of errors found
can be a sign of the quality of the checks carried out.

The regulations

2.36 to 2.38. To ensure that the Community rules are
properly and uniformly applied throughout the Union, and to
avoid unequal treatment of beneficiaries, the Commission
takes every opportunity (at each stage of the adoption proce-
dure and during application) to explain the most complex
points which could lead to divergent application. Thus, it
regularly provides collections of interpretative notes and guides
(vade-mecums) in the context of the Management Commit-
tees.

2.37.  Concerning Regulation (EC) 3887/92 on applying
the integrated administration and control system, in May
2000 the Member States received a collection of all the inter-
pretative notes relating to the questions they had asked. In
addition, Regulation (EC) 2801/1999 of 21 December 1999
clarified a number of points in Regulation (EC)
No 3887/92.

The Commission will shortly be proposing a further amend-
ment to Regulation (EC) No 3887/92, this time to clarify
the matter of the eligibility of hedgerows.

2.38. The Commission departments concerned with the
EAGGF Guarantee Section use the criteria set out in the rules
on eligibility (Regulation (EC) No 1685/2000) for the Struc-
tural Funds.

Rule No 1 stipulates (at point 1.7) that ‘overheads are eligible
expenditure provided that they are based on real costs which
r:g;te to the implementation of the operation part-financed by
the Structural Funds and are allocated pro rata, to the opera-
tion, according to a duly justified fair and equitable method’.

2.39. For the Italian regions where auditing detected this
type of anomaly, flat-rate corrections of 5 % were proposed.

It should be noted that there are alternative methods for
checking the reduction of fertilisers and that the analysis
method is not always reliable.

2.40. In cases where Article 4(b) of Directive 92/102/EEC
is indeed not complied with, the Commission shares the opin-
ion of the Court.
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The Commission submitted a report to the Council of Min-
isters on the identification and recording of sheep and goats
in July 2000.

Conclusion

2.41. Inview of the number of errors detected by the Court,
the Commission considers that the legality and compliance
with the rules of the underlying transactions is reasonably well
assured and that the inspection arrangements are functioning
satisfactorily.

(a) IACS, which is a continually evolving system of preventa-
tive measures and cross-checks, saves the Community
budget approximately EUR 300 million a year.

(b) As for introducing IACS for the other common market
organisations, on 17 July 2000 the Council adopted
Regulation (EC) No 1593/2000 amending Regulation
(EEC) No 3508/92 to give the Member States discre-
tion to design their own arrangements k]or applying the
system to other aid schemes and to make them compat-
ible with the main features of IACS.

CLEARANCE OF ACCOUNTS

Clearance of accounts under the system prevailing until
1996

Clearance of accounts 1995

Clearance procedure

Mission reports and notification of the findings

2.45. The main reason why the clearance of accounts pro-
cedure is so lengthy is that Member States’ rights of dejgnce
must be respected. Indeed, failure to respect these rights resulted
in the Commission losing Case C-61/95 before the Court of
Justice. A detailed analysis of all the stages of the clearance
procedure shows that at least 645 days are needed to termi-
nate a procedure leading to a Commission Decision.

Conciliation Body

2.46. The Conciliation Body has sole responsibility for cases
submitted for its opinion in accordance with the criteria laid
down in the Decision of 1 July 1994.

Data provided by Member States

2.47. The Commission considers that the flat-rate correc-
tion applied to Spain was partly due to the lack of inspection
statistics.

The Commission departments will pay close attention to
whether the Member States comply with the deadlines by
which they must send data.

Individual corrections

Arable crops

2.50 and 2.51. The correction applied was based on the
finding that the on-the-spot checks were of insufficient qual-
ity. This shortcoming is a breach of a key control. However, it
was decided to apply a flat-rate correction of only 2 % because
the EAGGF’s jlpn ings concerned only two French depart-
ments. Carrying out on-the-spot checks is not the responsibil-
ity of the two departments visited, but rather of the 17 regional
offices of the ONIC. The two departments concerned beﬁ)nged
to two different regional okfﬁces of the ONIC, which is why the
Commission chose to make a correction at national level, con-
cluding that the existence of similar shortcomings in the other
regions could not be ruled out. However, the shortcomings
detected did not necessarily point to a financial risk at national
level warranting a correction of 5 %.

2.52. In the case of Greece, the Commission takes the view
that it would have been di{f icult to impose a correction of
more than 2 % in a year still in the middle of the transitional
period for introducing the integrated system. The shortcom-
ings detected for the 1994 harvest did not relate to on-the-
spot checks or any other key controls (unlike subsequent har-
vests, where problems relating to on-the-spot checks were
noted). Following the guidelines set out in tﬁe Commission’s
working paper (on the calculation of financial consequences),
and given that a high risk could not be concluded on the basis
of the clearance findings, the Commission was obliged to pro-
pose a correction rate of 2 %, particularly since the Commis-
sion is required by Article 5(2) of Council Regulation (EEC)
No 729/70, as amended by Regulation (EC) No 1287/95,
to take account of the nature and gravity of the infringement
and the financial loss suffered by the Community when evalu-
ating the amounts to be excluded. In conclusion, then, since
the deficiencies concerned ancillary controls, the 5 % correc-
tion proposed by the Court would have been against the rules.

2.53. With regard to the Court’s proposal for Hessen, the
Commission dropped its proposal for a correction in the light
of the Conciliation Body’s report ruling that the proposal for
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a flat-rate correction was not well-founded according to nor-
mal auditing rules, from the point of view of either procedure
or substance. At the time of the conciliation procedure, the
German authorities had submitted documentation consisting
of 560 individual inspection reports showing that measuring
had indeed been carried out, contrary to what was suggested
in some activity reports of local branch offices, which gave the
impression that such measuring had not taken place.

Animal premiums

2.55. The Commission’s staff did indeed have problems
obtaining reliable information from Spain within an accept-
able time-c frame. It was mainly for this reason that, in pro-
posing recent amendments to Regulation (EEC)
No 3887/92, the Commission introduced time limits for
supplying the type of statistical data in question.

As regards Spain itself, the Commission continues to pay par-
ticular attention to the data supplied, and several on-the-spot
audits are planned in various Autonomous Communities dxlju'-
ing 2000.

Milk super-levies

2.57.. The corrections applied for Spain and Greece are the
result not of calculations based on information supplied by the
Member States but rather of exhaustive auditing work by the
Commission auditors to establish accurate data and to for-
mulate numerous recommendations to the national authori-
ties with a view to improving their administration of the
regime. Most of these recommendations have been followed
up by the Member States and their management systems have
been significantly improved thereby.

Penalties onr deficiencies in administration of the regime have
been applied in the past under the compromise of the Council
of Ministers in October 1994 for the milk years from 1989
to 1993: EUR 1,464 million for Spain and EUR 8 million
for Greece.

2.57 and 2.58. The clearance of accounts auditors are in
the [ﬁnal stages of proposing corrections for Greece, Spain and
Italy, amongst others, in respect of the 1995/1996 milk year.
It is hoped that an ad hoc dgcision will be taken in December
2000 in this regard. It is not possible to clear the accounts
for milk years at an earlier stage because the checks carried out
b)ll the Member States can take up to four years to be com-
pleted.

The Court is correct that Member States with an inadequate
management system are not penalised if they fail to declare an
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overshoot of quota. The clearance of accounts unit is very
aware of this jeﬁ'ciengl in the quota legislation. Furthermore,
even if there is an overshoot of quota, the only penalty permit-
ted by the legislation as it is currently framezf is payment of
additional levy and interest ifor late payment. The Commis-
sion’s departments are exploring how to provide the legal
framework to penalise Member States for inadequate man-
agement and also how to establish the basis on which to
apply such a correction. The only possible avenue at the
moment is to open infringement proceedings, and this step
has been taken for both Spain anzij Italy (Ref. 97/2227 and
97/2228).

In the particular case of Spain for 1994/1995, the fact that
there was no overshoot was both noted and scrutinised. It
should be noted that actual milk deliveries to dairies in Spain
increased during this period and that an overshoot was avoided
by the perfectly legal means of transferring direct-sales quota
to deliveries. Since the Commission auditors found no par-
ticular anomalies, no penalty would have been possible.

Olive oil

2.59. The Commission’s decision to reduce the financial
corrections for Greece and Spain for the 1993/1994 market-
ing year from 10 % to 5 % was adequately explained in the
Commission’s reply to paragraphs 2.6 9 and 2.70 of the 1998
Annual Report of the Court of Auditors. Since the systems
have neither improved nor worsened significantly since then,
the correction of 5 % for these two Member States has been
maintained in subsequent years.

Conclusion

2.60. The Commission does not agree that corrections
should have been greater than EUR 147,5 million. The
EAGGF's proposed decisions are based on compliance with
the established criteria, the information and evidence trans-
mitted by the Member States during the accounts clearance
procedure and the principle of equal treatment between Mem-
ber States.

Clearance of accounts under the post-1995 procedure

Clearance of accounts 1999 (financial)

2.67. The Commission’s departments have noted the Court’s
opinion, expressed in earlier reports, that the work of the
Greck certiffing body can be improved. This matter will be
discussed later in the year. Nevertheless, the Greek certifying
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body has examined over 260 additional transactions for a
number of di)Zerent regions and schemes. Taking into account
all the work that has been done, which goes well beyond mere
sampling, the Commission’s departments considered that the
results were acceptable for clearance.

Conformity decisions

Second conformity decision

2.69 to 2.72. The Commission does not share the Court’s
opinion that a flat-rate correction of 5 % was unsuitable. The
UK authorities did improve their control systems, largely as
the fruit of their own experience but also due, in no small
part, to the many on-the-spot audits of the OTMS (over-
thirty-month scheme) undertaken by both the Commission
and the Court’s own staff.

Conclusion

2.74. The Commission stresses that it is unrealistic to expect
to make the transition from one clearance system to another
ovem;’ght. Between 1996 and 1999, the Commission covered
considerable ground on clearing the agricultural accounts. It
cleared the EAGGF Guarantee Section accounts for the finan-
cial year 1994 and almost all of the financial year 1995 and
Sven adopted three clearance decisions under the new proce-
ure.

2.75. What the Court calls the ‘modest’ corrections under
the new clearance of accounts procedure were able to be decided
in 1999 because they had been included in the observations
made under the old system for the financial year 1995, cleared
in March 1999.

Follow-up to previous OBSERVATIONS
Wine

Controlling the volume of wine placed on the market

2.84. Although the evolution of the table-wine sector has
not been fully satisfactory during recent years, the Commis-
sion wishes to emphasise that the level of stocks in 1998/1999
is around 20 million hectolitres lower (— 30 %) than some
10 to 15 years ago. Stocks of table wine have indeed increased

somewhat in recent years, but not as much as table-wine pro-
duction. In order to reduce stocks at the end of the 1999/2000
marketing year, in March 2000 the Commission decided to
increase the volume of preventive distillation opened in Novem-
ber 1999 from 10 to 12 million hectolitres.

Distillation and price levels

2.85 and 2.86. Under the new market organisation for
wine, fewer distillation measures are available and they no
longer provide an assured outlet for growers not intending to
produce for sale on the market. The distillation measure car-
ried over from the former market organisation, i.e. the distil-
lation of by-products, is a quality measure not a price-support
measure. It is intended to ensure the quality of wines by avoid-
ing the over-pressing of grapes. The price received for the
by-products cannot be considgred as an incentive to increase
production.

Preventive distillation has been abolished. There is now a vol-
untary distillation measure to supply the potable alcohol mar-
ket. This measure is intended to preserve an outlet (wine spir-
its and wine alcohol) that would otherwise be lost, wﬁich
would mean giving up the equivalent of 300 000 hectares of
vineyards. Growers get a guaranteed price for their wine, but
distillers will only sign a contract for distillation of wine u
to the volume of distilled products (wine spirits or alcohoﬁ
that they can sell on the market (there is no Community inter-
vention for the alcohol produced).

The new market organisation provides for the possibility of
opening a crisis distiﬁation measure. This will on§ be launched
on an ad hoc basis in cases of proven market problems; any
price paid would not, by definition, be proﬂtag)le for produc-

ers.

Under the new market organisation, intervention prices are
no longer based on a system of guide prices. While the Coun-
cil Regulation establishes the possibility of differentiating the
minimum price paid to growers under the measure to supply
the potable alcoé)ol sector, the Commission will base its use of
this option on the practical experience gained during the first
years of application and, as indicated, in consultation with the
Management Committee.

Grubbing-up

2.87. Since 1988, the premium scheme for abandonment
of areas under vines has reduced wine-growing potential by
some 500 000 ha. In other words, it has reduced production
throughout the European Union by 25 000 000 hi/year. The
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Council, after receiving Parliament’s opinion, decided to keep
this scheme under the new market organisation, making a few
adjustments to give the Member States more leeway to tackle
regional structural problems.

2.88. The various regulations governing the EAGGF Guid-
ance Section allowed the Member States to use some of these
funds (not a very significant proportion of the total) for
restructuring vineyarfs, This restructuring did not increase
potential since the varieties used to produce quality wine psr
(ﬁroduced in specliﬁed regions) are still much less productive
than the original varieties used for table-wine production.
Moreover, the bodies governing the system of registered des-
ignations of origin o}gquality wines psr severely restrict the
authorised yields.

2.89. The new abandonment scheme is limited to specific
areas with socioeconomic problems. These areas are to be
determined by each Member State and the number of hectares
to be grubbed will be very small.

In the context of the rjform of the market organisation in
wine, the Council agreed to grant the producer Member States
a very small number of new planting rights:

— the area granted is 51 000 ha (plus a Community reserve
of 17 000 ha), which amounts to approximately 1,5 %
o}{’ the area under vines in the Community, staggered over
the period of prohibition on new plantings (10 years),

— Member States may grant these hectares only to areas
producing quality wines for which demand exceeds sup-

by,

— it must also be remembered that the area under vines in
the Community is shrinking under the rule prohibiting
new plantings because of natural wastage (closing of
vineyards, voluntary abandonment, etc.), which means
that the new hectares granted are unlikely to offset these
natural losses.

Reliability of information

2.90 and 2.91. Regulation (EC) No 1294/96 continues
to apply under the new market organisation. Therefore, the
unsatisfactory situation highlighted in the previous reports
should be fu?l}y addressed by that Regulation.

Vineyard register

2.92t02.95. The delay incurred by certain Member States
in setting up their vineyard register can be explained by the
complexity of the wine sector. The new Council Regulation
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requires Member States to undertake to make stringent checks
on production potential with the aim of preventing any increase
in the production of wine without outlets. The benefits of the
aid schemes introduced by the new market organisation are
subject to this undertaking, which has taken concrete form in
the shape of an inventory of wine-growing potential which
must be drawn up before any restructuring programmes and
the like may be implemented. This inventory will serve as a
reference and will make it possible to monitor the situation
and trends in supply in the years to come.

Specialised control body

2.96 to 2.98. The creation of a specialised control body
within the Commission is provided for under the new wine
regime introduced by Regulation (EC) No 1493/1999
(Article 72). As stated, the specialised control body will not
be in place by the time the n@ﬁrm enters into force. However,
a transitional measure, already voted by the Management
Committee, will extend the existing rules on control until
30 November 2000. In practice, creation of this specialised
control body depends on the availability of resources, which is
somewhat doubtful. Therefore, it is more realistic to strengthen
the control activities of the national control bodies in the wine
sector and to increase their collaboration with the Community
inspectors.

Conclusion

2.99 and 2.100. The new common organisation of the
market in wine (Council Regulation (EC) No 1493/1999),
which entered into force on 1 August 2000, is expected to
have a positive impact on overall market balance, especially
for table wines. In addition to restrictions in distillation meas-
ures, the new market organisation focuses on market require-
ments and political constraints (i.e. WTO commitments);
restructuring measures will be available to help growers adapt
their production to market demand, which should bring down
overproduction. The measures envisaged under the new mar-
ket organisation should address most of the shortcomings
descrif)ged by the Court. Grubbing is better managed than
before and the register, which should be in place in all the
Member States before the end of this year, will be a useful
instrument with which to establish the inventory provided for
in Regulation (EC) No 1493/1999.

Milk quotas

The quota system

2.101 to 2.102. The previous reply given by the Commis-
sionin 1993, relatinﬁ to the situation at the time is no longer
relevant in view of the major developments that have taken
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place since then (external markets, internal consumption, a
real reduction in producer prices as a result of inflation, etc).
In any case, the increases in quotas in 1999 are part of a bal-
anced overall political agreement sought by the Council and
Parliament which it is not the Commission’s place to discuss.
These increases were linked to a cut in institutional prices
which should have a positive impact on consumption. The
increases themselves mostly correspond to quantities already
being produced.

2.103. The Commission takes the view that the increase in
fat content must be neutralised, rather than heavily penalised
with the risk of creating illegal channels for disposal of sur-
plus milk fat. It therefore considers that the current coefficient
(provided for in Article 2(2) of Commission Regulation (EEC)
No 536/93) is perfectly justified and achieves its goal of
keeping the total volume of milk production within the fixed
quantity.

2.104. While Regulation (EC) No 1256/1999 extended
the quota system until 2008, it also provides for the Council
to review the situation in 2003 on the basis of a Commis-
sion report, with the aim of abolishing the current quota sys-
tem aj}tger 2006.

The Court refers to the use of Community funds to acquire
milk quotas. It should be stressed that the Irish example quoted
by the Court concerns only the reallocation of quotas, under
very strict terms, to categories of producers with priority. This
expenditure was partly refunded by the EAGGF. Similar
requests from Italy and Spain, which did not target priority
producers, were refused as geing not compatible with the above
Regulation.

Conclusion

2.106. Milk accounts for more than 18 % of the gross
value of agricultural production and so is one of the main
sources of income for many farmers, while the milk sector’s
share in EAGGF expenditure is steadily dwindling (41 % in
1980, 6, 3 % in 1999). It is therefore not correct to say that
the financial burden on the budget remains heavy. On the
contrary, experience shows that these measures are effective,
since they have led to substantial savings without destroying
the sector.

Use of skimmed milk and skimmed-milk powder as ani-

mal feed

Conclusion

2.111. The Commission considers the new inspection
arrangements for the quality control of skimmed milk and
skimmed-milk powder to be adequate. Indeed, under the new
arrangements, a larger proportion of subsidised products are

checked, since the controls relate not only to products being
processed at the time of physical inspection but also to stocks
of products held at that time. If controlled products are prop-
erly identified, there is no danger that they will be substituted
aﬁér inspection and before processing.

2.112. Asin the past, the Commission continues regularly
to monitor the parameters that play a role in fixing the aid
level. Efforts are also being made to improve the recording of
these analyses and to base them on a more systematic approach.

Dairy products imported at preferential rates

Background
2.117.

(a) The principle underlying the inward monitoring arrange-
ment or IMA 1 system, as stated in the preamble to
Commission Regulation (EEC) No 1767/82, is that a
third country authorised to use the system has primary
responsibility for ensuring compliance with both the eli-
gibility criteria and the quantitative limits. Hence the UK
customs service considered this traditional trade in salted
butter, involving only two importers, to be low risk.

(b) As the Commission has already pointed out in its reply
to the initial report, queries on possible breaches of the
quantitative limits were passed to the United Kingdom
authorities in 1983. Assurances that the quota ﬁmits
had not been exceeded were received from the UK authori-
ties and confirmed after further checks had been requested.

2.118. Seethe Commission’s replies to points 2.119, 2.121,
2.122(a) and 2.123.

2.119. The Commission has honoured these undertakings.
As the Court rightly states, the Commission undertook to
pursue these mskgs. It should also be stated that these under-
takings have been fulfilled, monitoring continues, the techni-
cal talks have been concluded and a new Regulation adopted,
which provides, inter alia, for the Food Assurance Agency of
New Zealand’s Ministry of Agriculture and Forestry (MAF
FOOD) to be the issuing agency for IMA 1 certificates.

2.120. As has been consistently pointed out, the Commis-
sion is not empowered to recover customs debts from the
debtor. That is the responsibility of the Member States. The
Commission monitors action taken by the Member States.
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2.121. The Commission has responded to each of the
requests made by Parliament. Liaison with the UK authori-
ties regarding the recovery process is ongoing, as are reviews
of the speciﬁgc circumstances in which the aﬁeged irregulari-
ties arose and the applicability of Article 239. A regulatory
amendment made in 1999 took account of the World Trade
Organisation’s gpinion. Further regulatory amendments made
this year include a change in the IMA certificate-issuing
authority, introduction oj‘g a minimum control regime and a
change to facilitate the participation of Community import-
ers.

Action by UK authorities

2.122 to 2.125. The Commission cannot of course reply
directly on beha%f of the authorities of individual Member
States, so its replies are limited to its own actions. However,
where appropriate the Commission will contact the Member
State(s) involved to ascertain their point of view and where
necessary request that suitable remedial action be taken.

2.122.

(a) The Commission has noted the UK authorities’ concerns
as to the possible risk to the criminal proceedings envis-
aﬁged at that time by the use of statutory powers to obtain
the records.

(b

~

See the reply at 2.126(d).

(c) The Commission notes the UK authorities” explanation
that the size of the consignment necessitated taking numer-
ous samples to ensure that the results were representative.
As only three of the 22 samples taken indicated possible
targinal failures, the Commission is considering its posi-
tion as to whether or not the consignment as a whole
might be declared ineligible.

(d) The Commission welcomes the UK authorities” intention
to review their control strategy in the light of further
investigations they have undertaken.

(¢) The Commission will contact the UK authorities to obtain
the legal advice on which they decided not to pursue the
NZDB (New Zealand Dairy Board) for a contribution to
the security. It will notify the Court of subsequent develop-
ments.
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2.123. On the basis of the information collected in the
course of its monitoring activities, the Commission notes that
the UK authorities are pursuing recovery of the established
but contested debts.

Action by the Commission

2.126.

(a) The Commission has alreadg replied to this point in its
answer to point 2.122(a) above.

(¢c) Since the follow-up visit on 1 March 2000, follow-up
action has been tagen in respect of Spain and the Neth-
erlands. Legal advice is still being sought with regard to
the situation in Belgium.

(d) The Commission does not agree with the Court’s conclu-
sion that it would have been appropriate to take action
earlier. Before taking the necessary regulatory action to
change the issuing agency, the Commission needed to
have sufficient evidence to ensure that its action, which
would have had implications for its general trade relations
with New Zealand, was justified under WTO rules. The
UK notified the Commission in February 2000 that the
NZDB had refused to provide the requested information.
The NZDB informed the Commission that it was not
refusing to supply information, but wished to do so in the
context of the tribunal proceedings on back duties, which
was the context in which the UK wished to use the in{for—
mation. However, with the agreement of the New Zealand
Government, the Commission had already incorporated
the change of issuing agency in the Commission Regula-
tion then under lprepamtion to better specify the control
armnigements relating to imports of milk products. This
Regulation entered into force on 1 July 2000. To have
separated the matter of the issuing authority from the
other provisions of the Regulation would not have sig-
nificantly accelerated the change of issuing authority, nor
would it have been in the best interests of bringing into
force a comprehensive and effective new system.

(e) Community customs legislation requires Member States
to use all the means at their disposal to recover customs
debts. The law specifies that all available means should be
used but does not set any time limits.

(f) The Commission has carried out a review of the IMA 1
system. The review focused on the system as it applies to
New Zealand butter but its conclusions have led to con-
siderable improvements in the rules governing the IMA 1
system as it applies to all third countries which have nego-
tiated with the Commission.
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On 7 May 2000 the Commission adopted Regulation
(EC) No 970/2000 amending Regulation (EC)
No 1374/98 laying down detailed rules for the applica-
tion of the import arrangements and opening tariff quotas
for milk and milk products.

(g) The United Kingdom authorities have replied to the Com-
tission questioning the legal basis for the demand for
payment. The Commission expects that the UK will
establish its final position shortly. Should agreement not
be reached at that time, the Commission will have no
option but to consider infringement proceedings.

(h) The Commission’s reply to Special Report No 4/98
(quoted at point 2.119 of this report) made it clear that
because of resource constraints and in view of the work
already undertaken on imports with preferential rates 0}{
duty, the Commission could not undertake further in-dept
controls itself but would ask Member States to do so.
However, the Commission considers that account should
also be taken of its detailed monitoring activities, which
have not so hfar revealed a need for in-depth controls.
Twice yearly the Commission scrutinises the licences issued
for WTO minimum access quotas for the central and east
European countries (CEECs). In addition, as all third
countries using the IMA 1 system are aware, having been
sent a copy of Regulation (EC) No 970/2000, it will
tighten controls in the following ways:

— Member States will be obliged to carry out a mini-
mum number of physical checks on weight and eligi-
bility requirements,

— the Commission must be sent a copy of every IMA 1
issued,

— import licences may only be issued with the approval
of a single central authority (usually the Commis-
sion),

— for each quota, the Member States must monitor and
report the total quantity they release into free circula-
tion during the quota period.

Collection of underpaid duties

2.127. Court rulings on the importers” appeals against all
the established debts are still awaited. The Commission notes
that the UK authorities have complied with the relevant provi-
sions of Community legislation by suspending action to recover
the debts only on payment of the maximum amount of secu-
rity, as determined by a court of law, that the importers could
pay without incurring serious economic or social difficulties.
The Commission is also aware that the UK authorities took
legal action to ensure that the assets were not undervalued for
the purposes of the sale.

Conclusion

2.128. The collection of arrears is proceeding in accordance
with Community legislation, which provides for an indepen-
dent appeals process. This is currently being followed. For
New Zealand butter, both the importers and the UK authori-
ties proposed a form of negotiated settlement in an effort to
resolve the matter promptly, but such a solution would not
have been compatible with Community law.

2.129. The Commission has already stated, in its reply to
point 2.126(d), that it considers its action timely. Witﬂvout
prejudice to the principle under the IMA 1 system that the
certificate-issuing agency is responsible for ensuring compli-
ance with the eligibility criteria and quantitative limits, new
requirements have been introduced for imports of milk prod-
ucts. These are listed in the Commission’s reply at point 2.126

(h).
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INTRODUCTION

3.1. This chapter deals with heading 2 of the financial
perspective concerning structural measures. It examines
the implementation of the four Structural Funds (SF):
the European Regional Development Fund (ERDEF), the
European Social Fund (ESF), the Guidance Section of
the European Agriculture Guidance and Guarantee Fund
(EAGGF-Guidance), the Financial Instrument for Fisher-
ies Guidance (FIFG) and the Cohesion Fund (CF). These
five financial instruments taken together account for
almost all of the appropriations entered under Subsec-
tion B2 of the budget, ‘Structural operations, structural
and cohesion expenditure, financial mechanism, other
agricultural and regional operations, transport and fish-
eries’.

3.2. The appropriations allocated to the SFs are dif-
ferentiated appropriations. They are managed on the
basis of multiannual programming. Each intervention
has its own indicative financing plan which sets out the
Community aid. As a rule, the Enancial contributions
are committed in annual instalments and are disbursed
in the form of advances and interim and final payments.

IMPLEMENTATION OF THE BUDGET

Introduction

3.3. 1999 was the last financial year of the 1993 to
1999 financial perspective (FP) and of the Structural

Funds’ 1994 to 1999 programming period. Important
features of the financial year were the differences between
the Funds’ programming and the allocations provided
for in the financial perspective, the reprogramming of
most of the SF measures periods, the underutilisation of
commitment and payment appropriations, a concentra-
tion of operations at the end of the year, and numerous
transfers of appropriations, which significantly altered
the structure of the 1999 budget.

Financial perspective allocations

3.4. As laid down in the Interinstitutional Agreement
of 29 October 1993 on budgetary discipline and improv-
ing the budgetary procedure ('), technical adjustments
and changes associated with the procedures for imple-
menting structural measures were made to the financial
perspectives for the financial years 1994, 1995, 1996
and 1997. The fact that appropriations for commitment
from the 1994 to 1997 financial years were underuti-
lised led to 3 294 million euro (?) from these financial

() 0JC331,712.1993,p. 1.

(®) Special Report No 16/98 on the implementation of appro-
priations for structural operations for the 1994 to 1999
programming period, Tables 6 and 7 (O] C 347,
16.11.1998, p. 48).
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years apﬁearing in heading 2 of the financial perspec-
tive for the financial year 1999 and to these appropria-
tions being entered in the 1999 budget on top of the
amounts initially anticipated.

3.5. For the financial year 1998, the amount of unused
allocations for structural operations under heading 2 of
the financial perspective totalled 260 million euro. The
financial perspective for the financial year 1998 was not
adapted to the implementation procedures and, in par-
ticular, this unused allocation was not taken into account.
Consequently, for the 1994 to 1999 period, the total
allocation for heading 2 was less than the result of allo-
cating structural operation resources and the legal obli-
gations arising from the Commission decisions to grant.

3.6. By its very nature, such a change to the 1998
implementation procedures could only have made in
1999 and, thus, after the budget concerned had been
aEFroved. However, sufficient instruments were avail-
able to remedy this situation. For example, the financial
perspective could have been revised and a supplemen-
tary and amending budget could have been imple-
mented, given that, when the Interinstitutional Agree-
ment of 29 October 1993 on budgetary discipline was
concluded, the institutions undertook to allocate to the
budget the appropriations needed to meet the Commu-
nities’ legal obligations and political commitments (see
paragraph 16). The final result was that, taking into
account the decommitments made and the decisions to
grant aid that were adopted, 179 million euro of obliga-
tions contracted by the Commission had no cover in
the 1999 budget. Some commitment appropriations
for completing operations from the 1994 to 1999 period
were not entered in the budget for the financial year
2000, which will mean that the appropriations bud-
ﬁeted for the 2000 to 2006 programming period will

e used for measures from the previous programming
period. Moreover, the sum mentioned above, which is
divided between the ERDF, ESF, EAGGF-Guidance and
the Community initiatives to the amounts of 71, 27, 21
and 60 million euro respectively, is part of the aid which
was provided for and not committed mentioned in the
potential off-balance sheet debts.

The implementation of appropriations

3.7. Table 3.1 traces the implementation of appropria-
tions for structural measures according to the way they
are presented in heading 2 of the financial perspective.
36 038 million euro of commitment appropriations
were available for the Structural Funds and 3 129 mil-
lion euro for the Cohesion Fund. In total, the respective
utilisation rates were 93,5 % and 100 %. Available pay-
ment appropriations totalled 28 781 million euro for
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the Structural Funds and 1 877 million euro for the
Cohesion Fund. The utilisation rates were 86,7 % and
91,4 % respectively.

3.8. Table 3.2 shows in detail the implementation of
the appropriations in Subsection B2 of the budget
(‘Structural operations, structural and cohesion expen-
diture, financial mechanism, other agricultural and
regional operations, transport and fisheries’) covered by
heading 2 of the financial perspective (3). The amount
by which appropriations were underutilised varies from
fund to fund and objective to objective. Community ini-
tiatives and Objective 2 had the lowest implementation
rates. These relatively low rates are due in particular to
late approvals and reprogrammings (see para-
graphs 3.18 to 3.22).

3.9. Few appropriations were cancelled, as the major-
ity of unused appropriations were carried over to the
financial year 2000 (*). With regard to the Structural
Funds, this involved 2 203 million euro of commitment
appropriations and 3 748 million euro of payment
appropriations. For the commitment appropriations,
carry-overs represent 6 % in total and respectively 2,8 %,
9,3%, 1,7 % and 17,7 % for the ERDF, ESF, EAGGEF-
Guidance and the Community initiatives. For payment
appropriations, carry-overs represent 12 % in total and
respectively 20 % and 25 % for the ERDF and the Com-
munity initiatives. For the Cohesion Fund, carry-overs,
totalling 158 million euro (8 %), concerned only pay-
ment appropriations.

3.10. Moreover, within the framework of the ESF, the
Commission carried out commitments for some 1998
instalments of some programmes on the basis of appro-
priations from the 1999 budget year, because the appro-
priations in question had been used up the previous
year. This situation is the result of an inadequate annual
allocation of ESF appropriations, which still does not
take into account the actual needs that result from
changes to the financial plans.

3.11. From the very beginning of the financial year, for
every budget heading (°), it was clear that the 1999 bud-
get was not adapted to the true position of the SF. The
Commission corrects any mismatches between the

(’) Titles B2-5 to B2-9 of Subsection B2 of the budget do not
concern structural measures.

() Document SEC(2000) 481 of 15 March 2000. Commis-
sion Decision. Carry-overs of appropriations from the
financial year 1999 to the financial year 2000 (differenti-
ated appropriations).

(’) See paragraph 3.4 of the 1998 Annual Report.
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Table 3.1 — Development and implementation of the 1999 budget
(Mio EUR)
Heading of financial perspective: 2. Structural measures
Of which:
Total heading
Structural Funds Cohesion Fund EEA
Commit- Payment Commit- Payment Commit- Payment Commit- Payment
ment appro- appropria- ment appro- appropria- ment appro- appropria- ment appro- appropria-

priations tions priations tions priations tions priations tions
Financial perspective ceiling 39025 35902 3118 5
Budget development
Initial appropriations (') 39025 30 450 35902 27 568 3118 2877 5 5
Final available appropriations (%) 39173 30 658 36 038 28781 3129 1877 5 0
Budget implementation
Appropriations used 36 820 26 664 33691 24948 3129 1716 0 0
% of final available appropriations 94 87 93 87 100 91 0 100
Appropriations carried over to 2000 2203 3748 2203 3591 0 158 0 0
% of final available appropriations 6 12 6 12 0 8 0 0
Cancelled appropriations 150 246 144 242 0 3 5 0
% of final available appropriations 0 1 0 1 0 0 100 0

(") Budget finally approved by the European Parliament on 17 December 1998 (OJ L 39, 12.2.1999).
(%) Budget appropriations amended after taking into account the amending and supplementary budgets and transfers, including appropriations carried over from
1998, the appropriations from revenue resulting from third-party shareholdings and other revenue corresponding to a specific use and appropriations made

available again.

For further information on the implementation of the budget, please turn to Diagrams IIl and IV in Annex I to this report.

Source: 1999 revenue and expenditure account.

appropriations entered in the budget and actual require-
ments by means of transfers, concerning almost all
budget headings. Transfers carried out within the struc-
tural measures totalled, in absolute terms, 4 115,5 mil-
lion euro and 5 583,4 million euro, respectively, for
commitment and payment appropriations, which rep-
resents 10,5 % and 18 % of initial appropriations. These
transfers explain the wide differences between the imple-
mentation rates in respect of appropriations available
and initial appropriations.

3.12. For example, a withdrawal of 1 000 million euro
took the implementation rate for Cohesion Fund pay-
ment aﬁpropriations from 59,6 % to 91,4 %. For the
ERDF, the implementation rate for payment appropria-
tions in respect of available appropriations (79,4 %) is
lower than the implementation rate for initial appro-
priations (87,4 %), because the supplementary sums
transferred, totalling 1 286 million euro, were not used
in the end.

3.13. Furthermore, the Commission has still not man-
aged to improve its procedure for calculating budget
estimates for SF payment appropriations. With this aim

in mind, and as part of SEM 2000, a budget informa-
tion exchange network was established by the Commis-
sion with the finance ministries in the Member States.

3.14. However, the timetable for forecasting Member
States’ requests for payment does not allow estimates to
be taken into consideration, because they are drawn up
after the preliminary draft budget. In 1999, the fore-
casts of requests for payment by the Member States
(32 652 million euro) proved to be close to the actual
requests made (31 446 million euro). Taking into
account the implementation of payment appropriations
(24 948 million euro), 6 498 million euro remained at
the end of the year pending appraisal and payment. The
Commission should therefore review requirements for
payment appropriations for the year 2000 and, where
necessary, suggest that the budgetary authority adopt
the necessary measures, such as, for example, an amend-
ing budget.

3.15. Furthermore, 1999 was again characterised by a
concentration of a large number of operations at the
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Table 3.2 — Budgetary implementation for measures and Structural Funds during the 1999 financial year

(Mio EUR)
Appropriations ) . Appm- ApprO};r:;telg:z zsgnccllcd
Rate of imple- | Rate of imple- | priations
Budget inal bud Implemen- | mentation of | mentation of | carried
reference . Final bud- tation initial budget final budget over to
Initial get after %) %) financial Amount %
budget SAB and year 2000 ©-(d-@ (h)/(c)
transfers
@ () © (d) (© U] © (h) @
EAGGF-Guidance B2-10 5164,0 52333 5110,3 99,0 97,6 88,1 34,9 0,7
FIFG (fisheries) B2-11 808,0 694,9 693,8 85,9 99,8 0,4 0,7 0,1
ERDF B2-12 15646,0 15780,6 15341,5 98,1 97,2 439,1 0,0 0,0
ESF B2-13 9611,0 9520,2 8546,4 88,9 89,8 882,3 91,5 1,0
Community initiatives B2-14 4256,0 4431,7 3 644,1 85,6 82,2 786,4 1,2 0,0
Anti-fraud measures B2-15 0,8 0,8 0,8 100,0 100,0 0,0 0,0 0,0
Implementation, monitoring,
evaluation B2-16 3,0 1,6 1,1 37,8 70,8 0,0 0,5 29,2
Transitional measures etc. B2-18 413,3 239,0 217,7 52,7 91,1 7,0 14,3 6,0
Subtotal ‘Structural Funds' | B2-1 35902,0 35902,0 335557 93,5 93,5 22032 143,1 0,4
Cohesion Fund B2-3 3118,0 3118,0 3117,7 100,0 100,0 0,0 0,3 0,0
EEA Financial Mechanism B2-4 5,0 5,0 0,0 0,0 0,0 0,0 5,0 100,0
Total 390250 | 390250 | 36673,4 94,0 94,0 2203,2 148,4 0,4
For the year
EAGGF-Guidance B2-10 3774,0 3774,0 3774,0 100,0 100,0 0,0 0,0 0,0
FIFG (fisheries) B2-11 482,0 572,0 571,9 118,6 100,0 0,0 0,1 0,0
ERDF B2-12 12702,6 13 989,0 11127,3 87,6 79,5 28535 8,1 0,1
ESF B2-13 7 246,3 7 246,3 72458 100,0 100,0 0,0 0,5 0,0
Community initiatives B2-1 4 3042,0 2782,0 19951 65,6 71,7 733,5 53,4 19
Anti-fraud measures B2-15 0,8 0,8 0,5 63,4 63,4 0,0 0,3 36,6
Implcmcntation, monitoring,
evaluation B2-16 3,0 1,6 1,0 34,3 64,3 0,0 0,6 35,7
Transitional measures etc. B2-18 317,2 207,3 167,5 52,8 80,8 3,6 36,1 17,4
Subtotal ‘Structural Funds’ | B2-1 27568,0 | 28573,0 | 24 883,2 90,3 87,1 3590,7 99,1 0,3
Cohesion Fund B2-3 2877,0 1877,0 1716,0 59,6 91,4 157,7 33 0,2
EEA Financial Mechanism B2-4 5,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Total 30450,0 | 30450,0 | 26599,2 87,4 874 3748,4 102,4 0,3
ERDF B2-12 8,5 8,5 8,5 100,0 100,0 0,0 0,0 0,0
Community initiatives B2-1 4 20,4 20,4 19,3 94,6 94,6 0,0 1,1 5,4
Subtotal ‘Structural Funds’ | B2-1 28,9 28,9 27,8 96,2 96,2 0,0 1,1 3,8
Total 28,9 28,9 27,8 96,2 96,2 0,0 1,1 38
Carry-overs from
previous year ERDF B2-12 20,5 20,5 0,0 0,0 0,0 0,0 20,5 100,0
Community initiatives B2-1 4 130,3 130,3 64,4 49,4 49,4 0,0 65,9 50,6
Transitional measures etc. B2-18 54,1 54,1 0,0 0,0 0,0 0,0 54,1 100,0
Subtotal “‘Structural Funds’ | B2-1 204,9 204,9 64,4 31,4 31,4 0,0 140,5 68,6
Total 204,9 204,9 64,4 31,4 31,4 0,0 140,5 68,6
ERDF B2-12 76,2 76,2 76,2 100,0 100,0 0,0 0,0 0,0
Appropriations Community initiatives B2-14 283 28,3 28,3 100,0 100,0 0,0 0,0 0,0
made available Subtotal “Structural Funds’ | B2-1 104,5 104,5 104,5 100,0 100,0 0,0 0,0 0,0
again (aft‘er Cohesion Fund B2-3 11,4 11,4 11,4 100,0 100,0 0,0 0,0 0,0
decommitments)
Total 115,8 115,8 1158 100,0 100,0 0,0 0,0 0,0
ERDF B2-12 2,8 2,8 2,8 100,0 100,0 0,0 0,0 0,0
Appropriations Subtotal ‘Structural Funds’ | B2-1 2,8 2,8 2,8 100,0 100,0 0,0 0,0 0,0
made available Total 28 28 28 100,0 100,0 0,0 0,0 0,0
(after reuse of
repayments of ERDF B2-12 28 28 0,0 0,0 0,0 0,0 2,8 100,0
advances) Subtotal ‘Structural Funds’ | B2-1 2,8 2,8 0,0 0,0 0,0 0,0 2,8 100,0
Total 2,8 2,8 0,0 0,0 0,0 0,0 2,8 100,0
EAGGF-Guidance B2-10 5164,0 52333 5110,3 99,0 97,6 88,1 34,9 0,7
FIFG (fisheries) B2-11 808,0 694,9 693,8 85,9 99,8 0,4 0,7 0,1
ERDF B2-12 15733,5 15868,1 15429,0 98,1 97,2 439,1 0,0 0,0
ESF B2-13 9611,0 9520,2 8546,4 88,9 89,8 882,3 91,5 1,0
Community initiatives B2-14 4304,7 4480,4 3691,7 85,8 82,4 786,4 2,3 0,1
Anti-fraud measures B2-15 0,8 0,8 0,8 100,0 100,0 0,0 0,0 0,0
Implementation, monitoring,
evaluation B2-1 6 3,0 1,6 1,1 37,8 70,8 0,0 0,5 29,2
Transitional measures etc. B2-18 413,3 239,0 217,7 52,7 91,1 7,0 14,3 6,0
Subtotal ‘Structural Funds’ | B2-1 36038,2 | 360382 | 336908 93,5 93,5 2203,2 144,2 0,4
Cohesion Fund B2-3 31294 31294 3129,1 100,0 100,0 0,0 0,3 0,0
EEA Financial Mechanism B2-4 5,0 5,0 0,0 0,0 0,0 0,0 5,0 100,0
Total Total 391726 | 391726 | 368199 94,0 94,0 2203,2 149,5 0,4
ota
EAGGF-Guidance B2-10 3774,0 3774,0 37740 100,0 100,0 0,0 0,0 0,0
FIFG (fisheries) B2-11 482,0 572,0 571,9 118,6 100,0 0,0 0,1 0,0
ERDF B2-12 12726,0 140123 11127,3 87,4 79,4 28535 31,5 0,2
ESF B2-13 7 246,3 7 246,3 7 245,8 100,0 100,0 0,0 0,5 0,0
Community initiatives B2-1 4 31723 29123 2059,5 64,9 70,7 733,5 119,2 4,1
Anti-fraud measures B2-15 0,8 0,8 0,5 63,4 63,4 0,0 0,3 36,6
Implementation, monitoring,
evaluation B2-16 3,0 1,6 1,0 34,3 64,3 0,0 0,6 35,7
Transitional measures etc. B2-18 371,3 261,3 167,5 45,1 64,1 3,6 90,2 34,5
Subtotal ‘Structural Funds’ | B2-1 277757 | 28780,7 | 24947,6 89,8 86,7 3590,7 242,4 0,8
Cohesion Fund B2-3 2877,0 1877,0 1716,0 59,6 91,4 157,7 3,3 0,2
EEA Financial Mechanism B2-4 5,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Total 306577 | 30657,7 | 26 663,6 87,0 87,0 37484 245,7 038

NB: C = commitments; P = payments.

Sources: Sincom and revenue and expenditure account.
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end of the financial year. More than 50 % of Structural
Fund commitments were entered in the last quarter,
26 % of them in December. Likewise, almost all the
transfers were effected in the last quarter, 77 % and 30 %
being made in December for commitment and payment
appropriations respectively.

Review of the Commission’s comments on the financial
management

3.16. A review of the information provided by the
Commission in Volume I of the revenue and expendi-
ture account revealed that, for this financial year, the
explanations provided for the SF budget headings rep-
resent a change of direction in comparison with those
from preceding years. Previously, the Commission cited
the delayed or advanced implementation of interven-
tions at Member State level as justification for differ-
ences between, on the one hand, the budget initially
approved and appropriations finally available and, on
the other, the appropriations finally available and the
appropriations used (6). For the financial year 1999, the
Commission analyses the differences in terms of the
limitations of the financial management system estab-
lished for the SF from the points of view of budgetary
management and monitoring the implementation of
programmes. These analyses ]gead to conclusions which
are similar to observations made by the Court on a
number of occasions.

3.17. With regard to the Cohesion Fund, the explana-
tions provided for the implementation of the related
payment appropriations emphasise the late arrival of
requests for payment, which prevented the complete
implementation of this type of appropriation. It should
be noted, however, that the Cohesion Fund is managed
primarily on the basis of individual projects that are
clearly identified by the Commission and that this
approach should enable the Commission to control the
management of payment appropriations much more
precisely than is possible for the Structural Funds.

Reprogramming

3.18. A massive reprogramming of financial plans and
interventions took place in 1999. The same thing occurs
at the end of every programming period, with the aim
of making it possible to commit the whole of the fund-
ing provided for the Structural Funds in the financial

(%) For example, in the ERDF Chapter (B2-12) in 1998, the
explanation given was that the levels of underimplemen-
tation mentioned were due to Member States being slow
to implement interventions, and that it was thus their
responsibility to remedy the situation.

perspective. Since the 1999 allocation can only be com-
mitted if the expenditure actually incurred by final ben-
eficiaries represents 40 %, 80 % and 100 % of the total
amount of expenditure set out in the financial plans
corresponding to the 1998, 1997 and 1996-1994 instal-
ments respectively, the objective of the rescheduling
exercise is to ensure that the amounts entered in the
financial plans for previous years coincide with the
expenditure actually incurred in those years.

3.19. Reprogramming the majority of more than1 100
Community interventions currently being implemented
resulted in the approval of numerous decisions to modify
aid in the last days of 1999, which meant that it was not
possible to carry out the corresponding commitment
and payment operations in time. This explains the
underutilisation of commitments and payments that
was observed, as well as the carry-overs of appropria-
tions to the financial year 2000 (see paragraph 3.41).

3.20. Every amendment to the financial plans must
follow national appraisal procedures, with the partici-
pation and cooperation of the various parties, and must
be referred to the Monitoring Committee. It must then
be examined within the Commission, which involves
consultation of many departments in several
Directorates-General. This process thus lasts for several
months, during which the normal course of the mea-
sures concerned is disrupted. The existence of two texts
of the programmes (the one in force and the one that
will proba%ly be adopted) causes uncertainty at man-
agement level. Moreover, some Commission depart-
ments do not make payments during the appraisal pro-
cedures, pending a final decision. The application of
these unwieldy procedures at the Commission coin-
cided with the preparations for the new 2000 to 2006
period, internal reorganisation and the changeover to a
new accounting system, none of which made the task
easier.

3.21. The Court has repeatedly pointed out the imper-
fections in the procedure for making commitments in
yearly instalments and has recommended that the sys-
tem be abandoned (7). It is provided for in the Structural
Funds regulations, but it contravenes the very principle
of differentiated appropriations as laid down in
Article 1 of the Financial Regulation, according to which
commitment appropriations cover the total cost of legal
obligations contracted for multiannual measures.

(') Opinion No 4/97 (0] C 57, 23.2.1998) and Special Report
No 16/98.
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3.22. The principal aim of reprogramming is to make
it possible to enter commitments in respect of existing
legal obligations. Entering commitments for all the Com-
munity’s legal obligations at the time when they are
entered into would allow the Commission and Member
States to avoid allocating large amounts of resources to
reprogramming.

IMPLEMENTATION OF PROGRAMMING
PERIODS

3.23. In 1999 the administration of the Structural
Funds was still concerned with measures from three
programming periods: the current period (1994 to
1999), the previous period (1989 to 1993), and the
period before the 1988 reform. In June 1999 the regula-
tions establishing the new provisions for the Structural
Funds for the 2000 to 2006 period were adopted and
work was begun on the drafting of the new Community
support frameworks (CSF) and the Single Programming
Documents (SPD). However, taking account of the date
of adoption of the regulations and the duration of the
procedures for adopting the decisions, the program-
ming period did not begin, as it ought to have, on
1 January 2000. On that date, for Objective 2 (8), the
eligible zones had still not been defined fully (°). As for
the Community initiatives, the related guidelines had
not been adopted, which means that it will only be pos-
sible to approve the first programmes during the last

uarter of 2000 at the very earliest. The guidelines for
the EQUAL Community initiative (:°) were only adopted
in April 2000. The result is that the first projects will
only be approved in 2001. The programming and imple-
mentation period for this Community initiative will
therefore be reduced by at least one year. The same was
true of the previous programming period.

(®) The aim of Objective 2 for the 1994 to 1999 period was
to revive regions, cross-border regions or parts of regions
(including employment catchment areas and urban com-
munities) seriously affected by industrial decline. For the
2000 to 2006 period the aim is to support economic and
social revival of zones suffering from structural difficul-
ties.

(°) Moreover, Italy appealed against the Commission in order
to have Decisions 1999/503/EC and 1999/504/EC
repealed (O] L 194, 27.7.1999). These Decisions establish,
respectively, population ceilings and indicative amounts
of commitment appropriations for Objective 2 of the SF
for the 2000 to 2006 period.

(*%) Regulation (EC) No 1262/1999 of 21 June 1999,
Article 5 (OJ L 161, 26.6.1999).
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The 1994 to 1999 period

General Aspects

3.24. The resources available for this period and for
the four Structural Funds totalled 160 982 million euro,
of which 106 497 was for Objective 1 regions. Tables
3.3 and 3.4 show the progress of the 1994 to 1999 pro-
gramming period for Community support framework
measures and Community initiatives respectively, in
terms of commitments and payments. By their very
nature, these data cannot be considered representative
of the true progress of the interventions, nor of the pay-
ments made to final beneficiaries. Whatever their livel
of implementation, the Community’s commitment
amounts to 100 % for almost all interventions (see para-
graphs 3.18 and 3.19), and the payments are ma(Fe on
the basis of fixed percentages of commitments.

3.25. The Commission has not set up any database
that would allow it to monitor the allocation of avail-
able resources to the various objectives, Community
initiatives, Member States and Funds, as well as the allo-
cations to the various forms of intervention (operational
programmes, global subsidies or individual projects), in
relation to all the Structural Funds for the 1994 to 1999
period.

3.26. Thevarious departments at the Commission have
the data necessary to monitor the operations that they
administer, and databases, which are sometimes incom-
plete, also exist within the Directorates-General respon-
sible (Garfield in DG Regio, Feorient in DG Agriculture
or Adabas — replaced by SEA on 1 November 1999 —
in the Employment DG). However, there are no tools
for constructing an overview of the progress of Struc-
tural Funds programming. In these circumstances, recon-
structing the actual situation is a difficult task which
relies on information forwarded by various depart-
ments that must be continually updated, given the new
programmings and constant transfers of staff.

3.27. Furthermore, the Commission has not yet
installed a data system that would allow it to monitor
progress achieved on the ground by CSFs and individual
measures. Knowledge of how the SF are implemented is
still obtained on the basis of annual reports, the con-
tents and, paradoxically, the frequency of which are very
variable. The result is that no precise information can
be provided concerning the true state of the measures
as at 31 December 1999. That is why the Commission
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Table 3.4 — Structural Funds — Community initiatives: Edinburgh allocations, 1994 to 1999 programming period
and implementation 1994 to 1999

(Mio EUR)
Level of comple- Level of comple-
Cf)n?{nl_}nity Edianrgh Programming Non—progrAammed Commitments rtrilgzt: flf (;::Illar?ig;l Payments tioiﬁ feflft?zgq f(;l °
initiative allocations allocations to programming programming
(%) %)
Interreg II 3598,20 3596,25 1,95 332598 92,48 1925,66 53,55
Leader II 1800,30 1793,05 7,25 172254 96,07 932,93 52,03
ADAPT and

Employ 3565,60 3556,05 9,55 3 443,33 96,83 2159,19 60,72
SME 1028,80 1027,16 1,64 941,31 91,64 557,65 54,29
URBAN 900,30 898,32 1,98 858,17 95,53 469,88 52,31
PESCA 305,50 301,18 4,32 301,42 100,08 159,95 53,11
Rechar II 471,00 470,89 0,11 465,53 98,86 350,36 74,40
Resider II 571,60 571,69 -0,09 555,24 97,12 315,40 55,17
RETEX 578,10 577,51 0,59 529,09 91,62 366,01 63,38
Konver 700,20 700,17 0,03 653,29 93,30 449,13 64,15
REGIS II 649,60 649,03 0,57 617,09 95,08 393,82 60,68
PEACE 503,10 503,15 -0,05 449,10 89,26 264,80 52,63
TOTAL 14 672,30 14 644,45 27,85 13 862,09 94,66 8 344,78 56,98

Edinburgh allocations : Commission DG Budget : the sums represent the amounts of money allocated at the Edinburgh Council after indexation to 1999 prices and

after reallocations.

Programming: Commission; provisional figures. The sums represent the SPD, CSF and OP programmings adopted by the Commission as at 31 December 1999.

Implementation in Commitments and Payments: Sincom.

Source: Commission.

does not provide information on the actual state of pro-
grammes at Member State level. Moreover, it is still not
easy to obtain overall information on the types of project
that are co-financed and the impact of them.

3.28. A limited analysis by the Court of the informa-
tion available to the Commission concerning the
progress of multi-Fund and EAGGF-Guidance opera-
tional programmes in two Member States and the posi-
tion of the Community REGIS II initiative confirmed
the fact that the Commission does not have any data-
processing system that reflects the situation on the
ground. The analffsis showed that the state of progress
of OPs in general reflects an implementation rate that
is below the objective set in terms of expenditure.

Objective 2 programmes from the 1994 to 1996 period

3.29. The distinguishing feature of the 1994 to 1999
programming period for Objective 2 was the fact that
it was implemented in two phases: 1994 to 1996 and
1997 to 1999. In the first phase, commitments were
supposed to be made in the Member States before 31
December 1996 for the measures concerned — SPD

76/ 205

and OP. The final beneficiaries then usually had a fur-
ther period of two years within which to make their
payments. Under Article 21 of Regulation (EEC)
No 4253/88, Member States were to forward the docu-
ments needed for the closure to the Commission within
six months and, if the requests were eligible, the Com-
mission was, as a general rule, supposed to pay the final
balance within a maximum of two months, and in any
case before 31 August 1999.

3.30. With regard to the ERDF, there was a total of 72
interventions in the 1994 to 1996 programming period.
All of these programmes were adopted late, at the end
of 1994 or even in 1995. This delay at the beginning of
the programmes led to a concentration of operations in
1996 and to a situation where 11 % of the aid initially
programmed was transferred to the second phase, 1997
to 1999.

3.31. Table 3.5 shows the state of progress of these
programmes by Member State. A total amount of
4 859,4 million euro was committed and a total of
4059,5 million euro was paid, leaving a grand total of
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Table 3.6 — State of progress of Objective 2 programmes (1994 to 1996)

Number of programmes | Number of programmes
Number of programmes . .
Number of programmes | . . for which a request for | for which a request for
Member State Number of programmes with an extension to the | . .
closed as at 31.12.1999 ) final payment has been final payment has not
deadline for payments . .
submitted been submitted

Belgium 4 3 1 —
Denmark 2 2 —
Germany 9 1 6 2 —
Spain 7 1 6 —
Finland 1 1 —
France 19 17 2 —
Italy 11 3 8 —
Luxembourg 1 1 —
Netherlands 5 3 2 —
United Kingdom 13 4 5 4
Total 72 2 36 30 4

Source: European Court of Auditors.

799,9 million euro, or 16,5 %, still outstanding at
31 December 1999.

3.32. As of 31 December 1999, only two of the 72
programmes had been closed. The Commission granted
deferrals of payment deadlines for periods of no longer
than one year for 38 programmes (see Table 3.6).

3.33. With regard to the ESF, there was a total of 73
interventions in the first phase of the CSF2. The Com-
mission services received tinal claims for 64 operational
programmes and 56 were closed by the end of 1999.

Periods prior to 1994

3.34. At 31 December 1999, the amounts still out-
standing for the periods prior to 1994 were 1 481,2 mil-
lion euro, 170 million euro and 80 million euro for
ERDF, ESF and EAGGF-Guidance, compared with
1 877,4 million euro, 360 million euro and 113 million
euro at 31 December 1998. About 20 % of these
amounts still outstanding, and in particular for the
ERDF, concerned measures decided before the reform
of the Structural Funds in 1988.

3.35. Amounts still outstanding at 31 December 1999
for the 1989 to 1993 programming period correspond
to 272, 39 and 43 measures for the ERDF, ESF and
EAGGF-Guidance respectively, compared with 337, 94
and 64 at 31 December 1998.

78/ 205

3.36. In previous Annual Reports and in its Special
Report No 14/98 ('), the Court described the weak-
nesses at Member State and Commission level that were
at the root of these delays in closing measures. These
included, in particular, the fact that Member States sent
in the necessary documents late or in incomplete form
and that the Commission was slow in appraising the
files. At the beginning of 1999 requests for final pay-
ment had been submitted for almost all the measures.
However, only 26 % of the total amounts still outstand-
ing at 31 December 1998 were settled in 1999.

3.37. The nature of the problems which made it diffi-
cult to close these files was not such as to justify a delay
of several years. The problems should have been tackled
straightaway, under the partnership agreement, as soon
as the first difficulties arose. In particular, this was true
for the results of checks carried out by the Commission
and the Court of Auditors during the implementation
of the measures. The Commission and the Member
States should also have already resolved the difficulties
caused by the inadequacy ofy some final reports and
requests for final payment, as well as uncertainties con-
cerning the financial plans. Delays in closing interven-
tions would thus be limited to cases which are still
pending for legal reasons.

(") Special Report No 14/98 on the closure of the forms of
ERDF assistance (O] C 368, 27.11.1998, p. 1).
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SPECIFIC APPRAISAL IN THE CONTEXT OF
THE STATEMENT OF ASSURANCE

Introduction

3.38. A sample check was carried out on commit-
ments and payments covered by the appropriations for
1999 in respect of the Structural Funds and other struc-
tural actions (commitments of 36 820 million euro (12)
and payments of 26 663,6 million euro (*3) — for fur-
ther details see Tables 3.1, 3.2, 3.3 and 3.4). This check
was designed to assess both the reliability of the accounts
and the legality and regularity of the operations with a
view to issuing the Statement of Assurance. The sample
consisted of 30 commitments, 99 payments and 62
outstanding commitments.

3.39. It should be remembered with regard to the
Structural Funds that each advance payment, interim
payment and final payment only becomes payable once
the appropriate national authorities have presented a
suitable volume of incurred expenditure in the context
of a declaration of expenditure, and that requests for
final payments must be accompanied by an implemen-
tation report relating to the instalment in question.

3.40. Community contributions under the Cohesion
Fund are paid in the form of advances which are based
on the project’s state of progress as certified in the
reports submitted with the payment request. These
reports show the progress that has been made, notably
with regard to the material and financial indicators
specified in the Commission decision approving the
project. The final balance is equal to 20 % of the aid
granted to the project (or 10 % in duly justified cases)
and it is disbursed once the Member State concerned
has submitted a report stating that the project has been
completed in accordance with the objectives.

Legality and regularity of the underlying transactions

Commitments

3.41. 2 377 million euro of legal commitments made
before 31 December 1999 were not entered in the

(*?) 27 849 million euro of which had not given rise to any
payments by the end of the financial year.

(**) 33 % of the total payments made from the general bud-
get.

accounts as financial commitments until 2000. They
are included in the 1999 accounts as potential debts
(see paragraph 8.16).

Payments

3.42. Almost all the substantive errors directly affect-
ing the legality and regularity of the underlying transac-
tions occurred in the Member States, at the level of the
final beneficiaries (which also include public bodies
managing programmes or measures).

3.43. As the Court has made clear in all its reports in
support of its Statements of Assurance since 1995, most
of the substantive errors found in the expenditure dec-
larations do not, in themselves, necessarily have an
impact on the amounts of the Commission’s payments.
The Court nevertheless considers that the number of
anomalies occurring in the declarations of expenditure
co-financed by the Community is still high.

3.44. The most significant substantive errors were ones
that have been pointed out in previous financial years,
namely :

(a) expenditure and actions which are ineligible accord-
ing to the regulations, eligibility rules or the require-
ments specific to the forms of assistance;

(b) cases where the Member State has declared to the
Commission eligible expenditure in excess of that
which was actually incurred;

(c) expenditure included in the declarations to the Com-
mission as eligible which is not supported by
adequate probative evidence or documentation;

(d) the Court’s sample of transactions revealed cases
where the rules on public procurement and on the
environment were not respected;

(e) incorrect calculation of the amounts declared as eli-
gible expenditure;

(f) unauthorised deductions made from Community
payments to final beneficiaries.
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3.45. The other isolated substantive errors which were
detected concerned failure to respect the projects’ objec-
tives, presentation of invalid invoices in support of the
expenditure declaration, and inclusion in the expendi-
ture declaration of expenditure already established as
being ineligible.

3.46. Furthermore, with regard to VAT, the relevant
eligibility data sheet for the 1994 to 1999 programming
period was often intergreted incorrectly by the national
authorities concerned, who considered that central
administrations held to be final beneficiaries ‘are liable
actually and definitively’ for the VAT on the operations
which they manage within the ambit of structural
actions. These central administrations argue that VAT
cannot be considered to be a genuine cost. Several cases
were noted within the sample where VAT was incorpo-
rated in this way. For certain actions the Community
financing may exceed 100 % of the total net expendi-
ture on the action.

3.47. The formal errors detected could be attributed to:

(a) inclusion by final beneficiaries of lump sums for
which there was no supporting documentation;

(b) failure to comply with procedural rules;

(c) failure to comply with the system of closure by
annual instalment, in the case of the ESF.

3.48. Insome cases insufficient documentary evidence
was provided in support of the amounts declared, result-
ing in an incomplete audit trail. It was therefore impos-
sible to comprehensively assess the legality and regular-
ity of the relevant underlying transactions.

3.49. Moreover, in the case of two of the interventions
included in the sample and closed in 1999, one of which
was an ERDF Objective 2 operational programme and
one a major Cohesion Fund project, detailed reviews
were conducted of all the payments made for these
interventions for the programming period in question.
As was the case in previous financial years, these checks
showed, inter alia, that the significant errors noted in
respect of the interventions that had been closed had a
direct impact on the level of Commission payments.

3.50. The detailed audit of the Cohesion Fund project
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closed in 1999 (to which the Fund contributed 311 mil-
lion euro) showed that:

(a) the investment is still affected by structural prob-
lems and the objective, stated in the contract, for
quality, reliability and durability of the project was
not fully achieved, resulting, inter alia, in delays in
the provisional technical commissioning of the
project by the Member State. The Commission
should therefore not have made the final payment
in 1999 until it had conducted an on-the-spot check
in liaison with the national authorities;

=

at the project implementation stage, the Commis-
sion accepted revenue forecasts which subsequently
proved to have been substantially underestimated.
A sounder estimate would have had a significant
impact on the amount of aid granted fgrom the
Cohesion Fund;

—_
(g}
~

the ceilings for the cost components of the invest-
ment provided for in the decision concerning the
project were not adhered to, and the decision was
not amended to allow for the fact that these ceilings
had been exceeded;

=

the European Union’s contribution, including EIB
and ECSC loans, amounts to 95 % of the identifi-
able cost of the project as it stands, including com-
pulsory purchase costs, which are considered ineli-

ible, gut excluding financing fees, exchange-rate
%uctuation costs and other expenditure, whose
direct connection with the project is not established
clearly. The contribution thus exceeds the maxi-
mum intervention rate of 90 %;

(¢) monitoring was inadequate at both national and
Community level;

(f) the accounting system which the final beneficiary
(concessionaire) authorised the Court’s representa-
tives to inspect did not allow for reconciliation of
construction costs and declared expenditure from
the viewpoint of eligibility. It is important for the
Court and the Commission to be able to check that
the developer’s costs, which serve as the basis for the
p:(?/ments made by the concessionaire and are con-
sidered eligible expenditure, comply with the eligi-
bility rules.

3.51. The intensified audit of the 1989 to 1991 Objec-
tive 2 operational programme which was closed in 1999
(and for which the ERDF paid 13,6 million euro) revealed
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that, following a reorganisation of the administrative
bodies responsible for managing the majority of the
projects financed under the OP, none of the original
supporting documentation was available for the audit
of these projects. Part of the audit trail could be recon-
structed using copies, but it was not possible to obtain
adequate assurance for a large number of the projects.
In some cases neither evidence of the tender process
nor the contracts were available and in other cases some
or all of the invoices were missing. Where copies of
invoices could be audited, ineligible costs were identi-
fied. For most cases no proof of payment was provided.
The amounts of eligible expenditure declared to the
Commission by the national authorities were in some
cases higher than the amounts incurred. The delay in
final closure of the OP does not appear to have been
caused by the problems identified af)ove. Rather, it was
due to an extremely slow and drawn out exchange of
correspondence between the Commission services and
the national authorities over the format the final report

should take.

3.52. An intensified audit of eight projects included in
a measure coming under an EAGGF-Guidance opera-
tional programme revealed that errors had arisen in
two of these eight projects. An on-the-spot check on
these two projects revealed, in one case, errors in the
attestations and showed that some of the work done
corresponded only partially to the work scheduled.

Outstanding commitments

3.53. The Court’s audit of outstanding commitments
at Commission level revealed a number of cases where
decommitments should have been made before the end
of the budgetary year 1999. The outstanding amounts
were not justified in a third of the transactions audited
in the ESF and in 28 % of the transactions audited in the
EAGGF-Guidance budgetary areas. The Commission
should take steps to decommit these amounts.

3.54. The Commission did not justify a number (22 %)
of the sample of outstanding commitments audited for
the ERDF area of the budget. Most of these were very
old and for 8 % of the sample it was evident that no
more payments would take place and the amounts
should have been decommitted. The Commission should
take steps to resolve the issues which prevent the clo-
sure of these programmes.

Other observations

Management of the ESF’s accounting procedures

3.55. In order to administer the European Social Fund,
the Commission uses a local computer system (14) at the
Employment DG and the computerised budget system
(Sincom (*%)). During 1999, these two systems were
changed, which led the Court to examine how they
operate.

3.56. The local system was designed for the opera-
tional management of ESF programmes. The budget, on
the other hand, is supposed to be managed in detail by
Sincom, since that is the Commission’s official account-
ing system. However, the Court found that the validity
and past records of applications for ESF advances or
final payments can only be traced using the local sys-
tem and the files for each OP held in the Employment
DG’s archives. This is especially true for the very numer-
ous cases of transactions which have been grouped
together in batches, for example, final payments and
advances. In these cases, it is not possi}k))le to use the
computer systems to monitor whether ESF regulations
have been complied with. Instead, the files have to be
analysed in depth.

3.57. When it examined the introduction of the Employ-
ment DG’s new local ESF management system, the
Court found significant weaknesses in terms of the
security of the database which allow unauthorised users
within the DG to make changes to the database. In some
cases, it is even for possible for people from outside to
gain access to the system without leaving any trace.
When the system was being introduced, the Commis-
sion’s project management guidelines were not fol-
lowed. The Court has forwarded to the Commission its
recommendations for remedying this situation which
could endanger the management of the ESF.

3.58. Inits 1994 Annual Report (see paragraph 5.10),
the Court reported on differences it hadg uncovered
between the financial data in the Employment DG'’s
local system and the budgetary accounting system (Sin-
com). A check on the introduction of the new local sys-
tem (SEA) showed that the two systems are still not rec-
onciled fully and regularly on a two-way basis.

(*Y) Until 1 November 1999, ‘Adabas’, from that date on ‘SEA.
(**) From 1 January 1999, in Sincom Il version with the com-
ponents ‘SI2’ and ‘SAP R/3".
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The implementation of recovery orders (ESFand EAGGF-
Guidance)

3.59. The Court reviewed the management of recovery
orders issued by the Employment DG and the Guidance
section of AGRI DG. This gave rise to the following
observations.

3.60. In January 1999, the Commission replaced the
Sincom I budget system with a new version, Sincom II.
During the Court’s audit in March 2000, the applica-
tion for managing recovery orders in Sincom II had still
not been developed. This weakness makes it impossible
to gain access to data selected according to predefined
management criteria.

3.61. With regard to the audit of the procedures and
the implementation of recovery orders, which was con-
ducted by examining a number of files held by Com-
mission departments, the Court found that adequate
management procedures for monitoring recovery orders
did not exist, either at the level of the authorising DGs
or in the Budget DG. Files are sometimes lost or filed in
historical archives or the administrators in the authoris-
ing DG are not aware that the recovery orders exist.
Thus, with regard to the Employment DG, out of the
five Member States examined, the departments respon-
sible for four of them were not aware that there were
recovery orders that were still open.

3.62. During the review of recovery procedures, the
audit highlighted the lack of coordination between the
authorising DGs, the Budget DG and the legal service.
This causes considerable delays in dealing with files and,
consequently, in recovering the amounts due.

3.63. The same audit also showed that the Commis-
sion does not regularly reclaim interest on arrears when
a debtor either does not pay or pays late. This is con-
trary to the provisions of the Financial Regulation
(Article 49). The interest in question amounts to several
million euro. Indeed, by way of example, outstanding
recovery orders for the Employment DG at the start of
the financial year 1999 stood at 49,1 million euro,
including 15,5 million euro dating from before 1995.

Overhead charges

3.64. The Commission Decisions of 23 April 1997 (16)
(eligibility data sheet No 5) stipulate that overheads

(*%) OJ L 146, 5.6.1997.
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should be charged in a fair and reasonable way, in
accordance with generally accepted accounting rules.

3.65. During its audits, the Court found wide varia-
tions in the way overhead charges are taken into account.
Some promoters (training bogies) do not invoice them,
whilst others do, in some cases, for more than 60 %.

3.66. The Court’s audits also highlighted the fact that
some promoters declare overhead charges that are cal-
culated on a lump-sum basis and not based on true
costs, so as to inflate them and enable the promoters to
make a profit that is not allowed under the rules for the
Social Fund. In several cases, they were included in dec-
larations of expenditure by way of subcontracting costs.
This practice inflates the total costs, and hence increases
the ESF subsidy.

3.67. In the new programming period (2000 to 2006),
the use of overhead charges and lump-sum payments
should kept under strict control. Procedures for calcu-
lating overhead charges and lump-sum amounts should
preferably be defined when the programmes are
approved. It should also be possible to check them when
payment of the balance is requested.

3.68. For the Leader II initiative, the Court identified
overhead charges ranging from 0 % to more than 80 %.

Implementation of the Regulation on financial control

3.69. Regulation (EC) No 2064/97 (V) is intended to
strengthen the financial controls that the Member States
are required to exercise over operations co-financed by
the Structural Funds. The implementation of this Regu-
lation was the subject of observations in the Court’s
Annual Report concerning the financial year 1998 (see
paragraphs 3.14 to 3.19).

3.70. Article 8 of this Regulation states that requests
for final payment should be accompanied by indepen-
dent closure statements. Under Commission Regulation
(EC) No 2406/98 (18), Article 8 need not be applied to
forms of intervention for which the first decision

(/) Commission Regulation (EC) No 2064/97 of 15 October
1997 (OJ L 290, 23.10.1997).

(**) Commission Regulation (EC) No 2406/98 of 6 Novem-
ber 1998 (O] L 298, 7.11.1998).
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ranting assistance sets 1 January 1997 as the final date
%y which Community and national commitments must
have been contracted)., As a result, the independent audit
statement provided for in Article 8 is not required, nei-
ther for the period 1989 to 1993 nor for the opera-
tional programmes and Objective 2 SPDs for the pro-
gramming period 1994 to 1996, and by the end 0f 1999
no independent audit closure statements concerning
the 1994 to 1999 and 1997 to 1999 programming peri-
ods (Objective 2) had been sent to the Commission.

3.71. In April 1999 the Commission produced the
English language version of its Structural Funds audit
manual, which it sent to all Member States. However,
the translation into the 10 other languages of the Euro-
pean Union was only available towards the end of 1999.
Appendix 2 to this audit manual is directly relevant to
Member States in their implementation of Regulation
2064/97 and contains practical guidelines. However, by
the end of 1999 Member States had already put into
practice their own methodology for complying with
this Regulation and are not abige to revise their proce-
dures retrospectively.

3.72. The Commission’s Structural Funds audit manual
states that the Commission services will check the sat-
isfactory application of the minimum requirements con-
tained in Regulation (EC) No 2064/97 during audits of
national management and control systems at all levels.
The Commission has not verified the quality of the
progress made in the Member States in applying this
Regulation: up until the end of 1999 no Commission
department had examined working methodology or
visited Member States to establish the quality ofy the
checks being carried out by the Member States.

3.73. In order to determine what use to make of the
closure statements it will receive, the Commission should
obtain assurance that the methodology that the Mem-
ber States are applying is acceptable.

3.74. Under Article 9 of Regulation (EC) No 2064/97
Member States are required to submit by 30 June each
year a report on their application of this Regulation in
the previous calendar year. The reports in respect of
1998 are diverse in quality, style and depth of informa-
tion provided. The Commission should issue a mini-
mum framework as guidance on what it requires to be
in these reports.

Controls by the Commission and the Member States

3.75. The on-the-spot checks performed by the Com-
mission’s audit departments, supplemented by the con-
trols performed by national audit services under the
protocols agreed between the latter and Financial Con-
trol, remain inadequate. This is especially true as con-
cerns the ERDF and the Cohesion Fund in the case of
interventions in which requests for final payment have
been made: only five major interventions for closure
were examined during the 36 on-the-spot checks con-
ducted in 1999 (reports on which were forwarded to
the Court), which targeted 81 interventions of varying
financial importance. The aims of the audit cannot
always be identified in the audit reports, and nor can
the method used to select the sample of projects exam-
ined. It is similarly often difficult to establish a link
between the examination of the systems and the con-
trol of individual projects. Regarding controls performed
while interventions were being implemented, following
up the results of the control proves difficult and the
issues raised are liable to be deferred until the closure of
these interventions. The controls performed under the
protocols by the national audit services are regularl
carried out under Regulation (EC) No 2064/97 whic
aims to facilitate the control of at least 5 % of expendi-
ture. The results of these controls were rather variable.
The audit reports did not always indicate the method
used to select the projects controlled orfand did not
always specify whether a real examination of the sys-
tems had been conducted, nor did they contain any
observations based on financial or physical checks.
These results are also of variable use to the Commis-
sion’s management and control departments.

Conclusions and recommendations

3.76. The Court can only observe that the level of
anomalies noted in the expenditure declarations remains
high. The continued existence of a significant volume of
errors after the closure of the operational programme
shows that there is little chance that errors in expendi-
ture declarations will be detected and corrected. It was
moreover predictable that the financial control mea-
sures taken by the Commission (approval of eligibility
datasheets, adoption of Regulation (EC) No 2064/97,
more precise closure procegures for the 1994 to 1999
Erogramming period, and the introduction of protocols

etween Financial Control and the relevant national
authorities) would not yet have had a real impact on the
reliability of the expenditure declarations.
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3.77. The Court must stress the need to devote greater
effort to the supervision and control of the closure of
programmes. With this in mind, optimum use should
be made of the protocols signed with the national audit
services in the Member States. The reform of internal
control at the Commission should take into account the
new possibilities that these protocols present.

3.78. The Commission should pay closer attention to
the introduction within the Member States of the new
financial control provisions laid down in Regulation
(EC) No 2064/97.

3.79. At the level of the Member States, there is a need
to reinforce financial procedures and increase the effec-
tiveness of internal control systems applied by the
national/regional management bodies in order to reduce
the incidence of errors in future financial years.

3.80. The Commission should review the regulations
and decisions (eligibility datasheets) in order to better
target the use of Community funding to those activities
the budgetary authority intended. The Court has again
noted significant differences between the operational
programmes as regards the coverage of overhead charges
by the ESF. Special attention should be paid to this issue
when implementing the next programming period 2000
to 2006.

3.81. As concerns the implementation of recovery
orders, the Commission should equip itself with suit-
able management procedures.

FOLLOW-UP TO PREVIOUS OBSERVATIONS

Introduction

3.82. The Court examined the information presented
by the Commission on measures taken in response to
the most significant past observations (*°). This limited
review, conducted on the basis of information presented
by the Commission, attempted to identify the areas

(**) The follow-up dealt with observations concerning struc-
tural measures contained in the Court of Auditors’ Annual
Reports concerning the financial years 1994, 1995, 1996
and 1997, as well as Special Report No 3/96 on tourism
policy and the promotion of tourism and Special Report
No 14/98 on the closure of the forms of ERDF assistance.
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where such measures had been taken, without check-
ing in depth how they were implemented. These obser-
vations concerned errors or irregularities that required
financial corrections (ERDF), as well as specific prob-
lems of financial management and co-financing (ESF
and EAGGF-Guidance).

Financial corrections (ERDF)

3.83. The Court followed up 48 observations con-
tained in its Annual and Special Reports relating to the
financial years 1996 and 1997, for which it beﬁeved a
financial correction should have been made (29). In some
cases, these financial corrections, which concern
declared expenditure, should have given rise to a recov-
ery order.

(*°) It is worthwhile repeating the framework within which
financial corrections can be made in the Structural Funds:
(a) errors or irregularities may be detected as part of a

Member State’s everyday management of the Structural

Funds and a change made without the Commission

being formally notified. However, any irregularity that

is the subject of an initial administrative or judicial
investigation must be reported to the Commission in

accordance with Regulation (EC) No 1681/94

(OJ L 178, 12.7.1994, p. 43);

(b) errors or irregularities detected by the Commission
itself, in particular during on-the-spot checks carried
out in the Member States, or cases of infringement of
Community law discovered in accordance with the
procedure provided for in Article 226 of the Treaty, or
by the Court of Auditors, are dealt with as follows:

(i) if a Commission examination, provided for in
Article 24(2) of amended Regulation (EEC)
No 4253/88 (O] L, 31.12.1988) ‘reveals an irregu-
larity and in particular a significant change affect-
ing the nature or conditions of the operation or
measure for which the Commission’s approval has
not been sought’, the Commission ‘may reduce or
suspend assistance’ from the Community;

(i) in other cases, the correction is made by deducting
corresponding expenditure, as the projects or parts
of projects affected by error may be replaced by
other eligible projects and related expenditure if the
programme or Community measure is in progress.
If there are errors and irregularities relating to an
ERDF, EAGGF-Guidance or FIFG measure that has
been closed or is being closed, the excess amount
paid on advances and interim balances gives rise to
a recovery order. For the ESF, the excess amount
paid on advances for an annual instalment reduces
the payments relating to subsequent instalments by
the same amount.
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3.84. In 16 cases (33 %), the Commission or the Mem-
ber States took corrective measures which the Court
considers satisfactory.

3.85. Inseven cases (15 %), corrective action was taken
late. There are sometimes delays affecting cases for
which the Commission had accepted the Court’s
remarks. Likewise, some irregularities which have been
detected are only followed up effectively when the mea-
sure is closed or, sometimes, when notice of a Court
audit is received. This kind of follow-up can only delay
and complicate the closure process, which may already
have been delayed for other reasons.

3.86. In 11 cases (23 %), corrective measures were
applied but they proved to be inadequate or were the
result of flawed procedures:

(a) asa general rule, the Commission’s follow-up is lim-
ited to specific cases of irregularities reported by the
Court which, however, often illustrate weaknesses
in the underlying systems (problems of eligibility,
the reliability of expenditure declarations, compli-
ance with environmental directives or rules for
awarding public contracts, and enterprises that com-
bine more than one type of subsidy). The Commis-
sion does not initiate any evaluation of risks of
potential losses of Community funds or specific
measures that might deal with tﬁe systematic nature
of these irregularities. As a rule, the Commission
expects management to improve in the medium
term in the context of the general structural mea-
sures that it is undertaking (2);

(b) as the Court has pointed out on several occa-
sions (22), the Commission rarely applies the proce-
dure provided for in Article 24 of Council Regula-
tion (EEC) No 4253/88 relating to reducing,
suspending or cancelling Community assistance in
cases where the Commission disagrees with the
Member States regarding the corrections that need

(*") See in particular the Commission’s replies to para-
graphs 21.20 to 21.22 of the DAS relating to the financial
year 1996, to paragraph 8.79 of the DAS relating to the
financial year 1997 and to paragraphs 3.35 to 3.37 of the
Annual Report of the Court of Auditors relating to the
financial year 1998.

(*?) See the Annual Reports of the Court of Auditors relating
the financial years 1994 and 1995, paragraphs 5.42 to
5.44 and paragraphs 6.16 to 6.19 and Special Report
No 16/98 of the Court of Auditors on the implementa-
tion of appropriations for structural operations for the
1994 to 1999 programming period, paragraph 6.47,
0J C 347, 16.11.1998, p.48.

to be made to some measures. Other solutions are
possible, for example, the de facto suspension of
payments for several months, or even several years,
pending the settlement of the difference with the
Member State concerned. Subsequent payments may
also be reduced by the part of the co-financing that
the Commission is disputing, whereas the financial
provisions in the CSF annexes stipulate that pay-
ments may only be made if the level of declared
expenditure reaches precise thresholds.

3.87. In two cases, representing 4 % of the number of
cases audited (one case of the combination of ERDF aid
with national aid and one case of non-compliance with
Council Directive 85/337[EEC (2%) on the assessment of
the effects of certain public and private projects on the
environment), the Commission did not take corrective
measures because it disagreed with the Court’s observa-
tions.

3.88. Finally, the Commission could not demonstrate
that it had followed up 12 cases (25 %), although it had
undertaken to do so. These cases concerned a range of
different situations, such as expenditure that was ineli-
gible or had been incurred after the deadline, a change
in the use made of the aid without this being reported
to the Commission, payment of the final balance with-
out the results of the audit carried out by the Financial
Controller being taken into account, problems relating
to the justification of declared expenditure, or even
inadequate procedures for checking competition rules.

3.89. Under Article 7 of the basic regulation for the
Structural Funds, operations financed by structural mea-
sures must comply with Community policies. On sev-
eral occasions, the Court has emphasised (24) the risk of
unwittingly financing operations that do not comply
with the procedures and principles laid down in Com-
munity policies, especially those concerning environ-
mental protection, State aid and the awarding of public
contracts. In order to limit these risks, it is essential that
effective cooperation procedures are established by the
various directorates-general that may be involved within
the Commission.

3.90. However, the Court’s audit revealed that in some
cases there was a lack of communication between Com-
mission directorates-general on projects that did not

(*’) Council Directive 85/337/EEC of 27 June 1985
(O] L 175, 5.7.1985).

(** See the Annual Reports of the Court of Auditors relating
to the financial years 1996 and 1998, paragraphs 6.53 to
6.68 and paragraphs 3.54 to 3.59.
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comply with Article 7. This explains the lack of follow-
up.

3.91. In conclusion, it can be estimated that, for the 48
cases examined, the amount of expenditure corrected
or being corrected totals 280 million euro (2°), of which
23,5 million euro was in respect of the application of
Article 24 (two cases). These corrections sEould lead to
a reduction in Community assistance of 17,8 million
euro. The amounts to be repaid, however, total only
5,2 million euro, since most of the corrections were to
measures that had not been closed.

3.92. The Court estimates that the expenditure that is
still to be corrected amounts to 57,6 million euro and
that Community payments to be repaid amount to
6,8 million euro.

ESF and EAGGF-Guidance

Social dialogue

3.93. In its Annual Report on the financial year
1994 (29), the Court reviewed Community expenditure
in the field of ‘social dialogue’. On the basis of the
Court’s observations, the Council states in its recom-
mendation on granting discharge for the financial year
1994 that measures for promoting social dialogue must
be better targeted and emphasises the need for strict
control of initiatives financed by the Community. In
2000, during the review of the follow-up, it emerged
that the Commission had not undertaken the measures
it had agreed to carry out in its replies to the Court’s
observations, in particular, in the field of evaluations or
in respect of the increase in the number of organisa-
tions to be financed (workers’ organisations and employ-
ers).

3.94. The social policy agreement stipulates that the
Commission should take care to support trade unions
and employers equally. In 1994, the number of mea-
sures financed by the Commission in favour of

(**) This amount does not include some corrections such as,
for example, those made to Spanish measures because of
the deduction of a management charge applied by the
prime contractor, the final beneficiary, to contractors.
These corrections are difficult to calculate in their total-
ity.

*9 Tie Court of Auditors’ Annual Report concerning the
financial year 1994, paragraphs 5.105 to 5.112.
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employers was far below the number for workers. In
1999, the situation had hardly changed, except that
workers’ organisations and employers are now submit-
ting more joint applications for assistance.

3.95. Anaudit of the accounting records demonstrated
that the Commission should have made a recovery order
for 67 901,31 euro in February 1994, following an obser-
vation by the Court. The recovery procedure was only
set in motion on 25 February 2000, that is to say, after
the Court’s visit to follow up previous observations.

3.96. Council Directive 94/45/EC (¥) concerning the
establishment of a European Works Council (budget
heading B3-4 0 0 3) was supposed to have been trans-
posed %y the Member States by 22 September 1996 at
the latest. Only five Member States complied with the
transposition deadline set in the directive. Nine Member
States transposed it later and on 21 October 1999 the
Court of Justice found the Grand-Duchy of Luxembourg
to be in breach of its obligations for not having trans-
posed the directive.

National co-financing

3.97. The Court’s Annual Reports since 1994 (28) have
contained observations on national public co-financing.

3.98. In practice, national funds are not always dis-
bursed at the same time as Community funds. Substan-
tial improvements may still be made. In fact, as there
are two different procedures for requesting funds (one
for Community funds and another for national funds),
the regions primarily use the procedure which serves
only to release Community payments, in view of the
volume of funds concerned.

3.99. The Court detected shortfalls or delays in national
co-financing, which might hinder proper implementa-
tion of the various forms of intervention. The Commis-
sion itself has also detected shortcomings in this field in
some Member States.

(*’) Council Directive 94/45/EC of 22 September 1994
(OJ L 254, 30.9.1994).

(*®) Paragraphs 5.63 and 5.64 of the 1994 Annual Report,
paragraphs 6.51, 6.54 and 6.57 of the 1995 Annual
Report and paragraphs 7.54, 7.56, 7.57 and 7.68 of the
1996 Annual Report.
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FINANCIAL MANAGEMENT OF STRUCTURAL
MEASURES

Introduction

3.100. The audits carried out by the Court in 1999 in
respect of structural measures concerned in particular:

(a) the principle of additionality (Special Report
No 67)99 (O] C 68, 9.3.2000));

(b) the development of industrial sites (Special Report
No 7/99 (O] C 68, 9.3.2000));

(c) youth employment (Special Report No 3/2000
(0] C 100, 7.4.2000));

(d) the International Fund for Ireland and the special
programme of support for peace and reconciliation
in Northern Ireland and in the border counties of
Ireland (Special Report No 7/2000 (O] C 146,
25.5.2000));

(e) the Cohesion Fund (Special Report No 15/2000
(0] C 279, 2.10.2000)).

3.101. Despite the diversity of the subjects covered,
comparison of the observations made in the Special
Reports mentioned in the previous paragraph reveals a
recurrence of certain shortcomings, particularly with
regard to the regulations and the procedures for imple-
menting them, the relationship between Community
measures, and the assessment and management of the
measures.

Regulations and implementing procedures

3.102. The efficiency and effectiveness of the SFs
depends in particular on the implementing arrange-
ments defined by the Commission, which aim to imple-
ment measures according to the spirit of the legislation.
Several audits revealed tl%e need to clarify concepts and
implementing procedures in order to prevent disparity
of practice in the Member States ancF improve imple-
mentation of the Funds.

3.103. Thus, although the impact of SF assistance is
subject to observance of the principle of additionality
(which aims to prevent SF appropriations from being

used as substitutes for Member States’ structural expen-
diture), the Court found varying interpretations and
implementation problems that could have a significant
influence on the assessment of this aspect. Procedures
for verifying additionality have been agreed between the
Commission and the Member States,%ut they have not
eliminated the existing difficulties.

3.104. Asregards the Cohesion Fund (CF), the financial-
analysis and cost-benefit-analysis practices applied to
projects should be subject to specific guidelines, so that
they are applied more uniformly in the various coun-
tries. Similarly, defining the terms ‘project’ and ‘project
phase’ should help prevent the Fund’s contribution from
goin(%, in some cases, to projects that are almost fin-
ished, have already been completed or have already
benefited from the SF, (or, in some cases, to groups of
projects with expenditure amounting to the threshold
figure of 10 million euro, when it is difficult to establish
whether consistent groups are involved).

Relationship between Community measures

3.105. Several types of Community measures may be
implemented in a given territory without being coordi-
nated. A single Fund may provide various types of assis-
tance. At present, the norm is for structural interven-
tions to be planned by each ministry separately.

3.106. Thus, the considerable similarity between the
measures under the Irish Peace initiative and the Inter-
national Fund for Ireland (IFI) and other SF measures
resulted in overlapping, inefficiencies and delays in
implementing the measures, aspects which were exac-
erbated by the lack of adequate publicity.

3.107. As regards the youth employment measures,
greater synergy must be achieved between multifund
operational programmes, along with increased coordi-
nation between directorates-general acting in a single
area. Furthermore, the national action plans (NAPs)
should be more concrete and rigorous and the ESF mea-
sures more closely linked to them. Lastly, the Court
found no evidence of a plan or an overaﬁ strategy as
regards ESF and EAGGF-Guidance aid for young farm-
ers. Its impact has not been evaluated since 1994.

87/ 205

28/09/2012



(cvce

1.12.2000

www.Ccvce.eu

Official Journal of the European Communities 87

3.108. The search for synergies between the CF and
the other Funds is important, in particular because the
CF jointly finances individual projects only, no real
attempt is made in terms of planning to provide a
coherent overview. However, although particular
emphasis is supposed to be placed on this aspect in
applications for CF aid, this is not always the case.

3.109. As regards the development of industrial sites,
the ERDF assistance examined as part of the audit
showed little synergy with other Community measures
or actions and the operators were ill-informed of the
opportunities offered by, for example, the ESF or EIB.

Evaluation of structural measures

Introduction

3.110. The Court has already had occasion to stress the
importance of the analyses needed for planning struc-
tural measures, of project-selection criteria (2°), objec-
tives and indicators for monitoring the impact of mea-
sures and reliable statistical bases in the Member
States (39). The results of macroeconomic evaluations of
structural measures (3!) must be refined, and monitor-
ing, assessments and (re-)programming must follow in
the correct order (32).

Ex ante evaluation and choice of projects in the Member
States

3.111. In order to maximise the impact of the SFs and
to ensure that beneficiaries are treated equally, measures
must be implemented as part of a regional development
strategy. That strategy should be based on a diagnosis
of requirements that takes into account an assessment
of the existing situation and should set out the project-

(*%) Special Report No 15/98 on the assessment of Structural
Fund intervention for the 1989 to 1993 and 1994 to 1999
periods, paragraphs 3.3, 4.12 and 4.13 (O] C 347,
16.11.1998).

(*°) Special Report No 15/98, paragraphs 4.1, 4.15 to 4.21.

(*") Special Report No 15/98, paragraph 4.18.

(*?) Special Report No 15/98, paragraphs 4.22 to 4.26. Chap-
ter 3 of the 1998 Annual Report, paragraphs 3.72 and
3.82 (O] C 349, 3.12.1999).
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selection criteria. The Commission should therefore
encourage the Member States to create analytical and
monitoring tools which promote more active and effi-
cient management of the interventions as part of a
genuine territorial project.

3.112. As regards industrial sites, the attempts that are
occasionally made to produce an inventory of existing
infrastructure are not always sufficiently up-to-date for
planning purposes. Requirements are sometimes men-
tioned in ERDF programmes when no assessment of
them has been made. A genuine analysis and the appli-
cation of project-selection criteria are particularly justi-
fied where promoters in a region are competing with
each other to develop sites and attract businesses.

3.113. In the case of measures to promote peace in Ire-
land there was an observed lack of a common defini-
tion of areas with the greatest need for Community
assistance and, similarly of criteria for selecting projects
and recipient social groups. In some cases the project
assessments were limited, poorly documented and led
to inconsistencies.

3.114. In the case of the CF, the Commission does not
always have access to all the essential information
required by the Regulations, although, in this case, it is
the body responsible for deciding whether to provide
assistance under the Fund. Cost-benefit or impact stud-
ies are not systematically produced.

Objectives and indicators

3.115. In its investigation into youth employment, the
Court noted the absence of a standard definition of the
age of ‘young people’ in the various OPs and SPDs, as
well as a lack of clear objectives and performance indi-
cators in the Member States.

3.116. In the case of the Peace initiative in Ireland,
quantified objectives were not defined, in particular for
socioeconomic measures, and procedures for gathering
information on the impact of the projects were not
implemented by all of the authorities responsible for
management. In many cases, the data concerned only
estimates. In view of the lack of a financial-management
and monitoring system, no precise assessment of the
programme had been made by the end of 1997.

28/09/2012



(cvce

88

Official Journal of the European Communities

www.Ccvce.eu

1.12.2000

3.117. As regards the development of industrial sites,
shortcomings were also noted, and no distinction was
made between gross and net jobs provided when busi-
nesses move to the sites. This distinction is important
because businesses merely relocating from one site to
another within a region do not directly provide new
jobs. The lists of industrial sites sometimes drawn up by
regional authorities provided a tool for checking the
number of businesses and jobs which was more appro-
priate than the occupation rate alone.

3.118. The indicators used in the context of the CF are
very often the same as those used in the case of the
ERDF for programming purposes and as part of an
overall objective. Furthermore, they are occasionally
not detailed enough to provide a genuine assessment of
the progress made on a project and to quantify its
impact and performance, especially in view of the par-
ticular sectors concerned, namely transport infrastruc-
ture and the environment.

Macroeconomic assessments

3.119. New research has been carried out with the
object of using macroeconomic models to evaluate the
overall impact of structural aid granted to a Member
State or a region (33). In the case of the CF, the models
that were developed on the Commission’s initiative have
contributed to the methodology, the aim being to evalu-
ate the macroeconomic impact of individual projects
(effects on the region concerned, effects of other regions
and the overall economy; the impact on cohesion and
convergence). Although the findings, where compa-
rable, are generally consistent, there is no real correla-
tion between the methods used. The Commission should
pursue its efforts in this area, improve the instrument
for assessing projects from a macroeconomic stand-
point and apply it more comprehensively as regards the
four countries concerned.

Consideration of assessments

3.120. In its 1998 Annual Report (see para-
raphs 3.60 to 3.84) the Court pointed out that insuf-
icient account had been taken of the results of mid-
term evaluations. This was confirmed with regard to the
measures to assist the employment of young persons:
the mid-term evaluation Eas had too little impact on

(*?) Special Report No 15/98, paragraphs 7.1 to 7.22.

policy implementation in the last part of the program-
ming period (1994 to 1999). The Commission and the
Member States should implement the evaluation pro-
cess more effectively. Greater consideration was, how-
ever, given to the findings and recommendations of the
mid-term assessment of the Peace initiative, which made
it possible to reorientate the priorities of the measures
that make up the initiative.

Management of measures

3.121. Improvements should also be made in the actual
management of measures at the Commission, mainly as
regarfs coordination and controls, but also in the Mem-
ber States.

At the Commission

3.122. The audit of the Youthstart initiative revealed
shortcomings in the creation of transnational partner-
ships and the absence of a database providing an over-
view of project implementation. Furthermore, the results
of the measures are not reported at the local level and
no assessment is made of the transnational partnership.
The Commission should take a more active role in
coordination.

3.123. If the shortcomings as regards the verification
of additionality are primarily caused by the inadequacy
of the implementing measures, they also result, how-
ever, from the fact that there is no definition of the
respective responsibilities of the four DGs involved and
of their various departments. In many cases, contacts
established with the Member States are informal, the
relevant documents are spread between departments
and files are incomplete.

3.124. Lastly, more resources should be devoted to
checks in the Member States by Commission depart-
ments, in particular for the International Fund for Ire-
land and the CF. As regards the latter, the review of the
implementation of projects should be intensified and
the extent to which previous observations have been
taken into consideration examined.

In the Member States

3.125. The audits revealed repeated omissions in
respect of the eligibility of expenditure (e.g. declarations
of recoverable VAT, simple accounting and expenditure
provisions which do not concern the projects inspected,
failure to meet the deadline for making payments, etc).
These omissions can be progressively curtailed only by
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increasing the number of checks in the Member States
in respect of project managers and final beneficiaries.

3.126. Delays were noted in the implementation b

the Member States of appropriate procedures. As regards
additionality, information allowing it to be assessed was
seldom provided by the deadlines stipulated and was
sometimes not provided at all. The lack of specific pro-
visions concerning the consequences of the Member
States failing to meet their (ﬂ)ligations provides the
Commission with little means of reacting to these
infringements. Until the end of 1997, the lack of a cen-
tralised database and of appropriate inspection mecha-
nisms led to incomplete disclosure of information on
the implementation of the Peace initiative in Ireland.

3.127. Lastly, in the area of competition, the audit of
industrial sites revealed that, with regard to the practice
of fixing the sale price of subsidised infrastructure, there
had been a failure in most of the regions visited to
implement either of the systems proposed by the Com-
mission for excluding any aspect of State aid (34).

GENERAL CONCLUSIONS

3.128. The budgetary implementation of structural
measures in 1999, which was marked by a high level of
transfers of appropriations, underlines the shortcom-
ings of the budget forecasts and their link with the
Financial Perspective. The reprogramming of most SF
measures as implementation of the 1994 to 1999 pro-
gramming period drew to a close explains why the 1999
appropriations were underutilised, for both commit-
ments and payments, and also explains the carry-overs
to the financial year 2000. If the principle of dif}f,erenti—
ated appropriations were fully applied, the recurrence
of suclPl a situation could be avoided.

3.129. The Commission should introduce data sys-
tems for all the SFs, in order, firstly, to record, on the
basis of the resources available %r a programming
period, the allocation of commitments and payments to
Objectives, Funds, Member States, CSFs, Community
initiatives and various forms of assistance and, secondly,
to follow the material and financial progress on the
ground of CSFs and individual measures.

(**) Commission communication concerning elements of State
aid contained in sales of land and buildings by public
authorities (O] C 209, 10.7.1997, p. 3).
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3.130. Although the Commission has made efforts to
consider the Court’s observations, the measures taken
are aimed mainly at the 2000 to 2006 programming
period and so they will have no immediate impact. It
would be Worthwﬁ,ile, in partnership with the Member
States, strengthening existing instruments for monitor-
ing and control, at both Community and national level,
in order to bring previous programming periods to a
close.

3.131. The Commission’s follow-up to the Court’s
observations should be more systematic and should not
be limited to specific cases of irregularities reported by
the Court, which often illustrate shortcomings in under-
lying systems.

3.132. As regards the Structural Funds, the Court,
during its audit of the Employment DG’s new local ESF-
management system, found serious shortcomings in
terms of the security of the database as well as differ-
ences between the financial data in the local system and
the budget accounts data (Sincom) (see para-
graphs 8.54 to 8.59).

3.133. The investigations carried out by the Court in
1999 showed that defining the concepts and rules for
applying the regulations and improving links between
measures (within and between the Funds and with other
instruments such as those managed by the EIB) would
enhance the effectiveness of the structural measures. An
attempt should be made to make better use of ex ante
assessments based on studies of the requirements of the
regions concerned, the monitoring of measures (objec-
tives and indicators) and ex post assessments. Organisa-
tion and management shoul% be improved, at the Com-
mission (responsibilities and on-the-spot checks) and in
the Member States (eligibility of expenditure, delays in
or failure to apply regulations).

3.134. With regard to employment measures, national
action plans (NAPs) should be more concrete and rigor-
ous. There is also a need for a better and more effective
link between the ESF measures and the NAPs and, addi-
tionally, a need for quantified targets and performance
indicators.

3.135. Lastly, the specific appraisal of structural mea-
sures within the context of the Statement of Assurance
gave rise to the conclusions and recommendations
which feature in paragraphs 3.76 to 3.81.
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THE COMMISSION’S REPLIES

IMPLEMENTATION OF THE BUDGET
Introduction

3.3. The specific reason for the massive reprogramming of
the 1999 financial year is that 1999 was the last year of the
1994 to 1999 programming period and the Iﬁnancing plans
for the programmes had to be adjusted in line with actual
implementation so that the whole allocation in the financial
perspective could be committed. Since there was some delay in
the reprogramming, firstly a large number of transfers had to
be made in order to bring the budget headings into line with
reprogramming needs; secondly, the Directorates-General
(DGs) for the Structural Funds did not have sukfﬁcient time to
commit the appropriations and hence to make the relevant
payments bej%))re the end of the 1999 financial year. Con-
sequently, the appropriations were quite extensively underuti-
lised at the end of the 1999 financial year and a large amount
was carried over to the 2000 financial year.

In order to avoid such delays in reprogramming, the Commis-
sion had beforehand taken the precaution of sending the
Member States a registered letter advising them to submit
their programme amendments by 31 July 1999. That date
took into account the procedural time required for the Com-
mission to adopt amending decisions so that the appropri-
ations could be committed by 31 December 1999 at the
latest. Despite that advice, Member States did not submit
their reprogramming requests until the final quarter of 1999,
which inevitably de%ayed the Commission’s processing of the

files.
Financial perspective allocations

3.5t0 3.6. As the Court points out, the unused portion of
the allocations entered in the 1998 and 1999 budgets,
including those resulting from re-budgeting amounts unused
in previous financial years, was not transferred to subsequent
financial years under the annual procedure of adjustment to
the implementing conditions stipulated in the Inter-
institutional Agreement then in force. The Commission has
always taken tfe view that commitments not used during a
pr%gmmming eriod should in principle be re-entered in the
budget only during that same period, without transfer to
financial years of the following period.

Re-budgeting, in the course of 1999, commitment amounts
not used in tﬁe 1998 financial year would not have been fully
in accordance with  paragraph 10 of the Inter-
institutional Agreement, which states that ‘The two arms of
the budgetary authority, acting on a proposal from the Com-
mission, undertake to authorise the transfer to subsequent
years (i.e t+ 1 and/or subsequent years) ... allocations ... not
used in the previous year. [i.e. t-1]" and goes on to state in
the next suEpamgm h that ‘The European Parliament and
the Council will take decisions on these proposals before
1 May of year t, ...". As the beneficiaries ofp structural mea-
sures, Member States knew how the Commission interpreted
these provisions, which are designed to avoid an excessive
accumulation of transfers to the final year of the program-
ming period.

3.6. The total amount of the obligations which were con-
tracted by the Commission and which could not be covered by
the 1999 budget is not yet final; it could still be amended in
the light of additional checks by the Structural Fund DGs.
Moreover, Budget DG, in agreement with the Structural
Fund DGs, has made provision bfor financing the amount
needed to cover those obligations by means of external trans-
fers dﬁom the ‘innovative actions and technical assistance’
headings, since those headings contain the only allocations
not programmed during the next period (2000 to 2006). In
addition, the transfers will relate to the 2000 appropriations
which will probably not be used for innovative actions, given
the late launch of the relevant operations.

In 1999 the Commission took precautions by proposing a
transfer of EUR 176 million from the ‘transitional measures
and innovative actions” headings.

The supplementary and amending budget (SAB) instrument
was not available, however, since the heading ceiling had been
reached without revision of the financial perspective. Since
revision for a limited amount with respect to the overall allo-
cation for the 1994 to 1999 period would have proved par-
ticularly cumbersome, the Commission opted for budget man-
agement measures.

The implementation of appropriations

3.11. The Commission takes the view that forecasting is
made difficult by the current financial management rules,
which give Member States great flexibility to adjust their pro-
grammes in the light of practical implementation, including
as regards preparing the preliminary draft budget (PDB).
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Although the forecasts for 1996 to 1998 were fairly accurate
at chapter level, it has to be said that this required highly
dynamic management within chapters (offsetting the surplus
allocation under one item against the deficit und%r another in
the same chapter). By contrast, reprogramming was a major
feature of implementation in 1999, resulting in significant
underutilisation overall (see Commission reply to para-
graph 3.3).

For the future, a simpler budgetary structure, as in the 2000
budget, should make it easier to manage appropriations. The
diﬂiulty of producing reliable forecasts should be resolved by
the new financial management provisions of the Regulation
laying down general provisions on the Structural Funds (auto-
matic commitments and intermediate payments through reim-
bursing expenditure actually paid) and by requiring Member
States to submit forecasts for the current and the following
financial year.

3.12. The Commission acknowledges the inaccuracy of the
payment appropriations forecast made when drawing up the
PDB 2000 in April 1999. Realising at the beginning of
2000 that its forecasts were excessively high, the Commis-
sion presented to the budgetary authority a duly substanti-
ated proposal that appropriations should be transferred to
other budget headings in accordance with the Financial Regu-
lation (see also paragraph 3.17).

3.13t0 3.14. Under SEM 2000 (sound and efficient man-
agement) the Commission has indeed set up a budget in-
formation exchange network with Member States’ finance min-
istries and this is proving increasingly effective. The
Commission is also in the process of setting up an advance
warning system for revising Member States’ initial budget
estimates of payment appropriations; under the system, the
current financial year’s budget estimates will be adjusted
around October/November, by taking into account new needs;
for the system to work properly, Member States will clearly
have to make an active contribution.

Review of the Commission’s comments on the financial
management

3.17. Inthe Commission’s view, the difference between Struc-
tural Fund programmes and Cohesion Fund projects has little
influence on its ability to foresee how national authorities will
stagger their submission of payment requests.

Taken as a whole, within the overall transfer of {Jayment
appropriations, in 1999 the Commission brought allocations
into line with needs. The final implementation of Cohesion

92/ 205

Fund payment appropriations reached 91,4 % of the alloca-
tion. The underutilised sum at the end of 1999 amounted to
EUR 158 million; most of those appropriations had been
proposed for authorisation at the end of 1999, but the trans-
actions were cancelled for technical reasons. The Commission
therefore decided to allow the those appropriations to be car-
ried forward.

The payments authorised at the end March 2000 for the
Cohesion Fund amounted to EUR 283 million.

Reprogramming

3.18.  See reply to paragraph 3.3.
3.19. See reply to paragraph 3.3.
3.20. Thesituation varies according to the Structural Funds.

As regards the European Agricultural Guidance and Guaran-
tee Fund (EAGGF), Guidance Section and the European Social
Fund (ESF), the appraisal procedure for amending decisions
does not slow down the processing of payments. Whatever
happens, the forms of assistance are managed on the basis of
the latest financing plan in force. If need be, an additional
payment is made j%lﬁ)wing revision.

In the case of the European Regional Development Fund
(ERDF) the Commission is aware that, as regards its depart-
ments, this process has, in the past, slowed down paying
Community funds to Member States and hence implement-
ing the budget. However, once the new Regulations on the
Funds are applied the question will no longer arise.

3.21to0 3.22. Annual instalments form part of the system
introduced by the general Regulation on the Structural Funds;
the ﬁnanciar;erspective; the Interinstitutional Agreement; and
the Decision on own resources which includes an annual ceil-
ing for commitment appropriations (1,335 % of GNP). This
prevents such programmes being committed in their entirety
when they are adopted, because this would be refused by the
budgetary authority. However, the budgetary authority’s under-
taking to enter the heading ceiling in the budget each year
makes it possible to ensure that the Community’s legal liabil-
ity is covered.

Annual instalments retain a special significance because they
determine the duration of Community liability and hence the
maximum flow of Community payments at any given point
in time.
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Admittedly, entering only the annual instalments in the
accounts does not reflect all the legal liabilities contracted by
the Community, which is why the Commission records those
liabilities among the off-balance-sheet transactions shown in
the revenue and expenditure account.

IMPLEMENTATION OF PROGRAMMING
PERIODS

3.23. The Commission presented its proposals for Regula-
tions on the Structural Funds in March 1998 in the hope
that the Council would be able to adopt the new rules at the
end of 1998 or at the beginning of 1999, so that program-
ming for the new period (2000 to 2006) could actually be
launched from 1 January 2000 onwards for the three Struc-
tural Fund Objectives, including Objective 2, and the Com-
muniP/ initiatives. However, the Council did not adopt the
Regulations until 21 June 1999 and they entered into force
on 29 June 1999.

Before Objective 2 programming can begin, the list of eligible
areas in each Member State has to be rffawn up. So that the
lists could be adopted more quickly, on 23 June 1999 (i.e.
immediately after the Council had adopted the Regulations)
the Commission sent to all the Member States the data relat-
ing to applying the Community criteria contained in
Article 4(5) and (6) of Regulation (EC) No 1260/1999. To
ensure uniform presentation of all the area proposals and
facilitate their appraisal, on the same day the Commission
also sent standard tables to be completed to Member States.

On 1 July 1999 the Commission set the eligible population
ceiling for each of the 12 Member States covered by Objec-
tive 2. It also asked each Member State to submit its proposed
list of areas eligible under that Objective as soon as possible,
and at the latest by 31 August 1999. By that date, only one
Member State was able to send a proposal which complied
with the rules to the Commission. Area proposals in accord-
ance with the Regulation were received between
16 August 1999 and 21 June 2000.

For both the above reasons, i.e. the date when the Council
adopted the Regulations and the dates when the Member
States’ proposals were received, the only lists of areas eligible
under Objective 2 which the Commission was able finally to
adopt before the end of 1999 were those for Belgium, the Neth-
erlands, Finland and Denmark. The other Member States’
lists were approved during the first quarter of 2000, except
for Italy, whose Objective 2 areas were approved by the Com-
mission at the end of July 2000.

It should be stressed that the Community initiative pro-
grammes are subject to deadlines resulting from the system of
programming and interinstitutional consultation required.

The new Regulation providing for the establishment of Equal
was adopted in June 1999. From July onwards the Commis-
sion conducted extensive consultations on its draft communi-
cation to Member States setting out the guidelines for this
new Community initiative programme. The draft was then
sent to the other institutions, for their opinion, in Octo-
ber 1999. The final approval was sent to the Commission
departments in February 2000.

The 1994 to 1999 period

General aspects

3.24. While accounts may provide a general comparative
teasure of all the lprogmmmes’ progress or lack thereof, they
are not actually relevant to the individual level of assistance.

For monitoring purposes, the reports rgerred to in the replies
to paragraphs 3.26 and 3.27 are much more useful and bet-
ter targeted.

In the case of the ESF, the system of annual closure of instal-
ments requires the national authorities to send to the Com-
mission each June a statement of the expenditure effected by
the promoters of projects part-financed during the financial
year n-1. The Employment DG therefore receives data which
reflects more accurately how the assistance is really progress-

ing.

3.25. The data to which the Court refers are available in the
annual accounts, but may not be cumulated over the whole
period. For the new programming period (2000 to 2006),
the Commission is currently setting up a joint information
systemn which will record all the data avai%able on program-
ming and financing assistance in respect of all the Struc-

tural Funds.

3.26. In the Commission’s opinion, an overview of pro-
grammes’ progress is particularly needed at the level of each
CSF (Community support framework) and each form of assist-
ance. The monitoring committees' work (annual reports, work-
ing papers for discussion) provides the Commission with that
overview, which it subsequently summarises in its annual
reports on the implementation of the Structural Funds. The
databases to which the Court refers are used for the financial
management of each fund, and are not directly linked to the
monitoring of programming. The Commission has decided to
set up a joint database which can be managed interactively
and zfirectly by its Directorates-General and tﬁge Member State
concerned to serve as a single point of reference for measures
under the various Structural Funds.
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3.27. The Commission monitors forms of assistance at the
level of subprogrammes and measures. Information on phys-
ical and financial implementation at individual action level is
available to national managing authorities on request. The
Commission uses that information when carrying out on-the-
spot checks, for example, and is in the process of making it
ﬁ)ow more systematically and homogeneously.

Categorising part-financed projects by type is quite complex,
since the same project may fc}zll within various categories.
Based on experience gained during the previous programming
period, the Commission is in the process of compiting new
coding which will be used for all part-financed projects for the
2000 to 2006 period.

3.28. The system of advances and balance of annual instal-
ments provided for in the standard clauses admittedly means
that percentage implementation at Community budget level
can be higher than that on the ground. For the new period
(2000 to 2006), these financial implementation rules have
been amended so that declarations oﬁxpenditure will be sub-
mitted at regular intervals.

Objective 2 programmes from the 1994 to 1996 period

3.29. Most requests for payment of the final balance were
not submitted in 1999.

Closures have been carried out only in respect of those pro-
grammes for which the Commission has received and accepted
the final implementation report. The final reports for the other
programmes are either being examined by the Commission
departments, are the subject of a request for correction, or have
not yet been submitted. In these cases, payment of the bal-
ance has not been made.

In practice, the deadline for payment of the final balance is
extended by the time needed to evaluate the final reports, to
make the necessary corrections to them (usually supplement-
ary information), and to resolve the various problems out-
standing (irregularities or suspected infringements, investiga-
tions in progress, legal proceedings pending, etc.).

Since the programme closure transaction is particularly sensi-
tive from the financial management viewpoint, the Commis-
sion is under an obligation to verify beforehand with Mem-
ber States the accuracy of the data submitted and the outturn
of the clearance operation. This verification normally takes an
additional two months.
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In practice, therefore, the deadline set for closing most Object-
ive 2 programmes from the 1994 to 1996 period is the end
of 2000. The Commission is taking appropriate steps to
achieve this.

3.32. At the end of September 2000, 10 more operations
had been closed. The Commission intends to close a signi-
ficant number between now the end of the year, basef on
information supplied by Member States.

Periods prior to 1994

3.34to0 3.37. The Commission is endeavouring to close all
pr(égrammes from the pre-1994 periods as soon as possible
and in accordance with the rules in force.

The cooperation of the Member States is essential for closing
the programmes. That being so, Article 52(5) of the new
Regulation on the Structural Funds sets final deadlines for
submitting applications  for final payment. These
are:31 March 2001 for programmes approved by the Com-
mission before 1 January 1994 and 31 March 2003 for pro-
grammes approved by the Commission between 1 Janu-
ary 1994 and 31 December 1999.

By decision Off 9 September 1999 (SEC(1999) 1316), the
Commission laid down a procedure allowing it to close any
programmes for which the requisite documents are not sub-
mitted by the relevant deadline.

SPECIFIC APPRAISAL IN THE CONTEXT OF
THE STATEMENT OF ASSURANCE

Legality and regularity of the underlying transactions

Commitments

3.41. Since 1999 was the last year of the previous pro-
gramming period (1994 to 1999), the programmes’ financ-
ing plans had to be adjusted in line with actual implementa-
tion in order to commit all the Edinburgh allocations. Mainly
because of delays in Member States’ reprogramming, the Struc-
tural Fund DGs did not have sufficient time to eff:z;ct the com-
mitments by the end of 1999 and so underutilisation of
aﬁpropriations was very high. It was possible to cover most of
the remaining needs by carrying appropriations forward from
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1999 to 2000. The others could not be covered because,
within budget headings and chapters, the appropriations
available for carrying forward did not match the remaining
commitments needei Also, because of Member States’ late
reprogramming, the Commission was not able to make the
transfers needed to avoid that mismatch.

To sum up, there was considerable underutilisation of appro-
priations at the end of 1999 and a large proportion ofP the
appropriations available was carried over to 2000 so that
assistance from the Structural Funds could be committed; the
budgetary authority was informed.

Payments

3.43. The Commission shares the Court’s view that these
substantive errors in the expenditure declarations do not ne-
cessarily have a financial impact on the Communities’ budget.

3.44 to 3.46. The Commission will investigate the cases
mentioned by the Court and make the necessary financial cor-
rections.

Because of the very short time available, the Commission has
not yet received replies from Member States in respect of all
the cases and has not completed its detailed examination of
the comments in detail. Nevertheless it has been noted that,
for example as regards the cases of non-compliance with the
environmental rules referred to in point (d), the projects in
question were generally completed without other irregularities,
and that the correction to be applied should be proportional
to the seriousness of the detected irregularity and its impact
on the Communities’ budget. For several of the cases referred
to in point (c) (ineligible expenditure and actions), the detected
errors concern administrative practices which might be ques-
tionable but which do not clearly constitute irregularities, or
which are based on provisions which lend themselves to dif-
fering interpretations. Despite the Commission’s efforts to
draw up eligibility rules for the various types of expenditure,
it is not possible to cover all eventualities and grey areas inevit-
ably remain. The Commission can apply financial corrections
only if an infringement of a clear and precise provision has
been detected but is considering whether the rules should be
adjusted or clarified. Lastly, in several cases the Member State
has already admitted the irregularity and has undertaken to
rectify it.

This analysis suggests that the level of errors detected by the
Court is not evidence that a significant proportion of Com

munity funds are being misspent, but rather that deficiencies
exist in the Member States’ financial control of the funds
which are typical of the management of any complex pro-
gramme. Wﬁile the Commission will proceed with recovery
where justified, the priority must be to maintain progress in
improving the financial management and control systems.

With regard to VAT eligibility, and while admitting that the
Court’s restrictive interpretation of datasheet No 15 is pos-
sible, the Commission }P:as to date followed a different inter-
pretation based on considering public or private bodies or
companies which are responsible for placing orders for work
to be liable for VAT as final recipients. In structural assist-
ance, each State body acts as a separate entity with its own
budget and has to pay VAT without being able to recover it.

The Commission takes the view that the Court’s interpreta-
tion entails difficulties and distinctions of a political, eco-
nomic and even practical nature. For example, VAT paid by
regions, municipalities or certain public bodies would be eli-
gible, whereas that paid by centm{ overnment bodies would
not. Applying such a criterion would also result in unjustifi-
able distinctions between Member States on the basis of their
administrative structure. Lastly, assigning public works to an
intermediary body 100 % funded by the State budget would
suffice for the VAT to be deemed eligible.

The Commission nevertheless recognises the importance of
avoiding the risk of diverging interpretations. For the future
it is therefore ready to provide any clarification needed with
regard to existing legisl};tion.

3.48. The draft Regulation on management and control of
the Structural Funds (which the Commission adopted in
July 2000) reinforces the requirements previously stipulated in
Regulation (EC) No 2064/97 as regards ensuring adequate
audit traceability, for example by expressly requiring Mem-
ber States to set up procedures to ensure that the location of
all documents relating to specific payments is recorded and
that those documents are available for inspection.

3.49. On the basis of Member States’ replies to the Court’s
comments on the assistance in question, the Commission does
not accept all the error findings and would point out that the
direct impact on Commission payments is more limited than
the Court states.
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3.50.

(a) The Commission made the final payment because it con-
sidered that the requirements stipulated in Article D(2)(d)
of Annex II to Regulation (EC) No 1164/94 regarding
payment of the final balance had been met, inter alia:

— the bridge part-financed by the project in question
had been opened to traffic in March 1998 and the
Member State had submitted the application for pay-
ment of the balance in July 1998,

—  Dbefore agreeing to pay, the Commission checked that
all the requirements laid down in the decision
(COM (94) 3905 of 21 December 1994) had been
met and that the project had actually been completed.
The Commission carried out an extremely detailed
appraisal before approving the {ﬁnal payment, as is
borne out by the fact that final payment took place
12 months after the application,

— afinal report containing the information required by
the Regulation had been submitted to the Commis-
sion,

— the Member State certified that the project had been
carried out in accordance with the objectives.

The Commission will nevertheless examine closely the
technical problems identified by the Court, and will effect
any recovery which proves necessary.

(b) The Commission is re7uired to base its decisions on the
best information available at the time of the project’s
approval.

(c) The Commission takes the view that formal amendment
of a decision is not necessary, except in the case of ceilings
which are expressly set by expenditure category or su%—
stantive changes which affect the nature of the measure.
In general, these are indicative cost breakdowns which
reflect an estimate drawn up at the time of the applica-
tion.

The final breakdown of eligible costs almost always dif-
fers from that drawn up initially, because of adjustments
made for many reasons during the project’s implementa-
tion.

In this instance the Commission considered that the project
had been carried out in compliance with the objectives laid
down in the decision, and that it was not necessary to
amend the decision because the project had not been sig-
nificantly changed in terms of objectives or actual costs.

(d) The Commission considers that, in compliance with
Atrticle 9(2) of Regulation (EC) No 1164/94 and par-
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ticulaaly taking into account total project expenditure
(including all the factors forming the basis for granting
the EIB loan), the 90 % limit was not exceeded.

(e) The Commission monitored the project in accordance with
the Regulation, using the physical and financial indica-
tors provided by the monitoring system set up.

(f) Admittedly, where work had been carried out on the basis
of a turnkey contract it was more difficult to verify the eli-
gibility of expenditure.

3.51. Following the audit of the operational programme in
question (carried out by the Court in 1997), whicﬁ identified
a lack of original supporting documentation for declared
expenditure as a result of administrative reorganisation, the
Commission departments had extensive contact with the
national authorities. When the Commission closed the pro-
gramme it agreed that, on the basis of work undertaken by the
relevant authority in order to assemble supporting evifgnce,
expenditure for which there was no adequate evidence would
be excluded from the programme. Although the Court has
identified expenditure for which there is a i(zgzck of supporting
evidence, some of the amount at issue arises from the system
for charging the cost of in-house professional services which
the Commission had accepted. If account was taken only of
the ineligible expenditure accepted by the Member State, the
overpayment level would be less than that found by the Court.

It is correct that the length of time taken by the national
authorities to submit a ﬁgnal report which met the approval
requirements contributed to the delay in closing the pro-
gramme. The protracted correspondence on this issue relgted
to the report’s substance as weﬁ as its format.

3.52. The Commission will ensure that the Member State
concerned takes the necessary corrective measures.

Outstanding commitments

3.53. With regard to the ESF, in three of the six cases identi-
fied by the Court the Commission considers that the files were
continually monitored. Deslpite regular reminders from the
managing unit, the national authorities were not able to sub-
mit admissible applications for final payment until the spring
of 2000. These were examined during the summer of 2000
and the corresponding decommitments are in progress. In the
fourth case, decommitment was effected in June 2000. Lastly,
in the two remaining cases, a special mission was organised
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to the Member State in July 2000 during which a decommit-
ment proposal was put j{)rward. Following the Member State’s
ratification of the proposal in September 2000, the Commis-
sion is now able to initiate the closure and decommitment
procedure for these programmes.

3.54. The old commitments referred to generally concern
measures which are in the process of being closed but for
which the Commission does not have the inj%rmation needed
to effect closure. The Commission intends to accord priority to
examining these cases during the last quarter of 2000.

Other observations

Management of the ESF's accounting procedures

3.56. The SI2 system includes a function which enables the
background to commitments and payments to be retraced.

Even if an application for final payment and an application
for an advance are processed on the same day, they constitute
two separate accounting transactions.

The Structural Fund rules require account to be taken, when
paying advances, of financial implementation in previous
financial years. For example, an initial advance may be
reduced to below 50 % of the commitment if declared expend-
iture is insufficient compared with the advances already paid.

The detail of the calculation which, in this example, leads to
a reduction in the amount of the advance does not need to
appear in the Commission’s SI2 central accounting system.
However, the local non-accounting databases SEA and
OP Admin provide the information needed to calculate the
amount of the advance, i.e. both the amount of the payments
already made for the form of assistance in question and the
level of the expenditure submitted by the national authorities.
The manager’s grounds are set out on a calculation sheet
incorporated into the file relating to the form of assistance in
question; the file is available in the Employment DG’s archives.

3.57. The security weaknesses which the Court’s auditors
found when checking the set-up of the Employment DG’s new
local system for managing the ESF have been acknowledged
and corrective measures have been taken.

Owing to a lack of human resources, in the case of this project
the Employment DG has not always been able to follow the
project management guideline which recommends separating

the project management, application development, and data
access functions. The SEA (Evelopment team comprises just
two developers and a part-time project leader, and it is correct
that in certain cases, and particularly when introducing a new
computer programme for the first time, a number of manual
operations in the database could be performed only by some-
one conversant with the system, i.e. a member of the develop-
ment team. A procedure has been set up to ensure that essen-
tial manual operations in the database are at least formally
recorded. The Court’s recommendations have therefore been
implemented to the extent that available resources allow.

3.58. There is data reconciliation between the Employ-
ment DG’s local system and SI2. In the past, the Sincom1
system sent a file containing the closed operations to the
Employment DG'’s local system at the time (Adabas) a file
containing the closed down operations. The data were recon-
ciled manually every six weeks. The SEA system can now con-
sult the Sincom?2 database every day in order to check that the
closed operations on Sincom2 do indeed correspond to level 4
of the transactions on SEA.

There was nevertheless a possibility that an amendment on
SI2 of amounts entered onto SEA would not be reflected on
the SEA system because the latter is only an instrument for
roposing financial transactions which subsequently have to
e validated on SI2. The Employment DG is working on set-
ting up a reporting mechanism which will enable any such
discrepancies to be identified and investigated.

The implementation of recovery orders (ESF and EAGGF
— Guidance)

3.60. The Sincom2 system permits monitoring of each

recovery order from issue by the authorising department to

prroval by the accounting officer, although it is true that it
oes not yet permit checks on whether or not amounts have

actually been recovered. The final system must take account

gf the current reorganisation of the Commission’s financial
epartments.

The Commission recognises that the Sincom2 application for
the management of recovery orders has not yet been completed
and that significant improvements still need to be made.
However, the Commission is aware of how important is the
recovery of debts for sound financial management, and under-
takes to introduce effective tools in the near future and, in any
event, before the end of the financial year 2000.

The question of the recovery of debts has been included in the
reform under Action 96, which the Commission is currently
implementing.
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3.61. The Commission is aware that its management sys-
tem for recovery orders needs thorough improvements and it
intends to deal with this as part of the reorganisation of its
financial departments. Among the measures to be taken in
order to give authorising DGs and the accounting officer’s
department suitable means for monitoring recovery orders is
the provision of an effective reporting toof

3.62. The Commission realises that coordination of the di[{—
ferent departments involved in the recovery procedure must be
stepped up to ensure that debts are recovered more quickly.

It recognises the difficulties it is having in managing the sums
owed to it. Although the existing system for the issue ((}f recov-
ery orders functions correctly, orders are not monitored as well
as they should be and the actual recovery of amounts wrongly
paid is slow and dogged by practical difficulties. That is why
the question of the recovery (;F debts was included in the reform.
Action 96, now being implemented by the Commission, will
clarify the division of%esponsibilities Everween the authorising
DGs, the Budget DG and the Legal Service.

3.63. One of the improvements to be introduced will be a
systematic demand for interest on arrears from debtors who
do not pay within the time limits laid down.

Overhead charges

3.65. Given the wide range of both situations in the Mem-
ber States and measures part-financed, eligibility datasheet
No 5 lays down an acceptable rule for the a%ocation and jus-
tification of overhead charges.

During on-the-spot checks, the Commission verifies that over-
head cﬁarges are allocated to the project ‘in an equitable man-
ner, in accordance with generally recognised accounting stan-
dards’. During such checks, the Commission systematically
rejects excessive and unjustified overhead charges and demands
corresponding corrections.

3.66. The use of a lump sum in ESF projects is, in itseﬁf,
not a problem, provided that justification is provided for the
actual costs, the hours declared have actually é)een worked and
the prices used reflect market costs.

In addition, the Commission pays particular attention to the
question of non-existent or unnecessary subcontracting, the
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aim of which is basically to increase the costs claimed, for
example, for overhead charges.

The Commission therefore drew up eligibility datasheet No 4.2,
which stipulates that unjustified subcontracting or sub-
contracting that does not bring any added value is not permit-
ted.

3.67. The Commission examined the question of the treat-
ment of indirect costs when formulating its proposal for a
regulation on eligible expenditure for the new programming
period (2000 to 2006) to replace the eligibility datasheets.
It concluded that, in view of the diversity of final beneficiaries
and types of project funded by the different Structural Funds,
it was not appropriate to lay down fixed percentages or a spe-
cific method of calculation. However, point 1.7 of new
Rule No 1, set out in the Annex to Regulation (EC)
No 1685/2000, provides that overheads must be based on
real costs that relate to the part-financed operation and must
be allocated pro rata to the operation according to a duly jus-
tified fair and equitable method.

3.68. In the early stages of the programme, expenditure on
the setting up and installation of local groups can account for
a large percentage of costs, since the sé%ection and funding of
individual projects has not yet begun. As implementation
progresses, this percentage falls to a more reasonable level
within limits generally fixed in the programmes. This, in part,
explains the differences between the operating costs and over-
head charges for different groups.

Implementation of the Regulation on financial control

3.71. Itisimportant to note that the Structural Funds audit
manual was developed as a framework to be used by Com-
mission auditors when carrying out on-the-spot cﬁecks in
Member States. It also contains guidance on the application
of Regulation (EC) No 2064/97. It was distributed to Mem-
ber States for information but could not be made mandatory.

Some Member States have distributed the manual as internal
guidelines or instructions, while others keep it as a reference
document.

A draft of the Manual was first presented to member States
in May 1998. It was then revised in the light of comments
from Member States and professional audit bodies. Further-
more, the guidance on application of Regulation (EC)
No 2064/97 was discussedp on numerous occasions with

28/09/2012



(cvce

98

Official Journal of the European Communities

www.Ccvce.eu

1.12.2000

Member States in seminars and in bilateral meetings after the
adoption of the Regulation in October 1997.

The contents of the manual were therefore not new to Member
States when the final version was distributed in 1999.

3.72 to 3.73. The Commission is aware of the need to
check the application of the minimum requirements of Regu-
lation (EC) No 2064/97, particularly before the closure oﬁe
programmes for the 1994 to 1999 period (1997 to 1999 for
Objective 2 programmes) which is provided for from 2002.

The Commission has already obtained useful i(r}[ormation on
the application of the Regulation from the coordination meet-
ings with Member States and the Article 9 reports. Progress
on implementing the minimum requirements has also been
checked during some of the on-the-spot checks carried out by
the Commission. However, the Commission intends to intens-
ify checks on compliance with the Regulation during 2001.

3.74. The Commission agrees that it would be useful if the
reports received from Member States had a consistent struc-
ture and contained the same type of information. Such guid-
ance is provided in the section on ‘The form of Article 9
reports” in its last ‘Progress report on implementation of
Regulation (EC) No 2064/97" of June 2000, based on the
inj%rmation received from Member States in their Article 9
reports and additional clarifications and information given at
the coordination meetings.

The following five points are highlighted as basic informa-
tion that shou(g be included in the reports:

— reference to any changes in control and management sys-
tems including the audit trail,

— comments on relevant points of Article 3 (minimum of
5 %, checks, control methods),

— information about the independent organisation/person
provided for in Article 8,

— problems of systematic character and follow-up,

— report on the investigation and treatment of irregularit-
ies.

Controls by the Commission and the Member States

3.75. It should be noted that on-the-spot checks carried out
by the Commission and by national audit bodies have been
improved as a result of the protocols.

Although the Commission is making an effort to carry out
checks on programmes about to be closed, measures or projects
that are about to be closed should not be the sole target for
on-the-spot checks. With regard to the multiannual nature of
the programmes, it is neither possible nor useful to concentrate
all audits in the final phase preceding closure. Other factors
should also be taken into account when assessing the risks
and deciding on the programme of an inspection visit. Fur-
thermore, checks on operations that are, for example, midway
through implementation make it possible to make any neces-
sary corrections at an earlier stage and thus prevent irregulari-
ties.

The audit manual sets out a methodology that is increasingly
being used by the Commission departments for auditing the
Structural Funds.

As a result of the protocols, the Commission receives a large
number of reports from Member States every year. Copies of
all these reports are sent to the Court.

The Commission has already started to discuss with Member
States a more uniform structure for audit reports as provided
for in the audit manual. The Commission also intends to
improve the follow-up of the audit results contained in the
reports from national audit bodies.

Conclusions and recommendations

3.76. The level of errors found by the Court is not evidence
that a significant proportion of Community funds are being
misspent, but rather that deficiencies exist in the Member
States’ financial control of the funds which are typical of the
management of any complex programme. The main priority
must be to maintain progress in improving the financial
management and control systems.

The Commission is of the opinion that the actual effects of the
teasures to improve the reliability of expenditure declarations
will be seen in the coming financial years, although on-the-
spot checks are already revealing an improvement in manage-
ment by the Member States. The point 3.2 action plan drawn
up by the Commission during the 1998 clearance procedure
lays down a timetable setting out the likely date of first impact
on the DAS (statement of assurance) of the measures concern-
ing structural operations adopted by the Commission.
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For the new programming period (2000 to 2006), the adop-
tion of the two Commission Regulations on financial man-
agement and control and financial corrections respectively,
currently under discussion in the Structural Funds commit-
tees, will further boost the effort made so far by setting out in
more detail the precise obligations of the Member States and
providing rules on the measures to be taken where shortcom-
ings are found in the Member States’ management and con-
trol systems.

Finally, many irregularities are detected and corrected prior to
closure even though it remains difficult to exclude all remain-
ing risk of errors, particularly for the closure of programmes
to which the provisions of Regulation (EC) No 2064/97 are
not applicablg.

3.77. The Commission agrees with the Court’s analysis and
intends to continue making maximum use of the protocols
signed with the Member States. Checks on the closure of pro-
grammes will be a priority.

3.78. The Commission agrees with the Court. It intends to
intensify its examination of Member States’ compliance with
the control requirements contained in Regulation (EC)
No 2064/97.

3.79. The Commission is using fully the possibilities con-
tained in Article 53 of Council Regulation (EC)
No 1260/1999, concerning the detailed rules of implemen-
tation.

Accordinglfj, on 12 July this f/ear it adopted draft Commis-
sion Regulations on financial management and control and
financial corrections.

3.80. The Commission has adopted detailed rules for the
implementation of Council Regulation (EC) No 1260/1999
as regards the eligibility of expenditure of operations part-
financed by the Structural Funds (Commission Regulation
(EC) No 1685/2000 (O] L 193, 29.7.2000)). The ques-
tion of indirect costs is covered by point 1.7 of Rule No 1 laid
down in the Annex to the Regulation which provides that
overheads must be based on reaigcosts which relate to the part-
financed operation and must be allocated pro rata to the
opeft?n according to a duly justified fair and equitable
method.

3.81. The Commission accepts the Court’s comments and is
currently examining the problem as part of the reorganisation
of its financial departments.
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FOLLOW-UP OF PREVIOUS OBSERVATIONS

Financial corrections (ERDF)

3.85 to 3.86. The Commission is endeavouring, subject to
the resources available, to implement the appropriate correct-
ive measures. However, these involve certain procedures,
exhaustive checks, interdepartmental consultations, meetings
and extended contact with the authorities and beneficiaries
concerned in the Member States and then possibly the appli-
cation of Article 24 of Regulation (EEC) No 4253/88.

The legal means and resources currently available do not per-
mit the Commission to apply fully the measures the Court is
calling for.

Within the legal framework laid down for the new period
2000 to 2006, the Commission is currently developing the
legal mechanisms required to make financial corrections in the
way the Court indicates.

However, within the limits of its resources, the Commission
has always looked carefully at the Court’s comments with a
view to improving management of the ERDF.

The Commission accepts shortcomings in the l{ollow—up of
three cases, for which it will reopen the procedure with the
Member States concerned. In the other eigﬁt cases, corrections
have either already been made to expenditure or are in the
process of being made.

3.87. It should be recalled that, when following up the
Court’s comments, the Commission must take account of all
the information available to it in support of its decisions.

These two cases were discussed in the 1997 DAS. Following
that exercise, the Commission examined the information sup-
plied by the Court and the Member States concerned and
came to the conclusion that there were insufficient grounds for
acting on the Court’s comments.

3.88. In the Commission’s opinion, its follow-up was un-
satisfactory in six cases (12 % of the 48 cases examined by
the Court). As regards those cases, the Commission either has
opened the Article 24 procedure in order to make the appro-
priate financial correction or is currently examining the evi-
dence and, where appropriate, taking the necessary measures.
The other six cases involve problems relating to the justifica-
tion of declared expenditure, as referred to by the Court, con-
cerning which the Commission has carried out examinations
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and contacted the competent authorities in the Member States
with a view, inter alia, to improving the management of the
1994 to 1999 programmes.

3.89 to 3.90. The Commission’s decision-making process
for all programmes part-financed by the ERDF includes inter-
departmental consultations in order to ensure compliance with
the conditions laid down in Article 7 of the Regulation, in
particular the rules on public contracts and State aid.

3.91to 3.92. For the nine cases in which the Commission
accepts a total or partial lack of a follow-up, the total expend-
iture still to be corrected is estimated at EUR 13 million. The
difference between this and the sum of EUR 57,6 million
referred to by the Court is explained by:

— cases in which the Commission considers the corrections
it has made to be adequate (EUR 21,2 million),

— one case in which the Commission disagrees with the
Court’s ~ comments  (see  paragraph  3.87)
(EUR 14,5 million), and

— one case that is the object of legal proceedings before the
Court of Justice (EUR 8,9 million).

The amount to be repaid is estimated to be EUR 5 million.

ESF and EAGGF Guidance

Social dialogue

3.93. The following four paragraphs (3.92 to 3.95) con-
cern measures that are not financed by the European Social
Fund (Structural Funds) but from a budget heading managed
directly by the Commission.

Since March 1999, the Commission has improved its selec-
tion procedure thanks to the creation of a selection commit-
tee, composed of three officials, that selects for Community
support from all proposals only such projects that are in line
with the remarks to budget heading B3-4 0 0 0. All pro-
posals are examined thoroughly taking into consideration
their general quahy, their added value with regard to the
objectives of the budget heading, their Community dimension,
their visibility and their cost effectiveness.

During the second half of 2000, DG Employment will com-
mission an expert to carry out an independent evaluation of
the efficiency and targeting of projects carried out with finan-

cial support from budget heading B3-4 0 0 O under call for
proposals VP/1999/05.

3.94. Allsocial partners’ organisations listed in Annex I to
Commission communication [COM (98) 322 final of
20 May 1998] were informed of the call for proposals and
were invited to propose projects for Community funding. In
accordance with the objectives of 1999 budget heading B3-
4000, EUR 6,6 million was committed for a total of 105
projects.

Neither employers’ organisations nor other organisations that
can apply for subsid‘lges for the achievement of B3-4000
objectives or under general budget regulations have been dis-
criminated against. Most joint projects were carried out with
a trade union as financial leader simply because trade unions
often have better organised office structures at European level.

3.95. A recovery order was issued on the basis of calcula-
tions made by the managing department concerned and the
Commission is currently examining the debtor’s reply.

3.96. In the Commission’s opinion, the Court’s remark is
excessive. Although it is true that only five Member States
complied with the transposition deazﬁ;ne of 22 September
1996, four others transposed the Directive into national law
by 15 November 1996 and three others before the end of
Aﬁril 1997. Only two Member States are significantly late
(the Directive does not apply to the remaining Member State).

National co-financing

3.98. The Commission, inter alia, during its inspection
visits, encourages the national authorities to adjust their
national legislation to ensure that both national and Com-
munity funds reach the final beneficiaries at the same time.
Italy is a good example of this. The national authorities have
adopted tﬁe ‘Delibere CIPE’ for the provision of the national
joint financing planned for ESF measures, including the addi-
tional resources for indexing.

3.99. Article 17 of the Structural Fund coordinating Regu-
lation, Council Regulation (EEC) No 4253/88, as amended
by Regulation (EC) No 2082/93, lays down that the finan-
cial contribution from the Funds is calculated in relation to
either the total eligible cost or the total public or similar eli-
gible expenditure (national, regional or local, and Commu-
nity). In the latter case, the existence of national public fund
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ing is an essential condition for the payment of the Commu-
nity contribution. In the former case, on the other hand, the
national contribution may be replaced by other public or pri-
vate contributions, which has oﬁin led to complaints from the
other partners in the programme. While the Commission gives
its opinion in the Monitoring Committees and endeavours to
find solutions, under the existing rules it has no power over
the contributions from the various partners.

For the next programming period, Article 32 of Regulation
(EC) No 1260/1999 lays £)wn that Commission payments
are to cover services actually provided on the groundp and paid
for. This means that the national appropriations must already
have been mobilised and therefore limits the risk of inadequate
national funding as referred to by the Court.

FINANCIAL MANAGEMENT OF STRUCTURAL
MEASURES

Regulations and implementing procedures

3.102. The Commission lays down implementing arrange-
ments that are obligatory in all Member States in all cases in
which this is provided for by Council regulations. In other
cases, the principles of subsidiarity and partnership apply and
the Commission lays down guidelines, which are not compul-
sory. It is not the Commission’s responsibility to interpret the
existing rules.

The concepts and implementing rules for Structural Fund
assistance have been set out in the spirit of the general Regu-
lation in four vade-mecums sent to the Member States. The
vade-mecums define and set out in a coherent order the dif-
ferent stages of the programming, implementation and evalu-
ation procedure and lay down harmonised monitoring and
evaluation indicators.

However, in accordance with the principle of subsidiarity, the
Commission is currently drawing up Commission regulations
laying down implementing rules for the general Structural
Fund Regulation, in particular as regards eligibility criteria,
management and control systems and financial corrections.

3.103. The Commission recognises that, since the introduc-
tion of the principle of additionality in 1989, some Member
States have had difficulties in the transmission and evalua-
tion of information as regards both methodology and fre-

quency.
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In order to resolve those problems, on a proposal from the
Commission, the Council simplified the additionality proced-
ure for the 2000 to 2006 programming period, both with
regard to certain rules on the method to be followed and the
timetable for monitoring additionality. During the prior veri-
fication of additionality for the 2000 to 2006 programming
period, carried out in 2000, the Commission did not encoun-
ter any major difficulties with the Member States on meth-
odology or interpretation of the Regulation, having provided
them with a working paper setting out, where this was found
to be necessary, the rules adopted by the Council.

3.104. The Cohesion Fund Regulation provides for the
funding of projects, stages of projects and groups of projects.
During the negotiations on Regulation (EC) No 1164/94,
the Commission introduced the concept of a project stage and
subsequently made it clear to the Member States that finan-
cially independent project stages are:

— stages which correspond to a functional entity (e.g. sew-
age treatment works) or which are defined in geographi-
cal terms (e.g. successive sections of a motorway or clearly
delimited railway line), or

— stages corresponding to a given period of project imple-
tentation and to certain works which are physically iden-
tified by means of suitable, quantified indicators and
which are carried out in the course of this period.

It should be pointed out that the Commission has repeatedly
given clear explanations of this at meetings of the various
monitoring committees.

The new Regulation stipulates that the project or project sta}%e
for which funding is granted must comprise a series of works
that result in an operational project or independent stage.

The Commission stresses that expenditure should not be
grouped together artificially in order to reach the
EUR 10 milﬁon threshold. However, the Commission recog-
nises the advantages of grouping certain projects whose geo-
graphical location or nature contribute to achieving a par-
ticular, quantifiable objective in a given geogmphicaigarea —
see the new provisions laid down in Regulation (EC)
No 1265/1999 amending Annex Il to Regulation (EC)
No 1164/94 (Article A(4)).
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Relationship between Community measures

3.105. The strategy for implementing measures in a given
territory is negotiated between the Commission and the
national and regional authorities and then laid down in the
CSF (Community support framework) or SPD (single pro-
gramming document).

Similarly, the implementation of measures is monitored by the
monitoring committees for the CSFs, SPDs or multifund pro-
grammes, on which sit representatives of the various national
authorities. Community initiative programmes are examined
by the monitoring committees for the CSFs and SPDs.

That does not mean that the same Fund cannot finance simi-
lar measures in the same territory implemented by public
authorities at different levels. However, such measures may
not be mutually exclusive, for example, the construction of
a road which is both national and local.

In addition, the negotiations on operational programmes and
Community initiatives for the new programming period will
take account of experience gained during implementation of
teasures during the previous programming period. In par-
ticular, the reduction (y the number of Community initiatives
from 14 to four will allow a significant reduction in the num-
ber of individual programmes and will permit the implemen-
tation of similar measures under different programmes.

3.106. The Commission is particularly mindful of the co-
ordination of Community assistance in Northern Ireland and
in the border counties of Ireland for this new round and it is
emphasised in the new Structural Fund and IFI Regulations.
As a first step, since 1 May 2000, the Commission’s man-
agement of IFI and that of the Peace Il programme have been
transferred to the same unit in DG Regional Policy. On the
ground, the Commission welcomes the proposal that the Spe-
cial EU programmes body will be the managing authority for
both Peace II and Interreg III. Finally, during discussions on
the new programmes, the Commission will propose a number
of measures to reinforce the coordination of forms of assist-
ance, for example a ‘one-stop shop’ for the two OPs in North-
ern Ireland, a common database on applications for funding,
computerised exchange of information on projects part-
financed with IFI, the presence of a representative of IFI in the
Peace II Monitoring Committee, coordination between locally
based partnership structures, etc.

As regards publicity, the Commission will make full use of the
recent implementing rules for information and publicity about
assistance from the Structural Funds (). It has been agreed
that the Northern Ireland CSF Monitoring Committee will
adopt a communication strategy to be implemented, in the
form of communications plans, under the two OPs. A similar
approach will be promoted, in cooperation with the board of
IFL, in order to publicise the Community’s participation in the
projects financed by IFI.

3.107. As regards the national action plans (NAPs), the
Court’s comment that they should be more concrete and rigor-
ous is addressed mainly to the Member States who draw up
their NAPs on the basis of the employment guidelines pro-
posed by the Commission and adopted by the Council every
year. Should the action undertaken not be concrete or rigor-
ous, this is stated in the Joint Employment Report and can
lead to the Commission proposing that the Council adopt a
recommendation on the subject.

Several guidelines address the question of youth employment.
One asks the Member States to ensure that by 2002 all
unemployed young people be offered a new start before they
have been unemployed for six months. Another one tackles
the problem of people leaving school early and the problems
faced by young people with éarm‘ng difficulties. Yet another
looks at how young people can be equipped with a greater
ability to adapt to technological change and with skills rel-
evant to the labour market.

For the new programming period, the ESF has been geared
towards providing support to Member States hfor the imple-
mentation of their NAPs. Since the launch of the employment
strategy, Member States have been asked to report on how
ESF teasures support their employment strategies (also finan-
cially) and hence employability measures targeted at young
people. Since the link between the European employment
strategy and the ESF has been created through the new ESF
legislation, it is now up to Member States to gear ESF meas-
ures to employment strategy.

The financial effort made by the ESF and the EAGGF Guid-
ance Section in the area indicated by the Court has two di}):—
ferent aims (in the case of the EAGGF Guidance Section the
adjustment of agricultural structures and in that of the ESF

(") Commission Regulation (EC) No 1159/2000 of 30 May
2000 on information and publicity measures to be car-
ried out by the Member States concerning assistance from
the Structural Funds (OJ L 130, 31.5.2000, p. 30).

103/ 205

28/09/2012



(cvce

1.12.2000

Official Journal of the European Communities

www.Ccvce.eu

103

the promotion of youth employment), included under two dif-
ferent Objectives in the general Structural Fund Regulation
and therefore under two different development strategies (Com-
munity support frameworks for regional development in one
case and a Community initiative in the other). The Commis-
sion has ensured that there is no contradiction or incompat-
ibility between the measures financed under the two instru-
ments but it cannot set out an overall strategy for them beyond
the planning provided for in the rules.

3.108. The Commission would like to point out that the
basic Cohesion Fund Regulation does not provide for pro-
gramming. For projects adopted in 1994 to 1999, the Com-
mission endeavoured to ensure synergy and coherence between
ERDF and Cohesion Fund measures. The Cohesion Fund
Regulation, as amended by the Council, introduces improve-
ments that should allow increased efficiency. The amendments
introduced by Regulations (EC) No 1264/1999 and (EC)
No 1265/1999 lay down that the Member States must pro-
vide the information necessary to permit assessment of the
consistency of projects with a sectoral or territorial strategy.

For 2000 to 2006 the Commission asked Member States to
draw up a reference framework for Cohesion Fund operations,
which should permit them to strengthen synergies and ensure
consistency. At the end of June 2000, a number of Member
States drew up the reference frameworks for transport and the
environment. Others included details in the 2000 to
2006 Community support framework.

3.109. ERDF assistance for the development of industrial
sites is in the great majority of cases granted to public bodies
(often local authorities). Tﬁlese use ERDF aid to develop such
sites, which they then sell or rent out on market terms to pri-
vate undertakings, usually small firms. Such measures there-
fore benefit undertakings only indirectly. They are imple-
mented independently of other Community measures targeted
directly at undertakings, either to facilitate productive invest-
ments (ERDF and/or EIB (European Investment Bank)) or to
develop skills (ESF). Information on the various types of aid
available to businesses is the responsibility of the authorities
responsible for implementing the programme in question and
may not be provided by the promoters of the industrial sites
concerned. Monitoring committees, especially when represent-
ing a wide partnership, are excellentdforums where synergies
between the different parties involved can be developed. It is
there that detailed information about the possibilities offered
by the ESF or the EIB can be given by representatives of the
Commission or the Bank.

The development of industrial sites is not an end in itself but
rather an instrument for structural assistance and should
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therefore be evaluated on the basis of its contribution to the
overall objectives of that assistance independently of any direct
or indirect links with other measures part-financed by Com-

munity funds.

Knowledge of the various sources of Community funding var-
ies greatg from region to region and from sector to sector. The
Commission takes the view that the Court’s remark on lack of
information does not apply to most of the beneficiaries of
industrial-zone projects part-financed by the ERDF.

Evaluation of structural measures

Ex-ante evaluation and choice of projects in the Member States

3.111. The Commission agrees with the Court that the
strategy must be based on a real analysis of requirements. As
the Commission proposed, the rués on this point were
strengthened (Article 41 of Regulation (EC) No 1260/1999).
The background documents for 2000 to 2006 (vade-mecum
on the content of the plan, guide to ex-ante evaluation, nego-
tiating mandates) dealt specifically with this point, which was
covered further by the ESF’s own guidelines on matters relat-
ing to human resources.

The analysis of the plans for 2000 to 2006 carried out so
far shows real progress.

Since the 1989 reform, the Commission has not been involved
in selection and management at the level of projects part-
financed by the Structural Funds. It is involved at the level of
the multiannual programmes, but shares responsibilities with
the Member States.

3.112.  Like those for 1994 to 1996, the rules for 2000 to
2006 do not, except in the case of major projects, require the
beneficiary to undertake an evaluation at the level of a project
or a measure.

The solution to the question raised by the Court is to be found
in the correct identif‘écation of the criteria for the selection and
establishment of mechanisms to prevent unfair practices as
regards competition and relocation.

3.113. The areas most in need were targeted through mainly
two indices of deprivation applied respectively north and south
of the border, the Rubson index in Northern Ireland and the
Gamma index in the border counties of Ireland.

28/09/2012



(cvce

104

Official Journal of the European Communities

www.Ccvce.eu

1.12.2000

The implementation, monitoring and evaluation problems
identified with regard to the Community’s assistance under
Peace in the border counties of Ireland are, in part, attribut-
able to the circumstances at the time the programme was
launched. There was, in 1995, a need to proceed with pro-
gramme implementation in order to coincide with the wider
peace process in Northern Ireland. Moreover, given the pro-
gramme’s strong social dimension and its innovative nature,
targeting and monitoring were not always immediately appro-
priate or practicable. As noted, the programme is being con-
tinuously improved on the basis of monitoring and evalua-
tion findings. In addition, the lessons of the first Peace
programme have been taken into account during the develop-
ment of the current Peace II initiative.

Under the separate ‘Peace and reconciliation’ priority, the CSF

for Northern Ireland will set out guidelines for specific and
additional eligibility criteria which will be applied to the Peace
1T programme. All Peace II funding bodies will therefore have
a common set of criteria for the selection and appraisal of
projects. This guarantees that the Peace II programme will dif-
fer from other EU assistance by promoting economic and
social development which focuses on the social groups, areas,
sectors and activities which have been most cy?ected by the
community divide and conflict in Northern Ireland.

3.114. Theex-postevaluation of the Cohesion Fund projects
in progress demonstrates clear progress in the provision of
in]oprmation and the quality of the cost/benefit analyses. The
Commission has also taken the following initiatives:

— the application form for 2000 to 2006 was altered to
require more information,

— the guide to cost/benefit analyses is being updated,

— a technical assistance contract has been signed with the
EIB to improve the targeting of project analysis,

— the Commission sends the ex-post evaluation of each
roject to the national authorities. A summary of the
fessons to be drawn from the first phase is drawn up and
sent to the Member States concerned so that the situa-

tion can be further improved.

Objectives and indicators

3.115. In the absence of more precise Community rules
governing the 1994 to 1999 programming period, it was up

to the Member States to adopt binding legislative provisions.
By definition, these reflect the different economic and social
situations in the various countries although there may some-
times be differences within countries which are organised on a
federal or regional basis.

In the case of the EAGGF Guidance Section, however, Regula-
tion (EC) No 950/97 and its successor Regulation (EC)
No 1257/1999 set 40 as the upper age limit to be regarded
as a young farmer.

The Commission is aware of the weakness of objectives and
indicators in the programmes for 1994 to 1999. Accord-
ingly, the new Regulation governing the Structural Funds
imposes an obligation to fix quantified objectives (where they
lend themselves to quanniﬁcation) or each item of assistance.
The 2003 mid-term evaluation will provide a good opportu-
nity for assessing the validity and relevance of the quantifica-
tions included in the programmes.

3.116. In line with the non-prescriptive and ‘bottom-up’
nature of this Community initiative, no quantified physical
and impact targets were set in the initial Peace I programme
document. However, in the course of implementation, a com-
prehensive set of monitoring indicators has been developed
(Optimum monitoring questionnaire) and a strategic evalu-
ation model has been drawn up by the programme’s external
evaluator to prepare the final ex-post evaﬁmtion.

Based on this experience, a set of output, result and impact
indicators specific to the ‘Peace and reconciliation” CSF prior-
ity has been developed for the new round of funding. These
indicators will complement socioeconomic indicators and tar-
gets defined by other priorities. They will be integrated in a

comprehensive financial and management reporting system.

3.117. The Commission agrees with the Court that any
relocation which is unfair or undertaken only to seek aids
under the guise of setting up in an industrial area is un-
acceptable. However, a judgment on the establishment of
small firms on industria{areas must also take account of the
beneficial effects on the environment and of the positive exter-
nalities which such firms enjoy as a result of their installa-
tion. The Commission regards the growth of employment as
a useful indicator of the utility of investment in an industrial
area but it agrees with the Court as regards its inadequacies
as far as relocations are concerned.

3.118. The indicators used for Cohesion Fund purposes
reflect the physical and financial progress of projects and are
not indicators of the progress, results and impact of pro-

rammes like those used by the ERDF. Each project financed
y the Cohesion Fund has its own monitoring indicators which
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vary from one to another depending on the nature of the
project. They should not therej%re be confused with the indic-
ators of an ERDF programme.

Macroeconomic assessments

3.119. The Commission stated its position on this point in
response to the Court’s two special reports: that on evaluation
and that on the Cohesion Fund. The position of the Commis-
sion on the analysis of the macroeconomic impact and the ini-
tiatives it has taken may be summed up as follows:

— in the Member States which are major beneficiaries of
structural assistance, and in particular the cohesion coun-
tries, the Commission has carried out for 2000 to 2006
an evaluation of the macroeconomic impact using the
QUEST II and Hermin models so as to secure compa-
rable results,

— in eastern Germany and southern Italy, considerable
progress has been made in macroeconomic modernisation
through the development of econometric models of the
Hermin type, which incorporate measurement of the struc-
tural impact on the supply side,

— at regional level, the Commission is encouraging initia-
tives to draw up models to assess the macroeconomic
impact. However, the Commission would stress that these
initiatives must be justified on a cost-efficiency basis and
the lack of adequate statistical series at regional level
severely limits the quality and feasibility of these exercises.

At project level, the Commission has supported an approach
to develop models to estimate macroeconomic impact, par-
ticularly for the Cohesion Fund. This exercise is producing
interesting results, particularly concerning the refationship
between public investment, private investment and employ-
ment ancf the ‘spillover’ ¢ hfects generated by projects of a struc-
tural nature. However, the Commission considers that some
distancing from the exercise is required to make the best pos-
sible analysis of the value the adj in operational and decision-
making terms as compared with more microeconomic tech-
niques.

Consideration of assessments

3.120. In its reply to paragraphs 3.60 to 3.84 of the
Court’s 1998 Annual Report, the Commission acknowledged
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that the mid-term evaluations had not always had the expected
impact on programming but stressed that the exercise was
innovative in nature, that there existed exemplary cases for
certain programmes and that the rules would be improved for
the 2000 to 2006 programming period thanks to the experi-
ence acquired. The same comments apply to the specific case
of the evaluation of measures to assist the employment of
young persons.

As for the effectiveness of evaluation procedures, it should be
noted the 1994 to 1999 programming period saw the estab-
lishment and development ojga culture of evaluation under the
Structural Funds in the context of a close partnership between
the Commission and the Member States. This encouraged the
acceptance of evaluation as a management tool and encour-
aged the incorporation o{ its results into programme imple-
mentation. This partnership will be continued in the next pro-
gramming period: Articles 40 to 43 of the new Regulation
provide ﬁ)gr cooperation on evaluation between the Member
States and the Commission and clarify the responsibilities of
each at various points in the cycle. The Commission has
amplified these provisions through documents providing guid-
ance on the indicators, monitoring and evaluation, as regards
both the Structural Funds in general and the ESF. These have
been made operational and amplified in the new programmes
during negotiations going beyond the statutory requirements
(establishment of steering committees, immediate appoint-
ment of assessors, etc.).

Management of measures

At the Commission

3.122. The process of constructing the transnational part-
nership is inevitably a long one. The second call for projects
demonstrated that clear progress had been made, partly thanks
to the construction of an instrument for the computerised
management of transnationality.

The establishment of thematic groups comprising the national
authorities of the ESF, the technical assistance bodies and
Commission staff should mean that the results can be distrib-
uted at all levels.

Transnationality has been evaluated at programme level by
the Member States (at mid-term) and by the Commission (at
the end of the programming period). The results of this final
evaluation at Community level have been available since June
2000 under the titles: ‘Final EU-wide evaluation of the Com-
munity initiative Adapt’ and ‘Final EU-wide evaluation of the
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Community initiative Employment’. Some 40 transnational
partnerships have been selected at random for analysis of
compliance with the four principles of the CIPs, including
transnationality, an exercise which could not have been car-
ried out for the thousands of projects part-financed.

3.123. The Commission accepts that in the past the vari-
ous departments concerned with additionality have had some
problems of coordination since they belong to different
Directorates-General: Regional Policy, Employment, Economic
and Financial Affairs and Agriculture, which received the
same information or different <gits of information.

To avoid these problems, responsibilities for this matter have
been allocated as follows:

— DG Regional Policy is in charge of monitoring addition-
nality as regards Objective 1; it receives technical assis-
tance from DG Economic and Financial Affairs,

— DG Employment is responsible for verifying additional-
ity as regards Objectives 2 and 3; in 2000 to 2006 this
will be done together and at the same time using the
same data (expenditure on active labour market mea-
sures) for both Objectives.

All decisions will be discussed jointly by the relevant depart-
ments of each Directorate-General and the information will be
sent to all the officials concerned.

3.124. It is planned that Commission staff will conduct
on-the-spot audits of IFI (International Fund for Ireland)
projects by the end of 2000. In accordance with the Council
Regulation on the Community financial contribution to the
IFI (International Fund for Ireland) (2), the Commission will
submit, not later than 1 April 2001, a report to the budget-
ary authority which will include the results of the verifications
and controls carried out on the ground by its staff.

In the Member States

3.125. The Commission agrees with the Court that more
checks in the Member States are needed.

(*) Council Regulation (EC) No 214/2000 of 24 January 2000
on Community financial contributions to the Interna-
tional Fund for Ireland, (OJ L 24, 29.1.2000, p. 7).

The rules currently in force, mainly Regulation (EC)
No 2064/97 for 1994 to 1999, require the Member States
to have checks carried out by independent bodies on at least
5 % of the total eligible expenditure of each programme before
it is closed (from 2001 on).

For the new period 2000 to 2006, the Regulation govern-
ing the r)‘unds and the implementing rules (now under discus-
sion) also increase the checks on project managers and final
beneficiaries.

3.126. Since the end of 1997, the central databases required
by the Peace I programme document have been created. They
contain data on project applications and approvals as well as
the information providedp II))y project promoters in accordance
with the optimum monitoring questionnaire (OMQ). These
data, together with regular interviews of sub-programme
leaders, fave been used in the preparation ?f progress reports
for the monitoring committee and in analyses made by the
outside assessor.

As regards additionality, see 3.103.

GENERAL CONCLUSIONS

3.128. The annual amounts of appropriations for commit-
ments in the financial perspective Ffave been correctly entered
in the budget. It is only in terms of implementation that
actual expenditure has been lower than the total funding
planned for the period.

Reprogramming work did not permit the adoption of defini-
tive decisions, which would allow the budgetary implementa-
tion of the appropriations available, until very late in the year,
so that most of the appropriations which had not been imple-
mented at the end of the year had to be carried over.

Annual instalments form part of the system introduced by the
general Regulation on the Structural Funds, the financial per-
spective, the Interinstitutional Agreement and the Decision on
own resources, which includes an annual ceiling on commit-
ment appropriations (1,335 % of GDP). This prevents such
programmes being committed in their entirety when they are
adopted, because this would be refused by the budgetary
authority.
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Since entering only the annual instalments in the accounts
does not reflect all the legal liabilities contracted by the Com-
munity, the Commission enters these commitments among
the balance-sheet transactions shown in the revenue and
expenditure account.

3.129. For the new programming period 2000 to 2006,
the Commission is introducing a joint information system
which will record all the data available on the programming
and financing of assistance for all the Structural Funds. As
regards the pE sical progress of items of assistance, the Mem-
ber States will provide the Commission only with aggregate
indicators in the context of the annual report.

3.130. As far as it is able, the Commission is taking steps
to improve on-the-spot inspections of assistance, particularly
when earlier programmes are closed.

The current provisions on inspection and monitoring (mainly
Regulation (EC) No 2064/97 for 1994 to 1999) require the
Member States to inspect at least 5 % of total eligible expen-
diture when each item of assistance is completed.

Article 8 of that Regulation requires the national authorities
to send the Commission a statement summarising the conclu-
sions of the control examinations made in the previous years
and provide an overall conclusion as to the validity of the
request for the final payment and the legality and regularity
ofq the operations unferlying the final declaration of expendi-
ture.

3.131. The Commission agrees that the follow-up of obser-
vations should be systematic; that is why it has presented an
action plan layir:ig down verifiable goals which will be con-
stantly monitored.

3.132. The shortcomings regarding security detected by the
Court in a part of the ESF’s f)cal management system have
been corrected as stated at paragraph 3.56. With regard to
the link between DG Employment’s local system (SEA) and
Sincom 2, there is already a system for the daily reconcilia-
tion of data on the operations closed. However, DG Employ-
ment is introducing a mechanism to hold over cases where an
amendment is made in SI2 after it has been transferred to
SEA.
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3.133. The concepts and rules for implementing assistance

from the Structural Funds in accordance with the spirit of the
general Regulation are contained in the four guides common
to all the Structural Funds, which set out and list in logical
fashion the various stages of the process of programming,
implementation and evaluation, and the uniform indicators
for monitoring and evaluation. Relations between measures
within the funds and between the funds are dealt with when
the CSFs or SPDs are drawn up and in the multifund pro-
grammes.

As regards coordination with the EIB, the Commission, with
the support of the Bank, has taken the initiative of holding
regular exchanges of views on each country to look together
at areas of assistance and possible synergies between ﬁg;mnce
from the two institutions. Furthermore, EIB staff take part in
negotiating the CSFs, SPDs and OPs with the Member States
and will attend meetings of the monitoring committees when-
ever this is desirable.

The implementation of evaluations has been improved thanks
to the new rules which make the SWOT method the normal
way of defining needs, quantifying goals for monitoring and
the ex-post evaluation of results; this new procedure will
enable Igssons to be drawn for the future.

3.134. For the new programming period, the ESF has been
geared towards supporting Member States when implement-
ing their NAPs. Since the launch of the employment strategy,
Member States have been asked to report on how ESF meas-
ures support their strategy, as well as on financial matters.

Indicators and targets are fundamental to the management by
objectives developed under the European employment strategy.
While performance indicators on tﬁe labour market situation
and on the first three guidelines are in place and have been
used since the launch of the strategy, a series of structural
indicators for the remaining employment guidelines are being
developed jointly by the Commission and the Member States
under the aegis of the Employment Committee. The Commis-
sion and the European Parliament were in favour of additional
tar%ets last year but this was not accepted by the Council. The
Lisbon European Council proposed additional targets in a
number c;f areas. They will be taken into account in the fur-
ther development of the guidelines.
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CHAPTER 4 (¥)
Internal policies

4.0. CONTENTS Paragraph
reference

Introduction 4.1-4.2

Implementation of the budget 4.3-4.9
Specific appraisal in the context of the Statement of Assurance 4.10-4.23
Nature of the expenditure 4.10-4.12
Scope of the audit 4.13-4.14
Main audit findings 4.15-4.18

Commitments 4.15
Payments 4.16-4.18
Conclusions and Recommendations 4.19-4.23
Follow-up of previous observations 4.24-4.30
Audits carried out by the Commission 4.31-4.39
Global overview 4.31-4.34
Analysis of the Directorate-General for Research’s audit reports 4.35-4.39
The staff situation of the Directorate-General for Research 4.40-4.48
Introduction 4.40-4.42
Assessment of the staff situation 4.43-4.48
FAIR programme (fisheries, agriculture & agro-industrial research) 4.49-4.51
Trans-European Networks (TEN) — Telecommunications 4.52-4.54
(*) The Commission’s replies are on page 127.
INTRODUCTION 4.2. The internal policies measures concern:

4.1. The European Union’s internal policies focus in
particular on the implementation and development of
the single market. They cover four complete subsections
of the budget and several headings in another subsec-

(a) training, youth, culture, audiovisual media, informa-
tion and other social operations (subsection B3);

tion. After the Commission’s reorganisation in 1999, (b) energy, Euratom nuclear safeguards and environ-

the responsibility for implementing the internal policies ment (subsection B4);
and managing the corresponding budgets now lies
mainly with 12 Directorates-General and the Secretariat-
General; the latter’s internal policies budget headings,

however, will, in future, be managed by the Justice and (c) consumer protection, internal market, industry and

Home Affairs Directorate-General.

109 / 205

trans-European networks (subsection B5);
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(d) research and technological development (subsec-
tion B6);

(e) other agricultural operations, other regional opera-
tions, transport as well as other measures concern-
ing fisheries and the sea (Titles B2-5 to B2-9 of sub-
section B2).

IMPLEMENTATION OF THE BUDGET

4.3. Internal policies account for a global budgetary
amount of 5 243 million euro in final payment appro-
priations, of which 3 120 million euro is for research
and technological development. This sum is spread over
some 200 budget headings and articles, the amounts
for which range from several thousand euro —
68 000 euro for the heading B5-4 2 1 ‘Completion of
measures for the improvement of agricultural structures
in Portugal and for financial cooperation in Greece’ —
to 1753 million euro for the heading B6-541 1
‘Completion of the 4th framework programme’.

4.4. An analysis of the revenue and expenditure
accounts (*) showed that the Commission has only for-
mulated comments on 48 headings totalling 1 226 mil-
lion euro, or barely 25 % of the appropriations entered
in the budget. The Commission has provided no break-
down of the budgetary implementation for the other
headings, 62 of which accounted for appropriations in
excess of 3 million euro. For example, there is no break-
down by the Commission of the implementation of
heading B3-1 001 for the financing of the Socrates
Frogramme, even though this heading received 182 mil-
ion euro in payment appropriations.

4.5.  As regards the funding of research policy, the
Commission makes general observations and describes
the measures taken to implement the 5th framework
grogramme. Comments are also included for the 10

udget headings of this programme. For the other head-
in%s and most notably B6-5 4 1 1 ‘Completion of the
4th framework programme’ which received 1 753 mil-
lion euro in payment appropriations there is no specific
breakdown. It should be noted that this figure aﬁ)ne is
higher than the cumulative total for the headings on
which specific comments were made in respect of inter-
nal policies.

(") Sec (2000) 537-EN — Budg/C/2.
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4.6. Similarly, the comments concerning the JRC are
restricted to appraisals of the various activities carried
on by the JRC, and do not constitute a breakdown of
the budgetary implementation of the headings man-
aged by the Centre.

4.7. Besides the fact that the comments are incom-
plete and fail to cover all the budget headings concerned,
they also lack consistency. Indeed, although certain
comments do address budgetary implementation,
others go no further than making general observations
on the programmes concerned.

4.8. Tables 4.1a and 4.1b below show the use of the
available appropriations for internal policies in 1999.
Table 4.1c below shows the most significant changes in
the budget implementation between 1998 and 1999.

4.9. Tables 4.2 and 4.3 and Graphs 4.1 and 4.2 show
the use of both commitment and payment appropria-
tions in 1999 by quarter:

(a) overall the quarterly breakdown of commitments
shows a concentration at the end of the budget year.
The distribution of payment appropriations was
carried out in a relatively even manner, from the
second quarter onwards;

(b) most notably, because of the delay in the legislative
decision (2) and the time necessary to initiate imple-
mentation, 90 % of the total commitments for bud-
get line B6-6 (Fifth Framework Programme) were
made in the last quarter of 1999. These commit-
ments, which amounted to 47 % of the total com-
mitments in 1999 for all research budget headings,
meant that the Commission followed with the pro-
visions of art. 2, paragraph (1)(a) of Decision
No 182/1999/EC concerning the Fifth Framework
Programme, which fixed the Community’s partici-
pation for the period 1998-1999 at a maximum of
3 140 million euro. Payments were made against
10 % of these commitments in this quarter;

(*) Decision No 182/1999/EC of the European Parliament
and of the Council of 22 December 1998 concerning the
fifth framework programme of the European Community
for research, technological development and demonstra-
tion activities (1998 to 2002) (O] L 26, 1.2.1999). It was
noted that, in its budget, the Commission considers the
start of the programme as being 1999 and not 1998.
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Table 4.2 — Utilisation of commitment appropriations in 1999 by quarter
(Mio EUR)
Title 1st quarter 2nd quarter 3rd quarter 4th quarter Total
B2-5 Other agricultural operations 2,945 33,156 25,592 78,161 139,854
B2-6 Other regional operations 0,000 0,000 17,000 0,000 17,000
B2-7 Transport 2,939 2,161 3,019 13,017 21,136
B2-9 Other measures concerning fisheries and the sea 2,090 40,821 0,124 11,775 54,810
Total in B2 7,974 76,138 45,735 102,953 232,800
B3-1 Education, vocational training and youth 47,391 211,786 59,962 158,714 477,853
B3-2 Culture and audiovisual media 52,974 5,258 10,770 53,992 122,994
B3-3 Information and communication 13,883 25,287 20,134 37,793 97,097
B3-4 Social dimension and employment 34,095 17,087 24,843 75,352 151,377
Total B3| 148,343 259,418 115,709 325,851 849,321
B4-1 Energy 3,049 8,331 6,040 23,163 40,583
B4-2 Euratom nuclear safeguards 6,179 1,603 3,424 4,129 15,335
B4-3 Environment 6,238 21,624 79,040 76,005 182,907
Total B4 15,466 31,558 88,504 103,297 238,825
B5-1 Consumer policy and consumer health protection 2,416 8,651 4,632 6,650 22,349
B5-2 Aid for reconstruction 2,208 0,000 0,000 0,000 2,208
B5-3 Internal market 40,892 19,838 29,599 40,985 131,314
B5-4 Industry 0,000 88,862 1,055 2,092 92,009
B5-5 Labour market and technological innovation 8,817 8,704 121,696 58,077 197,294
B5-6 Statistical information 3,106 6,705 4,826 18,151 32,788
B5-7 Trans-European networks 0,382 8,933 529,438 42,035 580,788
B5-8 Cooperation in the fields of justice and home affairs 0,063 6,828 17,227 17,198 41,316
B5-9 Measures to combat fraud and support expenditure
for internal policies 1,053 0,306 0,540 2,179 4,078
Total B5 58,937 148,827 709,013 187,367 1104,144
B6-1 Joint Research Centre — staff and resources 115,777 53,000 19,624 62,347 250,748
B6-2 Joint Research Centre — direct operating appropria-
tions EC framework programme (1998 to 2002) 3,260 5,097 9,568 17,017 34,942
B6-3 Joint Research Centre — direct operating appropria-
tions EAEC framework programme (1998 to 2002) 1,323 1,931 1,777 5,714 10,745
B6-4 Joint Research Centre — direct action — completion
of previous joint and supplementary programmes ... 24,508 5,853 -17,407 4,258 17,212
B6-5 Indirect action (shared-cost projects) ... completion
of earlier projects 109,170 -0,435 -78,209 16,940 47,466
B6-6 Indirect action (shared-cost projects) ... fifth
framework programme (1999 to 2002) 85,062 81,969 141,701 2796,094 3104,826
Total B6 | 339,100 147,415 77,054 | 2902370 | 3465939
Total | 569,820 663,356 1036,015 | 3621,838 | 5891,029
Source: Quarterly reports on the implementation of the budget as well as revenue and expenditure accounts and balance sheets.
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Table 4.3 — Utilisation of payment appropriations in 1999 by quarter
(Mio EUR)
Title 1st quarter 2nd quarter 3rd quarter 4th quarter Total
B2-5 Other agricultural operations 10,048 37,350 17,794 65,746 130,938
B2-6 Other regional operations 0,002 0,654 4,108 13,255 18,019
B2-7 Transport 1,892 3,324 2,143 8,428 15,787
B2-9 Other measures concerning fisheries and the sea 2,684 3,316 16,104 13,307 35,411
Total in B2 14,626 44,644 40,149 100,736 200,155
B3-1 Education, vocational training and youth 19,873 105,374 154,238 98,144 377,629
B3-2 Culture and audiovisual media 14,689 19,986 28,914 35,483 99,072
B3-3 Information and communication 6,378 19,141 28,190 36,468 90,177
B3-4 Social dimension and employment 31,831 24,290 33,860 30,590 120,571
Total B3 72,771 168,791 245,202 200,685 687,449
B4-1 Energy 0,000 8,840 8,445 10,477 27,762
B4-2 Euratom nuclear safeguards 2,404 2,651 5,099 3,563 13,717
B4-3 Environment 13,308 16,465 36,450 54,824 121,047
Total B4 15,712 27,956 49,994 68,864 162,526
B5-1 Consumer policy and consumer health protection 2,384 5,244 7,992 3,393 19,013
B5-2 Aid for reconstruction 0,674 0,383 0,736 0,415 2,208
B5-3 Internal market 19,553 47,503 26,866 25,888 119,810
B5-4 Industry 0,086 0,644 82,665 0,426 83,821
B5-5 Labour market and technological innovation 9,467 13,881 80,620 12,476 116,444
B5-6 Statistical information 5,384 7,248 6,927 7,596 27,155
B5-7 Trans-European networks 33,178 72,046 202,254 138,182 445,660
B5-8 Cooperation in the fields of justice and home affairs 9,322 2,680 9,762 9,061 30,825
B5-9 Measures to combat fraud and support expenditure
for internal policies 0,385 0,518 0,469 1,783 3,155
Total B5 80,433 150,147 418,291 199,220 848,091
B6-1 Joint Research Centre — staff and resources 40,917 69,639 60,336 61,816 232,708
B6-2 Joint Research Centre — direct operating appropria-
tions EC framework programme (1998 to 2002) 0,101 1,380 4,034 6,276 11,791
B6-3 Joint Research Centre — direct operating appropria-
tions EAEC framework programme (1998 to 2002) 0,116 0,681 1,155 2,191 4,143
B6-4 Joint Research Centre — direct action — completion
of previous joint and supplementary programmes ... 12,535 13,710 8,815 8,916 43,976
B6-5 Indirect action (shared-cost projects) ... completion
of earlier projects 157,213 851,880 370,674 470,673 1 850,440
B6-6 Indirect action (shared-cost projects) ... fifth
framework programme (1999 to 2002) 11,028 30,398 108,870 281,510 431,806
Total B6 | 221,910 967,688 553,884 831,382 | 2574,864
Total | 405,452 1359,226 | 1307,520 | 1400,887 | 4473,085

Source: Quarterly reports on the implementation of the budget as well as revenue and expenditure accounts and balance sheets.
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Graph. 4.1 — Utilisation of commitment appropriations in 1999 by quarter
(Mio EUR)
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Graph 4.2 — Utilisation of payment appropriations in 1999 by quarter
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(c) contrary to the overall quarterly utilisation, the pay-
ments for social dimensions (title B3-4) were spread
relatively evenly throughout the year and those for
industry (title B5-4) occurred almost entirely (99 %)
in the third quarter.

SPECIFIC APPRAISAL IN THE CONTEXT OF
THE STATEMENT OF ASSURANCE

Nature of the expenditure

4.10. The implementation of the budget in the area of
Internal Policies is mainly through direct expenditure,
whereby the Commission services conclude contracts
with public or private third parties (final beneficiaries)
to support projects or activities by contributing a per-
centage of the eligible costs.

116/ 205

4.11. The contracts, which are standardised according
to the type and the area of support, specify the costs
that are eligible and set out a payment schedule. In most
cases an advance is paid after the signature of the con-
tract, followed by periodic intermediate payments which
often depend on the submission of reports and/or cost
claims. The final payment is made after submission and
approval of the final deliverables and the financial report.

4.12. Certain other parts of the expenditure in the area
consist of fixed price contracts for services or supplies,
for which payment is made, against an invoice, upon
receipt of tlﬁe deliverables.

Scope of the audit

4.13. The objective of the audit of the Internal Policies
area was to obtain sufficient and appropriate audit evi-
dence to contribute to the Statement of Assurance on
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the general budget for 1999, as well as through addi-
tional work on the legality and regularity of the under-
lying transactions, to formulate a specific appraisal for
the area.

4.14. Commitments were audited at Commission level
and their review included all formal aspects of the
transactions as well as the legality and regularity of the
selection of the contractor/beneficiary. Payments were
audited at the appropriate level. Payments based on cost
claims were audited on the spot at the final beneficiary.
Advances on contracts and payments based on invoices
for fixed price contracts were audited at the Commis-
sion.

Main audit findings

Commitments

4.15. The audit of commitments revealed some cases
of mainly formal errors. The majority of these errors
referred to incorrect due dates.

Payments

4.16. In the payments audited a significant number of
errors, both substantive and formal, were detected. The
substantive errors were mainly related to final benefi-
ciaries having overstated the actual costs, mostly by
including ineligible expenditure. The majority of the
formal errors related to non-compliance with the con-
tract by the final beneficiaries and a smaller number
related to the procedures of the Commission.

4.17. No errors were detected in the advance payments
and contractually fixed payments. Where payments are
based upon cost claims made by final beneficiaries
however, which is particularly important in the research
area, a significant number of errors were found mainly
due to the over-declaration of overhead costs and the
lack of supporting documentation.

4.18. The cost claim based errors, especially in the
research area, derive from the system in place. The pay-
ments are based on the declarations provided by the
final beneficiaries, showing actual expenditure incurred.
Little or no verification of the costs declared is done,

other than for formal consistency and general plausibil-
ity, by the Commission. Furthermore, Eardly any incen-
tive exists for the final beneficiaries to avoid over-
declarations since there are no contractual penalties and
no risks other than having to repay the amounts found
to be overpaid.

Conclusions and Recommendations

4.19. The audit of the legality and regularity of the
underlying transactions for commitments and payments
recorded during the year in the Internal Policies area
again revealed a significant incidence of errors in pay-
ments, as well as a lower incidence of errors in commit-
ments.

4.20. In order to reduce the risk of non-eligible expen-
diture being declared by final beneficiaries, more effort
should be made by the Commission to better define in
the contracts, and to explain to the beneficiaries, the
definitions of eligible expenditure. Furthermore, the
Commission should consider introducing contractual
penalties for overcharging in order to make sure that
the beneficiaries correctly apply the rules set out in the
contract.

4.21. In the Fifth Framework Programme the system
of reimbursement of cost claims on the basis of declara-
tions provided by final beneficiaries continues. The
Commission has, however, introduced an option for a
fixed overhead rate. The Commission should keep this
under review to ensure that it does not on average per-
mit excess recovery of overhead costs incurred.

4.22. More effort should be made during the selection
of projects to verify the proposed costs and during the
monitoring of the projects to verify the costs claimed.
This could be done for example by a request to the con-
tractor for supporting documentation, for calculations
made, for example for overheads, for time charged for
personnel or for contracts signed and invoices paid.

4.23. The Commission’s control on cost claims sub-
mitted by beneficiaries must be intensified and improved.
The Court is pleased to note that the Commission, in
accordance with the previous recommendations of the
Court, has increased the number of on-the-spot audits.
However, the number of audits performed is still rela-
tively small compared to the number of beneficiaries.
The Court would therefore ask the Commission to also
consider introducing a policy whereby beneficiaries with
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cost claims exceeding a certain amount, have to provide
a certificate from an external auditor confirming the
accuracy of the costs claimed and the eligibility of the
expenditure under the terms of the contract.

FOLLOW-UP OF PREVIOUS OBSERVATIONS

4.24. Previous observations have been followed up in
two areas: first, whether the Commission has taken
action on observations of the Court which had financial
consequences, and second, development in the alloca-
tion of staff following the criticism in the Court’s spe-
cial report on the JOULE-Thermie programme (3).

4.25. Nine contracts at the Transport and Energy DG
(formerly DG XVII) and eight contracts at the Research
DG (formerly DG XII) were re-audited to verify whether
the Commission had carried out the actions it had
agreed in the light of the Court’s observations:

(a) at the Transport and Energy DG the action agreed
had been tallzen in the case of three contracts. The
Commission was still acting on four others, and in
the other two instances the Commission’s follow-up
was insufficient or late;

(b) at the Research DG, the Commission had taken the
agreed action in the case of three contracts and was
still acting on two others. In the other three cases it
had either not followed up the Court’s findings or
the follow-up was insufficient or late.

4.26. Thus, the Commission had taken the action
agreed for six of the seventeen contracts, with actions
continuing on six others. The Commission should make
a greater effort to carry out action agreed in the light of
audit findings.

4.27. As ecarly as 1994, the Court reported on the
problems of appointing scientific personnel to perma-

(®) Special Report No 17/98 on support for renewable energy
sources in the shared-cost actions of the JOULE-Thermie
programme and the pilot actions of the Altener pro-
gramme, together with the Commission’s replies
(O] C 356, 20.11.1998).
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nent posts involving administrative tasks (4). In 1998
the Court also established, in the course of the exami-
nation of the JOULE-Thermie programme for renew-
able energy sources, that ‘26 of 48 posts financed
through the budget appropriations for JOULE-Thermie
were occupied by staff working on tasks outside the
JOULE-Thermie programme’.

4.28. As the JOULE-Thermie programme was termi-
nated at the end of the Fourth Framework Programme,
a follow-up review with regard to its staff (all grades)
was carried out on the programme which can be con-
sidered the successor of JOULE-Thermie, i.e., the pro-
gramme ‘Preserving the ecosystem-Energy’ (budget line
B6-6 14 2).

4.29. This review showed that, in early 2000, 73 (87 %)
of the 84 posts available for this programme for 1999
were occupied, 55 of which were in the DG for Research
(29A, 13B and 13C) and the remaining 18 were in the
DG for Energy and Transport. With regard to the
Research DG, 42 staff (76 %) were directly involved in
the programme or the coordination of the programme,
whi{)e the remaining 24 % (13 staff, only B and
C grades) were working in horizontal services such as
infgormatics, personnel, audit, communication and
finance. Although this percentage is still high, it has
considerably decreased as compared to the situation
referred to in paragraph 4.27. It was also noted that no
staff funded by budgget line B6-6 1 4 2 worked in another
scientific area or in the field of nuclear energy. This is a
major improvement.

4.30. The Court recommends that the Commission
should continue its efforts to ensure that posts specifi-
cally awarded by the budgetary authorities to individual
programmes are assigned directly to those programmes.
Any attribution to horizontal tasks necessary for these
programmes should be transparent.

AUDITS CARRIED OUT BY THE COMMISSION

Global overview

4.31. Table 4.4 summarises the information received
from various Directorates-General as well as the
Secretariat-General of the Commission on the number

() Special Report No 6/93 concerning the European research
and development programmes in the field of information
technology (the Esprit programmes) (O] C 45, 14.2.1994).
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of audits they completed in 1999 in the field of internal
policies and research. The findings of these audits gen-
erally confirm the results of the Court’s audit work for
the Statement of Assurance (see paragraphs 4.15-4.23).

4.32. A comparison with the data for 1998 shows that
the Commission has roughly maintained its level of
audits. If the audits are excluded for which no compa-
rable data were available for 1998, then the total num-
ber of audits completed in 1999 decreased by 3 %, while
the number of contracts audited increased by 7,5 %.
Excluding the veterinary and phytosanitary actions, the
recoverable amounts decreased from 13,46 million to
8,64 million euro, or from 2,7 % to 1,8 % of the value
of the audited contracts (484,28 million euro).

4.33. The number of audits completed and number of
contracts audited increased especially in the fields of the
information society and telecommunications (DG
INFSO, ex-DG XIII) as well as education, training and
youth (DG EAC, ex-DG XXII). The same applies, with
regard to the number of contracts audited, to energy
and transport (DG TREN, ex-DG XVII and VII, respec-
tively), while in the fields of industry (DG ENTR,
ex-DG III) and environment (DG ENV, ex-DG XI), fewer
audits were completed and contracts audited.

4.34. A comparison of the 1999 with the 1998 figures
shows for many DGs a considerable change in the ratio
between value and number of open contracts.

Analysis of the Directorate-General for Research’s audit
reports

4.35. The Court examined an extensive sample of
46 reports, covering 63 contracts audited, made avail-
able by the Commission on audits that were completed
in 1999. 21 of these reports concern audits carried out
by its own staff. The other 25 were placed with various
external consultants. The main find}i)ngs concerned the
duration, results and quality of these inquiries.

4.36. As regards the duration (see Table 4.5) the aver-
age time required by the DG for Research’s internal audit
services for carrying out and analysing the inquiries was
more than 25 months, where they were carried out
internally, and almost 21 months where they were con-
ducted by outside service providers. In both cases this
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period covers two practically equivalent periods, that
required to carry out the inquiry and the drafting of the
audit report and that taken by the DG for Research’s
internal audit services to draw up a summary report. If
the length of the first period appears acceptable, the
time needed to draw up the summary report is exces-
sive. In some cases more than four years elapsed between
the start of the audit and the drafting of a summary
report.

4.37. It is important that the results of such audits
become available as quickly as possible because in
26 cases the audits concluded that the amount of the
Community’s financial contribution needed to be
changed. In 22 cases this change involved beneficiaries
repaying a total amount of 1 036 188 euro, i.e. on aver-
age, 4,8 % of the total amounts audited. In 4 cases the
Commission had to make an adjustment in favour of
beneficiaries for a total of 38 712 euro, representing
0,18 % of the total audited amounts. If account is taken
of the fact that 15 of the 46 audits carried out were not
related to the audit cost claims, 26 of the remaining 31
led to the finding that the Commission had paid incor-
rect amounts (see Table 4.6).

4.38. These findings reveal a weakness in the manage-
ment procedures of the contracts, whether due to insuf-
ficient appraisal and/or monitoring on the Commis-
sion’s part or even the impossibility of obtaining
assurance as to the validity otp the cost statements pre-
sented by the beneficiaries, which are the key factor on
which the authorisation of payments is based.

4.39. DG Research qualified 4 out of 25 audit reports
established by external consultants as ‘unsatisfactory’
without indicating the reason for this rating.

THE STAFF SITUATION OF THE
DIRECTORATE-GENERAL FOR RESEARCH

Introduction

4.40. Employment in the EU’s Institutions and bodies
is governed by the ‘Staff Regulations of Officials and the
Conditions of Employment of Other Servants of the

28/09/2012



www.Ccvce.eu

qcvce

1.12.2000

Official Journal of the European Communities

S
N
—

"UOTIEULLIOJUT S,UOISSIUILIO)) 3} UO paseq 1no) ) Aq pew sisA[euy :22inos

‘pouad 2y jo uoneno[es oy Junad jou pip suodar dyy (,
“JIpNE [BUIVIXD UE 10 SIUOW G PUE JPNE [BUIDIUL Uk JOJ SYIUOW 94 Sem WNLUIXEW Y], (¢
“NIPNE [BUINXI UE 10] SYIUOW ¢f PUE JPNE [EUINUI UE JOJ SYIUOW 9¢ SeM WUNLUIXEW A, (,,
“JIpNE [BUIVIXD UE 10 SIUOW Gf PUE JPNE [BUIDIUL Uk JOJ SYIUOW /7 SeM WNLIIXEW Y] (,
SWLI Apne [BUINXd £q paIndaxy (,

'S9DIAIRS ([IX D X3) YoIeasay D £q pamdaxq (;

)
)
)
)
)
)

4 T11 0t 01 4 / 3 I < 4 < 01 9 4 / € S 8 94 (2) Teuonxg
— — €1 < 14 I — I I 4 9 1 I I € 14 4! |14 (;) Tewranug
(5) 2192 () 218 (o) a1qe
S— Aw%w Wrzz [veeoet | z=og [ox| THE | Ovez |vozn | o [os| JEE T Ovez (o | ceag [9s] T e
mwwwmwmwwww usw.uo 1500 ~IoJur ON ~Iojur ON O ON uo. ON AL
: ASBIAY
(spuowt (spuow (sypuowr ur) 1o0dal Jo a1ep 03 1IeIS JIPNE WOl POLIdY

EG JUDLUSSIsSe [euly 0] 1Iels Jipne woly @O_hom— [eloL

EO Juduussasse [eury o) 1odas JO 9)ep w0y poLRg

s110dax ipne oreasay H( Jo sisA[eue U], — ¢f IqeL

28/09/2012

121/ 205



www.Ccvce.eu

qcvce

121

Official Journal of the European Communities

=
S
S
N
N
—
—

"UONBULIOJUT §,UOISSIUILIO)) YY) UO Paseq 1o ) £q apewr sisk[euy :22unos

*(€) UwnN[od ur pajels SIPNE JO JaquINU Y} 03 uone[Rx U ()
“panpne s19(oxd 3y Jo o3 10§ SUO [ENPIAIPUI Y3 JOU ‘IIPNE 3y J0J JUO [eqO[3 Y} SI PAISPISU0d Juaunsn(pe 3y 3[qes sty jo uoneredard ayy 1o ()

0 53503 pajpne 8V 51500 pajipne
€10 UO SI03DLIIUOD JO INOARJ UI JUIUISHIPE JO 94 €101 U0 NF 33 JO INOAEJ UL JUIWISALPE JO [9A]
0 /LT98 191 S T TIL 8¢ 997 0SS 1T 6'T1 ¥ (43 8819¢0 1T | T9T96C 11 0'1L [44 69¥ €LY 1T 1€ ST 9 [eldURD
171001 00T € 8T LES TE 819 /ITT eel C L9 9¥S 16¥ L¥€ 00€ £ £'99 128 9¢/ 61t 6 ST 01 174 sipny
[eurxg
1LTST9L STl C L1 SLLL 8¥9 Tey T C 9¢1 1842441 Y18 666 ¢ 0°SL 48 €eL¢50C1 91 S 14 supny
Jeuruy
(1) (o1 (€D 1) (€D (40} (Tt (v (6) () ) ) (©) ) (€) @ (0
(%) (%)
51500 1500 1500 51500
(INH) $1503 () supne sipne pavpne uo 955_ aﬁwa () supne sipne pawpne uo a:mv_ a_mww_ua () supne sipne (N siso> | WIEPISOY | WiE 1503
panpne [el0] J0% Jo _qUNN Juaunsnipe Jusunsnipy [e10L J0% Jo _qUNN Juatmsn{pe Jusunsn{py [EI0L Jo0% Jo JPqunN panpne .WN “s:ﬂ_wwﬂ %H %MMH mmm”w_ .*Mu%_.n_
JO PAdT JO 9497 [e30L supny LON supny !
sjuaunsn(pe oN SI01DBIIUOD JO INOAEJ UI SYUUIISNIPY N3 Y} JO INOAR] UT S)UBUNSA(PY

(,) syuawsnipe pue sypne uo Lrewwng — 94 J[qe],

28/09/2012

122 / 205



(cvce

122

Official Journal of the European Communities

www.Ccvce.eu

1.12.2000

European Communities’ (°). Under these Regulations,
EU employees are divided into two categories ‘Officials’
and ‘Other Servants’ (9).

4.41. The Commission has carried out specific pro-
grammes of limited duration in the field of research
since the beginning of the seventies. Highly specialised
personnel had to be recruited for specific tasks to enable
the managerial tasks involved in the individual research
projects authorised in the research programmes at that
time to be performed. Because of the limited timescale
of these projects, the personnel employed in the field of
research as ‘Other Servants’ were mainly given fixed-
term contracts.

4.42. The Court analysed the staff situation of the
Directorate-General for Research as regards the number
of officials (Category A), their allocation, type of employ-
ment and seniority by end 1999.

Assessment of the staff situation

4.43. Out of a total of 742 Grade-A posts available, 52
(i.e. 7 % of the total) were vacant on 31 December 1999
(see Table 4.7). The 690 posts in this staff category that
were actually occupied, broken down by number and
percentage, are given in Table 4.8. The length of service
of the 421 temporary Category-A staff showed that 231
(55 %) of this staff had worked as temporary agents for
more than five years and 88 of them (21 %) for more
than 10 years.

4.44. An analysis of the various posts on the basis of
the duties involved (see Table 4.9) revealed the follow-

ing:

(a) temporary staff are employed almost exclusively as
technical and scientific managers;

(b) all the auxiliary staff have an administrative func-
tion, whereas the majority of permanent officials
(108) are technical and scientific managers (admin-
istration: 72; administrative research: 6);

(c) alarge number of the temporary and auxiliary staff,
i.e. 50, are no longer assigned to scientific tasks, but
administrative ones.

(’) Council Regulation No 259/68 of 29 February 1968
(OJ L 56, 4.3.1968), as amended by numerous Regula-
tions.

(%) The latter term covers the four groups of staff employed
under contract: temporary, auxiliary and local staff, and
experts.

4.45. 11 units of DG Research do not employ any offi-
cials, but only other servants (a total of 55 temporary
agents and 7 auxiliary staff in Category-A posts, plus 10
experts). The high number of Category-A staff (23 offi-
cials and 86 temporary staff) in the unit for ‘Administra-
tive Management of Association Agreements’, i.e. almost
16 % of the total A-grade staff employed by DG Research,
should also be noted. This unit is also characterised by
a relatively high seniority of its temporary staff: a total
of 29 staft have been temporary agents for between five
and 10 years, while a further 26 staff have been tempo-
rary agents for more than 10 years.

4.46. The Commission decided in 1996 the ‘rebalanc-
ing of the research personnel structure’ (7) over the
period 1996-2005, wEereby progressively a proportion
of 40 % officials, 35 % temporary staff and 25 % other
staff to assure flexibility should be reached. Four years
after this decision, the staff situation in DG Research is
that 27 % are officials in higher positions, 61 % are tem-
porary staff and 12 % are other staff.

4.47. According to the Commission’s decision in 1996,
this ‘rebalancing’ of the personnel structure was to be
achieved by appointing specific staff, having at least 10
years service, as permanent officials, following internal
competitions. This explains the fact that, out of 35 pro-
bationary officials at Grades A5 to A3 in the Directorate-
General for Research (22 % of all officials at these
Grades), 26 had been employed at the Commission for
over 10 years (see Table 4.7). These people had been
Eiven various consecutive temporary contracts before
eing established.

4.48. The Court approved in the course of 1999 two
special reports, pug ished in 2000, related to internal
policy matters; one report concerned the FAIR pro-
gramme, the other one the trans-European telecommu-
nications networks.

FAIR PROGRAMME (FISHERIES, AGRICULTURE
& AGRO-INDUSTRIAL RESEARCH) (8)

4.49. The Court’s audit involved examining the pro-
cedures for managing and following-up actions imple-
mented in connection with Community research

(') COM(94) 671 of 22 December 1994, and doc. E[27/96 of

19 January 1996 (written procedure).
(®) Special Report No 9/99 (O] C 92, 30.3.2000).
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Table 4.7 — Grade and length of service of staff in DG Research
Length of employment to date
Officials Total
< 3 years 3 to 5 years 5 to 10 years 10 to 20 years > 20 years
A8 1 0 0 0 0 1
A7 4 1 5 1 0 11
A6 1 0 10 3 2 16
A5 0 1 10 28 3 42
of which on probation 0 1 5 8 0 14
A4 3 2 2 45 39 91
of which on probation 0 0 2 13 3 18
A3 0 0 4 9 12 25
of which on probation 0 0 1 2 0 3
Total 9 4 31 86 56 186
Temporary staff Length of employment to date
< 3 years (') 3 to 5 years (') 5to 10 years (*) | 10 to 20 years (') > 20 years (') "
A8 9 9 6 6 0 0 0 0 0 15 15
A7 44 39 18 16 2 1 1 0 0 65 58
A6 51 51 23 23 36 32 9 9 0 0 119 115
A5 5 5 10 70 68 32 30 0 0 117 110
A4 9 9 8 34 30 35 35 3 3 89 84
A3 6 5 1 1 1 1 5 4 3 3 16 14
Total | 124 118 66 60 143 133 82 79 6 6 421 396
Auxiliary staff
Al 2 — — — — 2
All 17 — — — — 17
Al 6 — — — — 6
Total 25 — — — — 25
Experts (No information available) 58
Vacant posts 52
Total for DG 742

(") Of whom in the field of ‘Science and Technology'.

Source: Analysis made by the Court based on the Commission’s information.

activities in the field of agriculture and fisheries and,
more particularly, on the FAIR specific research pro-
gramme, which was allocated a budget of 658 million
ecu for the duration of the Fourth Framework Pro-
gramme. It focused on analysing the rules, procedures
and resources employed by both the Commission’s man-
aging Directorates-General and a selection of recipients
of research contracts.

4.50. The main results of the audit may be sum-
marised as follows:

(a) as the three co-managing DGs’ respective responsi-
bilities and powers had not been formalised, the
management of the programme lacked clarity and

homogeneity;

(b) the lack of pre-defined quantified objectives made it

difficult to measure the results;

(c) the evaluation procedures specific to the FAIR pro-

gramme
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Table 4.8 — Rate of percentage of officials and other staff
Number of posts % Occupied by
151 22 Permanent officials
35 5 Probationary officials
421 61 Temporary staff
58 8 Experts
25 4 Auxiliary staff
690 100 Total

Source: Analysis made by the Court based on the Commission’s information.

departmentswere inadequate and, in some cases,
poorly applied;

(d) cases were identified where the regulatory or con-
tractual provisions had not been adhered to and
shortcomings and weaknesses were detected in the
manner in which the management, monitoring and
control procedures were implemented.

4.51. On the basis of these audit findings, the Court
recommends that the Commission shoulf develop rel-
evant indicators that will enable the obligations regard-
ing the evaluation of programmes to be met, increase
efforts to coordinate the programme with the other
Community programmes and improve the programme’s
procedural homogeneity and consistency by relying on
computerised tools and formalising the role of the lead
DG. The Court also calls on the Commission to improve
the legal quality of its contracts, increase the indepen-
dence of expert assessors and clarify the key procedures
for implementing the programme.

TRANS-EUROPEAN TELECOMMUNICATIONS
NETWORKS

4.52. The Court’s special report No 9/2000 (°) exam-
ined the development and implementation of the EU
policy concerning the trans-European telecommunica-
tions networks (TEN-Telecom) and the related measures

(°) Special Report No 9/2000 (OJ C 166, 15.6.2000).

carried out under the EU research and structural funds
policies.

4.53. The following principal observations resulted
from the audit:

(a) the EU’s lengthy consultative and decision-making
procedure did not suit the requirements of an inno-
vative and highly-dynamic sector where market
forces gained acceptance for the internet as a world-
wide web; there is a risk that assisted projects will
not reflect current market trends;

the TEN general rules which are directed towards
g
larger-scale infrastructure measures are less appro-
priate to TEN-Telecom which promotes near-market
projects for telematic applications and services;

(c) there are similarities with the research programme
on telematics applications of common interest,
which may also finance near market feasibility stud-
ies, validation tests and pilot projects but at lower
rates of aid; the Commission Eas not carried out a
full examination of the continuing need for support
for near market projects under TEN-Telecom; in
each case where aid is granted for such actions it
should be clearly demonstrated that they are well
justified and would not be achieved without EU
subsidy;

(d) the Commission’s description of the TEN-Telecom
support measures in its various reports as cofinanc-
ing feasibility studies could be misinterpreted as it
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contracted projects which included multi-annual
activities rather than pure studies;

the Commission has not developed a clear strategy
in the structural funds vis-a-vis market liberalisation
and privatisation of telecommunications. It made
structural fund payments for telecommunications
to a Member State despite ongoing infringement
procedures against this Member State for failing to
transpose market liberalisation directives.

4.54. The assessment and reporting of results of the
TEN-Telecom programme by the Commission were not
comprehensive. The Court recommends that the Com-
mission provide the Council and the Parliament with
details of the TEN-Telecom actions and its assessment
of the extent to which their objectives have been
achieved. The Commission has stated in its answer to
the special report that an in-depth evaluation of the
action will take place between May and September
2000, where the relevance of the objectives, priorities
and implementing measures will be analysed.
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THE COMMISSION’S REPLIES

IMPLEMENTATION OF THE BUDGET

4.5. The analysis in the revenue and expenditure account
takes the ;;I‘orm of a long introduction on the implementation
of research policy, followed by a quantitative description of the
irst projects se(gcted under this framework programme.

In accordance with Article 173 of the Treaty, these develop-
ments are set out in greater detail in the annual report on the
research sector, which is the main source of information for
monitoring research activities. As regards completion of ear-
lier programmes, in particular those contained in Item
B6-54 11 of the budget (Completion of the framework
programme (1994 to 1998)), this involves the clearance of
contracts still outstanding for the various individual pro-
grammes. The breakdown of budget implementation, which
is now set out in an annex to the Articfg 173 report, will in
future be included in the revenue and expenditure account.

4.6. Tables of equivalence are attached to the revenue and
expenditure account to break down the various activities of the
JRC (Joint Research Centre) and set out the cost (l)f staff,
resources and specific appropriations. The JRC annual report,
which provides additional information, is published after
examination by its Board of Governors. The Commission is
prepared to provide further information in the revenue and
expenditure account.

4.7. In the near future the Commission plans to start a
detailed analysis of the monitoring of current budget imple-
mentation to comply more effectively with the criteria ojjljfel—
evance, clarity, transparency and simplification.

4.9.(b). In 1999 the research appropriations (Title B6 of
the budget) were used in accordance with the schedule of utili-
sation Jgr the first year of a framework programme, in which
virtually all the commitments are concentrated in the final

uarter of the year, with the exception of the appropriations
jqor the Joint Research Centre (JRC).

The stages leading up to conclusion of the contracts have to
be strictly adhered to in order to safeguard the scientific qual-
ity of the projects selected.

SPECIFIC APPRAISAL IN THE CONTEXT OF
THE STATEMENT OF ASSURANCE

Nature of the expenditure

4.12. The fixed-price system normally applies to contracts
for services or supplies, i.e. contracts j{),rming one order for
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which total costs can be accurately determined before signa-
ture. There are thus fixed-price contracts for certain operations
involved in the implementation of research policy (e.g. opera-
tions with objectives and associated costs whiCLK can be pre-
cisely determined in advance, such as the exploratory premi-
ums to SMEs (small and medium-sized enterprises)).

Main audit findings

Payments

4.16. With respect to the substantive errors, the act of mak-
ing the payments themselves was not in error; under the
present cost-statement system, unless an error can be detected
when checking the cost statement, it has to be paid in full.
Only an on-the-spot audit can detect the type of overcharg-
ing which was found by the Court. Furthermore, all payments
are contractually specified as a continuation of the advance
and they are subject to audit and correction should errors be
found during a subsequent audit.

4.17. With the present system, payments are contractually
due after the technical progress of the project and those items
which are contained in the cost statements have been checked.
The fact that no errors were hfound in advances and contractu-
ally hﬁxed payments shows that there is not a problem with the
authorisation of payments, but that the present system of cost
declarations signed by contractors needs to be reviewed. This
review is in progress.

4.18. The Commission recognises the problems involved in
the repayment of actual costs. The system has therefore been
considerably reinforced in the fifth framework programme (see
replies to paragraphs 4.20 and 4.51). Further improvements
and simplifications are now being developed (see reply to
paragraph 4.21).

However, the Commission would point out that this system
was established to provide as appropriate a response as pos-
sible to the specific features of research policy. By its nature, it
rules out the possibility of accurately determining in advance
the costs which will be involved in research. These costs are
unpredictable and lead to subsequent adjustments in line with
the expenditure actually incurred.

Repayment is based on a declaration of the costs actually
incurred by the contractors and on the possibility of an audit.
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The accuracy of the costs repaid and the expenses incurred is
verified by comparing the budget negotiated and the financial
(declaration of costs) and scientific (cer;iﬁving that the work
has been carried out) reports submitted. These may subse-
quently be corrected by means of financial audits on the spot.

Although no ‘contractual penalties” are provided for in the
contracts, the Commission can still terminate the contract or
the participation of a contractor, as well as obtain repayment
in the event of overcharging, if there are serious financial
irregularities.

Conclusions and Recommendations

4.19. The findings relating to payments by the Court dur-
ing its on-the-spot audits of beneficiaries confirm the analysis
of the Commission that a review %f the system is needed to
reduce the danger of overcharging by contractors. Work is in
progress on this issue (see the Commission’s replies to para-
graphs 4.16 and 4.17).

4.20. The Commission has already made a number of
changes to the system under the fifth framework programme.
It has, for instance, provided a more detailed definition of
these costs in the implementing regulation and in the con-
tracts. It has also drawn up documents which will help par-
ticiﬁants with the financial arrangements relating to contracts
with Directorate-General Research (DG RTD) and which are
tade available to the public on its new website. Finally, it has
also given a more detailed description of the contractual pen-
alties and has made it easier for them to be applied by adopt-
ing the method of offsetting debts against other payments to
the same contractor.

The Commission shares the Court’s view that administrative
penalties would also be likely to reduce the risk of ineligible
expenditure. This requires adoption of a sectoral Council regu-
lation based on the Regulation of 18 December 1995 on the
protection of the Community’s financial interests.

4.21. The Commission set up a working party which pro-
duced a report in February 2000 proposing a number of
improvements and simplifications in the management of
research programmes. Some of the main conclusions were that
two pilot actions should be undertaken: use of flat rates and
use of audit certificates with cost statements. Preparatory work
on a revision of the financing rules is under way.

For the time being, the Commission is considering how extra
flat-rate elements could be incorporated in the contracts. Its

review cannot, however, ignore the concerns of the contrac-
tors, the Member States or the European Parliament.

4.22.  Checking proposed costs is already part of the selec-
tion process. The Commission will investigate, as part of the
ongoing work to improve the management of Directorate-
General Research (RDT) programmes, what further steps
should be taken. Given the mass of documentation involved,
contractors must keep documents and receipts for all costs
incurred by themselves in relation to the contracted projec;for
verification and on-site audits by the Commission. This does
not, however, prevent a contractor from submitting specific
supporting documents in response to requests from the Com-
mission’s departments.

4.23. In the research sector, the Commission has set itself
the objective of auditing up to 10 % of contractors and has in
practice substantially increased its control activities and expen-
diture. However, its new audit strategy goes further than the
quantitative aspect since it extends the types of audit carried
out and reduces audit times, as well as planning the audit bet-
ter.

The certification of cost claims exceeding a certain amount
could indeed be regarded as a solution despite the additional
cost this would entail.

FOLLOW-UP TO PREVIOUS OBSERVATIONS

4.25.

(a) The Commission agrees that one contract was neglected
for too long, but it has been settled in the meantime.

With regard to the other case signalled by the Court, the
Commission, aware of the importance of recovering entitle-
ments in the interests of sound financial management,
will endeavour to introduce and put into operation appro-
priate instruments for this purpose in the near future.

(b) Commission departments will bring to a rapid conclusion
cases where action is still needed.

4.29. The Commission welcomes the Court’s comments on
the considerable improvements made to the management of
the establishment plan for the programme ‘Preserving the eco-
systemn — Energy’. As the Commission stated in its reply to
the Court’s special report of 1998 on the JOULE-Thermie
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programme, it was possible to make these improvements in
1999 during the redeployment of staff following the transi-
tion between the fourth and fifth framework programmes.

The Commission agrees with the Court’s analysis, but would
point out that the percentage of staff allocated to this pro-
gramme comes to 87 %.

4.30. The Commission would stress that the tasks involved
in implementing an individual programme go further than
the process of planning, evaluation, negotiation and monitor-
ing of contracts. Implementation also involves tasks of general
policy and administrative coordination. The human resources
are allocated during internal hearings at the start of the bud-
get year. The activity-based budgeting (ABB) now employed
will make it easier to identify the horizontal lines and thus
introduce more clarity in the current presentation of the break-

down of staff.

AUDITS CARRIED OUT BY THE COMMISSION

Analysis of the Directorate-General for Research’s audit
reports

4.35. In total 74 on-the-spot controls covering 126 con-
tracts were audited in 1999 by DG RTD. Out of 74 on-the-
spot controls, 45 were carried out by DG RTD'’s own staff,
while the remaining 29 were carried out by external auditing
firms.

4.36. Of the 74 audit files closed in 1999, audits were
closed on average within 19 months. Within the framework
of the new audit strategy put in place by DG Research, prior-
ity has been given to closing the outstanding on-the-spot con-
trols. 1999 was therefore a transition year where, as a first
priority, past audits were closed and new controls were launched.
A key objective of the new strategy is to reduce considerably
the duration of the audit. To date, it is on average 12 months.

4.37. In fact, 4,1 % of the total amount paid will be recov-
ered (taking into account 74 audits). Although this is still too
high, it should be noted that the audits of DG Research in
1999 were in part focused on high-risk areas and not on a
pure random sample basis. The Commission is continuing its
effort to reduce this level.

4.38. These audit findings underline the relevance of the
changes made in the fifth framework programme to three cat-
egories of expenditure — personnel, overheads and subcon-
tracting:

130/ 205

— for personnel costs, there is a more detailed definition,

— for overheads, there is now a possibility of opting for a
flat rate,

— for subcontracting, the contract obliges the contractor to
send a copy of the invoices to the Commission and allows
for an audit of the subcontractors.

4.39. DG RTD systematically evaluates the performance of
the external contractors. Th?our unsatisfactory reports (due
to the poor quality or delayed transmission of the final report
by the external contractor) have been one reason for changing
the framework contract for external auditing of the year 1999.

THE STAFF SITUATION OF THE
DIRECTORATE-GENERAL FOR RESEARCH

Assessment of the staff situation

4.44.

(a) The temporary staff are allocated to scientific and techni-
cal duties as the Commission organises selection proce-

dures for this type of staff.

(b) Auxiliary staff are taken on as required (for all types of
support tasks) in accordance with the Staff Regulations
and the arrangements applicable to other servants.

(c) Auxilia? staff and seconded national experts are taken
on for all types of tasks.

4.45. The relatively high number of senior category A staff
in the Unit ‘Administration Management of Association
Agreements’ ;qﬂects the specific situation for fusion research.
Fully in accordance with the Programme Decision in the field
of nuclear energy 1998 to 2002 (1999/175/Euratom), sci-
entific and technical staff are working in the different fusion
laboratories in Europe. These staff are formally allocated to
DG RDT. In addition, due to the closure of the JET Joint
Undertaking at the end of 1999, many of its relatively senior
staff have joined this unit to work in the different laboratories
in Europe, maintaining and distributing valuable knowledge
and experience. The number of Euratom staff in the associ-
ated lalljomtories is decreasing due to retirements.
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4.46. and 4.47. The Commission decided in 1996 to
rebalance the structure of all its research staff as part of the
new research staff policy.

This policy has produced tangible results which are consistent
with the objectives laid down, since the staff structure for all
cateﬁories within the Directorates-General in the research sec-
tor has increased from 23 % officials in 1996 to 34 % in
1999 and, according to the forecasts, the proportion of offi-
cials should rise to 37 % in 2000. To sum up, the Commis-
sion will continue to advance towards the objectives laid down
in 1996 by the new research staff policy. They will be achieved
before 2005.

FAIR PROGRAMME (FISHERIES, AGRICULTURE
& AGROINDUSTRIAL RESEARCH)

4.50.

(a) The Fair programme evolved from a series of programmes
which were run separately by three different Directorates-
General. In Fair these programmes were brought together
into one single programme managed by the three DGs
(Research, Fisheries and Agriculture). The many joint
actions were carried out on the initiative and under the
direction of the DG in charge of the overall running of the
programme (DG Research), which also provided coordi-
nation on horizontal activities. In the fifth framework
programme (FWP) the management of agricultural
research has been transferred from DG Agriculture to DG
Research.

(b

~

The Commission considers that in the fourth FWP it was
intrinsically difficult to set quantitative objectives in a
research programme, particularly in a programme like
Fair dealing with aspects such as agricultural production,
fisheries, forestry and food production. The independent
experts who carried out the annual monitoring exercises
o}?the Fair programme always considered that the pro-
gramme successfully met the assigned objectives.

(c) A common evaluation procedure was agreed by the three
DGs at the start of Fair and this was uniformly applied
in the evaluation of all research proposals submitted to the
programme. Nevertheless, the Commission acknowledges
that problems with the first call of Fair did occur, particu-
larly in area 4 of the programme, which are mentioned in
the Court’s special report. These problems were resolved
and did not occur again in subsequent calls.

(d) With regard to the specific cases and situations mentioned
by the Court, the Commission is taking the necessary
steps to remedy them.

4.51. As regards relevant indicators, the problem-solving
approach of the fifth FWP (Framework Programme) facili-
tates the setting of clear objectives and delivem%les within each
key action, which can be measured against results obtained
and for future evaluations. As far as coordination is con-
cerned, a group of directors of the political and research DGs
has been established. The role of the lead DG is now more
clearly defined and improved computerised tools and common
datagases put in place.

With the fifth FWP, the provisions of the standard contract
have been improved. The Commission has (see para-
graphs 4.20 and 4.38):

— introduced a procedure allowing more detailed negotia-
tion,

— adopted, on the basis of the Council decision, an imple-
menting regulation providing further information and
details for the definition and eligibility of costs,

— provided a more detailed definition of these costs in the
contracts and made changes to the three categories of
costs represented by staff, overheads and subcontracting,

— drawn up documents to help participants with the finan-
cial arrangements relating to RTD contracts,

— laid down contractual penalties and simplified their appli-
cation.

Moreover, strict criteria for selection of experts are now in
force: competence and experience, impartiality, fair geographi-
cal distribution, varieties of backgrounds (types oforganisa-
tions) of the candidates, references. In all cases the Commis-
sion made the greatest effort to avoid inviting experts from
institutes involved in the proposals to be evaluated. When this
was unavoidable, the expert had to abstain from evaluation
of individual projects where a conflict of interest might exist.

TRANS-EUROPEAN TELECOMMUNICATIONS
NETWORKS

4.52.  Observations from this report have been taken into
consideration in the current management of the action. They
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will also be included in the proposal for revision of Annex I
to the guidelines, which defines projects of common interest.

4.53.

(a) The decision-making process is outside the control of the
Commission. When the guidelines are adopted, the regu-
lar updating of the work programme and the definition
of the calls introduce the necessary element of flexibility
in the design process of the action.

(c

~

TEN-telecom (trans-European telecommunications net-
works) starts from results of technological developments
whose marketability is not yet clear. TEN-telecom was
presented to the research audience as a follow-on
action. Indeed there exist similarities with the research
programme on telematics applications in ‘areas of general
interest’ (such as education, environment, transport), since
the guidelines were conceived originally as a follow-on
action to research. TEN-telecom focuses on assessing the
marketability and the business case for products which
present sufficient technological maturity but require clari-
fication for future market deployment and for establish-
ing a convincing business plan to secure internal or exter-
nal project financing by well-committed partners. These
issues are mar: inalﬁ addressed by RTD projects in their
exploitation pﬁms, where the core of the action addresses
the conditions of adoption of advanced technologies or
methodologies in cooperation between users and suppli-
ers, and not market- or financial-package assessment.

The Commission is to submit proposals for revisions of
the guidelines on the basis of the evaluation of the action
and technical developments. Critical points for revision
could be the following:

— the action would be clearly differentiated from what is
covered by the research,

— the action would be more focused; building on prior-
ity actions of the e-Europe initiative,

— the work programme would remain s%ﬁciently gen-
eral to reflect technology changes and new market
trends in the definition of calls for proposals,

— the structuring of prl?'ects and related Community
support would be made clearer,
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— greater emphasis would need to be placed on the
trans-European dimension of the action.

(d) The TEN Financial Regulation stipulates that ‘studies’
can always be accompanied by ‘technical support mea-
sures’, which is reflected in the glossary of terms approved
by the TEN Financial Committee and confirms a larger
acceptance in the meaning of ‘studies’.

In addition, Article 3 of the guidelines clearly states as a
priority ‘study and validation of the technical and com-
mercial feasibility, followed by the deployment of applica-
tions supporting the development of a European informa-
tion society, in particular applications of collective interest’.
Studies have been carefully defined following this model,
with a greater emphasis put on market feasibility and
validation so that the action could be best differentiated
from what is supported in the research.

(e

~

The 1994 to 1999 Structural Funds’ programming period
coincided with a transition period from a monopolistic to
an open market. The Commission opted for a case-by-
case approach, which helped to solve many problems in
compliance with the new regulatory framework, and in
respect of regional-development objectives, and to acceler-
ate the liberalisation process in Cohesion countries. For
the new period 2000 to 2006, rules for ensuring trans-
parency and compliance with competition rules have been
established in the framework of the operations of the
Funds.

4.54. Anintermediate evaluation report of the Euro-ISDN
(integrated services digital network) guidelines for the period
1993 to 1997 was communicated by the Commission to the
Court in February 1999. It makes recommendations which
have been taken into consideration in the continuation of the
action. Furthermore, a report on the final results of the 1998
TEN-telecom call for proposals was made (COM(99) 153)
and presented to Parliament on 8 April 1999.

Finally an in-depth evaluation of the action is taking place
until November 2000 and the results will be communicated
to Parliament and the Council. The Commission will then
submit a proposal for revision of Annex 1 to the TEN-telecom
guidelines, on the basis of such evaluation and technical
developments.
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CHAPTER 5 (*)

External aid

5.0. CONTENTS Paragraph
Introduction 5.1
Implementation of the budget 5.2-5.12
Changes in and use made of appropriations in 1999 5.2-5.3
Commitment appropriations 5.4-5.5
Payment appropriations 5.6-5.12
Specific appraisal in the context of the Statement of Assurance 5.13-5.35
Description of the subject area 5.13
Scope and nature of the audit 5.14-5.15
Phare decentralised implementation system (DIS) 5.16-5.18
Special Funds 5.19-5.20
Non-governmental organisations (NGOs) 5.21-5.27
Systems of internal control 5.21-5.24
Legality and regularity of the underlying transactions 5.25-5.26
Conclusion 5.27
Bosnia deconcentrated implementation system 5.28-5.31
Overall conclusion 5.32
Follow up to previous observations 5.33-5.55
Introduction 5.33-5.34
Special Report No 7/98 on South Africa 5.35-5.44
The dispersal of actions and centralised procedures 5.36-5.38
Coordination with other donors 5.39-5.40
Financial information system 5.41-5.44
Annual Report 1996: Fondo Especial de Promocion de las Exportaciones de
Honduras y Nicaragua (FEPEX) 5.45-5.49
Evaluation procedures for Phare and Tacis 5.50-5.55
Other observations 5.56-5.103
Phare public administration programmes 5.56-5.74
Introduction 5.56-5.58
Support to general public administrations 5.59-5.63
Support to the customs services 5.64-5.68

(*) The Commission’s replies are on page 150.
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Support to the statistical services 5.69-5.72
Conclusions 5.73-5.74
Refugee return programme in Bosnia 5.75-5.78
Observations on sound financial management issues deriving from the
audit of NGOs 5.79-5.93
Appraisal 5.80-5.83
Reporting 5.84-5.88
Results 5.89-5.92
Block grants 5.93
Agreement between the European Community and the United Nations 5.94-5.103
INTRODUCTION 5.3. More than 300 pages of Volume I, Part II of the

5.1. External aid groups together the operations
entered under heading 4 of the financial perspectives.
This comprises the traditional forms of aid and the
operations adopted by the Council under the common
foreign and security policy (CFSP). The aid that is pro-
vided through the European Development Funds (1)
appears only as a token entry in the general budget, as
itis financed separately. Apart from the budgetary imple-
mentation and the specific appraisal in the context of
the Statement of Assurance, the chapter includes obser-
vations on the Phare public administration programmes,
the refugee-return programme in Bosnia, sound finan-
cial management issues concerning non-governmental
organisations and the agreement between the European
Community and the United Nations. The chapter also
contains a section on the follow-up to previous obser-
vations.

IMPLEMENTATION OF THE BUDGET
Changes in and use made of appropriations in 1999

5.2. Table 5.1 gives an overview of how available
appropriations were used during the financial year 1999.

(") See separate observations in this report.
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revenue and expenditure account are devoted to describ-
ing the implementation of subsection B7 (External
action) of the budget. By dint of its length, this descrip-
tion ignores a criticism previously made by the Court (2),
which recommended that any reader of the accounts
should be able to refer to an exhaustive and user-friendly
description and analysis of the management of budget
appropriations. There is no table which gives an over-
view of the implementation of the budget in this area.
The analysis consists in a mere juxtaposition of dispar-
ate contributions from different departments, included
in their original state, which would have benefited from
being more concise and reduced to a summary.

Commitment appropriations

5.4. As in the previous year (3) most of the commit-
ments were made in the fourth quarter of the year, in
December, for the budget headings specified in
Table 5.2 (which represent 61 % of tI%e total External
actions — Subsection B7). Such a concentration of
financing proposals in a very short period, notably for
the Asian, Latin American and MEDA programmes,
does not allow for proper decision-making by the Com-
mission or for a proper assessment by Advisory Com-
mittees.

5.5. 127,6 million euro were granted to Title B7-5 in
the form of provisional appropriations. When they were

(%) Paragraph 5.14 of the Annual Report 1998.
(®) Paragraphs 5.3 and 5.4 of the Annual Report 1998
(0] C 349, 3.12.1999).
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