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General introduction

The European Court of Auditors (ECA) is an institution of the European Union
(EVU) and the external auditor of the EU’s finances. In this capacity, we act as the
independent guardian of the financial interests of all EU citizens, notably by helping to
improve the EU’s financial management.

In line with the Treaty on the Functioning of the European Union (TFEU)?, our
annual report on the implementation of the EU budget covers both revenue and
expenditure. It presents our statement of assurance as to whether the EU’s accounts
are reliable and whether the EU budget has been used in accordance with the
applicable laws and regulations. This statement is supplemented by specific
assessments for major areas of EU budget spending. A separate annual report covers
the European Development Funds.

The EU’s general budget is adopted annually by the Council of the European
Union and by the European Parliament. In May 2020, the Council of the European
Union adopted NextGenerationEU (NGEU), a temporary instrument that was set up in
response to the socio-economic impact of the COVID-19 pandemic and is financed
through issuing bonds. NGEU provides funding for the Recovery and Resilience Facility
(RRF)?, accounting for about 90 % of NGEU funding, as well as for top-ups to existing
2021-2027 MFF programmes, which have to be spent in line with sector-specific rules.

Both the EU’s general budget and NGEU funding are subject to the discharge
procedure. Through this procedure, the Parliament, acting on a recommendation from
the Council, decides whether the European Commission has satisfactorily met its
budgetary responsibilities. Our annual report, combined as appropriate with our other
products, provides a basis for the discharge procedure. Upon publication, we forward
our annual report to member states’ national parliaments, the European Parliament
and the Council.

L Articles 285 to 287 of the TFEU.
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Regulation (EU) 2021/241 establishing the Recovery and Resilience Facility.


https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=uriserv%3AOJ.C_.2012.326.01.0001.01.ENG&toc=OJ%3AC%3A2012%3A326%3ATOC#C_2012326EN.01004701
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=uriserv%3AOJ.C_.2012.326.01.0001.01.ENG&toc=OJ%3AC%3A2012%3A326%3ATOC#C_2012326EN.01004701
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021R0241&from=EN

This annual report is structured as follows:

— chapter 1 contains the statement of assurance, a summary of the results of our
audit on the reliability of accounts and the legality and regularity® of transactions,
including the Commission’s regularity information and a summary of our audit
approach;

— chapter 2 presents our analysis of budgetary and financial management;

— chapter 3 presents performance aspects (i.e. the economy, efficiency and
effectiveness) of the budget’s implementation, focusing on our analysis and
synthesis of key performance information from special reports adopted in 2022
and our follow-up of recommendations made in our 2019 report on the
performance of the EU budget and in our 2019 special reports;

— chapter 4 presents the results of our testing of the regularity of EU revenue
transactions and examination of elements of internal control systems for
managing revenue, as well as of our review of the Commission’s annual activity
reports;

— chapters 5-10 show, for the headings of the 2021-2027 multiannual financial
framework (MFF), the results of our testing of the regularity of transactions and
our review of the Commission’s annual activity reports, elements of its internal
control systems and other governance arrangements.

— chapter 11 presents the results of our testing of the regularity of RRF
transactions, as well as our review of the Commission’s annual activity reports,
our assessment of selected supervisory and control systems and our audit
approach for the RRF.

We aim to present our findings in a clear and concise way. We cannot always
avoid using terms specific to the EU, its policies and budget, or to accounting and
auditing. On our website, we have published a glossary with explanations of most of
these specific terms. The terms defined in the glossary appear in italics when they first
occur in each chapter.

3 Hereafter in this annual report, we use the term ‘regularity’ with the same meaning as

‘legality and regularity’.


https://www.eca.europa.eu/en/publications/AR-2022-glossary

It is our responsibility, as external auditor, to report our audit findings and
draw the necessary conclusions in order to provide an independent and impartial
assessment of the reliability of the EU accounts and the legality and regularity of
transactions.

The Commission’s replies to our findings (and, where appropriate, the replies
of other EU institutions and bodies) are presented together with this report.

More information on our work can be found in our annual activity reports, our
special reports, our review documents and our opinions on new or updated EU laws or
other decisions with financial management implications, all of which are available on
our website.


http://www.eca.europa.eu/
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Chapter 1

The statement of assurance and supporting information
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The ECA’s Statement of Assurance
provided to the European Parliament
and the Council — independent
auditor’s report

Opinion

|. We have audited:

(a) the consolidated accounts of the European Union, which comprise the
consolidated financial statements' and the budgetary implementation
reports’ for the financial year ended 31 December 2022, approved by the
Commission on 28 June 2023;

(b) the legality and regularity of the underlying transactions, as required by
Article 287 of the Treaty on the Functioning of the European Union (TFEU).

Reliability of the accounts

Opinion on the reliability of the accounts

". In our opinion, the consolidated accounts of the European Union (EU) for the
year ended 31 December 2022 present fairly, in all material respects, the EU’s
financial position as at 31 December 2022, the results of its operations, its cash
flows and the changes in its net assets for the year then ended, in accordance with
the Financial Regulation and with accounting rules based on internationally
accepted accounting standards for the public sector.

L Regulation (EU, Euratom) No 2018/1046 of the European Parliament and of the Council of
18 July 2018 on the financial rules applicable to the general budget of the Union and
repealing Council Regulation (EC, Euratom) No 966/2012 — OJ L 193/30.07.2018, p. 1,
Article 243.

2 Ibid., Article 244.


https://eur-lex.europa.eu/legal-content/EN/TXT/HTML/?uri=CELEX:32018R1046#d1e15325-1-1
https://eur-lex.europa.eu/legal-content/EN/TXT/HTML/?uri=CELEX:32018R1046#d1e15325-1-1
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Legality and regularity of the transactions underlying the accounts
Revenue

Opinion on the legality and regularity of revenue

I". In our opinion, the revenue underlying the accounts for the year ended
31 December 2022 is legal and regular in all material respects.

Expenditure

IV. For 2022, we continue providing two separate opinions on the legality and
regularity of expenditure. This reflects the fact that the Recovery and Resilience
Facility (RRF) is a temporary instrument delivered and financed in a way that is
fundamentally different to normal budget spending under the multiannual
financial framework (MFF).

Adverse opinion on the legality and regularity of budget expenditure

V. In our opinion, owing to the significance of the matter described under ‘Basis
for adverse opinion on the legality and regularity of budget expenditure’, the
budget expenditure accepted in the accounts for the year ended

31 December 2022 is materially affected by error.

Qualified opinion on the legality and regularity of RRF expenditure

Vl. In our opinion, except for the effects of the matters described under the
‘Basis for qualified opinion on the legality and regularity of RRF expenditure’, the
RRF expenditure accepted in the accounts for the year ended 31 December 2022 is
legal and regular in all material respects.

Basis for opinion

V". We have conducted our audit in accordance with the International
Federation of Accountants (IFAC) International Standards on Auditing (ISAs) and
Codes of Ethics and the INTOSAI International Standards of Supreme Audit
Institutions (ISSAIs). Our responsibilities under these standards and codes are
described in more detail in the ‘Auditor’s responsibilities’ section of our report. In
that section, we also provide more information on the basis for our opinion on
revenue (see paragraph XXXV) and RRF expenditure (see paragraph XXXVII). We
have also met independence requirements and fulfilled our ethical obligations
under the International Ethics Standards Board for Accountants Code of Ethics for
Professional Accountants. We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our opinions.
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Basis for adverse opinion on the legality and regularity of budget expenditure

V"I. Our overall estimated level of error for budget expenditure accepted in
the accounts for the year ended 31 December 2022 is 4.2 %. A substantial
proportion of this expenditure is materially affected by error. This mainly concerns
reimbursement-based expenditure, in which the estimated level of error is 6.0 %.
Such expenditure increased to €110.1 billion in 2022, representing 66.0 % of our
audit population®. The effects of the errors we found are therefore both material
and pervasive to the year's accepted expenditure.

Basis for qualified opinion on the legality and regularity of RRF expenditure

IX. Eleven out of the 13 RRF payments (and related clearings of pre-financing)
were affected by quantitative findings. Six of these payments were affected by
material error. We also identified cases of weak design in the measures and
underlying milestones or targets and problems with the reliability of information
that member states included in their management declaration. Based on these
elements, we consider that the overall effects of our findings are material, but not
pervasive to the year’s accepted RRF expenditure.

Key audit matters

We assessed the liability for pension and other employee benefits

X. The EU balance sheet includes a liability for pension and other employee
benefits amounting to €80.6 billion at the end of 2022 (2021: €122.5 billion).

XI. Most of the liability for pension and other employee benefits relates to the
Pension Scheme of Officials and Other Servants of the European Union (PSEQ),
amounting to €73.1 billion (2021: €109.7 billion). The liability recorded in the
accounts is an estimate of the present value of expected future payments the EU
will have to make to settle its pension obligations.

X". The benefits paid under the pension scheme are charged to the EU budget.
While the EU has not created a dedicated pension fund to cover the cost of future
pension obligations, member states jointly guarantee the payment of the benefits,
and officials contribute one third of the cost of financing the scheme. Eurostat
calculates this liability annually on behalf of the Commission’s accounting officer,
using parameters such as the age profile and life expectancy of EU officials and
assumptions about future economic conditions. These parameters and
assumptions are also assessed by the Commission’s actuarial advisors.

3

We provide further information in our 2022 annual report, paragraphs 1.22-1.26.
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XI". The decrease in the pension liability in 2022 is mainly due to the increase
in the nominal discount rate, which is affected by rising global interest rates®*.

le. The second largest part of the liability for pension and other employee
benefits is the EU’s estimated liability towards the Joint Sickness Insurance
Scheme (JSIS), which amounted to €5.7 billion at the end of 2022

(2021: €10.3 billion). This liability relates to EU staff members’ healthcare costs
payable during post-activity periods (net of their contributions).

XV. As part of our audit, we assess the actuarial assumptions made for these
schemes and the resulting valuation. We base our evaluation on work carried out
by external, independent actuarial experts. We check the basic data underlying
the calculations, the actuarial parameters and the calculation of the liability. We
also examine the presentation of the liabilities in the consolidated balance sheet
and the notes to the consolidated financial statements.

XVl. We conclude that the estimate of the overall liability for pension and
other employee benefits is presented fairly in the consolidated annual accounts.

We assessed significant year-end estimates presented in the accounts

XV". At the end of 2022, the estimated value of incurred eligible expenses due
to beneficiaries but not yet claimed was €148.7 billion (2021: €129.9 billion).
These amounts were recorded as accrued expenses®.

XV"'. The increase in that estimate relates mainly to the RRF, which is the
centrepiece of NextGenerationEU (NGEU), the temporary recovery instrument
aimed at helping to repair the immediate economic and social damage brought
about by the COVID-19 pandemic. Payments to member states under this facility
follow a predefined instalment profile up to 2026. At the end of 2022, accrued RRF
expenditure amounted to €22.6 billion (2021: €12.3 billion).

XIX. in order to assess these year-end estimates, we examined the system the
Commission had set up for the cut-off calculations to ensure its correctness and
completeness in the directorates-general where most expenses were incurred.
During our audit work on the sample of invoices and pre-financing payments, we
examined the relevant cut-off calculations in order to address the risk of accruals

4

5

2022 EU annual accounts, note 2.9.

These comprise accrued charges of €85.9 billion on the liabilities side of the balance sheet
and, on the assets side, €62.8 billion reducing the value of pre-financing.


https://op.europa.eu/en/publication-detail/-/publication/6c33a01d-194e-11ee-806b-01aa75ed71a1/language-en/format-PDF/source-289021897
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being misstated. We sought clarification from the Commission’s accounting
services on the general methodology for establishing these estimates.

XX. We conclude that the estimate of the overall amount of accrued charges
and other advances paid to member states is presented fairly in the consolidated
annual accounts.

We reviewed the asset generated by the UK’s withdrawal process

XXI. On 1 February 2020, the United Kingdom (UK) ceased to be an EU member
state. Under the withdrawal agreement, the UK has committed to honouring all
financial obligations under previous MFFs arising from its EU membership.

XX". Following the end of transition period at 31 December 2020, further
mutual obligations on the part of the EU and the UK give rise to certain liabilities
and receivables for the EU. These obligations must be reflected in the EU’s annual
accounts. The Commission estimated that, at the balance sheet date, the EU
accounts showed a net receivable due from the UK of €23.9 billion (2021:

€41.8 billion), of which it is estimated that €9.1 billion will be paid in the

12 months following the reporting date.

XX'". As part of our normal audit procedures, we discussed with the
Commission the timing, accuracy and completeness of the asset recognised and
payments made. We recalculated the amounts concerned, reconciled them with
the underlying records and checked the appropriateness of any assumptions used.

XX'V. We conclude that the estimate of the total asset recognised in relation
to the UK’s withdrawal process is presented fairly in the consolidated annual
accounts.

We assessed impact on the accounts of Russia’s war of aggression against
Ukraine

XXV. on24 February 2022, Russia invaded Ukraine. As the EU provides
assistance to Ukraine in the form of loans and grants, we assessed the
Commission’s calculations concerning the EU’s associated financial risk exposure,
as well as their underlying basis, to ensure that the actual and potential
consequences were reflected appropriately in the EU accounts. We assessed the
Commission’s calculations against our own and against existing data on the
matter.
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XXV' « We conclude that the treatment of the impact of Russia’s war of
aggression against Ukraine on the consolidated accounts is presented fairly in the
consolidated annual accounts.

We assessed the impact of NGEU on the accounts

XXV". With NGEU, the EU mobilised substantial means to reinforce the
member states’ public health sectors and mitigate the pandemic’s socio-economic
impact in the EU. To fund NGEU, the European Commission raises debt in the
capital markets. These funds are being made available to the member states in the
form of non-repayable grants or loans up to a previously agreed allocation. These
activities have a significant effect on the financial statements. The most significant
part of NGEU is the RRF.

XXV"'. As part of our normal audit procedures, we audited the assets,
liabilities, revenue and expenses, including those related to NGEU. We conclude
that they are presented fairly in the consolidated annual accounts.

Other matters

XXIX. Management is responsible for providing ‘other information’. This term
encompasses the ‘Financial highlights of the year’, but not the consolidated
accounts or our report on these. Our opinion on the consolidated accounts does
not cover this other information, and we do not express any form of assurance
conclusion on it. Our responsibility in connection with the audit of the
consolidated accounts is to read the other information and consider whether it is
materially inconsistent with the consolidated accounts or the knowledge we have
obtained in the audit or otherwise appears to be materially misstated. If we
conclude that the other information is materially misstated, we are required to
report this accordingly. We have nothing to report in this regard.

Responsibilities of management

XXX. In accordance with Articles 310 to 325 of the TFEU and with the Financial
Regulation, management is responsible for preparing and presenting the EU’s
consolidated accounts on the basis of internationally accepted accounting
standards for the public sector, and for the legality and regularity of the
underlying transactions. This responsibility includes designing, implementing and
maintaining internal control relevant to the preparation and presentation of
financial statements that are free from material misstatement, whether due to
fraud or error. Management is also responsible for ensuring that the activities,
financial transactions and information reflected in the financial statements are in
compliance with the authorities (laws, regulations, principles, rules and standards)
which govern them. The Commission is ultimately responsible for the legality and
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regularity of the transactions underlying the EU’s accounts (Article 317 of the
TFEU).

XXXI. When preparing the consolidated accounts, management is responsible
for assessing the EU’s ability to continue as a going concern, disclosing any
relevant matters and using the going concern basis of accounting unless it either
intends to liquidate the entity or cease operations, or has no realistic alternative
but to do so.

XXX". The Commission is responsible for overseeing the EU’s financial
reporting process.

XXX'". Under the Financial Regulation (Title XIll), the Commission’s
accounting officer must present for audit the consolidated accounts of the EU first
as provisional accounts by 31 March of the following year and as final accounts by
31 July. The provisional accounts should already give a true and fair view of the
EU’s financial position. It is therefore imperative that all items of the provisional
accounts are presented as final calculations, allowing us to perform our task in line
with (Title XIIl) of the Financial Regulation and by the given deadlines. Any changes
between the provisional and final accounts would normally result from our
observations only.

Auditor's responsibilities for the audit of the consolidated accounts
and underlying transactions

XXXIV. Our objectives are to obtain reasonable assurance as to whether the
EU’s consolidated accounts are free from material misstatement and the
underlying transactions are legal and regular and on the basis of our audit, to
provide the European Parliament and the Council with a statement of assurance
as to the reliability of the accounts and the legality and regularity of the
underlying transactions. Reasonable assurance is a high level of assurance, but it is
not a guarantee that the audit has necessarily detected all instances of material
misstatement or non-compliance that may exist. These can arise from fraud or
error and are considered material if, individually or in the aggregate, they could
reasonably be expected to influence any economic decisions taken on the basis of
these consolidated accounts.

XXXV. For revenue, our examination of VAT and GNI-based own resources
takes as its starting point the macroeconomic aggregates from which these are
calculated, and assesses the Commission's systems for processing these up to the
point at which the member states’ contributions have been received and recorded
in the consolidated accounts. For the own resource based on non-recycled plastic
packaging waste, we review the process for compiling forecast data and the
Commission’s controls on the calculation of member states’ contributions based
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on this data, up to the point the revenue amounts were received and recorded in
the accounts. For traditional own resources, we examine the customs authorities’
accounts and analyse the flow of duties up until the amounts have been received
by the Commission and recorded in the accounts. Customs duties are at risk of
either not being declared or being declared incorrectly to the national customs
authorities by importers. The actual import duties collected will therefore fall
short of the amount that should theoretically be collected. This difference is
known as the “customs gap”. These evaded amounts are not captured in member
states’ TOR accounting systems and do not fall within the scope of our audit
opinion on revenue.

XXXV' « For expenditure, we examine payment transactions once expenditure
has been incurred, recorded and accepted. This examination covers all categories
of payments at the point they are made, except advances. We examine advance
payments once the recipient of funds has provided evidence of their proper use
and the institution or body has accepted that evidence by clearing the advance
payment, which might not happen until a subsequent year.

XXXV". For RRF expenditure, unlike other budget expenditure, the main
condition for payment is the satisfactory fulfilment of predefined milestones or
targets. Consequently, our audit focuses on whether the payment conditions and
horizontal eligibility conditions were met. As compliance of expenditure incurred
by final recipients with EU and national rules is not a condition for RRF payments,
our audit does not involve a systematic assessment of this aspect. The RRF
Regulation does not stipulate further criteria on how to interpret the word
‘satisfactory’, and, therefore, leaves the Commission with broad discretion when
assessing the satisfactory fulfilment of milestones and targets. The assessment of
gualitative achievements requires several judgements to be made, leading to
different possible interpretations. This risk is particularly present when milestones
or targets are vaguely designed.

XXXV'". We exercise professional judgement and maintain professional
scepticism throughout the audit. We also:

(a) Identify and assess the risks of material misstatement of the consolidated
accounts and of material non-compliance of the underlying transactions with
the requirements of EU law, whether due to fraud or error. We design and
perform audit procedures responsive to those risks and obtain audit evidence
that is sufficient and appropriate to provide a basis for our opinion. Instances
of material misstatement or non-compliance resulting from fraud are more
difficult to detect than those resulting from error, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations, or the override
of internal control. Consequently, there is a greater risk of such instances not
being detected.



(b)

(c)

(d)

(e)

(f)
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Obtain an understanding of internal control relevant to the audit in order to
design appropriate audit procedures, but not for the purpose of expressing
an opinion on the effectiveness of the internal control.

Evaluate the appropriateness of the accounting policies used by management
and the reasonableness of management’s accounting estimates and related
disclosures.

Conclude as to the appropriateness of management’s use of the going
concern basis of accounting and, based on the audit evidence obtained, as to
whether material uncertainty exists owing to events or conditions that may
cast significant doubt on the entity’s ability to continue as a going concern. If
we conclude that such material uncertainty exists, we are required to draw
attention in our report to the related disclosures in the consolidated accounts
or, if these disclosures are inadequate, to modify our opinion. Our
conclusions are based on the audit evidence obtained up to the date of our
report. However, future events or conditions may cause the entity to cease to
continue as a going concern.

Evaluate the overall presentation, structure and content of the consolidated
accounts, including all disclosures, and assess whether the consolidated
accounts fairly represent the underlying transactions and events.

Obtain sufficient appropriate audit evidence regarding the financial
information on the entities covered by the EU’s scope of consolidation to
express an opinion on the consolidated accounts and the underlying
transactions. We are responsible for directing, supervising and carrying out
the audit, and are solely responsible for our audit opinion.

XXXIX. we communicate with management regarding, among other matters,
the planned scope and timing of the audit and significant audit observations,
including any significant deficiencies in internal control.

XL. Of the matters discussed with the Commission and other audited entities,
we determine which were of most significance in the audit of the consolidated
accounts and are therefore the key audit matters for the current period. We
describe these matters in our report unless law or regulation precludes public
disclosure or, as happens extremely rarely, we determine that a matter should not
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be communicated in our report because the adverse consequences of doing so
would reasonably be expected to outweigh any public interest benefits.

20 July 2023

Tony MURPHY
President

European Court of Auditors
12, rue Alcide De Gasperi — L-1615 Luxembourg
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Introduction

This chapter of the annual report:

(a) sets out the background to our statement of assurance and gives an overview of
our findings and conclusions on the reliability of accounts and the regularity of
the underlying transactions, including the Commission’s regularity information;

(b) includes information on our reporting of cases of suspected fraud to the
European Public Prosecutor’s Office (EPPO) and the EU’s anti-fraud office (OLAF)
and our audits on EU action to combat fraud;

(c) summarises our audit approach (see Annex 1.1).

The 2022 financial year was the second in which our work covered payments
made from the Recovery and Resilience Facility (RRF)®. The results of this work form
the basis for our 2022 opinion on the regularity of RRF expenditure. As the RRF is a
temporary instrument delivered and financed in a way that is fundamentally different
to budget spending under the multiannual financial frameworks (MFFs), we present
our observations on RRF expenditure in a separate chapter (chapter 11).

EU spending is an important tool for achieving policy objectives, but not the
only one. Other important measures include legislative frameworks, joint policy
strategies and the right to free movement of goods, services, capital and people
throughout the EU. In 2022, member states’ total general government spending
(€7 878 billion) represented 50.8 % of their gross national income (€15 494 billion). EU
budget spending amounted to €196.0 billion, representing 2.5 % of the EU member
states’ total general government spending and 1.3 % of their gross national income
(see Figure 1.1). Taking into account additional payments from assigned revenue for
RRF grants of €47.3 billion financed by EU debt (see paragraph 2.7), payments in 2022
totalled €243.3 billion’.

® Regulation (EU) 2021/241 establishing the RRF.

72022 consolidated annual accounts of the EU, budgetary implementation reports and

explanatory notes, section 6.3 MFF: Implementation of payment appropriations.


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021R0241&from=EN

24

Figure 1.1 — 2022 EU budget spending and general government
expenditure as a share of gross national income (GNI)

EU-27 gross national income
€15 494 billion

50.8 %

EU-27 general government expenditure
€7 878 billion

o

EU budget spending
€196.0 billion

Source: ECA, based on data on EU-27 GNI from the 2022 consolidated annual accounts of the European
Commission — Annex A — Revenue; EU-27 general government expenditure: Eurostat database —
Government revenue, expenditure and main aggregates (data extracted on 25.4.2023); EU budget
spending: European Commission — 2022 consolidated annual accounts of the European Union.

EU funds are disbursed to beneficiaries either through single payments/annual
instalments or through a series of payments within multiannual spending schemes.
Payments from the 2022 EU budget comprised €140.8 billion in interim or final
payments, plus €55.2 billion in pre-financing. As Figure 1.2 shows, the largest shares of
the EU budget went to ‘Cohesion, resilience and values’ and ‘Natural resources and
environment’, followed by ‘Single market, innovation and digital’.


https://ec.europa.eu/eurostat/databrowser/product/view/GOV_10A_MAIN
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Figure 1.2 — 2022 EU budget spending per MFF heading

(billion euros)
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MFF 1 (Chapter 5) Single market, innovation and digital

MFF 2 (Chapter 6) Cohesion, resilience and values

MFF 3 (Chapter 7) Natural resources and environment

MFF 4 (Chapter 8) Migration and border management

MFF 5 (Chapter 8) Security and defence
Neighbourhood and the world

MFF 7 (Chapter 10) European public administration

Special instruments (outside MFF)

Source: ECA.
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Audit findings for the 2022 financial
year

The accounts were not affected by material misstatements

Our findings concern the EU’s consolidated accounts® (the ‘accounts’) for the
2022 financial year. We received them, together with the accounting officer’s letter of
representation, on 30 June 2023, before the final date for presentation allowed under
the Financial Regulation. The accounts are accompanied by a ‘Financial highlights of
the year’ section®, which is not covered by our audit opinion. In accordance with
auditing standards, however, we have assessed its consistency with the information in
the accounts.

The accounts published by the Commission show that, at 31 December 2022,
total liabilities amounted to €577.2 billion, compared with €445.9 billion of total
assets. The difference of €131.3 billion represented the (negative) net assets,
comprising reserves and the portion of expenses already incurred by the EU up to
31 December that must be funded by future budgets. The (negative) economic result
for 2022 was €91.9 billion. The amounts expensed for NextGenerationEU (NGEU) have
contributed significantly to the mentioned negative amounts.

Our audit found that the accounts were not affected by material
misstatements. We present the results of our work on the financial and budgetary
management of EU funds in chapter 2.

Key audit matters relating to the 2022 financial statements

Key audit matters are those matters that, according to our professional
judgement, were of most significance in our audit of the financial statements of the
current period. These matters were addressed in the context of our audit of the
financial statements as a whole and in forming our opinion thereon, but we do not

8 Article 241 of Regulation (EU, Euratom) 2018/1046.
° Recommended Practice Guideline 2 (RPG 2) — ‘Financial Statement Discussion and Analysis’

of the International Public Sector Accounting Standards Board (IPSASB).


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32018R1046&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32018R1046&from=EN
https://www.ifac.org/system/files/publications/files/C7-RPG-2_0.pdf
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provide a separate opinion on these matters. We report on key audit matters in our
statement of assurance.

We examined the EU’s revenue and expenditure to assess whether its
resources had been collected and spent in compliance with the applicable laws and
regulations'’. We present our audit results for revenue in chapter 4 and for
expenditure in chapters 5-10. We report on RRF expenditure in chapter 11.

Our audit covers revenue and expenditure transactions underlying the
accounts

For revenue, we obtained reasonable assurance for our audit opinion by
assessing selected key systems, complemented by transaction testing. The sample of
65 transactions examined was designed to be representative of all sources of EU
budgetary revenue, which comprises revenue from own resources (customs duties and
resources based on value added tax, non-recycled plastic packaging waste and gross
national income) and revenue stemming from other sources. Our sample also covered
external assigned revenue used to finance the non-repayable (grant) component!* of
the RRF (see paragraphs 4.2-4.4).

For expenditure, we selected a representative sample of 760 transactions,
comprising transfers of funds from the EU budget to final recipients of EU spending
(see paragraphs (18) and (19) of Annex 1.1). Our testing of these transactions
contributed to our statement of assurance and to our estimation of the proportion of
irregular transactions in the overall audit population, in high-risk and low-risk
expenditure (see paragraph 1.18) and in each MFF heading for which we provide a
specific assessment (headings 1, 2, 3 and 7).

In 2022, our audit population for testing revenue amounted to €245.3 billion
(see Figure 4.1). Our population for testing expenditure totalled €166.8 billion,
including NGEU top-ups to existing 2021-2027 MFF programmes, which have to be
spent in line with sector-specific rules. These amounts include both contributions from

9" Including transactions from the 2014—2020 MFF and previous MFFs.

" This includes the amounts borrowed by the Commission to provide non-repayable financial
support to member states under NGEU. The EU will have to repay these amounts in the
future.
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and payments to the United Kingdom, in line with the conditions outlined in the
Withdrawal Agreement'?.

Figure 1.3 shows our audit population for testing expenditure — broken down
into interim and final payments; clearing of pre-financing; and annual decisions to
accept the accounts — in comparison with EU spending per MFF heading (see
paragraph (18) of Annex 1.1).

12 Articles 136 and 138 of the agreement on the withdrawal of the United Kingdom of Great
Britain and Northern Ireland from the European Union and the European Atomic Energy
Community.


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:12020W/TXT&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:12020W/TXT&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:12020W/TXT&from=EN
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Figure 1.3 — Comparison of our audit population (€166.8 billion) and EU
budget spending (€196.0 billion) by MFF heading in 2022

B Interim and final payments

Pre-financing payments (including advances to financial engineering instruments, the European
Fund for Strategic Investments, agencies and the Guarantee Fund for External Actions)

Clearing of pre-financing (including trust fund disbursements for MFF 6 and 2019 and 2020
payments for OPs closed in 2021 for MFF 2)

m Annual decision to accept the accounts (for expenditure from 2014-2020 and 2007-2013
programming periods)

billion euros
0 20 40 60 80 100
Single market, innovation and digital (MFF 1)
25.2 [
17.3 S Upper bars are payments

Lower bars are our audit population
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Migration and border management (MFF 4)
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21l
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0.5 |

Neighbourhood and the world (MFF 6)
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11.6

11.5 I

Special instruments
2.7
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(*) See paragraphs 6.8 and 6.9 regarding our audit population of (€66.9 billion) for ‘Cohesion, resilience
and values’'.

Source: ECA.
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Error continues to be present in specific types of spending

In relation to the regularity of EU revenue and expenditure, our key findings

were:

(a)

(b)

Revenue: the overall audit evidence indicates that the level of error in revenue
transactions was not material. The systems for managing the revenue we
examined were generally effective. However, some of the key internal traditional
own resources (TOR) controls we assessed in certain member states, the
management of TOR write-off cases, and the management of VAT reservations
and TOR open points at the Commission were partially effective. Moreover, as we
stated in our recent special report on GNI*3, risks in data compilation were well
covered overall by the Commission’s verification but there was scope for
increased prioritisation of its actions. We also found that the implementation of
selected actions in the Commission’s Customs Action Plan that contribute to
reducing the customs gap have been further delayed. This weakness does not
affect our audit opinion on revenue, as it does not concern the transactions
underlying the accounts, but rather the risk that TOR are incomplete (see
chapter 4).

Expenditure: our audit evidence indicates that the overall level of error'* was
material at 4.2 %'° (see Figure 1.4). The level of error is mainly driven by
‘Cohesion, resilience and values’, which was the biggest contributor to this rate
(2.5 percentage points), followed by ‘Natural resources and environment’

(0.8 percentage points), ‘Neighbourhood and the world’ (0.4 percentage points)
and ‘Single market, innovation and digital’ (0.3 percentage points). Material error
continues to be present in high-risk expenditure, which is mainly reimbursement-
based (see paragraphs 1.18-1.20). In 2022, such expenditure represented 66.0 %
of our audit population.

13 Special report 25/2022: “Verification of Gross National Income for financing the EU budget -

Risks in data compilation well covered overall, but scope for increased prioritisation of
actions”

4" Definition of ‘error’ in Annex 1.1 , paragraph (24).

> We have 95 % confidence that the estimated level of error in the population lies between

3.1 % and 5.3 % (the lower and upper error limits respectively).


https://www.eca.europa.eu/en/publications?did=62634
https://www.eca.europa.eu/en/publications?did=62634
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Figure 1.4 — Estimated level of error and audit population (2018-2022)

Upper error limit
95 %

confidence interval

ECA Estimated level of error

Lower error limit
6%

53%
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22% Materiality 2.0 %
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0%
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Audit population split by risk

100 %
51% 53 % 59 % 63 % 66 % High-risk
50 %
49 % 47 % 41 % 37 % 349% Low-risk
0%
Source: ECA.

Figure 1.5 compares our estimated levels of error for ‘Single market,
innovation and digital’, ‘Cohesion, resilience and values’ and ‘Natural resources and
environment’ between 2018 and 2022. Paragraphs 1.16 and 1.17 and chapters 5-7
provide further information.
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Figure 1.5 — Estimated levels of error for MFF headings 1, 2 and 3 (2018-
2022)
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Source: ECA.

This year, both our estimated level of error for MFF heading 2 (‘Cohesion,
resilience and values’) and the number of errors we found were higher than in
previous years. These increases do not follow a geographical pattern. However, we
identified an increase in specific types of error (such as ineligible costs and non-
compliance with public procurement rules) (see paragraph 1.22). We also note that the
end of the eligibility period for 2014-2020 programmes (31 December 2023) is
approaching, with added absorption pressure. In addition, member states were given
considerable flexibility in re-programming funds (including additional funding through
REACT-EU) and declaring expenditure since 2020. Furthermore, during the COVID-19
period, the effectiveness of the checks and verifications by managing and audit
authorities may have been reduced (see paragraph 6.17).

For MFF heading 3 (‘Natural resources and environment’) we note that the
number of small over-declarations of area, for both direct payments and rural
development measures, increased from 4 errors in 2021 to 16 errors in 2022, which
may indicate specific weaknesses in some member states’ management of the Land
Parcel Identification System.
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The complexity of rules and the way EU funds are disbursed have an
impact on the risk of error

Following our risk analysis, which is based on our past audit results and
assessment of management and control systems, we divided our audit population of
underlying transactions into high-risk and low-risk expenditure in order to select our
representative sample. We consider that:

— therisk of error is lower for expenditure subject to simplified rules. This type of
expenditure encompasses mainly those entitlement-based payments for which
beneficiaries must meet certain — often simple — conditions, as well as part of
administrative expenditure (salaries and pensions of EU civil servants);

— therisk of error is high for expenditure subject to complex rules. This is mainly the
case for reimbursement-based payments, where beneficiaries have to submit
claims for eligible costs they have incurred. To this end, as well as demonstrating
that they are engaged in an activity eligible for support, they must provide
evidence of the reimbursable costs they have incurred. In doing so, they must
often follow complex rules regarding what can be claimed (eligibility) and how
costs can be properly incurred (public procurement or state aid rules).

In 2022, we continued to find that low-risk expenditure was free from
material error but that high-risk expenditure remained affected by material error. Our
2022 audit results therefore reaffirm our assessment, as reflected in our risk analysis
and classification, that the way funds are disbursed has an impact on the risk of error.

Taking into account the results of our testing across all MFF headings, we
estimate the level of error in high-risk expenditure at 6.0 % (2021: 4.7 %), which
exceeds the materiality threshold of 2.0 %. Figure 1.6 and paragraphs 1.21-1.29
provide more information on the high-risk population and the errors we found therein.
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Figure 1.6 — Breakdown of the 2022 audit population into high-risk and
low-risk expenditure

High-risk expenditure

Low-risk expenditure

€56.7 billion

34.0 % of our audit population

Free from
material error

Materiality level 2 % !

Source: ECA.

High-risk expenditure represents a substantial proportion of our audit
population and is affected by material error

1.21. High-risk expenditure represents 66.0 % of our audit population and has
increased compared to last year, when it represented around 63.2 %. Figure 1.7 shows
that ‘Cohesion, resilience and values’ makes up the largest share of our high-risk
population (€64.8 billion), followed by ‘Natural resources and environment’

(€19.5 billion), ‘Single market, innovation and digital’ (€12.4 billion) and
‘Neighbourhood and the world’ (€8.1) billion. Paragraphs 1.22-1.25 summarise our
findings for each of these headings.



35

Figure 1.7 — Breakdown of high-risk and low-risk expenditure by
MFF heading

(billion euros)
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European public
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Source: ECA.

‘Cohesion, resilience and values’ (chapter 6): expenditure in this area
is mainly implemented through the European Regional Development Fund (ERDF), the
Cohesion Fund (CF) and the European Social Fund Plus (ESF+). It is predominated by
reimbursement-based payments, which we consider to be high-risk. The main types of
error that we found and quantified were ineligible costs and projects and non-
compliance with public procurement or internal market rules (particularly state aid

9

= 'Natural resources and environment’ (chapter 7): our results indicate

rules).

that the level or error was material for spending areas we have identified as high-risk
(rural development, market measures and the other MFF heading 3 policy areas
outside the common agricultural policy (CAP)). These areas represent around 34 % of
expenditure under this heading, which mainly takes the form of reimbursement.
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Ineligible beneficiaries or expenditure and failure to meet agri-environmental
commitments are the most common errors found in these areas.

'Single market, innovation and digital’ (chapter 5): as in previous
years in this area, research expenditure (mainly Horizon 2020) remains high-risk and
the main source of errors. Errors in this area include different categories of ineligible
costs (in particular, ineligible amounts related to direct personnel costs, other direct
costs and subcontracting). In the case of other programmes and activities, we detected

quantifiable error in one of the 35 transactions in the sample. It concerned an

irreqularity in the procurement procedure of a Connecting Europe Facility project.

@ ‘Neighbourhood and the world’ (chapter 9): expenditure in this area is
mostly reimbursement-based and covers external action funded by the EU budget. We
consider all types of expenditure under this heading high-risk, except for budget
support payments and administrative expenditure, which represent around 20 %. Most
errors found in the high-risk expenditure in this area concerned ineligible costs,
absence of essential supporting documents, non-compliance with public procurement
rules and expenditure not incurred.

Eligibility errors still contribute most to the estimated level of error for
high-risk expenditure

As we have done in recent years, we describe in detail below the error types
found in high-risk expenditure, as this is where material error persists. Figure 1.8
shows the contribution of each error type to the estimated level of error for high-risk
expenditure in 2022, alongside the estimates from 2018 to 2022.
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Figure 1.8 — Contribution to the 2022 estimated level of error for high
risk expenditure, by error type
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Source: ECA.

In 2022, we continued to find that eligibility errors, mainly in ‘Cohesion,
resilience and values’, ‘Natural resources and environment’ and ‘Single market,
innovation and digital’, contributed the most to our estimated level of error for high-
risk expenditure, at 74 % (2021: 63.3 %). Of these errors, ineligible costs included in
costs claims contributed 66 % and ineligible projects, activities or beneficiaries 8 %.

In 2022, we found errors relating to infringements of state aid rules in
‘Cohesion, resilience and values’ and of public procurement rules in ‘Cohesion,
resilience and values’, ‘Neighbourhood and the world’, ‘European public
administration’, and ‘Security and defence’. These errors contributed 20 % to our
estimated level of error for high-risk expenditure (2021: 19.1 %).

In addition, payments for which no essential supporting documentation was
provided continued to affect the level of error in high-risk expenditure, mainly in
‘Neighbourhood and the world’ and ‘Cohesion, resilience and values’. These errors
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contributed 6 % (2021: 12.1 %) to our estimated level of error for high-risk
expenditure.

We did not find a material level of error in low-risk expenditure

For low-risk expenditure, which represented 34.0 % of our audit population,
we conclude that the estimated level of error is below our materiality threshold of
2.0 %, as was also the case in 2020 and 2021. Low-risk expenditure mainly comprises
entitlement-based payments, part of administrative expenditure (‘Salaries and
pensions of EU civil servants’ — chapter 10) and budget support for non-EU countries
(‘Neighbourhood and the world’ — chapter 9) (see Figure 1.7). Entitlement-based
payments include direct aid for farmers (‘Natural resources and environment’ —
chapter 7) and student and other mobility actions under Erasmus+ (‘Cohesion,
resilience and values’ — chapter 6).

The Commission is ultimately responsible for implementing the EU budget,
regardless of the management mode (i.e. direct, indirect or shared management). The
Commission accounts for its actions in five documents, which are included in the
‘integrated financial and accountability reporting package’:

(a) Annual Management and Performance Report (AMPR);
(b) consolidated annual accounts of the European Union;
(c) report on the follow-up to the discharge of the previous financial year;

(d) report to the discharge authority on internal audits carried out in the previous
financial year;

(e) long-term forecast of future inflows and outflows of the EU budget.

The AMPR summarises key information on internal control and financial
management referred to in the annual activity reports (AARs) of the various
Commission directorates-general (DGs). Responsibility for these reports follows the
division of responsibilities set out in the Commission’s governance arrangements. The
directors-general are responsible for the reliability of the information provided in their
respective AARs, while the college of Commissioners adopts the AMPR and therefore
ultimately retains ownership of the report’s production and of the information
presented therein.
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The Commission’s estimate of error is significantly below our range

In the AMPR, the Commission presents its estimation of the risk at payment'®
for the transactions underlying the 2022 accounts. The risk at payment represents the
Commission’s estimate of the amount, at the moment of payment, that has been paid
without the applicable rules having been followed. This concept is closest to our
estimate of the level of error.

Figure 1.9 presents the Commission’s figures for the risk at payment
alongside the range of our estimated level of error. The Commission’s risk at payment
for 2022 is 1.9 %, which is significantly below our estimated level of error of 4.2 %
(2021: 3.0 %) and below our range, which is between 3.1 % and 5.3 %.

Figure 1.9 — The Commission’s estimate of the risk at payment versus our
estimated level of error
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The risk at payment is disclosed individually for each directorate-general (DG)
in its AAR and as aggregate figures for each policy area and for the Commission as a
whole in the AMPR. Figure 1.10 compares our estimated level of error with the
Commission’s estimates for the three biggest MFF headings for which we provide a

16 Article 247(1)(b)(i) of the Financial Regulation requires that the AMPR include an estimation
of the level of error in EU expenditure.


https://eur-lex.europa.eu/legal-content/EN/TXT/HTML/?uri=CELEX:32018R1046&from=EN#d1e15555-1-1
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specific assessment. The comparison shows that the Commission’s figures are below
our estimates for three policy areas. We found that:

— for heading 1 ‘Single market, innovation and digital’, the Commission’s estimate
of the risk at payment of 1.5 % was in the lower half of our range, below our
estimated level of error (see paragraphs 5.7 and 5.40).

— for heading 2 ‘Cohesion, resilience and values’, the Commission’s estimate was
2.6 %, significantly below our range for the estimated level of error (see
paragraphs 6.16 and 6.77).

— for heading 3 ‘Natural resources and the environment’, the Commission’s
estimate of the risk at payment (1.7 %) was in the lower half of our range, below
our estimated level of error (see paragraphs 7.15 and 7.34).

Figure 1.10 — Our estimate of the 2022 level of error versus the
Commission’s estimate of the risk at payment for MFF headings 1,
2and3
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Source: ECA.

The Commission’s risk assessment is likely to underestimate the level of
risk

In the AMPR, the Commission presents its overall risk assessment of
2022 annual expenditure in order to identify and focus action on high-risk areas. The
Commission divides this annual expenditure into areas with a low (less than 2.0 %),
medium (between 2.0 % and 2.5 %) and high (above 2.5 %) estimated risk at payment.
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It arrives at this split by estimating the risk at payment for each programme and other
relevant expenditure segment. For ‘Natural resources and environment’ and
‘Cohesion, resilience and values’, it estimates the overall risk at payment for individual
paying agencies and operational programmes in the member states and assigns them
to the appropriate risk category (low, medium or high). Based on this approach, the
Commission estimates the risk at payment to be low for 63 % (2021: 55 %) of
expenditure, medium for 12 % (2021: 23 %) and high for 25 % (2021: 22 %).

However, our work has revealed the following limitations in the
Commission’s ex post checks, which, taken together, affect the robustness of the
Commission’s risk assessment:

MFF heading 1 ‘Single market, innovation and digital’ (total relevant expenditure
by the Commission: €20 billion) mainly comprises expenditure classified by the
Commission as low-risk (65 % of this heading’s total expenditure). However, we
have previously reported weaknesses in the Commission’s ex post audits in this
area'’/, which underestimate the Commission’s estimate of risk at payment for the
programmes concerned. For 2022, we estimated a level of error of 2.7 % in MFF
heading 1 (see paragraph 5.7), which indicates that these weaknesses still exist.

MFF heading 2 ‘Cohesion, resilience and values’ (total relevant expenditure by
the Commission: €68 billion) comprises operational programmes classified by the
Commission mainly as either low- or medium-risk (64 % of this heading’s total
expenditure) depending on their confirmed error rates. For 2022, we estimated a
level of error of 6.4 % in MFF heading 2 (see paragraph 6.77). As stated in
paragraph 6.68, the reliability of the regularity information reported by the
Commission in its AARs largely depends on the quality of programme authorities’
work. The Commission performs desk reviews and compliance audits to review
and assess the work of audit authorities. Through our audit work, we have found
that the Commission continues to detect irregularities through its compliance
audits, but desk reviews have inherent limitations in confirming the residual total
error rate*®. For 2022, our audit findings suggest that the Commission’s risk at
payment indicator has been underestimated and that some programmes may
therefore have been incorrectly classified as low- or medium-risk.

MFF heading 6 ‘Neighbourhood and the world’ (total relevant expenditure by the
Commission: €14 billion) is classified by the Commission mainly as low-risk (90 %

172020 annual report, paragraph 1.37 and 2019 annual report, Box 1.11.

18 Special report 26/2021: “Regularity of spending in EU Cohesion policy — Commission
discloses annually a minimum estimated level of error that is not final”.


https://www.eca.europa.eu/lists/ecadocuments/annualreports-2020/annualreports-2020_en.pdf
https://www.eca.europa.eu/lists/ecadocuments/annualreports-2019/annualreports-2019_en.pdf
https://www.eca.europa.eu/lists/ecadocuments/sr21_26/sr_lr-in-cohesion_en.pdf
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of the heading’s total expenditure). The error rates reported in the residual error
rate (RER) study are an important contributor to the risk at payment for this
heading. We have concluded both in the past'® and in this report (see

paragraph 9.21) that limitations in the RER study may contribute to the
underestimation of the risk at payment in this heading, which in turn would affect
its risk classification. In addition, we continue to find a high number of
guantifiable errors in ‘Neighbourhood and the world’ expenditure and our audit
results indicate that the risk of error in this heading is high (see paragraphs 9.8
and 9.27)

The Commission has improved its reporting on financial corrections and
recoveries

The Commission, in line with the Financial Regulation, provides information
in the AMPR on preventive and corrective measures to protect the budget from illegal
or irregular expenditure. In last year’s annual report??, we found that the
Commission’s presentation of financial corrections and recoveries in the 2021 AMPR
was inadequate and prone to misunderstanding, as the Commission had added the
amounts resulting from preventive and corrective measures and presented this total as
‘corrections for past payments’?'.

192021 annual report, paragraph 8.22.
20 Ibid., paragraphs 1.42 - 1.45.

212021 AMPR, Volume II, Annex 2, section 2.1, p. 49.


https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2021/annualreports-2021_EN.pdf
https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2021/annualreports-2021_EN.pdf
https://commission.europa.eu/system/files/2022-07/ampr_2021_-_volume_2_2022_en_0.pdf
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In the 2022 AMPR, the Commission addressed our observation by clarifying
that the total amount reported (€4 950 million) includes preventive and corrective
measures taken by both the Commission and the member states?. It also provided
detailed information on the total of preventive and corrective measures and their
origin (member state or EU controls), and presented only the amounts of net financial
corrections and recoveries applied in 2022 to past payments or accepted expenditure
(corrective measures) as a percentage of relevant expenditure in 202273,

Figure 1.11 shows the composition of actual corrections implemented by the
Commission and reported in the 2022 AMPR (€929 million (2021: €765 million)). Net
corrections imposed on member states in 2022 totalled €734 million (2021:
€523 million), and undue payments recovered from final recipients amounted to
€195 million (2021: €242 million).

22 Ibid., p. 59.

232022 AMPR, Volume Ill, Annex 5, section 5.4, pp. 30 and 31.


https://commission.europa.eu/system/files/2022-07/ampr_2021_-_volume_2_2022_en_0.pdf
https://op.europa.eu/en/publication-detail/-/publication/14c186c7-10e0-11ee-b12e-01aa75ed71a1
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Figure 1.11 - Financial corrections and recoveries (€929 million)
implemented by the Commission, as reported in the 2022 AMPR

(million euros)

€734 million 614 Natural Resources and
of net corrections Environment
imposed on member 615
states

118 (¥)
Cohesion, Resilience and Values

267
€195 million 149
of undue payments
recovered from final
recipients Single Market, Innovation and
27 Digital
27
16
2
Migration and Border
1 Management

3

European public administration
1

(*) This amount relates to previous programming periods.

Source: ECA, based on 2022 AMPR.

The legal provisions introduced for the 2014-2020 period gave the
Commission more power to ensure that irregular expenditure is no longer reimbursed
from the EU budget. They did this by allowing the Commission to apply net financial
corrections in cases where member states fail to identify serious deficiencies, subject
to the conditions set out in Article 145(7) of the Common Provisions Regulation. In our
2021 annual report?*, we noted that, as at the end of 2021, no net corrections had
been imposed on member states for the 2014-2020 period in the area of ‘Cohesion’.

242021 annual report, paragraph 1.44.


https://eur-lex.europa.eu/legal-content/en/ALL/?uri=celex%3A32013R1303
https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2021/annualreports-2021_EN.pdf
https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2021/annualreports-2021_EN.pdf
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As of the end of 2022, the Commission had still not implemented any net financial
correction in this area (see paragraph 6.71).

We examined whether, by the end of 2022, the Commission (the main
directorates-general managing cohesion spending: Employment, Social Affairs and
Inclusion (DG EMPL) and Regional and Urban Policy (DG REGIO)) had disclosed any
information about ongoing net financial corrections. DG REGIO reported that it had not
yet applied any net financial corrections. According to DG EMPL’s AAR, the conditions
for applying net financial corrections seemed to have been met in one case and a
procedure to this end may be initiated in 2023 (see paragraph 6.72).

Reporting on rule-of-law procedures

Following our recommendation in last year’s annual report?°, DG REGIO and
DG EMPL included a summary, in their respective 2022 AARs, of the status of the
Commission’s implementation of the Budgetary Conditionality Regulation (see
paragraph 6.77).

% Ipid., recommendation 5.6.


https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2021/annualreports-2021_EN.pdf
https://eur-lex.europa.eu/legal-content/EN/ALL/?uri=CELEX%3A32020R2092
https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2021/annualreports-2021_EN.pdf
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We report suspected fraud to the EPPO
and OLAF

Fraud is any intentional act or omission relating to the use or presentation of
false, incorrect or incomplete statements or documents, the non-disclosure of
required information and the improper use of EU funds?®. Fraud has the effect of
harming or potentially harming the EU’s financial interests.

The primary responsibility for preventing and detecting fraud rests with both
the management of an entity and those charged with its governance. Article 325 of the
TFEU requires the EU and its member states to counter fraud or other illegal activities
affecting the EU’s financial interests.

As the EU’s external auditor, we do not have a mandate to investigate cases
of suspected fraud against the EU’s financial interests. We take account of the risk of
fraud before starting audits (see paragraphs (31)-(33) in Annex 1.1) and review our
procedures regularly.

We forward to the European Public Prosecutor’s Office (EPPO) any suspicions
of criminal offences falling within its competence and involving participating member
states, and forward to the European Anti-fraud Office (OLAF) any suspicions of fraud,
corruption or other illegal activity affecting the EU’s financial interests. Such suspicions
may arise either from our audit work (including performance audits) or from
information reported to us directly by third parties. The EPPO and OLAF then follow up
on these cases, decide whether to launch a criminal (in the case of the EPPO) or an
administrative (in the case of OLAF) investigation and cooperate as necessary with
member state authorities. Since March 2022, we have forwarded cases of suspected
fraud to both the EPPO and OLAF simultaneously where the matter falls within the
competence of both bodies.

In 2022, we reported to OLAF 14 cases (2021: 15 cases) of suspected fraud
that we had identified during our audit of 2021 expenditure. Upon this reporting, OLAF
has already opened two investigations. In parallel, we reported six of these cases to

% Article 3 of Directive (EU) 2017/1371 on the fight against fraud to the Union’s financial
interests by means of criminal law (the ‘PIF Directive’).


https://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=CELEX:12012E/TXT:en:PDF
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32017L1371&from=EN
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the EPPO, from which the EPPO has opened three investigations. During our audit of
2022 expenditure, we already identified 14 cases of suspected fraud.

The most frequently suspected fraudulent or criminal acts were: artificial
creation of conditions necessary for EU financing; use of grants for unauthorised
purposes; declaration of costs not meeting eligibility criteria; and procurement
irregularities. According to OLAF, it recommended the recovery of a total of
€541.8 million from closed investigations based on information arising from our audit
work between 2011 and 2022.

As well as reporting cases to the EPPO and OLAF, we report in this annual
report on how the Commission and member states have implemented their fraud risk
policies. In chapter 5, we report that the lump sum decision did not contain the
justification required under Article 181(4)(a) of the Financial Regulation with regard to
the risk of irregularities and fraud (see paragraphs 5.29 and 5.30). In chapter 6, we
report that, despite improvements, audit authorities continue to address the risk of
fraud insufficiently (see paragraphs 6.55 and 6.56), and that member state authorities
do not report suspected fraud cases in the Irregularity Management System (IMS) as
required (see paragraphs 6.57 and 6.58).

In addition, we cover fraud in separate audits. We have completed our audit
on conflict of interest in shared management (the CAP and cohesion policy)?’. We have
also followed up the recommendations of our special report on fraud in cohesion
spending’® (see paragraph 6.62). This follow-up found that some weaknesses still
persisted: in particular, the Commission had not yet published any specific guidance
for the 2021-2027 period on anti-fraud measures and had not taken measures to
regularly disseminate best practices. In addition, six member states had still not
adopted a national anti-fraud strategy. Moreover, we cover specific fraud-related risks
in our audits of the Commission’s and member states’ RRF control systems.

27 Special report 06/2023: “Conflict of interest in EU cohesion and agricultural spending —
Framework in place but gaps in transparency and detection measures”.

% Special report 06/2019: “Tackling fraud in EU cohesion spending — managing authorities
need to strengthen detection, response and coordination”.


https://eur-lex.europa.eu/legal-content/EN/TXT/HTML/?uri=CELEX:32018R1046&from=EN#d1e12263-1-1
https://www.eca.europa.eu/Lists/ECADocuments/SR19_06/SR_FRAUD_COHESION_EN.pdf
https://www.eca.europa.eu/Lists/ECADocuments/SR-2023-06/SR-2023-06_EN.pdf
https://www.eca.europa.eu/Lists/ECADocuments/SR19_06/SR_FRAUD_COHESION_EN.pdf
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Conclusions

This chapter supports the audit opinion presented in the statement of
assurance. We present the related audit results in paragraphs 1.53 and 1.54.

We conclude that the accounts were not affected by material misstatements.

As for the regularity of transactions, we conclude that revenue transactions
were free from material error. For expenditure, our audit results show that the
estimated level of error increased compared to last year, from 3.0 % to 4.2 %. This was
due mainly to the increase in MFF heading 2 (‘Cohesion, resilience and values’). We
conclude that high-risk (mainly reimbursement-based) expenditure was affected by a
material level of error. This year, the proportion of high-risk expenditure in our audit
population further increased to 66.0 %, and it continues to represent a substantial part
of our audit population.

The Commission’s estimate of error (risk at payment), as disclosed in the
2022 AMPR, is 1.9 %, which is significantly below our range.

Limitations in the Commission’s and member states’ ex post checks in MFF
headings 1, 2 and 6 affect the risk at payment disclosed in the AMPR, and hence the
Commission’s risk assessment. Our review of the Commission’s reporting on financial
corrections and recoveries shows that the Commission addressed the associated
observation from our 2021 annual report by improving the presentation of the
relevant data.
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Annexes

(1)

(2)

(3)

This annex outlines our approach and methodology for auditing the reliability of
accounts and the regularity of transactions underlying the accounts of revenue
and expenditure (budget spending) under the multiannual financial framework
(MFF). Our audit approach for expenditure under the Recovery and Resilience
Facility (RRF), which is different and temporary, is outlined in chapter 11.

This annex also refers to the main differences between our audit approach and
the way the Commission estimates and reports on the level of irregularities, while
exercising its duties as manager of the EU budget. To this end, we clarify how we:

— extrapolate the errors found and structure our audit work around MFF
headings (paragraph (12));

— apply EU and national rules (paragraph (15)) and
— quantify procurement errors (paragraph (27)).

Our audit approach and methodology conform to the international standards on
auditing and ensure that our audit opinions are supported by sufficient and
appropriate audit evidence. Our audit methodology is available on our website. In
our planning, we consider the risk of errors occurring (inherent risk) and the risk
of errors not being prevented or detected and corrected (control risk).

PART 1 — Audit approach for the reliability of accounts

(4)

(5)

We examine the EU’s consolidated accounts to determine their reliability. These
consist of:

(a) the consolidated financial statements; and

(b) the budgetary implementation reports.

The consolidated accounts should properly present, in all material respects:
(a) the financial position of the European Union at year end;

(b) the results of its operations and cash flows; and

(c) the changesin net assets for the year ended.


https://www.eca.europa.eu/en/our-methodology
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(6) In our audit, we:
(a) evaluate the accounting control environment

(b) check the functioning of key accounting procedures and the year-end closure
process;

(c) analyse the main accounting data for consistency and reasonableness;
(d) analyse and reconcile accounts and/or balances;

(e) perform substantive tests of commitments, payments and specific balance
sheet items, based on representative samples;

(f) use the work of other auditors where possible, in accordance with
international standards on auditing, particularly when auditing borrowing
and lending activities managed by the Commission for which external audit
certificates are available.

PART 2 — Audit approach for the regularity of transactions

(7) For our work on the general budget, underlying transactions comprise payments
recorded in the EU’s budgetary accounts and revenue and expenses included in
the EU’s statement of financial performance.

(8) Our audit approach for assessing whether the expenditure transactions
underlying the accounts comply with EU rules and regulations is to rely mainly on
direct testing of compliance for a randomly selected, representative sample of
transactions. This may be complemented by an examination of selected
management and control systems.

Examination of management and control systems

(9) The Commission, other EU institutions and bodies, member state authorities,
beneficiary countries and regions establish control systems for managing the risks
to the budget and overseeing and ensuring the regularity of transactions. Every
year, we examine selected management and control systems to identify areas for
improvement. Furthermore, the results of this work contribute to our risk
assessment (see paragraphs (11) and (29)).

(10) We present the results of our systems work, together with recommendations for
improvement, in chapters 4-10.
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Selection and testing of transactions

(11)

(12)

(13)

(14)

(15)

(16)

(17)

We determine the total sample size for the overall EU expenditure population by
categorising EU expenditure into low-risk (mainly entitlement-based expenditure)
and high-risk (mainly reimbursement-based expenditure) populations.

We organise our audit work and report its results around the various MFF
headings, in line with the budget structure decided by the legislator. We base the
sample size for each MFF heading on its accepted expenditure amount, its risk
categorisation and whether or not we provide a specific assessment. For this
purpose, we use an assurance model which builds on our risk assessment and
takes account of the assurance that can be derived from the management and
control systems.

Under each MFF heading for which we provide a specific assessment
(chapters 5-7 and 10), we test a representative sample of transactions in order to
provide an ‘estimated level of error’ (ELE) for this heading.

We use monetary unit sampling (MUS) to select claims or payments and, at a
lower level, individual items within a transaction (e.g. project invoices, parcels in a
claim by a farmer).

For each selected transaction, we determine whether the claim or payment was
made for the purpose approved in the budget and specified in legislation and in
compliance with applicable laws and regulations. Our assessment takes due
account of the interpretation of EU and national law provided by national judicial
courts or national independent and authoritative bodies and the European Court
of Justice.

We examine how the amount of the claim or payment was calculated (for larger
claims, we base this on a selection representative of all items in the transaction).
This involves tracing the transaction from the budgetary accounts to the final
recipient (e.g. a farmer, the organiser of a training course, or a development aid
project), testing compliance at each level.

When testing revenue transactions (chapter 4), our examination of value added
tax and GNI-based own resources takes as a starting point the macroeconomic
aggregates based on which these are calculated. For the own resource based on
non-recycled plastic packaging waste, we review the process for compiling
forecast data, as member states will only provide their first statistical estimates in
2023. We examine the Commission’s controls on these member state
contributions up to the point they were received and recorded in the
consolidated accounts. For traditional own resources, we examine the customs



(18)

(19)

(20)

(21)
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authorities’ accounts and the flow of duties —again up to the point they were
received and recorded by the Commission.

We examine expenditure both as at the point it was incurred by final recipients of
EU funds in undertaking activities and as at the point it was subsequently
accepted by the Commission (‘accepted expenditure’). This applies to all
categories of payments (including those made to purchase assets). In practice,
this means that our population of transactions covers interim and final payments.
We do not examine pre-financing payments at the point they were made, but
rather once:

(@) the final recipient of EU funds (e.g. a farmer, a research institute, a company
providing publicly procured works or services) has provided evidence of their
use; and

(b) the Commission (or other institution or body managing EU funds) has
accepted the final use of the funds by clearing the advance.

Changes to the previous 2014-2020 MFF legislation for ‘Cohesion’ had an impact
on what the Commission considers to be ‘accepted expenditure’ in this area.
Since 2017, our audit population for this MFF heading has consisted of
expenditure included in the accounts accepted annually by the Commission. This
means we have tested transactions for which member states are supposed to
have implemented all relevant actions to correct errors that they themselves
identified. The objective of our transaction testing in the area of ‘Cohesion’, in
addition to contributing to the 2022 statement of assurance, is to review the work
of audit authorities and conclude on the reliability of the Commission’s key
regularity indicator for this area — the residual error rate.

Our audit sample is designed to provide an estimate of the level of error for
expenditure as a whole rather than for individual transactions (e.g. a particular
project). The error rates reported for selected cost items should not be seen as a
conclusion on their respective transactions; rather, they contribute directly to the
overall level of error for EU expenditure as a whole.

We do not examine transactions in every member state, beneficiary state and
region in any given year. While we may name certain member states, beneficiary
states and/or regions, this does not mean that the examples do not occur
elsewhere. The illustrative examples presented in this report do not provide a
basis for drawing conclusions on the specific member states, beneficiary states
and/or regions concerned.
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We consider whether we can make efficient use of the checks on regularity
already performed by other auditors. If we want to use the results of these checks
in our audit work, in line with international standards on auditing, we assess the
independence and competence of those other auditors and the scope and
adequacy of their work.

For the part of our audit population concerning EU agencies and joint
undertakings, we make use of the results of the audit work carried out for our
respective specific annual reports on these agencies’” and undertakings’.

Evaluation of the results of transaction testing

(24)

(25)

(26)

(27)

(28)

We define an ‘error’ as an amount of money that should not have been paid out
from the EU budget. Errors occur when money is not used in compliance with the
relevant EU legislation or with specific national rules.

An error may concern all or part of the amount involved in an individual
transaction. We consider whether errors are quantifiable or non-quantifiable, i.e.
whether or not it is possible to measure how much of the amount examined was
affected by the error.

Errors detected and corrected prior to and independently of our checks are
excluded from the calculation of error, since their detection and correction
demonstrate that the management and control systems have worked effectively.

Our criteria for quantifying public procurement errors may differ from those used
by the Commission or member states. We quantify only serious breaches of
procurement rules. We quantify as 100 % procurement errors only those
infringements that have prevented the best bid from winning the tender, thereby
rendering all expenditure under the contract ineligible. We do not use flat rates
for the different types of infringement of procurement rules, unlike the
Commission®'. We base our quantification of public procurement errors on the
amounts of ineligible expenditure in the transactions examined.

For those MFF headings where we provide a specific assessment, as well as for
revenue and for the EU budget as a whole, we present an ‘estimated level of

29

30

31

2021 annual report on EU agencies.
2021 annual report on EU joint undertakings.

Commission Decision C(2019)3452 of 14.5.2019, which includes an annex laying down the

guidelines for determining financial corrections to be made to expenditure financed by the

EU for non-compliance with the applicable rules on public procurement.


https://methodology.eca.europa.eu/aware/Documents/Quantification-of-public-procurement-errors.pdf
https://www.eca.europa.eu/Lists/ECADocuments/AGENCIES_2021/AGENCIES_2021_EN.pdf
https://www.eca.europa.eu/Lists/ECADocuments/JUS_2021/JUS_2021_EN.pdf
https://ec.europa.eu/transparency/documents-register/detail?ref=C(2019)3452&lang=en
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error’ (ELE), which takes account of quantifiable errors only and is expressed as a
percentage. Examples of errors are quantifiable breaches of applicable
regulations, rules or contract or grant conditions. We also estimate the lower
error limit (LEL) and the upper error limit (UEL).

(29) We no longer base our statement of assurance solely on our overall estimate of
error. Since 2016, we have continued to identify low-risk areas of the EU budget,
where we expect to find a non-material level of error in accepted expenditure,
and high-risk areas, where we assume there will be a material level of error. For
this purpose, in addition to inherent and control risks, we consider our
assessment of management and control systems, together with past audit results.
For example, based on our past audit experience, we treat some entitlement-
based rural development expenditure under MFF heading 3 and other
administrative expenditure (i.e. non-salary expenditure) under MFF heading 7 as
high-risk. This split enables us to determine as efficiently as possible whether
material errors found are ‘pervasive’ (see paragraph (37)).

(30) Our approach is not designed to gather data on the frequency of error in the
whole population. Therefore, figures presented on the number of errors detected
in an MFF heading, in expenditure managed by a DG or in spending in a particular
member state are not an indication of the frequency of error in EU-funded
transactions or in individual member states.

PART 3 — Audit procedures in relation to fraud

(31) We identify and assess the risks of material misstatement of the consolidated
accounts and of material non-compliance of the underlying transactions with the
requirements of EU law, whether due to fraud or error.

(32) We design and perform audit procedures responsive to those risks and obtain
audit evidence that is sufficient and appropriate to provide a basis for our
opinion. Instances of material misstatement or non-compliance resulting from
fraud are more difficult to detect than those resulting from error, as fraud may
involve collusion, forgery, intentional omissions, misrepresentations, or the
override of internal control. Consequently, there is a greater risk of such instances
not being detected.

(33) If we have reason to suspect that fraudulent activity has taken place, we report
this to the EPPO and OLAF, depending on their competence.
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PART 4 The statement of assurance — forming our audit opinion

(34) We base our opinion on sufficient, relevant and reliable audit evidence on the
regularity of transactions underlying the EU’s consolidated accounts. We obtain
this evidence through an examination of management and control systems and
through transaction testing, and report on the results in chapters 4-10. This work
allows us to arrive at an informed opinion as to whether errors in the population
exceed or fall within the materiality limits.

(35) We use the level of 2.0 % as materiality threshold for our opinion. We also take
account of the nature, amount and context of errors and other information
available.

(36) Where we find a material level of error and determine its impact on the audit
opinion, we must determine whether the errors, or the absence of audit
evidence, are ‘pervasive’>’. Where errors are material and pervasive, we present
an adverse opinion.

(37) An error and/or absence of audit evidence are ‘pervasive’ if, in the auditor’s
judgment, they are not confined to specific elements, accounts or items in the
financial statements (i.e. they occur throughout the accounts or transactions
tested). Even if they are thus confined, they are still pervasive if they represent, or
could represent, a substantial proportion of the financial statements, or relate to
disclosures which are fundamental to users’ understanding of the financial
statements.

PART 5 — Link between the audit opinions on the reliability of accounts and on the
regularity of transactions

(38) International auditing standards*® specify that where auditors issue audit opinions
on both the reliability of accounts and the regularity of transactions underlying
those accounts, a modified opinion on the regularity of transactions does not, in
itself, lead to a modified opinion on the reliability of accounts.

32 International Standard on Auditing (ISA) 705 (revised), Modifications to the Opinion in the
Independent Auditor’s Report.

3 Paragraph 16 of ISSAI 4000.


https://www.ifac.org/system/files/publications/files/IAASB-2020-Handbook-Volume-1.pdf#INTERNATIONAL%20STANDARD%20ON%20AUDITING%20705%20(REVISED)
https://www.ifac.org/system/files/publications/files/IAASB-2020-Handbook-Volume-1.pdf#INTERNATIONAL%20STANDARD%20ON%20AUDITING%20705%20(REVISED)
https://workplace.eca.eu/aware/Standards/ISSAI-4000-EN.pdf

56

Chapter 2

Budgetary and financial management
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Introduction

This chapter presents the main issues in relation to budgetary and financial
management of the 2022 EU budget and the additional financing from the
NextGenerationEU (NGEU) instrument®. We also report on budgetary and financial
risks and challenges that the EU may face in future years. The chapter is based on our
review of the implementation of the EU budget, and of documents published by the
Commission and other stakeholders. It also takes account of the work done for our
annual report, special reports, reviews, and opinions.

L Council Regulation (EU) 2020/2094.


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32020R2094&from=EN
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Budgetary and financial management

in 2022

EU budget implementation was high for commitments and

payments

2.2.1n this section, we analyse how the EU budget was implemented in 2022, the
second year of the 2021-2027 multiannual financial framework (MFF)?. Figure 2.1
shows the overall available EU budget expenditure including NGEU grants.

Figure 2.1 — Overall 2022 available EU budget expenditure including

NGEU grants
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Source: ECA, based on the 2022 consolidated accounts of the EU.

2.3. Expenditure funded by carry-overs and assigned revenue are excluded from our
analysis because they are not part of the adopted budget and subject to different

rules. However, as far as assigned revenue is concerned, our analysis also covers the

additional amounts stemming from the NGEU instrument (grant-based component of

2 Council Regulation (EU, Euratom) 2020/2093 — ‘MFF Regulation’.


https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=uriserv%3AOJ.LI.2020.433.01.0011.01.ENG
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the Recovery and Resilience Facility (RRF)* and top-ups to existing MFF funding
programmes), but not the loan-based component of the RRF, which is kept separate
from the EU budget. Figure 2.2 shows a simplified timeline of budgetary commitment
implementation.

Figure 2.2 - Simplified timeline of budgetary commitment
implementation for the overall EU budget

Years
n+1 n+2 n+3 n+4
Commitments implemented
y A
paid
paid Outstanding | commitments

not paid

| Commitments

not paid in notpaid in not paid in not paid in
yearn yearn+1 yearn+2 (¥) yearn+3

Decommitments

0 O 0O O

For expenditure For other For expenditure where
committed and to be administrative commitments and payments
paid in the same year expenditure are separated e.g. most shared
e.g. staff expenditure, management expenditure (**)

Common Agricultural
Policy direct payments

Commitments - legal promises to spend money on specific activities (e.g. projects, contracts).
Outstanding commitments — sum of commitments made but not yet paid.
Decommitments - cancelling of outstanding commitments when legal periods for payment expire.

(*) For the last year of the 2021-2027 MFF. For the 2023-2027 EAFRD, the year n+2 rule applies for the
entire period.

(**) Policy areas, such as external actions or ‘competitiveness for growth and jobs’ under direct and
indirect management, follow different patterns in which commitments are cancelled when contractual
obligations are not met.

Source: ECA.

3 Regulation (EU) 2021/241.


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021R0241&qid=1687262859468
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In 2022, most of the commitment appropriations were used

The budgetary authority approved an initial budget of €169.5 billion for
commitment appropriations. In the course of 2022, there were five amendments (the
commitment appropriations changed in three of these), finally increasing the budget
to €182.2 billion. Of this €12.7 billion increase, €12.2 billion corresponded to a quarter
of the commitment appropriations for the 2021-2027 shared management funds
under the Common Provisions Regulation (CPR)* which had not been used in 2021°.
This is in line with the MFF Regulation which, in the event of late adoption of new rules
or programmes, allows the transfer of such allocations, in equal proportions, to the
annual budgets for the years 2022 to 2025.

The final budget for commitment appropriations of €182.2 billion was above
the MFF ceiling of €179.8 billion (see Figure 2.3). This was made possible by the use of
special instruments, such as the Flexibility Instrument, the Brexit Adjustment reserve,
the European Globalisation Adjustment fund and the Solidarity and Emergency Aid
Reserve, for amounts over and above the ceilings of the 7-year financial framework
(maximum €21.1 billion in 2018 prices for the 7-year MFF). These instruments are used
when there are new or unforeseen events, such as natural disasters and migration
challenges. In the final budget, a total of €179.4 billion was committed during 2022,
thus using over 98 % of the available amount. The unused commitments of €0.1 billion
related to one programme that was not adopted and had to be cancelled, so the
member state “lost” the related commitments.

4 Regulation (EU) 2021/1060.

5

2021 annual report, paragraph 2.8.


https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=uriserv%3AOJ.LI.2020.433.01.0011.01.ENG
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32021R1060
https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2021/annualreports-2021_EN.pdf

63

Figure 2.3 — Budget implementation in 2022

(billion euros)

Commitments M initial budget amending budgets
B used
Payments [ initial budget amending budgets B MFF ceiling
B used
Commitments Final budget 182.2

higher than initial one
179.4 |
179.8

Negative amendment
of 0.6
Final budget 170.0

lower than initial one
and the MFF ceiling

Payments

167.3 |
0 50 100 150

170.6
Source: ECA, based on the 2022 consolidated annual accounts of the EU.

The final payment appropriations were used almost in full

2.6. Theinitial budget for payment appropriations was set at €170.6 billion.
Through various amendments in 2022, the budgetary authority ultimately set it at
€170.0 billion. This net reduction resulted from lower payment needs for the European
Agricultural Fund for Rural Development (EAFRD) and the programme for the Union’s
action in the field of health (‘EU4Health’)®, of €0.8 billion and €0.1 billion respectively.
For the EAFRD, the reduction in payment needs was caused by some beneficiaries
postponing or giving up their projects due to high inflation. In addition, in some
member states, use of NGEU funding to finance projects accelerated, while
implementation of the EAFRD slowed down’. Nonetheless, the reduction was partly
offset by additional payment needs in other funds resulting from Russia’s war of
aggression against Ukraine, as well as high inflation and increasing energy prices.
Payment appropriations of €0.2 billion reinforced the support for those fleeing Ukraine
and for the most affected member states?, while €0.2 billion were used for

® Regulation (EU) 2021/522.
/" Draft amending budget No 5, COM(2022) 351, paragraph 8.

8 Draft amending budget No 3, COM(2022) 262, paragraph 3.


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021R0522&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/HTML/?uri=CELEX%3A52022DC0351
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52022DC0262
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administrative expenditure and pensions®. Almost all available payment appropriations
in the EU budget were used. Payments reached €167.3 billion, 98 % of total available
appropriations. See Figure 2.3.

Taking into account additional payments of €71.8 billion from assigned revenue
(mainly NGEU grants, including top-ups to MFF funding programmes), and €4.2 billion
of carry-overs from 2021, total payments in 2022 reached €243.3 billion. Utilisation of
the budget for payments was thus 93 % of all payment appropriations of €261.3 billion.

The absorption of the 2014-2020 ESIF continued in 2022, albeit more
slowly than in 2021 and 2020

Payments from the European Structural and Investment Funds (ESIF), excluding
NGEU resources, amounted to €64.9 billion, which is a lower amount than in 2021
(€75.1 billion) and 2020 (€72.0 billion). At the end of 2022, all payments for the
2014-2020 ESIF operational programmes thus amounted to €396.1 billion, out of the
total allocation of €492.6 billion (80.4 %). The Commission expects most of the
remaining €96.5 billion to be paid by the end of 2023'°. The last accounting year for
ESIF ends on 30 June 2024, and final applications for interim payments must be
submitted by 31 July 2024'. In Figure 2.4, we present the cumulative absorption rates
for each ESI fund, excluding NGEU resources, by the end of 2022.

°  Draft amending budget No 5, COM(2022) 351, paragraph 7.
9" Long-term forecast report 2023-2027, COM(2022) 315.
1 Commission guidelines on the ESIF closure, 2021/C 417/01.

2 Article 135(2) of Regulation 1303/2013.


https://eur-lex.europa.eu/legal-content/EN/TXT/HTML/?uri=CELEX%3A52022DC0351
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52022DC0315
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52021XC1014(01)&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32013R1303
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Figure 2.4 — Absorption of 2014-2020 ESIF (excluding NGEU resources) by
the end of 2022

(billion euros)

Disbursed Percentage
absorbed
89 % (*)
EMFF = 3.7 -

ERDF: European Regional Development Fund

EARFD: European Agricultural Fund for Rural Development
ESF: European Social Fund

CF: Cohesion Fund

YEI: Youth Employment Initiative

EMFF: European Maritime and Fisheries Fund

FEAD: Fund for European Aid to the Most Deprived

(*) The red line shows the absorption rate if the additional 2021 and 2022 allocations for the EAFRD of
€28.1 billion from the 2021-2027 MFF had been excluded. The EAFRD received additional allocations
due to the introduction of a 2-year transitional period after which it has fallen fully under the framework
of the Common Agricultural Policy strategic plans for the period 2023-2027.

(**) YEI includes specific allocation from the ESF.
Note: differences are due to rounding.

Source: ECA, based on Commission monthly progress report.

2.9. we have noted significant differences in how member states absorb ESIF. On
the one hand, 11 member states had received 85 % or more of the allocated amounts
by the end of 2022, of which three member states received 90 % or more
(Luxembourg, Ireland and Finland). On the other hand, for three member states
(Denmark, Malta and Croatia), absorption rates were below 70 %. See Figure 2.5.
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Figure 2.5 — 2014-2020 ESIF absorption levels (excluding NGEU resources)

Million euros Percentage
remaining to be absorbed remaining to be absorbed
Denmark 599 G 33 %
Malta 287 N 33 %
Croatia 3614 EsTe 32 %
Bulgaria 3150 05 30 %
Slovakia 4676 709 30%
Netherlands 601 PNEe 27 %
Spain 10715 SN 25 %
Italy 11987 s 25 %
Romania 8268 ST 25 %
Belgium 723 P7en 24 %
Germany 7480 P7een 24 %
France 7506 N7 23 %
Multi-country 2013 e 21 %
Sweden 874 AT 21 %
Latvia 1210 s 20 %
United Kingdom 3231 o 20 %
Total EU s 20 %
Austria 1152 s 19%
Greece 3671 P 16 %
Lithuania 1342 s 15 %
Hungary 3661 G 14 %
Slovenia 587 e 4%
Czechia 3279 ET 13 %
Portugal 3492 s 13 %
Poland 10933 PEsT 2%
Estonia 551 G 12%
Cyprus 105 IO 1%
Luxembourg 17 Pcoa 10%
Finland 421 s 9%
Ireland 359 PG 9%

Note: Amounts “to be absorbed” are payments that member states may still request from the

Commission. They do not necessarily represent the full progress of project implementation in member
states. Differences are due to rounding.

Source: ECA, based on Commission information.
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The Commission committed more resources from the 2021-2027 shared
management funds under the CPR, but late approval of member states’
programmes led to low payments

At the beginning of the new MFF, there was a transition from the 2014-2020
ESIF to the 2021-2027 shared management funds under the CPR. The main changes
included: the consolidation of three funds into the European Social Fund Plus (ESF+)*3;
the European Maritime, Fisheries and Aquaculture Fund (EMFAF)** succeeding the
European Maritime and Fisheries Fund (EMFF); and the establishment of the new Just
Transition Fund (JTF)'® to support economic diversification and reconversion of
territories negatively affected by the transition towards climate neutrality. The EAFRD
continued to fall under the CPR until 2022¢, and from 2023 onwards, it is covered by
the new Common Agricultural Policy (CAP) Regulation'’. See Figure 2.6.

13 Regulation (EU) 2021/1057.
14 Regulation (EU) 2021/1139.
5 Regulation (EU) 2021/1056.
16 Regulation (EU) 2020/2220.

17 Regulation (EU) 2021/2116.


https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32021R1057
https://eur-lex.europa.eu/legal-content/EN/ALL/?uri=CELEX:32021R1139
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A02021R1056-20210630
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32020R2220
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=uriserv:OJ.L_.2021.435.01.0187.01.ENG
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Figure 2.6 — Transition from ESIF to shared management funds under the

CPR

ESIF (2014-2020) ...

~

... are succeeded by the
CPR shared management funds
(2021-2027)

N

-

ERDF |

J

.

JTF

J

CAP shared management funds

L—»mm

CF: Cohesion Fund

EAFRD: European Agricultural Fund for Rural
Development

EAGF: European Agricultural Guarantee Fund

EMFAF: European Maritime, Fisheries and Aquaculture
Fund

ESF: European Social Fund

ESF+: European Social Fund Plus

FEAD: Fund for European Aid to the most Deprived
EMFF: European Maritime and Fisheries Fund
ERDF: European Regional Development Fund

JTF: Just Transition Fund

YEI: Youth Employment Initiative

Note: The 2021-2027 CPR funds also include the migration, internal security and border management
funds which are partly under direct and indirect management.

Source: ECA, based on the EU legislation.

For these shared management funds under the CPR, member states
committed €65.4 billion in 2022, i.e. 90 % of available commitment appropriations (in
2021, they committed only 2 % of the available €50.1 billion), see Figure 2.7. This came
about because all the partnership agreements and most of the programmes with
member states were approved in 2022 for these funds.
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Figure 2.7 - Commitments in 2022 for shared management funds under
the CPR

(million euros)

CF ERDF JTF ESF+ EMFAF TOTAL
6161 36 051 6388 15781 1027 65 407

Poland (@) 1799 ~ 7565 @) 1361 @) 2063 - 99 12887

Italy ~ 4402 @ 364 . 2522 * 101 7 388

Spain ‘ 3997 @ 307 . 1930 ® 217 6451

Romania @ 550 . 2797 @ 757 @ 114 32 5277
Portugal @ 530 . 1964 < 79 ® 38 -6 3978
Czechia @ 1134 @) 1767 @580 @ 415 6 3902
Germany ® s @sc @ 116 o4 3881
Greece @ 494 ' 1797 @ 385 ® o936 - 71 3682
France @ 539 e3s @ 1140 110 3154
Hungary o 195 @ 1470 - 44 @ 308 7 2524
Slovakia @ 397 @ 113 .6 ® 378 2111
Croatia ® 199 ® o0 - 66 ® 325 - 47 1545
e ®
Bulgaria ¢ 182 @ 338 ® 429 16 1465
Lithuania e 207 ® 603 « 97 ® 189 12 1107
Latvia ® 156 o 417 - 68 o 117 26 784
Estonia * 137 ® 290 * 125 < 88 19 659
Slovenia * 123 ® 294 + 9] + 93 -5 606
Belgium * 147 + 65 ® 229 8 448
Finland ° 134 ® 165 ° 103 14 416
Netherlands * 86 ® 220 =71 19 396
Sweden ° 147 - 55 e 121 22 346
Ireland - 68 --30 ° 87 - 28 212
Austria * 89 - 48 <70 1 208
Cyprus - 30 - 80 - 36 - 38 7 191
Malta 28 - 81 8 21 4 143
Denmark <42 - 31 20 133
Luxembourg 2 3 3 8
CF: Cohesion Fund

ERDF: European Regional Development Fund

JTF: Just Transition Fund

ESF+:  European Social Fund Plus

EMFAF: European Maritime, Fisheries and Aquaculture Fund

Note: differences are due to rounding.

Source: ECA, based on Commission information.
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In 2022, the annual payments against these commitments were low
(€5.7 billion) and mainly related to pre-financing.

Various EU funding instruments were used as an emergency response

In 2020 and 2021, the EU legislator made cohesion rules more flexible'® so
that member states could re-allocate funding from the 2014-2020 ESIF to address the
COVID-19 pandemic. The amended legislation widened the range of eligible costs to
include COVID-19 related expenditure, and allowed 100 % co-financing from EU
funding. Member states were thus able to re-allocate €24.0 billion by the first quarter
of 2023. ESIF was topped up by additional NGEU resources of €50.6 billion in the
Recovery assistance for cohesion and the territories of Europe (REACT-EU)
instrument'? to finance ‘crisis repair’ and pave the way for a green, digital and resilient
economic recovery (with expenditure eligible until the end of 2023 and payments
possible until the end of 2026). In 2021, it was possible to use, under certain
conditions, the EAFRD to address liquidity problems caused by the COVID-19
pandemic, and since 2022 problems caused by Russia’s war of aggression against
Ukraine?°.

In 2022, new flexibility measures were introduced to help member state
authorities dealing with inflows of people fleeing Ukraine. The EU introduced
Cohesion’s Action for Refugees in Europe (CARE)?* and its successor, Flexible
Assistance for Territories — Cohesion’s Action for Refugees in Europe (FAST-CARE)??.
CARE extended the 100 % co-financing rate for the accounting year 2021-2022 for
2014-2020 programmes, and made available emergency funding using ERDF and ESF
resources, including REACT-EU, that had not yet been allocated to projects to support
refugees under a ‘dedicated priority’. For the 2014-2020 period, CARE provided
member states with €3.5 billion of additional pre-financing from REACT-EU resources.
FAST-CARE makes possible the co-financing rate of up to 100 % for a dedicated priority
for both programme periods (until June 2024 for the 2021-2027 period). It also
enabled resources to be used from the CF and the EMFF for the 2014-2020 MFF. For

[
(o]

Regulation (EU) 2020/460 and Regulation (EU) 2020/558.
19 Regulation (EU) 2020/2221.

20 Regulation (EU) 2020/872 amending Regulation (EU) No 1305/2013 and Regulation (EU)
2022/1033 amending Regulation (EU) 1305/2013.

21 Regulation (EU) 2022/562.

22 Regulation (EU) 2022/2039.


https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32020R0460
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32020R0558
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32020R2221
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32020R0872
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32022R1033
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32022R1033
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32022R0562
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32022R2039
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the 2021-2027 MFF, FAST-CARE, among other things, provided €3.5 billion of
additional pre-financing for programmes supported by the ERDF, ESF+, and CF, and
allowed programming of up to 5 % of the initial allocation from the ERDF and ESF+ for
a dedicated priority.

The 2021-2027 shared management funds under the CPR can also be used in
response to unexpected events?®. Furthermore, there is flexibility to transfer parts of
initial national allocations of funds between funding instruments?. In addition, the
REPowerEU Plan?°, which primarily aims to further reduce the EU’s dependence on
Russian fossil fuels, was approved in February 2023%°. To mobilise finance for the Plan,
member states may use the RRF (remaining loans and new grants), and also other
sources, such as national allocations of cohesion policy funds.

Figure 2.8 presents key EU measures introduced since 2020 in response to
the COVID-19 pandemic, Russia’s war of aggression against Ukraine and the energy
crisis.

2 Article 20 of Regulation (EU) 2021/1060.

2 Ibid., Article 26(1).

% Communication from the Commission to the European Parliament, the European Council,

the Council, the European Economic and Social Committee and the Committee of Regions —
REPowerEU Plan, COM(2022) 230.

%6 Regulation (EU) 2023/435.


https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32021R1060
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=COM%3A2022%3A230%3AFIN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32023R0435&from=EN
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Figure 2.8 — Key EU crisis response measures in 2020-2023

2020

- Coronavirus Response Investment Initiatives
(CRIland CRIl+)

- Activation of the Emergency Support
Instrument

- Temporary Support to mitigate
Unemployent Risks in an Emergency (SURE) 2021

- NextGenerationEU [

- Recovery for cohesion and the territories of
Europe (REACT-EU)

- Activation of Emergency Aid Reserve

2022

- Flexibility measures for 2021-2027 shared

management funds under the common provisions

regulation

Activation of the Solidarity and Emergency Aid

Reserve (SEAR)

- Activation of the European Globalisation Adjustment
Fund for Displaced Workers (EGF)

- Cohesion’s Action for Refugees in Europe
(CARE)

—  Flexible Assistance to Territories (FAST-
CARE)

— Macro-Financial Assistance provided to
Ukraine 2023

—  Macro-Financial Assistance Plus (MFA+) C

- Increase of the funding under the —  REPowerEU Plan
European Peace Facility

- Activation of SEAR and EGF

- Further increase of the funding under the European
Peace Facility

Source: ECA, based on EU legislation.

Cohesion funding has also been used as an emergency response to
unexpected events, particularly in the past 3 years. From a budgetary perspective, this
lowers the risk of decommitments, see paragraphs 2.48 to 2.49. However, we note
that the primary strategic goal of cohesion funding is to strengthen economic, social,
and territorial cohesion between European regions?’.

For member states to receive RRF grants, first of all, the Commission must
give a positive assessment of their national recovery and resilience plans, and the
Council must then approve them. The remaining five plans were approved during
2022, so the RRF grant financial envelopes have now been endorsed for all member
states. Second, financing agreements must be signed with member states. By the end
of 2022, almost 70 % of the grants were covered by these agreements, and the
remaining 30 % are available for allocation in 20232, Third, to receive payments, other

27 Special report 02/2023: Adapting cohesion policy rules to respond to COVID-19,
paragraph 85.

2 Article 12(3) of Regulation (EU) 2021/241.


https://www.eca.europa.eu/Lists/ECADocuments/SR23_02/SR_Covid_II-ReACT_EU_EN.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021R0241&from=EN
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than pre-financing, member states must fulfil certain milestones and targets as
stipulated in Council implementing decisions.

2022 was the second year of implementation of RRF grants and NGEU top-
ups to the existing MFF funding programmes. Commitments increased from
€143.5 billion (in 2021) to €306.0 billion. Member states will need to commit the rest
of NGEU funding (€115.1 billion) in 2023, as it will not be possible for them to do this
after the end of the year®’.

Pre-financing and payments of RRF grants rose only slightly from €46.4 billion
in 2021 to €47.1 billion in 2022 (compared to €63.0 billion expected by the
Commission®). As a result, €244.5 billion of RRF grants need to be paid in 2023-2026,
if remaining allocations are committed in 20233, See Figure 2.9.

Figure 2.9 — NGEU implementation related to the RRF

_ Total amount of available commitment appropriations 2021-2023
S0P Commitments made

2021 2022 Payments made

(billion euros)

Recovery and Resilience Facility (RRF)
0 100 200 300 400

46.4 47.1 93.5

RRF grants

Source: ECA, based on the 2022 consolidated annual accounts of the EU and budgetary implementation
reports from the Commission’s accounting system.

In 2022, the Commission made €47.1 billion of RRF grant payments, of which
€46.9 billion related to the fulfilment of milestones and targets (2021: €46.4 billion and
€10.0 billion respectively). Figure 2.10 shows the amount of RRF grants paid and
remaining allocations for payment by the end of 2022.

2 Ibid., Article 12.
30 Long-term forecast report 2021- 2027, COM(2021) 343.

31 Article 24 of Regulation (EU) 2021/241.


https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=COM:2021:0343:FIN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021R0241&from=EN
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Figure 2.10 — RRF grant payments and remaining allocations at end 2022

Spain
Italy
France
Greece
Romania
Portugal
Germany
Croatia
Bulgaria
Slovakia
Czechia
Belgium
Austria
Latvia
Lithuania
Finland
Slovenia
Cyprus
Denmark
Estonia
Luxembourg
Malta
Ireland
Sweden
Netherlands
Hungary
Poland

Paid - 93.5
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I 290
B 25
Bl so
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B 24
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I 12
| o9
| o8
| 0.4
| 0.4
| 0.3
| 0.3
| 0.2
| 0.2
| 0.2
| 0.1

0.0
0.0

Note: differences are due to rounding.

(billion euros)

Remaining allocations of
RRF grants - 244.5

46.2
40.0
25.0
134
8.5
13.1
25.8
3.3
4.3
4.8
6.8
3.7
34
1.7
1.5
1.5
13
0.7
1.2
0.8
0.1
0.3
0.9
3.2
4.7
5.8
22.5

Source: ECA, based on the 2022 consolidated accounts of the EU.
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2.22. Top-ups to existing MFF programmes increased from €7.2 billion in 2021 to

€16.1 billion in 2022. Two programmes — the Just Transition Fund (JTF) and the Union
Civil Protection Mechanism — started making payments in 2022. As a result,

€59.8 billion of top-ups to EU programmes need to be paid in 2023-2026, if remaining
allocations are committed in 20232, See Figure 2.11.

Figure 2.11 — NGEU implementation related to top-ups to EU
programmes

_ Total amount of available commitment appropriations 2021-2023
Sl Commitments made

2021 2022 Payments made

NGEU Top-up to programmes

0 5 10 15 20 25 30
. 30.0
European Regiond 209
Pevelopment Fund (ERDP) 13.6
European Social Fund (ESF) and 20.6
Fund for European Aid to the 20.6
most Deprived (FEAD) 4.6
10.9
Just Transition Fund 5.0
lo.2 0.2
curopean Aqricuttural Fundt for I 5.
uropean Agricultural Fund for
24 5.7 .
Rural Development (EAFRD) XN R 5.1
Wi21.3
0.1
6.1
WANEA 3.6
Invest EU Fund |.-1,I a €83.1 billion commitment appropriations 2021-2023
0.2

Horizon Europe

€71.6 billion commitments made 2021-2022
5.4
3.5

€23.3 billion payments made 2021-2022

Bl 1.9
Union Civil Protection 2.0
Mechanism (RescEU) ‘lo-g 0.9
los 03

Source: ECA, based on the 2022 consolidated annual accounts of the EU and budgetary implementation
reports from the Commission’s accounting system.

32 Ibid., Article 24.
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By the end of 2022, outstanding commitments, which are accumulated
commitments made but not yet paid, reached a new record of €452.8 billion. For 2022,
they are composed of those related to the EU budget (€263.7 billion) and those arising
from NGEU implementation (€189.1 billion). The 33 % increase from the outstanding
commitments of €341.6 billion in 2021 is mainly a result of an increased commitment
of funds during the second year of NGEU implementation, as well as the start of 2021-
2027 shared management fund implementation.

The outstanding commitments from 2022 represent 55 % of total

outstanding commitments. Figure 2.12 shows the outstanding commitments by year
of origin.

Figure 2.12 — Outstanding commitments by year and type of funding
(from the EU budget and NGEU)

Outstanding NGEU commitments

billion euros
250 250.1
200
150
100 94.5

0

2015 and 2016 2017 2018 2019 2020 2021 2022
before

Note: Differences are due to rounding.

Source: ECA, based on the 2022 consolidated annual accounts of the EU and budgetary implementation
reports from the Commission’s accounting system.
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For 2023, the Commission expects outstanding commitments to reach an
historic peak that may exceed €458 billion*3, mainly because of new commitments for
NGEU (see paragraph 2.18) alongside new commitments for the 2021-2027 shared
management funds. As there are no new NGEU commitments post 2023, and
payments for NGEU will continue exceeding new commitments from the EU budget
until 2026, outstanding commitments are expected to decrease between 2024 and
2026. See Figure 2.13.

Figure 2.13 — Outstanding commitments, commitments and payments
2007 to 2022, and forecast for 2023 to 2027

billion euros
500
e Qutstanding commitments from the EU budget and
the NGEU R
....
400
Commitments from the EU budget *,
Payments from the EU budget . ..
300
200
cemeosnmetttTlee, et
100
0

2007 2009 2011 2013 2015 2017 2019 2021 2023 2025 2027

Source: ECA, based on data from the consolidated annual accounts of the EU for 2006-2022 and, for the
projections until 2027, on data from the Long-term forecast report 2023-2027, COM(2022) 315.

3 Long-term forecast report 2023-2027, COM(2022) 315.


https://commission.europa.eu/system/files/2022-07/long_term_forecast_web.pdf
https://commission.europa.eu/system/files/2022-07/long_term_forecast_web.pdf
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Based on the Commission’s assumptions and projections, outstanding
commitments will reduce to €314.4 billion by the end of the last year of the current
MFF (2027). Compared with the outstanding commitments in 2020, the last year of the
previous MFF, this would still be a small increase. Furthermore, the Commission used
two specific assumptions for its projections: first, that member states make more
effort to accelerate the use of 2021-2027 shared management funds; and second, that
automatic technical adjustments of payment ceilings are sufficient to cover the
payment needs. These two assumptions must be fulfilled for outstanding
commitments to reduce to the extent shown in Figure 2.13.
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Risks and challenges

Borrowing costs for EU debt have increased significantly

For our analysis of EU debt, we considered the borrowing from the markets,
mainly long-term bonds guaranteed by the EU budget, that was a source of funding for
the NGEU and financial assistance to member states and third countries (Temporary
Support to mitigate Unemployment Risks in an Emergency (SURE), European Financial
Stabilisation Mechanism (EFSM), Macro-Financial Assistance (MFA), Balance of
Payments and Euratom). This debt (including accrued interest) increased in 2022 to
€344.3 billion by year-end (2021: €236.7 billion), mainly because of new borrowing for
NGEU of €96.9 billion, SURE of €8.7 billion and MFA of €7.5 billion. Figure 2.14 shows
the maturities and effective interest rates of that borrowing.
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Figure 2.14 — Maturities and effective interest rates of EU budget
borrowing
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BOP: Balance of Payments assistance facility

Source: ECA, based on the 2022 consolidated accounts of the EU.

2.28. Ofthis borrowing, only the NGEU instrument entailed interest rate risk for
the EU budget. The other financial assistance programmes operate on a “back-to-back”
basis. This means that the Commission provides loans to member states or third
countries on the same terms and conditions (such as maturity and interest rate) as it
borrows money from the markets. Since the loan and borrowing cash flows are offset,
the EU budget is set not to face interest rate risk for that borrowing.
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The Commission can borrow up to €806.9 billion for NGEU and average EU
financing costs have already risen. The NGEU strategy allocates costs of funding to
beneficiaries (for loans) and to the EU budget (for grants). In 2022, due to growing
market interest rates, the cost of new NGEU funding increased from 0.14 % in the
second half of 2021 to 1.24 % in the first half of 2022, and to 2.60 % in the second half
of 202234, Total net borrowing costs amounted to €0.5 billion in 2022. These costs
include interest costs on borrowing and interest revenue on borrowing and loans.

As the ECB is tightening monetary policy to fight inflation, the financing costs
for NGEU borrowing are expected to rise. As a result, the Commission had to increase
the amount set aside in the 2023 budget by €0.3 billion for interest payments related
to NGEU borrowing°. It used the Single Margin Instrument, i.e. the unused margins of
previous years. As interest payments are generally linked to market yields, and these
are on a rising trend, financing costs could increase substantially during the coming
years.

The repayment of the NGEU borrowing will have to start by 2028 and has to
be completed by 20583°. The part of NGEU borrowing that is subsequently provided as
loans to individual member states (€385.8 billion) has to be repaid by these member
states. However, the share of the NGEU disbursed as grants (€421.1 billion) has to be
repaid by the EU budget. In December 2021, the Commission proposed three
additional sources of revenue to the EU budget, which may be used for the repayment
of the grant component of the NGEU>’. The Commission is to propose further sources
of revenue by the end of 2023.

3 Half-yearly reports on the implementation of borrowing, debt management and related

lending operations for the period from June 2021 to December 2022, COM(2023) 93,
COM(2022) 335 and COM(2022) 43.

% Adopted annual budget of the EU for 2023.

36

Article 5 of Council Decision (EU) 2020/2053 on the system of own resources of the EU.

37 Commission proposals COM(2021) 569 and COM(2021) 570.


https://commission.europa.eu/system/files/2023-02/COM_2023_93_F1_REPORT_FROM_COMMISSION_EN.PDF
https://commission.europa.eu/system/files/2022-07/com_2022_335_1_en_act_part1_v2.pdf
https://commission.europa.eu/system/files/2022-02/com_2022_43_1_en_act_part1_v6.pdf
https://eur-lex.europa.eu/budget/www/index-en.htm
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32020D2053&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A52021PC0569
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A52021PC0570

82

Total exposure is higher mainly due to additional RRF and SURE loans

To allow for comparison with chapter 2 of our 2021 annual report, this year
we continued to analyse the exposure of the EU budget, for which we considered:

(a) the EU budget guarantees for the borrowing from the markets that was a source
of financing for loans disbursed to member states or third countries in the event
of defaults on these loans;

(b) liabilities that might arise in future if a specific event occurs, that are disclosed in
the annual accounts as contingent liabilities, and are composed of budgetary
guarantees that have already been extended?®.

The resulting exposure of the EU budget totalled €248.3 billion by the end of
2022, which was an increase from €204.9 billion in 2021 (which included €0.6 billion of
accrued interest). Figure 2.15 provides a breakdown of the exposure by its source
types and risk coverage.

3 Note 4.1.1 of the 2022 consolidated annual accounts of the EU.
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Figure 2.15 - Total exposure of the EU budget at end 2022, by source
type and risk coverage
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(*) Balance of Payments loans — €0.2 billion, Euratom loans — member states €0.03 billion.

(**) European Fund for Sustainable Development (EFSD) guarantee — €0.4 billion, InvestEU guarantee —
€0.3 billion and EFSD+ guarantee —€0.2 billion.

Note: differences are due to rounding.

Source: ECA, based on the 2022 consolidated annual accounts of the EU.

2 .34, The increase of the EU budget exposure related mainly to the borrowings for
the additional RRF and SURE loans of €27.2 billion and €8.7 billion respectively (at the
end of 2021: €18.0 billion and €89.7 billion respectively) made to member states, and
the MFA loans to Ukraine in 2022 of €7.2 billion, see paragraph 2.43. The exposure to
the contingent liabilities increased from €41.9 billion to €42.9 billion at the end of
2022. This was mainly because of more disbursements for investments that were
covered by the European Fund for Strategic Investments guarantee. In the 2022
consolidated accounts, the Commission has changed the disclosure of contingent
liabilities. Box 2.1 provides the explanation of this change.
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Box 2.1
Change in the disclosure of contingent liabilities

In its 2021 consolidated accounts, the Commission disclosed contingent liabilities
(outstanding guarantees on disbursed or borrowed amounts) amounting to
€277.9 billion. This included €236.0 billion of EU budget guarantees to cover
borrowing related to loans extended mainly to SURE, RRF, MFA and European
Financial Stabilisation Mechanism (€163.0 billion) as well as to NGEU borrowing
for grants disbursed and for loans not yet disbursed (€73.0 billion). For 2022, these
guarantees were no longer disclosed as contingent liabilities. Any call on these
guarantees depends on there being a default on the loans made, thus the
information on the guarantees is presented in the section of the consolidated
accounts on loans.

Source: ECA, based on the 2021 and 2022 consolidated accounts of the EU.

Furthermore, at the end of 2022, €109.0 billion of RRF loans had already
been granted to member states, but not yet disbursed. Additionally, €18.0 billion was
granted to Ukraine under the MFA+ instrument to be disbursed during 2023 (see
paragraph 2.44).

The overall exposure of €248.3 billion at the end of 2022 will continue to rise,
mainly due to RRF loans and the MFA+ in 2023 and 2024, see paragraph 2.44.
Figure 2.16 compares past and projected exposure of the EU budget from 2019.

Figure 2.16 — Past and projected exposure of the EU budget

billion euros in current prices
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Source: ECA, based on the consolidated annual accounts of the EU for 2019-2022 and Commission
information.
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Total exposure can be broken down into annual exposure, which is the
maximum amount that needs to be covered by the EU budget, or by the ‘headroom’*?,
if there are payment defaults in any given year. The ‘headroom’ is the margin between
the expenditure limits set in the MFF and the own resources ceiling up to which the
Commission, as a last resort, is entitled to call resources from member states to service
EU debt. The Commission provided us with the data on the annual exposure stemming
from financial assistance to member states and third countries as well as the External
Lending Mandate which amounted to €7.7 billion in 2023 (€7.0 billion for 2022 and
€4.4 billion for 2021). This figure does not include the annual exposure of the
remaining programmes covered by budgetary guarantees (EFSI, InvestEU, EFSD and
EFSD+). Furthermore, the Commission publishes the annual exposure of the EU budget
that arises from financial assistance to member states, but it does not publish such a
figure arising from budgetary guarantees and from financial assistance to third
countries.

The common provisioning fund increased its assets in 2022

The exposure risk of the EU budget can be reduced by appropriately
provisioned financial assets or guarantees received from member states. As required
by the Financial Regulation“?, the Commission set up a common provisioning fund
(CPF) at the beginning of the 2021-2027 MFF. This pools all assets provisioned from the
EU budget for the budgetary guarantees as well as loans for financial assistance to
third countries, but it has ‘compartments’ for each one, so that amounts can be linked
to the individual programmes. In the event of a default, it will cover guarantee calls
arising from budgetary guarantees and financial assistance to non-EU countries before
the EU budget is further called upon.

CPF assets amounted to €12.3 billion at the end of 2021. In 2022, the fund
was further reinforced by EU budget contributions of €3.3 billion. The assets are
largely invested in debt securities with fixed interest rates and recognized in the
financial statements of the fund at their market value. Rising interest rates in 2022
meant that the value of these assets fell by €1.1 billion and stood at €14.4 billion by
year end. See Figure 2.17.

3 For further information, see special report 05/2023: “The EU’s financial landscape”, figure 2
and paragraph 16.

40 Article 212 of Regulation (EU) 2018/1046.


https://www.eca.europa.eu/Lists/ECADocuments/SR23_05/SR_EU-financial-landscape_EN.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32018R1046&from=EN
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Figure 2.17 — Common provisioning fund and its components at end 2022
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Source: ECA, based on the CPF financial statements as of 31 December 2022.

Russia’s war of aggression against Ukraine increases financial
risks to future EU budgets

2.40. At the end of 2021, outstanding loans to Ukraine had a nominal value of
€4.7 billion under the MFA and Euratom instruments. In addition, EIB loans to Ukraine,
supported by EU guarantees, amounted to €2.1 billion. In our 2021 annual report, we
highlighted the risks to the EU budget arising from Russia’s war of aggression against
Ukraine, and noted that the war might jeopardise repayment of these loans*'.

241 Financial assistance to third countries, which includes MFA and Euratom
loans, is subject to a provision set aside from the EU budget to the CPF. This is
determined by assessing the relevant financial risks and in accordance with the

412021 annual report, paragraph 2.54.


https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2021/annualreports-2021_EN.pdf
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principle of prudence®’. The provisioning rate for financial assistance to third countries
has been set at 9 %*°.

In July 2022, the Commission reassessed the risk of default of new MFA loans
to Ukraine. As a result, and in order to protect the EU budget, the Commission set the
provisioning rate of the €6 billion loans to Ukraine at 70 %. To comply with this
requirement, alongside the 9 % first losses covered by the CPF, member states were
requested to provide irrevocable guarantees corresponding to 61 % of the MFA
amounts disbursed. This decision** to apply a 70 % provisioning rate also relates to
repurposed ELM loans disbursed by the EIB to Ukraine.

During 2022, the EU budget’s exposure to Ukraine increased by €7.2 billion
under the MFA and €1.7 billion of loans disbursed by the EIB and supported by EU
guarantees. At the end of 2022, the exposure of the EU budget to Ukraine had risen to
€15.6 billion (€11.6 billion of MFA loans, €0.3 billion of Euratom loans, and €3.7 billion
of budgetary guarantees for loans provided by the EIB and another institution). At the
same time, the Commission recognised an impairment allowance for the MFA loans
made to Ukraine of €2.2 billion, which reflected their life-time expected credit losses.

The MFA+ instrument* was approved at the end of 2022. This is for new
loans to Ukraine, and authorises an additional €18.0 billion to be disbursed during
2023 if certain conditions are met. However, the MFA+ does not require any
provisioning to cover the risk of default, unlike what is laid down for third countries in
the Financial Regulation. We have already highlighted that this situation poses a risk to
the EU budget in a previous opinion“®. In the past, it was only financial assistance to
member states that did not require provisioning. Any losses relating to the MFA+ will
have to be covered by future EU budgets or by the budgetary ‘headroom’ between the
MFF ceiling and the own resources ceiling. See Figure 2.18.

42 Article 211(2) of Regulation (EU) 2018/1046.

43 Article 31(5), third paragraph of Regulation (EU) 2021/947 establishing the Neighbourhood,
Development and International Cooperation Instrument — Global Europe.

4 Decision (EU) 2022/1628.
4 Regulation (EU) 2022/2463.

4 Opinion 07/2022 regarding the establishment of a diversified funding strategy as a general

borrowing method.


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32018R1046&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021R0947&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32022D1628
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32022R2463&from=EN
https://www.eca.europa.eu/Lists/ECADocuments/OP22_07/OP_Funding_strategy_EN.pdf
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Figure 2.18 — Timeline of approved MFA loans to Ukraine, including
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Source: ECA, based on applicable legislation.

Member states are currently absorbing funds from several instruments at the
same time, see Figure 2.19. They have to close the remaining ESIF programmes from
the 2014-2020 MFF, while the implementation of the 2021-2027 shared-management
funds under the CPR has also begun, albeit with a delay. At the same time, most
member states have reached the implementation phase of NGEU financing. Alongside
all this, they need to pursue measures introduced in connection with Russia’s war of
aggression against Ukraine (such as CARE and FAST-CARE). Last year, we highlighted
the risks posed by these simultaneous activities for all bodies responsible for managing
and controlling these funds. We still consider that these risks still exist, and that the
related recommendation for the Commission to ensure there is additional advisory
support to national authorities remains valid*’.

472021 annual report, paragraph 2.41.


https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2021/annualreports-2021_EN.pdf

89

Figure 2.19 — Timeline for committing and paying ESIF, RRF and CPR
shared management funds
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(*) For the EAFRD, a transitional period was introduced for 2021 and 2022 after which it will fall fully
under the framework of the CAP strategic plans. This means that the periods for commitments and
payments are effectively extended by 2 years for the EAFRD (2022 and 2025 respectively).

Source: ECA, based on applicable legislation.

The late adoption of legislation for the shared management funds from the
2021-2027 MFF and the parallel implementation of several instruments resulted in
pressure on administrative resources. This in turn led to delays in the approval of all
partnership agreements with member states, and of most of the programmes. All of
these tasks were not completed until the second half of 2022. In the end, most
member states only started allocating financial resources to projects in late 2022 or
early 2023, approximately 2 years after the start of the MFF period.

Generally, the year n+3 rule for decommitments obliges the Commission to
decommit amounts in a programme not used by the end of the third financial year
following the budget year. However, for the final year of the 2021-2027 MFF, the
stricter rule of year n+2 will apply. This differs from the rules for ESIF in the previous
MFF period where the year n+3 rule also applied in the final year. The period of
implementation for the shared management funds under the CPR is thus shorter than
that for the 2014-2020 ESIF.

The decommitment risk for the 2021-2027 shared management funds under
the CPR has risen significantly because several instruments are being implemented at
the same time, the remaining ESI and NGEU funding are being prioritised, and there
are delays in implementing these funds. There is also a shorter payment timeframe for
those funds by 1 year compared to the previous MFF period, and there is an overlap
with NGEU payments until 2026.
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Although the measures described in paragraphs 2.13-2.17 help absorption of
funds, any negative economic developments may make implementation at a sufficient
pace impossible in 2023 and 2024, which could increase the risk of decommitments,
particularly for the 2021-2027 shared management funds. This is because member
states might find it difficult to co-finance projects and choose instead to use other EU
funds which offer more flexibility. The Commission produced a slightly lower forecast
for decommitments over 2023-2027 of €7.6 billion compared with €8.4 billion in the
2021 forecast. However, if implementation of the shared management funds does not
accelerate significantly in 2024 and 2025, the risk of decommitments later in the
period will increase exponentially.*®

The MFF Regulation sets the maximum expenditure allowed from the EU
budget for a period of 7 years. In addition, annual ceilings are defined (commitment
and payment appropriations). All these amounts are set at 2018 prices. The
adjustment to current prices is done on the basis of a fixed annual increase of 2 %*°.
This fixed deflator is consistent with the European Central Bank (ECB)’s target for price
stability and has proved to be sufficient over the last 20 years. Until 2021, EU average
inflation has ranged between 0 % and 4 % (for half of the period, it was above 2 %, and
for the other half, below that level).

However, during 2022, consumer price inflation increased significantly, with
the EU annual average rate reaching 9.2 %°°. ECB forecasts suggest that EU inflation
will continue at high levels during the next few years. The fixed deflator of 2 % set in
the MFF Regulation might therefore prove to be insufficient, if high inflation persists.

% Long-term forecast report 2023-2027, COM(2022) 315.
4 Article 4(2) of the MFF Regulation.

0 Annual inflation more than tripled in the EU in 2022, Eurostat, 9 March 2023.


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32020R2093&from=EN
https://www.ecb.europa.eu/mopo/strategy/pricestab/html/index.en.html#:%7E:text=The%20ECB's%20Governing%20Council%2C%20after,inflation%20over%20the%20medium%20term.
https://www.ecb.europa.eu/mopo/strategy/pricestab/html/index.en.html#:%7E:text=The%20ECB's%20Governing%20Council%2C%20after,inflation%20over%20the%20medium%20term.
https://data.worldbank.org/indicator/FP.CPI.TOTL.ZG?end=2021&locations=EU&start=2000
https://data.worldbank.org/indicator/FP.CPI.TOTL.ZG?end=2021&locations=EU&start=2000
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52022DC0315
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32020R2093&from=EN
https://ec.europa.eu/eurostat/web/products-eurostat-news/w/DDN-20230309-2
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High inflation reduces the purchasing power of the EU budget, thereby
reducing its real size

As the increase in the annual EU budget is adjusted with a fixed 2 % deflator,
its purchasing power is reduced by the difference between that figure and the average
inflation rate, i.e. by approximately 7.2 % in 2022. This basically means that the relative
size of the EU budget reduces in proportion to the size of member state economies.

The EU budget’s loss of purchasing power will increase every year that the
inflation rate is above 2 %. On the basis of the Commission’s inflation forecast!, we
estimate that he EU budget could lose nearly 10 % of its purchasing power by 2023,
see Figure 2.20.

Figure 2.20 — Changes in EU budget purchasing power
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Source: ECA, based on the Commission’s Spring 2023 Economic Forecast.

The EU budget’s loss of purchasing power will affect its expenditure to
differing degrees. Parts of the EU budget are fixed costs and they typically correlate
with inflation. These budget items will thus increase more than had been expected at
the start of the MFF period. This in turn will put further pressure on the EU budget’s
reduced purchasing power and have a negative impact on the amount of available
flexibility for crises and unforeseen events.

>1 Commission’s Spring 2023 Economic Forecast.


https://ec.europa.eu/commission/presscorner/detail/en/IP_23_2723
https://ec.europa.eu/commission/presscorner/detail/en/IP_23_2723
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A key example is administration costs, which are impacted by inflation. In
2022, the Commission already had to allocate an additional €0.2 billion to heading 7 —
European Public Administration — because of rising inflation and energy prices. It used
the margin available under the sub-ceiling for the expenditure of the institutions and
the overall ceiling for heading 7. Another example is financing costs, see
paragraph 2.30.

Inflation and the consequent loss of purchasing power mean that EU funds
may not be able to achieve their objectives to the same extent. In 2022, the
Commission had already noted a reduction in payment needs from the EAFRD because
some beneficiaries of EU funds had postponed or cancelled projects, citing the
increase in costs®’ (see paragraph 2.6). This situation may continue during 2023 and
may negatively affect project timelines.

High inflation changes the proportion of EU revenue from different
sources

In the context of high inflation, other factors being equal, the amounts
collected from both the traditional own resources (TOR) and from the own resources
based on value added tax (VAT) are likely to increase, as both correlate with the prices
of goods sold. This, in combination with the reduction in the relative size of the EU
budget (see paragraph 2.52), would mean that the share of the gross national income
(GNI)-based own resource (the ‘balancing own resource’) would fall.

2 Draft amending budget No 5, COM(2022) 351, paragraph 8.


https://eur-lex.europa.eu/legal-content/EN/TXT/HTML/?uri=CELEX%3A52022DC0351
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Conclusions and recommendations

Most of the available commitment appropriations of the EU budget were
used in 2022, particularly because commitment of the 2021-2027 shared management
funds under the CPR started in that year. The final payment appropriations were also
used almost in full. Absorption of the 2014-2020 ESIF continued in 2022, albeit more
slowly than in 2021 and 2020. Absorption of the committed amounts for the 2021-
2027 shared management funds remained low and mainly related to pre-financing.
See paragraphs 2.2-2.12.

Various EU funding instruments were used as an emergency response to
unexpected events. New flexibility measures were introduced to help member state
authorities dealing with inflows of people fleeing Ukraine. See paragraphs 2.13-2.17.

NGEU commitments accelerated in 2022. Member states received
€47.2 billion in RRF grant payments that related almost entirely to the fulfilment of
milestones and targets. This is more than in 2021, when NGEU payments mostly
related to pre-financing, but less than expected. See paragraphs 2.18-2.22.

Outstanding commitments from the EU budget and NGEU grant funding,
which represent future debts if they are not decommitted, reached a record level of
over €450 billion at the end of 2022. This was mainly because there was an increased
commitment of NGEU funds, as well as the start of implementation of the 2021-2027
shared management funds in 2022. According to the Commission, after a further
increase to some €460 billion in 2023, the outstanding commitments should decrease
during 2024 to 2027 to €314 billion, especially as there are no new NGEU
commitments post 2023. However, this amount would still be slightly higher when
compared to 2020, the last year of the previous MFF. See paragraphs 2.23-2.26.

EU debt increased in 2022 to €344.3 billion by year-end (2021:
€236.7 billion), mainly because of new borrowing for NGEU, SURE and MFA. Of this
borrowing, only the NGEU instrument entailed interest rate risk for the EU budget. In
2022, net interest paid on NGEU borrowing amounted to €0.5 billion. See
paragraphs 2.27-2.31.
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The EU budget’s exposure, consisting of its guarantees on borrowing related
to loans disbursed through several funding instruments and of contingent liabilities
stemming from the EU budgetary guarantees, increased from €205 billion in 2021 to
€248 billion in 2022. This was mainly due to the additional RRF and SURE loans
provided to member states and the MFA loans provided to Ukraine. In addition, at the
end of 2022, there were an additional €109 billion of RRF loans already granted but not
yet disbursed, and €18 billion of loans to Ukraine to be granted during 2023 from the
recently approved MFA+. The EU budget’s exposure will therefore continue to rise. The
exposure risk of the EU budget is partially mitigated by guarantees received from
member states and by the common provisioning fund. The amounts managed by the
CPF increased from €12.3 billion in 2021 to €14.4 billion in 2022 (see paragraphs 2.32-
2.39).

The EU budget’s exposure to Ukraine more than doubled in 2022 compared
to 2021 (from €7 billion to €16 billion). The approval of an additional €18 billion for the
MFA+ at the end of 2022 will significantly increase this exposure for future budgets.
Furthermore, as the additional €18 billion do not require any provisioning, the risk for
future EU budgets increases. Any related losses will have to be covered by future EU
budgets or by the budgetary ‘headroom’ between the MFF ceiling and the own
resources ceiling. See paragraphs 2.40-2.44.

The parallel and delayed implementation of several instruments increases
the risk of member states losing out on funding. Most member states only started
allocating financial resources to projects from late 2022 due to delays in the approval
of the legislation and in turn, of the partnership agreements and programmes. If
implementation of the shared management funds is not accelerated significantly in
2024 and 2025, the risk of decommitments later in the period will increase
exponentially. See paragraphs 2.45-2.49.

High inflation affects the EU budget in several ways. It reduces its purchasing
power, increases in particular fixed costs, such as administration costs and the costs of
financing, and also affects the proportion of revenue from different sources. See
paragraphs 2.50-2.57.
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In the light of the high level of outstanding commitments which await payment from
future EU budgets, the Commission should identify ways to help member states
accelerate the use of EU funds, in particular of shared management funds under the
Common Provisions Regulation, while respecting sound financial management.

Target implementation date: By end of 2026

The Commission should assess the impact on the EU budget of high inflation
continuing over several years and identify tools to mitigate resulting key risks. In this
regard, the Commission should protect the EU budget’s ability to meet its legal and
contractual commitments, such as rising financing costs.

Target implementation date: By end of 2024

In the face of the EU budget’s increasing exposure from borrowing for additional
payment needs, such as those triggered by the COVID-19 pandemic and Russia’s war of
aggression against Ukraine, as well as from budgetary guarantees, the Commission
should take any appropriate actions needed to ensure that its risk mitigation tools,
such as the common provisioning fund, have sufficient capacity, and make public its
estimate of total annual exposure.

Target implementation date: By end of 2025
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Chapter 3

Getting results from the EU Budget
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Introduction

Every year, we analyse a number of aspects relating to the performance and
the results achieved by the EU budget, which is implemented by the Commission in
cooperation with the member states’.

For financial years 2019 to 2021, as a pilot project, we split our annual report
into two separate parts. The first part covered the reliability of the EU accounts and
the legality and regularity of underlying transactions, while the second part covered
the performance of spending programmes under the EU budget. Starting from
financial year 2022, we have decided to return to a single annual report that includes a
chapter on performance.

This year, our chapter on performance covers the following topics:

Part 1 —results and key messages from our 2022 special reports on performance,
as well as related information from the Commission and the budgetary and
legislative authorities (the European Parliament and the Council);

Part 2 — implementation of the recommendations made in our 2019 report on the
performance of the EU budget;

Part 3 — implementation of the recommendations we made in the special reports
we published in 2019.

L Article 317 of the Treaty on the Functioning of the EU.


https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=celex%3A12012E%2FTXT
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Part 1 — Results of our performance
audits: key messages

Our special reports examine how well the principles of sound financial
management? have been applied in implementing the EU budget. They address key
performance and compliance objectives. In 2022, we published 28 special reports
addressing many of the challenges the EU is facing across its different spending areas

and policies.

Our audit work targeted the following strategic areas, which we consider to be
priorities in line with our 2021-25 strategy:

the EU’s response to the COVID-19 pandemic and post-crisis recovery;
increasing the EU’s economic competitiveness for the benefit of all citizens;

resilience to threats to the EU’s security, and respect for the European values of
freedom, democracy and the rule of law;

climate change, the environment and natural resources; and

fiscal policies and public finances in the EU.

Figure 3.1 gives an overview of all the special reports we published in 2022, by

strategic area.

2 Article 33 of the Financial Regulation.


https://www.eca.europa.eu/
https://www.eca.europa.eu/Lists/ECADocuments/STRATEGY2021-2025/STRATEGY2021-2025_EN.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32018R1046#033
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Figure 3.1 — ECA strategic areas covered by special reports in 2022
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Source: ECA.
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https://www.eca.europa.eu/en/publications?did=61240
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=61688
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=61899
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=61946
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=62745
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=60614
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=61056
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https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=61346
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=61415
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=62446
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=62438
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=60343
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=60922
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=61337
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=62741
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=60620
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=61103
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=61355
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=61262
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=61941
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=62373
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=60837
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=61175
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=61461
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=62634
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=62590
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Our auditees have the right to provide replies to our observations®. These
replies, which also indicate whether they accept or not the recommendations we
make, are published together with our special reports. Our 2022 special reports
contained 214 recommendations on a wide range of topics, mainly addressed to the
Commission. Our auditees fully accepted 91 % of our recommendations.

The Council and the European Parliament may decide to analyse our special
reports. As part of this process, the Council may prepare conclusions. In some cases,
the Council refrains from adopting conclusions for special reports, for example when
the Commission has already submitted a legislative proposal in the area addressed by
our special report.

At the European Parliament, the Committee on Budgetary Control (CONT) is
the principal committee that examines our special reports. The CONT committee may
decide to appoint a Member of the Committee for a special report, who may prepare a
working document under his or her sole responsibility. If a working document is
prepared, it will typically summarise our observations and present the Committee
Member’s recommendations on the issue, which do not represent the views of the
whole CONT committee or those of the Parliament. In some cases, special reports are
only presented in the committees specialising in their subject matter. In such cases,
working documents are not prepared. Some elements from our special reports may be
included in the resolutions relating to the annual discharge procedure and in such
situations, the observations in these resolutions formally represent the view of the
European Parliament. In its discharge resolution for 2021, adopted in May 2023, the
European Parliament* supported the recommendations of the Court in its annual
report as well as in related special reports.

In the following paragraphs, we present the key messages of our special
reports, by strategic area. We have complemented this with an overview of the
references made to our special reports by the Council, and by the European Parliament
in its discharge resolution. We have also given examples of early actions taken by the
Commission following the recommendations made in our 2022 special reports. This

3 Ibid., Article 259.

*  European Parliament resolution of 10 May 2023 with observations forming an integral part

of the decision on discharge in respect of the implementation of the general budget of the
European Union for the financial year 2021, Section Ill — Commission and executive
agencies.


https://www.europarl.europa.eu/doceo/document/TA-9-2023-0137_EN.html
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complements the Commission’s position as set out in its replies to our special reports,
and is without prejudice to the regular follow-up exercise we carry out after 3 years.

Introduction

In 2022, we published five special reports on topics in the strategic area “EU
response to COVID-19 and post-crisis recovery” (see Figure 3.2).

Figure 3.2 — Special reports published in 2022 in the strategic area of the
EU’s COVID-19 response

SR 13/2022: SR 18/2022:
Free movement in the EU during the EU institutions and COVID-19 -
COVID-19 pandemic - Responded rapidly, challenges
Limited scrutiny of internal border still ahead to make the best of
controls, and uncoordinated actions the crisis-led innovation and
by Member States flexibility

EU response to
COVID-19 and
post-crisis

SR 28/2022: SR 19/2022:
Support to mitigate Unemployment recovery EU COVID-19 vaccine
Risks in an Emergency (SURE) — procurement —

SURE financing contributed to Sufficient doses secured after
preserving jobs during the COVID-19 v initial challenges, but
crisis, but its full impact is not known performance of the process not

sufficiently assessed
SR 21/2022:
The Commission’s assessment
of national recovery and
resilience plans —
Overall appropriate but
implementation risks remain
Source: ECA.

Our key messages

One effect of the COVID-19 crisis was that member states introduced internal
border controls to enforce travel restrictions to limit the spread of the virus. We
assessed whether the Commission had taken effective action to protect the right of
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free movement of persons during the COVID-19 pandemic. We concluded® that
limitations in the legal framework hindered the Commission’s supervision of
restrictions imposed by the member states. Furthermore, the Commission did not
exercise proper scrutiny to ensure that internal border controls complied with the
Schengen legislation. Despite the Commission’s initiatives, the member states’ travel
restrictions were mostly uncoordinated.

We also looked at how the EU institutions had coped with the COVID-19
pandemic, their level of preparedness and what lessons they had learned. We
concluded® that EU institutions had been resilient when faced with the COVID-19 crisis,
thanks to their rapid and flexible response and their prior investments in digitalisation.
However, their business continuity plans were not designed for long-term disruptions
and the assessment of the efficiency of the new ways of working had been partial.

Our report on EU action to support the member states in their fight against
the COVID-19 concluded’ that the EU had secured a diversified vaccine portfolio for
member states, though it had begun procurement later than the UK and the US. The
EU’s negotiators were better able to secure the EU’s procurement objectives in the
later contracts signed with vaccine manufacturers. We also found that the Commission
had limited leverage to overcome supply challenges and that the extent of its impact
on the ramping-up of vaccine production was unclear.

The Recovery and Resilience Facility (RRF) is the centrepiece of the EU’s
response to the COVID-19 pandemic. We found? that the Commission’s assessment of
member states’ recovery and resilience plans (RRPs) was, overall, appropriate given
the complexity of the process and the time constraints involved. However, we
identified a number of weaknesses in the process and risks for the successful
implementation of the RRF. For example:

disbursement profiles were the result of negotiations rather than a reflection of
underlying costs, and the Commission had not yet defined a methodology for
calculating the suspension or partial reduction of payments (see paragraph 3.19);

> Special report 13/2022.
® Special report 18/2022.
7 Special report 19/2022.

8 Special report 21/2022.


https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=61240
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=61688
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=61899
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=61946
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some milestones and targets lacked clarity or did not cover all key
implementation stages of a measure.

Our report on Support to mitigate Unemployment Risks in an Emergency
(SURE) found® that while there were indications that funding had reached millions of
people, the lack of comprehensive member state data limited the Commission’s ability
to assess how many jobs had been preserved.

Main institutional stakeholders

The Commission published two studies analysing the impact of border-
related measures taken by member states in the fight against COVID-19. Similarly to
our special report on this topic, a key finding of the first study'® was that the effect of
Commission guidelines on border closures had not been systematic.

As indicated in the Commission’s annual report on internal audits carried out
in 2021, the Internal Audit Service of the Commission stressed that the directorates-
general and services should continue to:

duly assess the risks caused by the COVID-19 pandemic in relation to financial
management; and

define and implement adequate mitigating measures, such as adjusting or
redefining their control strategies.

In February 2023, the Commission published a framework to assess the
satisfactory fulfilment of milestones and targets, and a methodology to the determine
payment suspension under the RRF.

°  Special report 28/2022.

10" European Commission: Analysis of the impact of border-related measures taken by
Member States in the fight against COVID-19, 2022.


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52022DC0292
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52022DC0292
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A52023DC0099&qid=1677228696960
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=62745
https://www.researchgate.net/publication/364637975_Analysis_of_the_impact_of_border-related_measures_taken_by_Member_States_in_the_fight_against_COVID-19_Update_and_follow-up_Written_by
https://www.researchgate.net/publication/364637975_Analysis_of_the_impact_of_border-related_measures_taken_by_Member_States_in_the_fight_against_COVID-19_Update_and_follow-up_Written_by
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Members of the European Parliament’s Committee on the Budgetary Control
prepared working documents for three of the five special reports in this area’’. One
report'? was referred to other committees, and for another report*® a background
note was prepared, summarising its key messages.

The European Parliament’s 2021 discharge resolution referred to four of the
five reports’*.For example, concerning the special report on vaccine procurement, the
European Parliament regretted that further information related to the content of
these contracts had not been provided by the Commission to the Court. Regarding our
report on the assessment of national RRPs, the European Parliament called on the
Commission to report to the discharge authority how each payment request related to
the number of milestones and targets to be fulfilled for each member state, and to
propose measures to guarantee that all milestones and targets be completed by
31 August 2026.

The Council prepared conclusions for two of the five special reports in this
area'®. Overall, the conclusions supported our recommendations, and they included
additional remarks. For example:

the Council conclusions on our special report on the EU institutions’ resilience
during the COVID-19 crisis'® highlighted the need for careful consideration and
prioritisation of the environmental impact of the new ways of working in EU
institutions as part of their long-term building and greening strategies;

the Council conclusions on our special report on vaccine procurement®’ invited
the Commission to carry out an independent evaluation of the adequacy of the
procedures to assess effectiveness from a public health perspective, of elements
of the contract clauses, and of the negotiating team’s selection criteria.

1 Special reports 18/2022, 19/2022 and 21/2022.

12 Special report 13/2022.

13 Special report 28/2022.

14 Special reports 18/2022, 19/2022, 21/2022 and 28/2022.
15 Special reports 18/2022 and 19/2022.

16 Special report 18/2022.

17" Special report 19/2022.


https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=61688
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=61899
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=61946
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=61240
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=62745
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=61688
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=61899
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=61946
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=62745
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=61688
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=61899
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=61688
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=61899
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Increasing the EU’s economic competitiveness for the benefit of
all citizens

Introduction

32.23. In 2022, we published eight special reports on topics in the strategic area
“Increasing the EU’s economic competitiveness for the benefit of all citizens” (see
Figure 3.3). We focused our audit work on EU support for businesses, for research and
innovation (R&I) and for the digital economy and data collection and analysis.

Figure 3.3 — Special reports published in 2022 in the strategic area of EU

competitiveness
SR 03/2022: SR 06/2022:
5G roll-out in the EU - EU intellectual property
Delays in deployment of rights —
networks with security Protection not fully
issues remaining waterproof
unresolved
SR 24/2022: SR 07/2022:
e-Government actions targeting , \ SME internationalisation
businesses — instruments —

Commission’s actions
implemented, but availability of
e-services still varies across the EU

Increasing the

A large number of support
actions but not fully coherent
or coordinated

EU’s economic
competitiveness
for the benefit of

SR 23/2022:

Synergies between Horizon 2020
and the European Structural and
Investment Funds —

Not yet used to full potential

SR 16/2022:
Data in the Common Agricultural
Policy -
Unrealised potential of big data for
policy evaluations

Source: ECA.

Our key messages

3.24. We examined whether the European Regional Development Fund (ERDF) had

all citizens

N’

SR 08/2022:

ERDF support for SME
competitiveness —
Design weaknesses decrease
effectiveness of funding

SR 15/2022:
Measures to widen participation in
Horizon 2020
were well designed but sustainable
change will mostly depend on efforts
by national authorities

contributed to improving small and medium-sized enterprises’ (SMEs’)
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competitiveness. We concluded*® that although the 2014-2020 ERDF support had
stimulated SMEs’ willingness to invest, its effectiveness in increasing their
competitiveness had been hampered by shortcomings in the funding approach taken
by the member states’ managing authorities. In most ERDF programmes, calls for
project submission failed to tackle all relevant obstacles to competitiveness
encountered by SMEs. Selection procedures were not designed to award funding to
the most competitive project proposals.

We audited the EU strategy for SME internationalisation and two of the key
initiatives in this field: the Enterprise Europe Network and Startup Europe. We found*®
that the strategy correctly identified the main obstacles and that the member states
had put in place a large number of actions to support SMEs internationalisation.
However, there was no up-to-date inventory of all relevant actions in the field and the
financial sustainability of EU actions was not always sufficiently addressed.

We looked at whether the Commission provided the necessary legislative and
support measures to protect EU trademarks, designs and geographical indications. We
found?® that the Commission had established appropriate legislative and support
measures to protect EU trademarks. However, legislation on EU designs was
incomplete and outdated and there were shortcomings in the legislation on
geographical indications. Moreover, we identified weaknesses in the governance and
accountability framework of the EU Intellectual Property Office and shortcomings in
the EU’s intellectual property rights (IPR) enforcement framework.

In 2022, we completed two audits in the area of support for R&I: one on
widening participation in Horizon 2020 and another on synergies between
Horizon 2020 and the European Structural and Investment Funds (ESIF).

We assessed whether the Horizon 2020 widening measures were fit for
purpose. We found?* that while these measures could kick-start progress in R&l in the
recipient countries, genuine sustainable change was dependent on national
governments fully playing their part in making R&lI a priority, in terms of both
investments and reformes.

[
(o]

Special report 08/2022.

=
(\=}

Special report 07/2022.
20 Special report 06/2022.

21 Special report 15/2022.


https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=61108
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=61072
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=61056
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=61346
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We assessed whether the Commission and the relevant national/regional
authorities had taken appropriate measures to establish synergies between
Horizon 2020 and the ESIF. We concluded?? that the implementation of synergies
varied. For example, while planned measures to create upstream synergies (ESIF
support for capacity-building activities to increase the chances of beneficiaries
subsequently receiving Horizon 2020 funding) were implemented well, measures to
create downstream synergies (ESIF funding for the further development of
Horizon 2020 project results) were hardly implemented.

The 5G network is of strategic importance for the EU’s single market, but it
also brings security risks. We examined whether the Commission supported member
states effectively in achieving EU objectives for the roll-out of their 5G networks and
for addressing 5G security concerns in a concerted manner. Our audit showed?? that
there were delays in the member states’ roll out of 5G networks. Although the
Commission provided member states with support, it did not clearly define the
expected quality of 5G services.

We audited whether the Commission’s e-Government actions targeting
businesses were effective. We concluded? that the Commission had supported the
implementation of e-Government solutions by member states through EU-financed
projects, by providing technical support and by fostering collaboration between
national authorities. However, although the Commission had completed its EU action
plan in this area, not all newly developed digital public services were available across
the EU.

One audit concerned data collection and analysis under the common
agricultural policy (CAP), which accounts for more than a third of the EU budget. We
assessed whether the Commission made good use of data and analytics for CAP policy
analysis.

We found?® that the Commission held large amounts of data for CAP design,
monitoring and evaluation and mainly used conventional tools to analyse the data it
collected form the member states. However, current CAP data and tools available to

22 Special report 23/2022.
23 Special report 03/2022.
% Special report 24/2022.

% Special report 16/2022.


https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=62446
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=60614
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=62438
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=61415
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the Commission did not deliver some significant elements that were needed for well-
informed policymaking. The Commission had taken several initiatives to make better
use of existing data, but barriers to making the best use of collected data remained.

Main institutional stakeholders

The Commission issued several legislative proposals related to intellectual
property rights, including a proposal to review the geographical indications system for
agricultural products in March 2022 and a proposal for a regulation on geographical
indication protection for craft and industrial products, in April 2022. Furthermore, in
November 2022, the Commission presented a proposal for a regulation on Community
designs and a proposal for a directive on the legal protection of designs.

In November 2022, a Commission notice entitled “Synergies between
Horizon Europe and ERDF” programmes was issued. Its purpose is to outline the new
opportunities available to the managing authorities of cohesion policy programmes,
national Horizon Europe contact points and Horizon Europe project
promoters/proposers.

In September 2022, Commission Implementing Regulation (EU) 2022/1475
was adopted, laying down detailed rules regarding the evaluation of common
agricultural policy strategic plans and the provision of information for monitoring and
evaluation. It stipulates the scope of the data the member states are required to
report to the Commission for the monitoring and evaluation of the CAP.

Members of the European Parliament’s Committee on Budgetary Control
prepared working documents for four?® out of eight special reports in this area, while
the other four special reports were referred to other committees. The European
Parliament’s 2021 discharge resolution referred to four of the eight reports?’.

% Special reports 06/2022, 08/2022, 16/2022 and 23/2022.

7 Special reports 07/2022, 08/2022, 15/2022 and 16/2022.


https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A52022PC0134
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A52022PC0174&qid=1679475250721
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A52022PC0174&qid=1679475250721
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A52022PC0666
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The Council issued conclusions for all eight of our special reports in this
strategic area. Overall, these conclusions supported our recommendations, and they
included additional remarks. For example:

the Council conclusions on our 5G roll-out report invited the Commission to work
together with the member states to recommend policies and measures in order
to reach European connectivity targets and 5G coverage of all populated areas in
the EU by 2030, while taking into consideration pivotal geopolitical and economic
factors.

the Council conclusions on our report on the protection of IPR also called on the
Commission to present the corresponding legislative proposal without further
delay, to make design protection more accessible and attractive for creators and
businesses.

the Council conclusions on our Horizon 2020 report also invited the Commission
to evaluate the impact of widening measures on participation in the programme,
as these were introduced in order to increase the participation of member states
with low R&I performance.

the Council conclusions on our report on synergies between Horizon 2020 and the
ESIF considered that the pursuit of synergies between funds should not interfere
with the evaluation of proposals under Horizon Europe, and invited the
Commission to pay due attention to potential undesired impacts of synergies and
take precautionary measures if necessary.

the Council conclusions on our e-Government report called on the Commission to
ensure coherence between the required actions and the relevant financial
instruments that could assist the member states in achieving the digital
transformation of their public services.

However, in the case of ERDF support for SME competitiveness, the Council
did not support our recommendation that selection procedures should be designed to
award funding to the most competitive project proposals. Rather, it shared the
Commission’s opinion that the managing authority is ultimately responsible for
drawing up appropriate ambitious selection procedures and criteria used to select
operations. Nevertheless, the Council invited the Commission to consider the
advantages and disadvantages of competitive and non-competitive selection
procedures on a case-by-case basis.


https://www.eca.europa.eu/en/publications?did=61056
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Introduction

In 2022, we published four special reports on topics in the strategic area
“Resilience to threats to the European Union’s security and respect for the European
values of freedom, democracy and rule of law” (see Figure 3.4). In terms of external
threats to the EU, our audit work focused on the rule of law and cross-border
cooperation, while in terms of internal threats we focused on cybersecurity and fraud.

Figure 3.4 — Special reports published in 2022 in the strategic area of
resilience and European values

SR 01/2022: SR 05/2022:
EU support for the rule of law Cybersecurity of EU institutions,
in the Western Balkans — bodies and agencies —

Level of preparedness overall not
commensurate with the threats

Despite efforts, fundamental
problems persist

Resilience

to threats to the EU’s
security and respect for
the European values of
freedom, democracy and
the rule of law

SR 27/2022: SR 14/2022:
EU support to cross-border The Commission’s response to
cooperation in the neighbouring fraud in the Common
countries — Agricultural Policy —
Valuable support, but implementation Time to dig deeper

started very late and problems with
coordination need to be addressed

Source: ECA.

Our key messages

The rule of law is one of the fundamental values on which the EU is founded
and represents an essential condition for candidate countries to join the EU. Our audit
examined whether EU support for the rule of law in the Western Balkans in 2014-2020
was effective. We found?® that while EU action had contributed to reforms in technical

% Special report 01/2022.


https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=60343
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and operational areas, such as improving the efficiency of the judiciary and the
development of relevant legislation, it had had little overall impact on fundamental
rule-of-law reforms in the region. A key reason for this was insufficient domestic
political will to drive the necessary reforms. Moreover, IPA Il lacked strict
conditionality clauses directly linking stalled rule-of-law reforms to restrictions on
funding in other sectors.

Cross border cooperation is a key element of the EU’s neighbourhood policy,
which covers 16 countries along its external borders. We examined whether cross-
border cooperation programmes were effective in enhancing territorial cooperation
across the EU’s external borders.

We concluded?’ that the 2014-2020 programmes provided relevant and
valuable support to the regions on both sides of the EU external border, but that their
implementation started very late. Due to Russia’s invasion of Ukraine, the Commission
suspended financing agreements for programmes with Russia and Belarus, and the
implementation of 9 out of 17 programmes proposed for 2021-2027 involving Russia
and Belarus was in severe doubt.

Due to the sensitive information they process, EU institutions, bodies and
agencies are attractive targets for potential hackers. Our audit of cybersecurity of EU
institutions concluded?® that they had not achieved a level of cyber preparedness
commensurate with the threats. They did not approach cybersecurity consistently,
essential controls and key cybersecurity good practices were not always in place, and
cybersecurity training was not provided systematically.

We examined whether the Commission had taken appropriate action on
fraud in CAP spending and whether it had identified and properly responded to the
fraud risks affecting CAP spending. We found?®* that the Commission had responded to
instances of fraud in CAP spending, but was not sufficiently proactive in addressing the
impact of the risk of illegal land grabbing on CAP payments, in monitoring member
states’ anti-fraud measures, and in exploiting the potential of new technologies.

29 Special report 27/2022.
30" Special report 05/2022.

31 Special report 14/2022.
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Main institutional stakeholders

In December 2022, the Commission published a staff working document??
which provides a uniform set of indicators that need to be used in all relevant
interventions, to ensure that the results can be aggregated, and the impact and
outcomes of IPA Il can be more clearly demonstrated for the entire instrument.

In March 2022, the Commission issued a legislative proposal for a regulation
on a common cybersecurity framework.

Members of the European Parliament’s Committee on the Budgetary Control
prepared working documents for two*? of our four special reports in this strategic
area, and one special report®* was referred to another committee.

The European Parliament’s 2021 discharge resolution referred to two of the
four reports®°. For example, regarding our report on fraud in CAP spending, the
European Parliament emphasised that weaknesses in member states’ checks are prone
to being exploited by fraudsters and that the Commission should monitor national
anti-fraud measures better, provide more concrete guidance, and promote the use of
new technologies for preventing and detecting fraud.

By the end of March 2023, the Council had drafted conclusions for all four of
our special reports in this strategic area. Overall, these conclusions supported our
recommendations, and they included additional remarks.

For example, the Council conclusions on our special report on fraud in CAP
also underlined that the financial impact of reported fraudulent irregularities was

32 Commission Staff Working Document: The Instrument for Pre-Accession assistance (IPA Il1)

Results Framework, 2022.
3 Special reports 01/2022 and 14/2022.
3 Special report 05/2022.

% Special reports 01/2022 and 14/2022.
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generally low and that the number of irregularities and the associated amounts were
not direct indicators of the amount of fraud affecting the EU budget.

Climate change, the environment and natural resources

Introduction

32.52. 1 2022, we published six special reports on topics in the strategic area
“Climate change, the environment and natural resources”. Three of these reports
concerned topics relating to the management of natural resources, two concerned
topics relating to energy and one concerned the cross-cutting topic of climate spending
in the EU budget (see Figure 3.5).

Figure 3.5 — Special reports published in 2022 in the strategic of climate
change, the environment and natural resources

SR 02/2022: SR 09/2022:
Energy efficiency in Climate spending in the 2014-
enterprises — 2020 EU budget —
Some energy savings but Not as high as reported

weaknesses in planning and

project selection/ ~

Climate change, SR 10/2022:
SR 22/2022: . LEADER and community-led
EU support to coal regions — environment and local development -
Limi'ted focus on socio-. . natural resources Facilita.t.es local engagement
economic and energy transition but additional benefits still not

sufficiently demonstrated

SR 20/2022:
EU action to combat illegal SR 12/2022:
fishing — Durability in rural development -

Most projects remain operational

weakened by uneven checks for the period required, but there

and sanctions by Member are opportunities to achieve longer
States lasting results

Control systems in place but

Source: ECA.



116

Our key messages

The EU introduced the LEADER programme as a bottom-up initiative to
support the development of disadvantaged rural regions through projects addressing
local needs. We examined whether LEADER delivered benefits that justified its
additional costs and risks, in particular compared to mainstream (top-down) EU
spending programmes. We concluded?®° that the LEADER approach to rural
development facilitated local engagement, but there was little evidence that the
benefits of this approach outweighed its costs and risks.

Since 2007, the EU has spent approximately €10 billion to diversify its rural
economy and €15 billion to improve infrastructure in rural areas through rural
development programmes. Investments supported through those programmes were,
in general, required to remain operational for 5 years. We examined whether these
investments delivered durable benefits. We found?’ that most rural development
projects relating to infrastructure and diversification operated throughout the legal
durability period, but that diversification projects ended soon after and that insights on
projects’ benefits over time were limited.

Illegal, unreported and unregulated fishing (‘illegal fishing’) is one of the
greatest threats to marine ecosystems, undermining efforts to manage fisheries
sustainably. We examined the EU framework, action and spending to prevent products
of illegal fishing from ending up on EU citizens’ plates. We concluded?® that the EU
control systems mitigated the risk of illegal fishing, but that their effectiveness was
reduced by the member states’ uneven application of checks and sanctions.

Improvements in energy efficiency and the phasing-out of coal are essential
factors in achieving the EU’s ambition to become climate neutral by 2050. We
examined whether EU funds for improving energy efficiency in enterprises were spent
soundly and whether EU support had contributed effectively to the socio-economic
and energy transition in EU regions where the coal industry had been in decline.

Our report on energy efficiency in enterprises found*° that the Commission
had not assessed the potential for energy savings or financing needs, and that the

% Special report 10/2022.
37 Special report 12/2022.
% Special report 20/2022.

39 Special report 02/2022.
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member states’ planning of funds was not aligned with their national energy efficiency
priorities. We also concluded“® that EU support for coal regions had a limited focus and
impact on job creation and energy transition. Despite overall progress, coal remained a
significant source of greenhouse gas emissions in some member states.

Our audit on spending on climate action examined whether the Commission
had reported relevant and reliable climate-spending information for 2014-2020. We
found“' that the Commission had overestimated such spending by at least €72 billion,
mostly due to overestimation of the contribution of agricultural funding, but also of
infrastructure and cohesion funding.

Main institutional stakeholders

In 2022, the Commission published a staff working document providing a
summary of ex post evaluations of the 2007-2013 rural development programmes.
Overall, the summary report’s conclusions on the topics addressed by three of our
special reports in the areas of rural development and climate spending were in line
with our findings, albeit that they concerned a different programming period in some
cases. These conclusions were as follows:

only 6 % of the member states and regions reported on the positive effects of
environmental measures in relation to climate change mitigation. However, these
positive effects could be seen as side-effects rather than the result of clear
targeting in the rural development programmes;

interventions encouraging diversification of the rural economy prove to produce
less direct and measurable effects in the short term;

although the LEADER approach received positive recognition from the
stakeholders questioned, too few reports provided conclusions on the approach,
and quantifiable indicators were not able to capture its specific characteristics
and objectives.

In July 2022, the Commission published a study on the legislative frameworks
and enforcement systems of member states in relation to the EU regulation on illegal,

0" Special report 22/2022.

4 Special report 09/2022.
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unreported and unregulated fishing. The study identified significant weaknesses in
many legislative frameworks and a lack of relevant sanctions.

In December 2022, the Commission published guidance for member states
on updating their 2021-2030 national energy and climate plans. The guidance
document encouraged member states to increase their level of ambition to speed up
the green transition to climate neutrality, including the phasing-out of coal power,
while mitigating social and employment impacts.

In May 2022, the Commission presented REPowerEU, a proposal to reduce
dependence on fossil fuels and accelerate the green transition.

Members of the European Parliament’s Committee on Budgetary Control
prepared working documents for five of the six special reports in this area®?, and one
was referred to another committee®.

The European Parliament’s 2021 discharge resolution referred to two of the
six reports**. For example, regarding our report on climate spending, the European
Parliament regretted that the Commission had not yet addressed weaknesses in the
reported figures of its new methodology.

The Council prepared conclusions for five** of the six special reports in this
area. Overall, the Council conclusions supported our recommendations, and they
included additional remarks. For example:

the Council conclusions on our report on the LEADER approach to rural
development noted that it was not always possible to define and achieve the
desired targets due to the depopulation of rural areas;

42 Special reports 02/2022,09/2022, 10/2022, 12/2022 and 22/2022.
4 Special report 20/2022.
4 Special reports 09/2022 and 10/2022.

% Special reports 02/2022, 09/2022, 10/2022, 12/2022 and 22/2022.
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the Council conclusions on our report on durability in rural development stated
that the selection procedure should be further improved and noted that the long-
term impact of supported projects is vital for rural development;

the Council conclusions on our report on energy efficiency in enterprises stressed
that energy efficiency projects facing price increases and supply chain disruption
issues should be successfully completed;

the Council conclusions on our report on climate spending highlighted the
importance of an EU methodology for climate tracking that is solid, reliable,
clearly communicated and based on scientific evidence, to take stock of best
practice at national and local level.

Introduction

In 2022, we published five special reports on topics in the strategic area
“Fiscal policies and public finances in the EU”. Three of these reports dealt with EU
budgetary issues, one with investment funds and one with statistics (see Figure 3.6).
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Figure 3.6 — Special reports published in 2022 in the strategic area of
fiscal policies and public finances

SR 04/2022: SR 11/2022:
Investment funds - Protecting the EU budget —
EU actions have not yet created a true Better use of blacklisting
single market benefiting investors needed

N

The fiscal policies

and public
SR 26/2022: . . SR 17/2022:
European statistics — finances in the EU External consultants at the
Potential to further improve European Commission —
quality Scope for reform

) -

SR 25/2022:
Verification of Gross National
Income for financing the EU
budget —

Risks in data compilation well
covered overall, but scope for
increased prioritisation of actions

Source: ECA.

Our key messages

When managing payments from the EU budget, the Commission aims to
avoid entering into financial agreements with untrustworthy counterparties, such as
those involved in fraud. Our audit on blacklisting assessed the effectiveness of the
Commission’s actions to achieve this objective. As the Commission increasingly uses

external consultants to perform a range of advisory and support services, we examined

whether the use of external consultants took place in a manner that safeguarded the

EU’s interests and ensured value for money.

On the revenue side of the budget, where member states’ gross national

income (GNI) is the main source of financing for the EU budget, we assessed whether

the Commission had managed the most recently completed GNI verification cycle
(2016-2019) effectively and efficiently.
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The key conclusions of these special reports addressing budgetary issues
were:

the blacklisting of entities applying for EU funds“® was not used effectively as
there was no coherent set of obligations for the different payment modes. For
example, the use of exclusion systems was not mandatory for funds managed by
member states;

the Commission’s management of the use of external consultants*’ did not fully
ensure maximum value for money. It did not manage the risks of overdependence
and potential conflicts of interest sufficiently, while its reporting on the use of
consultants was weak;

overall, the Commission was effective in identifying high-risk issues in the
verification of GNI-based contributions*® but did not address all of themin a
timely manner.

In the area of capital markets and investment funds*’, the EU aims to create
a single competitive market which provides a wider choice of less costly but reliable
investment products and ensures financial stability. We examined the EU’s efforts to
set up this single market for investment funds. We concluded® that EU actions had
enabled a single market for investment funds but had not yet achieved the desired
outcomes, as true cross-border activities and benefits for investors remained limited.
The consistency and effectiveness of fund supervision and investor protection was also
insufficient.

We assessed whether the Commission provided high-quality European
statistics. We concluded®! that the Commission provided European statistics of
generally sufficient quality, but identified a number of weaknesses, including data gaps
for specific areas (e.g. labour, business and health).

4 Special report 11/2022.
47 Special report 17/2022.
8 Special report 25/2022.
% Special report 04/2022.
U Ibid.

1 Special report 26/2022.
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Main institutional stakeholders

In May 2022 the Commission published a study to contribute to the
development of the retail investment strategy that was planned for 2022 under the
capital markets union 2020 action plan. The study’s conclusions are consistent with
those of our report.

In May 2022, the Commission issued a proposal to recast the financial rules
applicable to the EU’s general budget. This recast took on board recommendations,
from our special report on blacklisting, regarding the exclusion of untrustworthy
counterparties from funding and the extension of the early detection and exclusion
system to funds under shared management.

Members of the European Parliament’s Committee on Budgetary Control
prepared working documents for three special reports°?, while the other two special
reports”® were referred to other committees.

The European Parliament’s 2021 discharge resolution referred to two of the
five reports®*. For example, regarding our report on blacklisting, the European
Parliament called on the Commission to work hand-in-hand with Parliament on the
recast of the Financial Regulation to further improve the early detection and exclusion
system and make it an efficient and effective tool. Concerning our report on external
consultants, the European Parliament demanded the Commission to further develop
its framework governing the use of external consultants, and make better use of the
results of external consultants’ services.

The Council prepared conclusions for three>> of our five special reports
concerning this ECA strategic area. It did not prepare any conclusions for the report on
blacklisting as the timing coincided with the discussions on a legislative proposal, and

2 Special reports 11/2022, 17/2022 and 25/2022.
3 Special reports 04/2022 and 26/2022.
% Special reports 11/2022 and 17/2022.

> Special reports 04/2022, 17/2022 and 25/2022.


https://www.ceps.eu/download/publication/?id=37186&pdf=EV0423125ENNs.pdf
https://finance.ec.europa.eu/capital-markets-union-and-financial-markets/capital-markets-union/capital-markets-union-2020-action-plan_en
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52022PC0223
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=61175
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=61461
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=62634
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=60837
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=62590
https://www.eca.europa.eu/en/publications?did=61175
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=61461
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=60837
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=61461
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=62634

123

the conclusions on the report on European statistics are still a work in progress.
Overall, these conclusions supported our recommendations, and they included
additional remarks, for example:

the Council conclusions on investment funds invited the Commission to continue
monitoring market developments in this field and report regularly on possible
impediments to the deepening of the single market for investment funds;

the Council conclusions on external consultants invited the Commission to
consider the budgetary implications of outsourcing activities and processes
against keeping them as tasks for its own staff, while ensuring the optimisation of
staff resources at the current level and seeking efficiency gains.
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Part 2 — Follow-up of the
recommendations made in our report
on the performance of the EU budget —
status at the end of 2019

This part provides information on the follow-up of the recommendations
made in our report on the performance of the EU budget covering the financial year
2019. The follow-up exercise is an important part of the audit process and it is
explained in more detail in paragraph 3.81 of Part 3 — Follow-up of recommendations.

The report contained five recommendations, with the fifth recommendation
divided into four sub-recommendations. All recommendations and sub-
recommendations were addressed to and accepted by the Commission.

We carried out a review to assess the extent to which the weaknesses
identified have been addressed. The results of our work reflect the situation at the
beginning of April 2023. We classified two recommendations as fully implemented,
and two as implemented in some respects. Regarding recommendation 5, we assess
two of its four sub-recommendations as fully implemented and the other two as
implemented in most respects.

Annex 3.1 provides an overview of the five recommendations’

implementation status.
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Part 3 — Follow-up of the
recommendations made in our special
reports from 2019

Every year, we review the extent to which our auditees have taken action in
response to our recommendations 3 years after we made them. This follow-up of our
recommendations is an important step in the audit cycle. It provides us with feedback
on whether our auditees have implemented the actions we recommended and
whether the issues we raised have been addressed, and gives our auditees an
incentive to implement our recommendations. It is also important in designing and
planning our future audit work and for keeping track of risks.

This year, we analysed recommendations from 22 of the 25 special reports
we published in 2019. The recommendations made in the three remaining special
reports>® are beyond the scope of this exercise as we have followed up on them in
separate audits or will do so in the near future.

In total, we followed up on 213 recommendations. Of these, 179 were
addressed to the European Commission. The remaining 34 recommendations were
addressed to the European Parliament, the Council of the European Union and the
European Council, the European Union Agency for Asylum, the European Banking
Authority and the European Border and Coast Guard Agency (“Frontex”).

We used documentary reviews and interviews with auditees to carry out our
follow-up work. To ensure a fair and balanced review, we sent our findings to the
auditees and took account of their replies in our final analysis. To avoid double
counting, recommendations are listed under the auditee to which they were mainly
addressed (with the exception of special report 13/2019, as the recommendations

6 Special report 01/2019: “Fighting fraud in EU spending — action needed”, special
report 03/2019: “European Fund for Strategic Investments — Action needed to make EFSI a
full success”, and special report 12/2019: “E-commerce — many of the challenges of
collecting VAT and customs duties remain to be resolved”.
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were addressed to all three institutions audited). The results of our work reflect the
situation as at the end of April 2023.

The proportion of recommendations fully accepted by our auditees has
slightly decreased

Out of the 213 recommendations that we followed up, our auditees fully or
partially accepted 199 (93 %) of them and did not accept 14 (7 %) (see Figure 3.7).

Compared with the previous year, the proportion of our recommendations
fully accepted decreased from 83 % to 79 %.

Figure 3.7 — Acceptance of our 2019 and 2018 special report
recommendations by our auditees

Partially Not
Accepted accepted accepted

0% 25% 50% 75 % 100 %
Source: ECA.

The proportion of recommendations implemented in full or in most
respects has also slightly decreased

Four of the 213 recommendations we followed up were not yet due for
implementation at the time of our follow-up review. Of the remaining
209 recommendations, our auditees have fully implemented 114 (55 %). They have
implemented a further 32 (15 %) in most respects (see Figure 3.8).

Compared with the previous year, the total proportion of recommendations
fully or mostly implemented decreased from 75 % to 70 %. The total proportion of
recommendations implemented only in some respects or not at all increased from
20 % to 27 %. Annex 3.2 and Annex 3.3 show the implementation status of the
recommendations in more detail.
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Figure 3.8 — Implementation of our 2019 and 2018 special report
recommendations by our auditees

Fully implemented

Implemented in
most respects Not implemented

4%

No longer relevant

Source: ECA.

73 % of recommendations addressed to the European Commission have
been implemented in full or in most aspects

3.89. The total number of recommendations addressed to the Commission was
205. Twenty-six of these came from the three special reports (01/2019, 03/2019 and
12/2019), that are covered by a separate follow-up and therefore not included in this
report (see paragraph 3.82).

3.90. Four of the 179 recommendations we covered were not yet due for
implementation by the time of our follow-up review. Of the remaining

175 recommendations, the Commission has fully implemented 101 (58 %) and
implemented a further 26 (15 %) in most respects. In addition, the Commission has
implemented 24 (13 %) in some respects, and has not implemented 17 (10 %) of them
at all (see Figure 3.9). When our auditees did not implement our recommendations,
this was most often because they had not accepted them (see paragraph 3.101). In
seven cases (4 %), we were unable to conclude (e.g. as it was too early to assess this
recommendation’s level of implementation).


https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=48858
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=49051
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=50415
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Figure 3.9 — Implementation of our 2019 special report
recommendations addressed to the Commission

Fully implemented _ 58 %

Implemented in most respects 15%
Implemented in some respects 13%
Not implemented . 10 %

Unable to conclude 4%

0% 25% 50 % 75 %
Source: ECA.

Annex 3.2 shows the implementation status of the recommendations in
more detail. It also provides brief descriptions of the improvements and of the
remaining weaknesses affecting, for example, the recommendations which have been
implemented in some respects.

For nine of the 22 special reports (see Annex 3.4), the Commission
implemented all recommendations addressed to it in full or in most respects.

The Commission sometimes differs from us in its assessment of whether and
to what extent recommendations have been implemented. If the Commission
considers that a recommendation has been fully implemented, it usually stops
following it up, even if our assessment of the level of implementation differs.

We assessed 47 recommendations from our 2017 special reports and
97 recommendations from our 2018 special reports as outstanding in our follow-up
exercises from 2020 and 2021°’. This year, 114 of those 144 recommendations
remained unimplemented and were no longer being followed up by the Commission
(see Figure 3.10). The Commission had not accepted 32 of those
114 recommendations in the special reports themselves. It considered that the

7 See our 2020 report on the performance of the EU budget, paragraphs 7.11-7.13, and our
2021 report on the performance of the EU budget, paragraphs 3.13-3.15.


https://www.eca.europa.eu/Lists/ECADocuments/annualreport-Performance-2020/annualreport-Performance-2020_EN.pdf
https://www.eca.europa.eu/Lists/ECADocuments/annualreport-Performance-2021/annualreport-Performance-2021_EN.pdf
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remaining 82 recommendations had been fully implemented by the time of the last
2 years’ follow-up exercises, though our assessment differed.

Figure 3.10 — Follow-up of 2017 and 2018 special report
recommendations not fully implemented by the Commission during our
two previous years’ follow-up exercises

Followed up by the Commission

Assessed by the Commission as

82 32 partially implemented
Assessed by the Commission as
2 fully implemented
Assessed by the Commission as The Commission has

fully implemented, though the ECA  not accepted these recommendations
considered otherwise

Source: ECA.

The Commission has continued to follow up the remaining 30 of the
144 recommendations which had not been implemented in full. The Commission
considers that it has since finished implementing two of those 30 recommendations.
Applying the follow-up approach for outstanding recommendations used for our last
two follow-up exercises (from our 2017 and 2018 special reports), we continue to
monitor such cases by analysing Commission data, but we have not examined them in
detail.

56 % of recommendations addressed to other auditees have been
implemented in full or in most respects

Special reports 10/2019, 13/2019 and 24/2019 contained a total of
34 recommendations addressed to auditees other than the European Commission (the
European Parliament, the Council of the European Union and the European Council,
the European Union Agency for Asylum, the European Banking Authority and the
European Border and Coast Guard Agency (“Frontex”)).

These auditees have fully implemented 13 (38 %) of the recommendations
addressed to them. They have implemented a further six (18 %) in most respects (see


https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=50393
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=50742
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=51988
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Figure 3.11). Of the remaining recommendations, they have implemented nine (26 %)
in some respects and have not implemented six (18 %) at all. In all six of those cases,
the auditee had either not accepted our recommendation or accepted it only partially.

Figure 3.11 — Implementation of our 2019 special report
recommendations addressed to auditees other than the Commission

Implemented in most respects 18 %
Implemented in some respects 26 %
Not implemented - 18 %
0% 25% 50 %

Source: ECA.

Annex 3.3 provides a detailed overview of the implementation status of
these recommendations addressed to auditees other than the Commission. It also
provides brief descriptions of improvements made and weaknesses remaining in
relation to the recommendations which have been implemented in some respects.

The proportion of recommendations implemented on time has
decreased

For the last few years, we have consistently given a timeframe for the
implementation of recommendations in our special reports. Timeframes are discussed
and agreed with the auditee and specified in our special reports to ensure that they
are clear to all parties concerned.

Compared to the previous year, the proportion of recommendations
implemented on time decreased from 60 % to 38 %, while the proportion with no
action taken remained relatively stable (see Figure 3.12). Our auditees cited the
COVID-19 pandemic as a reason for the delays.
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Figure 3.12 — Timeliness of actions taken by auditees to address our 2019
and 2018 special report recommendations

Timely follow-up action Delayed action No action
0% 25% 50 % 75 % 100 %

Note: Excluded from the calculation are recommendations where the timeline has not yet passed
(16 cases in 2018 and four cases in 2019), where we were unable to conclude (three cases in 2018 and
seven cases in 2019) and where the recommendations are no longer relevant (13 cases in 2018).

Source: ECA.

Level of implementation correlates with auditees’ acceptance of audit
recommendations

Our analysis shows that 105 (66 %) of the 159 special report
recommendations fully accepted by the auditees were implemented in full. By
contrast, only one (8 %) of the 12 special report recommendations not accepted by our
auditees was implemented in full. Figure 3.13 presents the level of implementation
broken down by different levels of acceptance and demonstrates the correlation
between auditees’ acceptance of audit recommendations.
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Figure 3.13 — Level of implementation broken down by auditees’
acceptance levels

Acceptance level

Implementation
level

Accepted Partially accepted Not accepted

Fully implemented 8 %
.|
Implemented in
. 8%
most respects
I
13% 39 % 0%

Not implemented 3% 26 % -

Note: The percentage values of the level of implementation relate to the respective level of acceptance.
Excluded from the calculation are four cases not yet due for implementation at the time of our follow-
up review and seven cases where we were unable to conclude. Figures are presented without fractional
digits to improve readability which can lead to rounding differences.

Source: ECA.

Conclusion

2.102. our analysis shows that the acceptance of our 2019 special report
recommendations decreased compared to the previous year, from 83 % to 79 %. The
proportion of recommendations implemented in full or in most respects decreased
from 75 % to 70 %. Similarly, the proportion of recommendations implemented on
time decreased from 60 % last year to 38 % this year. The COVID-19 pandemic was the
reason the auditees gave most often for these delays in implementation.
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Annexes

Annex 3.1 - Follow-up of previous recommendations for the ‘Report of the European Court of Auditors
on the performance of the EU budget - status at the end of 2019’

Level of acceptance: accepted; partially accepted; ® not accepted.
Level of implementation: fully; in most respects; in some respects; not implemented.
Level of timeliness: @ timely; delayed; @ deadline still pending; ® no follow-up action;  no assessment of timeliness.

ECA analysis of progress made in implementing recommendation

: Level of
ECA recommendation A Level of Level of
implementation timeliness

Recommendation 1: @

The Commission should continue to report on the
performance of EU spending programmes for at least as long
as substantial amounts of payments related to a given MFF
period are being made, i.e. beyond the duration of the MFF
period concerned. Consequently, for some time after the
launch of next MFF’s programmes, the Commission should
report on the performance of two sets of programmes in
parallel.




ECA recommendation

Recommendation 2:

The Commission should further improve the reliability of the
performance information presented in the programme
statements and the AMPR (e.g. through quality checks,
sharing of good practices, and through standing instructions
for programme statements), and systematically indicate if
any issues were identified.
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ECA analysis of progress made in implementing recommendation

Level of

acceptance Level of

implementation

Remarks

The guidelines issued by the Commission’s central
services to the directorates-general implementing
financial programmes have been updated, stipulating
that any issues identified in relation to the reliability of
indicator data need to be reported in the programme
statements. However, these guidelines should
additionally include details regarding checks to be
performed by the directorates-general on the underlying
data, and the results of these checks should be reported
in their annual activity reports.

Level of
timeliness

Recommendation 3:

The Commission should ensure that lessons learnt from RSB
scrutiny are disseminated, so that weaknesses, especially
those concerning design and methodology, are avoided in
future evaluations.

Y

Recommendation 4:

In order to increase transparency, the Commission should
explain in the programme statements how targets for
indicators were set and where the underlying data comes
from.

The instructions in the budget circular have been
updated and require of the directorates-general to
publish the method used to set targets for programme
indicators. However, a significant number of target-
setting methodologies are not yet documented, and
around one third of programme indicator targets still
need to be defined.
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ECA analysis of progress made in implementing recommendation

Level of

Level of Level of
acceptance : : Remarks S
implementation timeliness

ECA recommendation

Recommendation 5a: \\\\\\\\\\\\ @
The Commission should include in its performance reports:

(a) more analysis of the efficiency and economy of
programmes when information becomes available;

’%

Recommendation 5b: S

)

The Commission should include in its performance reports:

(b) more systematic analysis of the significant external
factors affecting programme performance;

Recommendation 5c: D @
The Commission should include in its performance reports:

(c) clear assessments, for all the performance indicators
reported on, of whether they are on track to meet their
targets;

Recommendation 5d: \\\\\\\\\\\ @
The Commission should include in its performance reports:

(d) clear and balanced assessments of performance,
covering all programme objectives in appropriate
detail.
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Annex 3.2 - Follow-up of 2019 special report recommendations — European Commission

Level of acceptance:

accepted;

partially accepted; ® not accepted.

Level of implementation: &Y fy|ly; &V ) jn most respects; in some respects;@ notimplemented;(:) unable to conclude.

Level of timeliness: @ timely;

Report number

and title

Level of
acceptance

delayed; CL’ deadline still pending; ® no follow-up action;

no assessment of timeliness.

ECA analysis of progress made in implementing recommendation

Level of timeliness

system for organic

1(a) Since 2019, the Commission has undertaken several
evaluations and impact assessments of different types
of legislation. The Commission identified weaknesses
and started taking action to address some of these.
The process of assessing potential changes to the
legislation on chemical hazards is still ongoing. The
SR 02/2019: Commission plans to complete its assessment by
“Chemical hazards 2025. The Commission has not undertaken any
in our food — EU general reflection on how to design legislation in such
food safety policy a way that it can be applied consistently.
protects us but
faces challenges” 1(b) 73 @
2 75
3(a) 76
3(b) | 76 @
SR 04/2019: 1(a) 93
“The control
1 (b) 93 =



https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=48864
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=49353

Report number
and title

Level of
acceptance
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ECA analysis of progress made in implementing recommendation

Level of implementation

Remarks

Level of timeliness

products has
improved, but
some challenges
remain”

1(c)

93

SIS

2(a)

97

Y

2 (b)

97

%
0

DN

2 (c)

97

The Commission has taken specific action to
strengthen checks on a range of imported organic
products from several non-EU countries. The
Commission has not issued general guidance to
member states on how to carry out specific checks on
the control bodies’ supervision of importers.

3(a)

98

In recent years, the Commission has carried out a
limited number of traceability exercises. There is no
evidence that their results are used to better target
audits or ad hoc checks on control bodies and in non-
EU countries.

3 (b)

98

In June and July 2020, the Commission presented the
results of traceability exercises and acknowledged to
the committee on organic production that
weaknesses exist. The Commission has not yet
identified possible corrective action together with the
competent authorities.

3 (c)

98

In 2021, the Commission adopted legal provisions to
improve the cross-border accessibility of data on
organic certificates and, later, to extend the same
system to non-EU countries. The operational




Report number
and title

Level of
acceptance
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ECA analysis of progress made in implementing recommendation

Level of implementation

Remarks

Level of timeliness

developments required in order to improve cross-
border accessibility remain a work in progress.

1(a) 61 = @
SR 05/2019: 1(b) 61 — Q
“FEAD-Fund for
European Aid to 1(c) 61 The ESF+ Regulation does not address the particularly ®
the Most Deprived important point of the recommendation about
— Valuable support requiring member states to set the recommended
but its contribution quantified targets.
to reducing
poverty is not yet 2(b) 61 QO @
established”
3 61 D) We concluded that it was too early to assess the level e
of implementation for this recommendation.
1 (b) 80 Some managing authorities in the ten member states
with no national anti-fraud strategies (Bulgaria,
SR 06/2019: Czechia, Greece, France, Croatia, Italy, Latvia,
“Tackling fraud in Hungary, Malta and Slovakia) have adopted formal
EU cohesion anti-fraud policies, but six member states have not yet
spending — taken concrete measures (Ireland, Cyprus, the
Managing Netherlands, Poland, Slovenia and Finland).
amhg::::;a:ﬁd to 3 (b) 87 The Commission has undertaken some awareness-
detection, raising action, but we consider that the EU Funds Anti-

response and
coordination”

Fraud Knowledge and Resource Centre duplicates to
some extent the existing dissemination through the
electronic data exchange system site. The proposed
changes in the recast Financial Regulation, aimed at
making data-mining tools compulsory, have the



https://www.eca.europa.eu/EN/publications/SR19_05
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=49940
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ECA analysis of progress made in implementing recommendation

Report number Level of

and title : acceptance Level of implementation Remarks Level of timeliness

potential to extend the possibility of using data
analytics to all relevant parties, including the
European Court of Auditors. No measures have been
taken to improve the promotion of fraud detection
methods by regularly disseminating specific cases of
best practice, and the Commission has not yet
published any specific guidance for 2021-2027 on
anti-fraud measures to be taken by member state
authorities.

3 (c) 87 @D The country profiles assessing member states’ ®
detection and reporting capacities, which were
already planned at the time of our audit, are still
under development and their implementation has
been delayed.

,»

4 (a) 89 S The European Anti-Fraud Office has updated the
Irregularity Management System to enable the
reporting of irregularities in relation to the 2021-2027
programming period, and three member states have
already reported suspected or established fraud cases
to date, although not relating to cohesion policy. The
system includes a built-in analytical tool that offers a
number of tailored analyses. The Irregularity
Management System still needs to be further
adapted, and member states continue to underreport
the number of suspected fraud cases, as evidenced by
our statement of assurance work. This indicates that
additional action is needed.
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Report number Level of ECA analysis of progress made in implementing recommendation

and title : acceptance

Level of implementation Remarks Level of timeliness

4 (b) 89 In 2019 and 2020, the Commission took initial steps to
remind audit authorities, but not managing
authorities, of their obligation to systematically assess
the horizontal implications of fraud. In 2022, the
Commission requested managing authorities to
consider detected fraud cases in their management
verification strategy. However, our recommendation
was that they should systematically consider the
horizontal implications of suspected or established
fraud for all other operations potentially affected.
Since 2020, and in particular following the adoption of
the new Common Provisions Regulation for the 2021-
2027 programming period, no further steps were
taken to require managing authorities to carry out this

assessment.
4 (c) 89 QI
5 91 S The Commission encouraged anti-fraud coordination

services to expand their role to encompass
coordination with all national bodies responsible for
the investigation and potential prosecution of
suspected fraud, rather than with managing
authorities alone. The Commission did not
subsequently propose any further clarification about
the functions of the anti-fraud coordination services,
which remain insufficiently defined. The limitations in
the definition of the functions and obligations of the
anti-fraud coordination services reduce the
effectiveness of this follow-up action. The only way to
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Report number oGl ECA analysis of progress made in implementing recommendation

and title acceptance

Level of implementation Level of timeliness

remedy these limitations would be for the
Commission to propose legislation.
1(a) 68 @
1 (b) 68 @
SR 07/2019: 1{c) 68
“EU actions for 5 20
cross-border (a)
healthcare —
significant 2(b) 70
bitions but
ar’ri1m| :Z:,Sedu 3(a) 72 The Commission has started evaluating the EU’s rare G'
manz ement disease strategy. It has not yet decided whether the
re ugired” strategy needs to be modified, but plans to do so by
9 2023, following consultation and reflection.
3(b) 72 S
3(c) 72 D &
1 82
SR 08/2019:
“Wind and solar 2 83 @
power for
electricity 3(a) 85
generation —
significant action 3(b) 85
needed if EU
targets to be met” 4 86 G



https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=49945
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=50079
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Report number oGl ECA analysis of progress made in implementing recommendation

and title : acceptance

Level of implementation Level of timeliness

5 (a) 87 &ED) Delays in developing the grid infrastructure and ®
interconnectors impact the deployment of
renewables. The Commission needs to identify those
member states for which the grid is still limiting the
further deployment of renewables.

5 (b) 87 @D The Commission needs to advise those member states ®
for which the grid potentially hampers the
deployment of renewables to take action to resolve
grid insufficiencies.

5 (c) 87 In several cases, the Commission has suggested using

the cohesion policy funds for the grid and
interconnectors. However, all these investment
measures were taken after the target implementation
date proposed in our recommendation. The
completion of the programming exercise for the 2021-
2027 European Regional Development Fund and
Cohesion Fund will provide further evidence of
cohesion policy funds having been used for this
purpose.

6 | 89

1(i) 100

0
0

SR 09/2019: 1(i) | 100
“EU support to

Morocco — Limited 1 (i) 100
results so far”

I
2

N

2 (i) 101 ® —_



https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=52548
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Report number Level of ECA analysis of progress made in implementing recommendation

e : IS Level of implementation Level of timeliness

.
.

2 (i) 101 =

2 (iii) 101 )

3(i) 102 =D

3 (ii) 102 |,

.
.

3 (iii) 102 =0

4 (i) 103 ®

The Commission initially rejected our
recommendation, maintaining its case-by-case
practice. It did not provide us with clear procedures
supporting this approach. Therefore, we cannot
conclude more generally on the level of
implementation beyond the individual case in
question.

[

The Commission refused disbursements when
conditions were not met, which demonstrates that
the payment verification review works as intended.
However, the updated guidelines do not provide for
systematic verification of the supporting data.

(7
?
_

DN

4 (ii) 103 ®

[

The Commission initially rejected our
recommendation, maintaining its case-by-case
practice. It did not provide us with clear procedures
supporting this approach. Therefore, we cannot
conclude more generally on the level of
implementation beyond the individual case in
guestion.

4 (iii) 103 ®
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ECA analysis of progress made in implementing recommendation

Report number Level of
and title : acceptance Level of implementation Remarks Level of timeliness
5 (i) 104 The number of field visits that took place before 2020
was limited (one field visit in 2019 and one in 2021).
The field visits did not allow corrective action to be
taken during the implementation period (before
deciding on disbursement). The Commission has no
methodology for deciding whether field visits are
necessary.
5 (ii) 104 @
5 (iii) 104
6 106 The Commission developed and implemented a
thorough action plan on support for the health sector,
with three specific campaigns. It also defined goals,
specific means of communication and measurable
indicators. The Commission and the European
External Action Service have not introduced any
obligation linking disbursements to visibility. The
health sector support programme (PASS Ill) lacked
visibility to the general public.
SR 10/2019: 5 113 The Commission highlighted weaknesses in the
“EU-wide stress existing structure of the European Supervisory
tests for banks — Authorities in its report (COM(2022) 228) and asked
unparalleled stakeholders for their views. The Commission did not
amount of propose any changes to the existing legislation to
information on address the weaknesses identified because it
banks provided but considered that the co-legislators did not support
greater further changes and that the timing was not
coordination and appropriate.



https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=50393
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A52022DC0228&qid=1652396258613
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ECA analysis of progress made in implementing recommendation

Report number Level of
and title DAL SIS Level of implementation Level of timeliness
focus on risks
needed”
1 72 Q
2 72 Q
SR 11/2019: 3(a) 3 @)
“The EU’s
regulation for the 3(b) 3 @
modernisation of
4 74
air traffic (a) @
management has
4 (b 74
added value — but (b) @
the funding was
5(a 75
largely (a) @
unnecessary” 5 (b) 75 (G This recommendation was not yet due for
implementation by the time of our follow-up review.
The new performance plans, including the
corresponding performance targets, only need to be
submitted by 1 October 2024.
1(2) 88 (@)



https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=50397
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ECA analysis of progress made in implementing recommendation

Report number Level of
FUEHES acceptance Level of implementation Level of timeliness
1(3) 88 (&)
1(4) 88 (&)
SR 13/2019:
™
“The ethical 2(1) 89
frameworks of the
2(2 \\\\\\\\\\\
audited EU (2) 89
fstitutions - Scope 2(3) 89 & D The Commission proposed the creation of an

for improvement interinstitutional ethics body on 8 June 2023

(COM(2023) 311 final).

1 (1st 111
indent)
1(2nd 111 S
SR 14/2019: indent)
“‘Have your say!’ —
Commission’s '2 (1st 113
public indent)
consulta‘lt'ions 2 (2nd 113
engage citizens, indent)
but fall short of
outreach activities” | 3 (1st 114 N
indent)
3 (2nd 114

indent)



https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=50742
https://ec.europa.eu/commission/presscorner/detail/en/ip_23_3106
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=50895
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ECA analysis of progress made in implementing recommendation

Report number Level of
SEEEE : acceptance Level of implementation Level of timeliness
4 (1st 115 S
indent)
4 (2nd 115
indent)
4 (3rd 115 S
indent)
5 (1st 117 ==
indent)
5 (2nd 117
indent)
6 118 Y
SR 15/2019: 1.1 97 )
“Implementation
of the 2014 staff 1.2 97
reform package at
the Commission — 2 97 @
Big savings but not
without 3 97 S @
consequences for
staff”
SR 16/2019: 1(a) 58 = @
“European
Environmental 1(b) 58 S @



https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=50891
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=51214

Report number

and title

Level of
acceptance
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ECA analysis of progress made in implementing recommendation

Remarks

Level of timeliness

Economic Accounts

Level of implementation

1(c) 58 S
— Usefulness for @
policymakers can 2 (a) 60 S
be improved”
2 (b) 60 Based on discussions with national authorities on &
costs and benefits, three new modules for the
European Environmental Economic Accounts were
included in the proposal of July 2022 to revise
Regulation (EU) 691/2011 (COM(2022) 329). It is
unclear to what extent the Commission assessed the
specific policy-making needs of its relevant
departments when proposing these new modules.
3(a) 62 Q
3(b) 62 Q
3(c) 62 Q
1(a) 113 The Commission withdrew its original 2018 InvestEU ®

SR 17/2019:
“Centrally
managed EU
interventions for
venture capital —in
need of more
direction”

proposal and presented a new InvestEU proposal in
May 2020 in response to the COVID-19 crisis
(COM(2020) 403 final). Due to the urgency of the
proposal, the Commission did not conduct any formal
impact assessment of those elements that were new
compared to its original 2018 proposal. Our
recommendation was to be implemented by the time
the guarantee agreement between the European
Commission, the European Investment Bank (EIB) and
the European Investment Fund (EIF) was signed, which
took place in March 2022. Despite the initial urgency,



https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52022PC0329
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=51616
https://eur-lex.europa.eu/legal-content/EN/ALL/?uri=COM:2020:403:FIN

149

Report number Level of ECA analysis of progress made in implementing recommendation

and title : acceptance

Level of implementation Remarks Level of timeliness

the period of almost 2 years between the
presentation of the revised legal proposal and the
signature of the agreement would have been enough
time to subsequently carry out a thorough analysis as

recommended.
1 (b) 113 SIS (@)
1(c) 113 ® &D) The Commission neither accepted nor implemented ®
the recommendation.
2 (a) 116 The investment guidelines now include a new aim

relating to moderate and emerging innovator
countries (MEICs). The proportion of total InvestEU
funding that can be allocated to any three member
states combined has also been limited. Although
these measures are steps forward, they are modest
and unlikely to achieve a major shift towards less
developed venture capital markets. In connection
with this recommendation, the Commission presented
further general actions such as the review of the
European Venture Capital Funds Regulation. These
actions concern the markets as whole, but not
underdeveloped markets specifically.
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ECA analysis of progress made in implementing recommendation

Report number Level of

and title : acceptance Level of implementation Remarks Level of timeliness

2 (b) 116 The Commission improved the definition of minimum
thresholds for private investment for each fund by no
longer considering promotional banks to be private,
but did not set targets. When it comes to the effective
crowding-in of private investors, minimum thresholds
per fund are no substitute for targets, taking into
account policy objectives, local venture capital
markets or sectors of activity.

2 (c) 116 GO The Commission referred to provisions on the ®
possibility of exiting through secondary sales.
Secondary sales may be promoted by gradual exit
clauses mentioned in the related agreements, but so
far guarantee agreements have not included any
provisions obliging or encouraging the implementing
partners to introduce exit clauses. The agreements
only envisage an option of exit clauses, which does
not fit the purpose of our recommendation. We
therefore assess the recommendation as not
implemented.

2 (d) 116 The investment guidelines allow deviations from the ®
pari passu principle in cases of specific policy
relevance, the meaning of which is not further
specified. The European Scale-up Action for Risk
Capital scheme mentioned in the agreement between
the EU and the European Investment Bank and
European Investment Fund does not qualify as
asymmetric (the relationship between risk and profit
is maintained in these schemes) and is not linked to
an acute market failure. As it therefore falls beyond
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Report number oGl ECA analysis of progress made in implementing recommendation

and title : acceptance

Level of implementation Level of timeliness

the scope of our recommendation, we assess the
recommendation as not implemented.

3(a) 121 ® The Commission neither accepted nor implemented ®
the recommendation.

3 (b) 121 We were unable to assess the level of implementation

of this recommendation due to a lack of evidence.

J 0

3(c) 121

®

The Commission accepted this recommendation, but
the weaknesses mentioned in our special report still
persist. The identification of exit routes played only a
marginal role in the Call of Interest published by the
EIF.

3 (d) 121 ® The Commission neither accepted nor implemented
the recommendation.

3 (e) 121

SR 18/2019:
“EU greenhouse
gas emissions —

Well reported, but
better insight
needed into future
reductions”

2 (a) 75

DOl ®

2 (b) 75 (G In late 2022, we started an audit on the CAP strategic
plans, which should allow us to follow up on this
recommendation. The audit report is due for
publication in the first half of 2024.



https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=51834
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ECA analysis of progress made in implementing recommendation

Report number Level of
andithic : IS Level of implementation Level of timeliness
2 (c) 75
1(a) 83 (@)
1(b) 83 (@)
2 (a) 84
2 (b) 84 The Commission and the European Climate,
Infrastructure and Environment Executive Agency
SR 19/2019: have addressefj our recommenc?atl.on to rr)ake use of
“INEA — benefits more result-oriented goals and indicators in some
. respects. Some performance indicators, such as the
delivered but CEF . . .
A ones measuring the quality of services and customer
shortcomings to be . . . .
” satisfaction, were introduced in the 2021 annual
addressed . .
reporting. The indicators do not cover key
performance aspects such as the programme
implementation rate or the absorption of funds.
3(a) 85 D
3 (b) 85 O
3 (c) 85 S



https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=51620
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ECA analysis of progress made in implementing recommendation

Report number Level of
and title DAL SIS Level of implementation Level of timeliness
4(a) 88 (@)
4(b) 88 (@)
a) | 88
5 (a) 89 A monitoring tool has been implemented to collect
information to report on output indicators. The
indicators introduced for the 2021-2027 Connecting
Europe Facility do not cover project results.
5 (b) 89 Our recommendation to specify result indicators in
call objectives, monitor them in agreements and
report on them has not been addressed. No result-
based indicators have been introduced.
1 85
2 (a) 88 @
SR 20/2019: 2 (b) 38
“EU information
systems supporting 3 91
border control — A
strong tool, but 4(a) 94
more focus needed
on timely and 4 (b) 94
complete data”
5 (a) 95 @
5 (b) 95 @



https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=51952

Report number
and title

Level of
acceptance
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ECA analysis of progress made in implementing recommendation

Level of implementation

Remarks

Level of timeliness

1(a) | 68
1 (b) 68 =)
1(c) 68 =)
SR 21/2019: 2 70 =) @
“Addressing
antimicrobial 3(a) 75 In December 2021, the Commission launched a study
resistance — for the ex post evaluation of Horizon 2020, including
Progress in the the programme’s support for research on
animal sector, but antimicrobial resistance. The ex post evaluation report
this health threat is expected to be published in 2023. There has been
remains a no comprehensive evaluation of the support the
challenge for the Commission has given to antimicrobial resistance
EU” research (including but not limited to Horizon 2020
support) to identify weaknesses in the funding/grants
system and suggest how to address these weaknesses.
3b) | 75 @
39 | 75
S
SR 22/2019: 1 100
Eli;:ec:]tautrii:;nts 2 101 The Commission delivered a sound analysis of the
main weaknesses in the requirements for medium-
budgetary . .
term budgetary frameworks and independent fiscal
frameworks —

Need to further
strengthen them

institutions, providing ideas for reforms.
Improvements to these requirements are still
pending, since they have not been included in the



https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=51992
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=52391

Report number
and title

Level of
acceptance
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ECA analysis of progress made in implementing recommendation

Level of implementation

Remarks

Level of timeliness

and to better
monitor their
application”

current legislation. Nor does the communication on
the orientations for a reform of the EU economic
governance framework, published on

9 November 2022, reflect these improvements. The
Commission submitted a legislative proposal on the
reform of economic governance in April 2023. This
proposal addresses only partially our
recommendation mainly with regard to strengthening
independent fiscal institutions, but to a much lesser
extent with regard to medium-term budgetary
frameworks.

3(a) 102 ® The Commission neither accepted nor implemented ®
the recommendation.

3 (b) 102 ® The Commission neither accepted nor implemented ®
the recommendation.

4(a) 105

4 (b) 105 = @

4 (c) 105 )

4 (d) 105 The Commission has prepared a strategy for

monitoring the functioning of national budgetary
frameworks. The strategy does not describe the
structured methodology used to assess the
application of Directive 2011/85. The Commission did
not present sufficient evidence of the first assessment
carried out in 2022 (including any follow-up required);




Report number
and title

Level of
acceptance
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ECA analysis of progress made in implementing recommendation

Level of implementation

Remarks

Level of timeliness

nor did it present sufficient evidence of the strategy
being applied on a regular basis.

SR 23/2019:
“Farmers’ income
stabilisation —
Comprehensive set
of tools, but low
uptake of
instruments and
overcompensation
need to be
tackled”

86

In late 2022, we started an audit on the CAP strategic
plans, which should allow us to follow up on this
recommendation. The audit report is due for
publication in the first half of 2024.

2 (a)

88

The Commission neither accepted nor implemented
the recommendation.

2 (b)

88

Under the new CAP, the Commission will collect more
detailed data on the use of the different risk-
management tools than it did under the previous CAP.
The Commission will still be unable to monitor area
and insured capital covered by the risk-management
tools.

3(a)

90

The Commission states the reasons for establishing
exceptional measures in the recitals to the
corresponding regulations. The Commission has
maintained its position that it rejects the part of the
recommendation requiring ex ante definition of
objective market and economic parameters and
criteria triggering exceptional measures.

3 (b)

90

The Commission neither accepted nor implemented
the recommendation.

4 (a)

91

®

The Commission neither accepted nor implemented
the recommendation.



https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=52395
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ECA analysis of progress made in implementing recommendation

Report number Level of
and title DAL SIS Level of implementation Level of timeliness
4 (b) 91 The amendment of Commission Delegated
Regulation 2017/891 is intended to prevent cases of
overcompensation in the fruit and vegetables sector.
The Commission has not taken action to prevent cases
of overcompensation in sectors other than the fruit
and vegetables sector; nor to require significant co-
financing when member states play a large role in
defining key elements of support schemes.
1 152 Q
2 (a) 157
2 (b) (i) 157
SR 24/2019: 2 (b) 157 @
“Asylum, (ii)
relocation and
return of migrants | 2 (b) 157 SN @
— Time to step up (iii)
action to address
disparities 2(c) 157 @
between objectives
and results” 5(a) 163 @
5 (b) 163 (@)
5 (c) 163
6 (a) 166 @



https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32017R0891
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32017R0891
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=51988

Report number
and title

Level of
acceptance
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ECA analysis of progress made in implementing recommendation

Level of implementation Level of timeliness

6 (b) 166 @
6 (c) 166 xSYo)
6 (d) 166 )
1 55 NN @
2(a) 56 Yo @
SR 25/2019: 2 (b) 56 @
“Data quality in
budget support — 3(a) 57 @
weaknesses in
some indicators 3 (b) 57 @
and in the
verification of the 4 58 @
payment for
variable tranches” 5 59 ) @
6 (a) 60 I @
6 (b) 60 S



https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=52544
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Annex 3.3 - Follow-up of 2019 special report recommendations — Other auditees

Level of acceptance: accepted; partially accepted; ® not accepted.

Level of implementation: & fylly; @& in most respects; © ' in some respects;@ not implemented.

Level of timeliness: @ timely; delayed; G' deadline still pending; ® no follow-up action;  no assessment of timeliness.

Report number Level of ECA analysis of progress made in implementing recommendation

and title : DAL SIS Level of implementation Remarks Level of timeliness

European Banking Authority (EBA)

1(1) 109 The European Banking Authority (EBA) requests more
information from competent authorities on their
processes than it did previously and summarises them in
a report. It has not planned or performed any on-the-spot

SR 1(_)/2019: checks. The checks on competent authorities” work focus
“EU-wide stress on material statistical outliers in high-risk areas and on
tests for banks — data errors.
unparalleled
amount of 1(2) 109 @
information on
banks provided but | 1 (3) 109 @
greater
coordination and 1(4) 109 @
focus on risks
needed” 2 109 S The EBA has started working on the development of top-

down stress-test capabilities. The EBA’s Board of
Supervisors decided to introduce centralised elements to
the future EU-wide stress-test framework and to build
expertise in top-down modelling. The EBA has started



https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=50393
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ECA analysis of progress made in implementing recommendation

Report number Level of

and title : acceptance Level of implementation Remarks Level of timeliness

developing internal top-down stress-test capabilities, but
tangible results have been limited so far.

3 110 The EBA has increased the overall sample size by

20 banks, thereby indirectly enhancing geographical
coverage. Its approach to selecting samples for stress
tests is still not risk-based or country-specific, as the
Board of Supervisors did not support such an approach.
Stress tests may not cover banks that are smaller and
non-systemic but still high-risk, even though it could be
important to cover such banks due to potential spill-over
effects.

4(1) 112 Ny @

4(2) 112 The option of having multiple scenarios was considered
but not ultimately implemented. The EBA considers that
this option may come into play if a top-down approach is
ultimately used. The same applies in the case of country-
specific risks and risk analysis.

4(3) 112 D The EBA set out the overall severity level, in terms of GDP
and its drivers, clearly and early in the adverse scenario
for the 2020 stress test. Together with the European
Systemic Risk Board, the EBA defined a measure of
severity ex ante in each country, focusing on GDP as a key
driver. The scenarios for the stress tests in 2020 and 2021
were based on a single set of identified risks. The EBA did
not carry out any country-specific shocks or sensitivity
analyses.
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ECA analysis of progress made in implementing recommendation

Report number Level of

and title : acceptance Level of implementation Remarks Level of timeliness

6 (1) 114 The EBA’s reports now include bank-specific capital
requirements and to some extent present results by
group and type of bank. They now compare the results of
stress tests with those in previous reports. In the

2023 EU-wide stress test, the EBA plans to further
improve the interactive tools by providing tables that
include all banks. This will make it possible to compare
banks in terms of impacts, capital levels and other
important metrics, as well as providing different
clustering possibilities for analysis purposes. It is still
difficult for users to compare banks on key indicators
using interactive dashboards. When explaining the
results, the reports do not link them to the stress to
which the banks in question are exposed.

The EBA makes more assertions about which factors are
relevant for resilience. Its reports include assertions on
the driving factors (such as credit risk or market risk), but
these remain rather general. The EBA does not make any
assertions about which scenario elements are the key risk
drivers. Nor does it make any overall statements on the
resilience of the EU’s banking system.

6(2) 114

European Parliament

SR 13/2019: 1(1) 88 The European Parliament has drafted a single strategy on
“The ethical ethics that also includes future projects in the field of
frameworks of the ethics. However, as of December 2022, the draft single
audited EU strategy on ethics had not yet been adopted, and it does
institutions — Scope not outline detailed objectives and priorities to be
for improvement” monitored by performance indicators.



https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=50742
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ECA analysis of progress made in implementing recommendation

Report number Level of
and title DAL SIS Level of implementation Level of timeliness
1(2) 88 The European Parliament has incorporated an automated
workflow for processing ethics-related requests into its
Human Resources Management Portal. It has not yet
finalised and approved its procedures for checks on staff
declarations.
1(3) 88 ® (@GED) The European Parliament neither accepted nor ®
implemented the recommendation.
1(4) 88 @
1(5) 88 ® The European Parliament neither accepted nor ®
implemented the recommendation.
1(6) 88 (@ED) The Parliament has not yet taken sufficient action to ®
strengthen the post-mandate provisions for Members of
the European Parliament.
2 (1) 89
2 (2) 89
23) | 89 ®
3 90 = (@)
Council of the European Union and the European Council
D
SR 13/2019: 1@ 88 =
“The ethical . .
frameworks of the 1(2) 88 The General Secretariat of the Council launched a hub on
ethics that provides guidance for staff on matters relating



https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=50742

Report number
and title

Level of
acceptance

163

ECA analysis of progress made in implementing recommendation

Level of timeliness

Level of implementation

audited EU to conflict of interest. There are no written internal
institutions — scope standard procedures for scrutinising staff declarations of
for improvement” interest.
1(4) 88
2 (1) 89
2 (2) 89
2(3) 89 ®
3 90 Y
European Union Agency for Asylum
SR 24/2019: 3(a) 159
“Asylum,
relocation and 3 (b) 159 @
return of migrants
—Time to step up 3(c) 159 @
action to address
disparities
between objectives
and results”
European Border and Coast Guard Agency (“Frontex”)
SR 24/2019: 4(a) 160 e
“Asylum,
relocation and 4 (b) 160 S @



https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=51988
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=51988
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Report number oGl ECA analysis of progress made in implementing recommendation

and title acceptance

Level of implementation Level of timeliness

return of migrants 4(c) 160 .
—Time to step up

action to address
disparities
between objectives
and results”
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Special report 07/2019: “EU actions for cross-border healthcare — Significant
ambitions but improved management required”

Special report 09/2019: “EU support to Morocco — Limited results so far”

Special report 11/2019: “The EU’s regulation for the modernisation of air traffic
management has added value — but the funding was largely unnecessary”

Special report 14/2019: ““Have your say!” — Commission’s public consultations
engage citizens, but fall short of outreach activities”

Special report 15/2019: “Implementation of the 2014 staff reform package at the
Commission — Big savings but not without consequences for staff”

Special report 16/2019: “European Environmental Economic Accounts —
Usefulness for policymakers can be improved”

Special report 18/2019: “EU greenhouse gas emissions — Well reported, but better
insight needed into future reductions”

Special report 24/2019: “Asylum, relocation and return of migrants — Time to step
up action to address disparities between objectives and results”

Special report 25/2019: “Data quality in budget support — Weaknesses in some
indicators and in the verification of the payment for variable tranches”

Note: The above list excludes the three recommendations not yet due for implementation by the time of
our follow-up review and the two recommendations on which we were unable to conclude.


https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=49945
https://www.eca.europa.eu/en/publications?did=52548
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=50397
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=50895
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=50891
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=51214
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=51834
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=51988
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=52544
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Chapter 4

Revenue
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Introduction

This chapter presents our findings for revenue, which comprises own resources,
external assigned revenue used to finance Recovery and Resilience Facility (RRF)
expenditure?, and other revenue. Figure 4.1 gives a breakdown of revenue in 2022.

Figure 4.1 — Revenue — 2022 breakdown!”

(billion euros)

Budgetary guarantees,

Gross national income-based
borrowing and lending

own resource

103.9 (42.3 %) operations (NGEU)
[0)
€245.3 62.2 (25.4 %)
billion
oth Traditional own resources
ther revenue 25.9 (10.6 %)
6.4 (2.6 %)
. Non-recycled plastic Contributions and refunds connected with
packaging waste-based own
EU agreements and programmes
resource Value added tax-based 20.9 (8.5 %)
6.3 (2.6 %) own resource R
19.7 (8.0 %)

(*) In line with the harmonised definition of underlying transactions (for details see Annex 1.1,
paragraph 17). The total of €245.3 billion represents the EU’s actual budget revenue. The amount of
€171.2 billion presented in the statement of financial performance is calculated using accrual-based

accounting.

Source: ECA, based on data from the 2022 consolidated accounts of the European Union.

L This includes amounts borrowed by the Commission to provide non-refundable financial
support to member states under the NextGenerationEU (NGEU), which the Union will have

to repay in the future.


https://next-generation-eu.europa.eu/index_en
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Two-thirds (63.5 %) of EU revenue in 2022 comes from the four categories of

own resources’:

(a) the gross national income-based (GNI-based) own resource provides 42.3 % of
EU revenue, balancing the EU budget after revenue from all other sources has
been calculated. Each member state contributes in proportion to its GNI;

(b) traditional own resources (TOR) provide 10.6 % of EU revenue. They comprise
customs duties on imports collected by the member states. The EU budget
receives 75 % of the total amount; member states retain the remaining 25 % to
cover collection costs;

(c) the value added tax-based (VAT-based) own resource provides 8.0 % of EU
revenue. Contributions under this own resource are calculated using a uniform
rate applied to the total amount of member states’ VAT receipts collected in
respect of all taxable supplies divided by the weighted average VAT rate;

(d) the non-recycled plastic packaging waste-based own resource provides 2.6 % of
EU revenue. It was introduced in 2021 and is calculated by applying a uniform rate
to the weight of unrecycled plastic packaging waste generated in each member
state.

External assigned revenue, which mostly relates to amounts borrowed to
provide member states with non-repayable financial support in the context of NGEU,
provides 25.4 % of EU revenue. There are also other sources of EU revenue. The most
significant of these are contributions and refunds connected with EU agreements and
programmes (8.5 % of EU revenue), such as revenue relating to the conformity
clearance of the European agricultural guarantee fund (EAGF) and European
agricultural fund for rural development (EAFRD), and non-EU countries’ contributions
to EU programmes and activities.

Applying the audit approach and methods set out in Annex 1.1, we obtained
reasonable assurance for our audit opinion on revenue by assessing key selected
systems, supplemented by transaction testing. Our objective was to contribute to the

2 Council Decision (EU, Euratom) 2020/2053 on the system of own resources of the European
Union.


https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32020D2053&qid=1651836112233
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statement of assurance as described in Annex 1.1. We examined the following for
revenue in 2022:

(a) asample of 65 Commission recovery orders, designed to be representative of all
sources of revenue (including 10 transactions relating to external assigned
revenue for NGEU grants);

(b) the Commission’s systems for:

(i) ensuring that the member states’ GNI, VAT and non-recycled plastic
packaging waste data constitute an appropriate basis for the calculation and
collection of own-resource contributions. In the first case, we also used the
results of our recent special report on GNI>;

(ii) managing TOR and ensuring that member states have effective systems for
collecting and reporting the correct amounts of TOR and making them
available;

(iii) calculating the amounts resulting from correction mechanisms to own

resources;
(iv) managing fines and penalties;

(c) the systems for TOR accounting and management in three member states
(Belgium, Germany and Poland) selected on the basis of both the amount of
customs duties they collected and our risk assessment. We also followed up our
recommendation in the 2020 annual report regarding the reliability of Dutch TOR
statements’;

(d) the reliability of the information on regularity contained in DG BUDG and
Eurostat’s annual activity reports.

Our assessment of the Commission’s systems for calculating GNI- and VAT-
based contributions was based on the agreed GNI data and the harmonised VAT base
provided by member states. We did not directly test the statistics and data produced
by the Commission and member states. For the non-recycled plastic packaging waste
base, we reviewed the process for compiling forecast data, as member states will

3 Special report 25/2022: “Verification of Gross National Income for financing the EU

budget — Risks in data compilation well covered overall, but scope for increased
prioritisation of actions”.

42020 annual report, paragraph 3.14 and recommendation 3.3.


https://www.eca.europa.eu/en/publications?did=62634
https://www.eca.europa.eu/en/publications?did=58665
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provide their first actual statistical estimates in 2023. In addition, we did not examine
the Commission’s systems for borrowing and lending operations related to the NGEU.
The Commission’s debt management systems have been scrutinised in our special
report°.

Customs duties are at risk of either not being declared or being declared
incorrectly to the national customs authorities by importers. The actual import duties
collected will therefore fall short of the amount that should theoretically be collected.
This difference is known as the “customs gap”. These evaded amounts are not
captured in member states’ TOR accounting systems and do not fall within the scope
of our audit opinion on revenue. However, since the customs gap may affect the
amounts of duties established by member states, we assessed for the fourth year in a
row the EU action taken to reduce the gap and mitigate the risk that TOR are not
complete. In so doing, we examined the progress achieved by the Commission in
implementing selected actions set out in its Customs Action Plan® that are intended to
address shortcomings highlighted previously in our reports’ and contribute to reducing
the customs gap.

> Special report 16/2023: “NGEU debt management at the Commission — An encouraging
start, but further alignment with best practice needed”.

Communication from the Commission “Taking the Customs Union to the Next Level: a Plan
for Action” (COM(2020) 581), 28 September 2020.

7 See in particular the 2020 annual report, paragraph 3.18, special report 04/2021: “Customs
controls — Insufficient harmonisation hampers EU financial interests” and special
report 12/2019: “E-commerce — Many of the challenges of collecting VAT and customs
duties remain to be resolved”.


https://www.eca.europa.eu/en/publications/sr-2023-16
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=COM:2020:581:FIN
https://www.eca.europa.eu/en/publications?did=58665
https://www.eca.europa.eu/en/publications?did=58256
https://www.eca.europa.eu/en/publications?did=50415
https://www.eca.europa.eu/en/publications?did=50415
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Regularity of transactions

This section presents our observations on the regularity of revenue
transactions. The conclusion is based on our testing of the regularity of the revenue
transactions underlying the EU accounts and our assessment of the Commission’s
systems for calculating and collecting revenue. Our examination of a sample of
65 recovery orders revealed that none of them was affected by a quantifiable error.
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Examination of elements of internal
control systems

We examined a number of control systems (see paragraph 4.4). The
observations on those systems do not affect our overall unmodified opinion on the
regularity of EU revenue (see chapter 1). However, they do highlight weaknesses in the
collection of individual categories of own resources. In addition, we noted weaknesses
in EU action to reduce the customs gap and mitigate the risk that TOR are incomplete.

We examined how three member states (Belgium, Germany and Poland) draw
up their TOR statements (comprising a statement of duties collected and a statement
of duties established but not yet collected)?, as well as their procedures for managing
TOR owed to the EU budget (see Annex 4.1).

We did not identify any significant problems in the way Germany and Poland
managed customs duties collected and drew up the related TOR statements. However,
we noted shortcomings in Belgium regarding the TOR accounting and management of
these duties (see Box 4.1). As reported last year’, the Commission assessed the
reliability of TOR statements as partially satisfactory in 15 member states, and not
satisfactory in one. We found that these member states have not yet addressed all the
weaknesses detected.

& Commission Implementing Decision (EU, Euratom) 2018/194.

9

2021 annual report, paragraph 3.10.


https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32018D0194&qid=1625128439305
https://www.eca.europa.eu/en/publications?did=61254

175

Box 4.1

Significant amounts omitted from the Belgian TOR statements of
duties collected due to an error belatedly detected

The Belgian customs’ IT system failed to process financial data on the import
declarations covering goods with different statuses for customs duty calculation.
Internal controls did not detect this failure for more than 2 years. This led to the
omission of €440 million from the TOR monthly statements of customs duties
collected (including the collection costs) from mid-2019 to early 2022.

While the Belgian authorities belatedly identified and corrected this error and
made the related TOR amounts available to the EU budget, by the time of our
audit they had neither performed a wider IT assessment (audit or review) of their
accounting system, nor addressed the internal control weaknesses. This may
affect the reliability of the statements of duties collected.

Following our audit, the Belgian authorities informed us that some of their internal
controls on the compilation of TOR statements had been strengthened and that
they plan to centralise the processing of monthly transactions.

Our audits in the above member states did not give rise to any significant
observations on the way in which they draw up their TOR statements of customs
duties established but not yet collected. However, as in previous years'’, we found
several shortcomings in the way national customs authorities manage these duties. In
particular, we noted weaknesses in the management of customs debts in Poland,
notably administrative delays following post-release controls (see Box 4.2).

10" See, for example, the 2021 annual report, paragraph 3.12, 2020 annual report,
paragraph 3.16, and 2019 annual report, paragraph 3.9.


https://www.eca.europa.eu/en/publications?did=61254
https://www.eca.europa.eu/en/publications?did=58665
https://www.eca.europa.eu/en/publications?did=53898
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Box 4.2

Administrative delays in establishing, notifying and recovering
customs debts after carrying out post-release controls in Poland

The Polish administrative procedures based on national law unduly delay the
establishment, notification, and recovery of customs debts following the post-
release controls performed. The procedures are not fully aligned with the
requirements of the Union Customs Code'! in that they provide for additional
steps on top of the ones in the Union Customs Code with regard to the debtor’s
right to be heard and calculation of the final debt amounts. The additional time
taken to establish customs debts may impede the effective recovery of such
amounts.

The Polish authorities informed us that the Ministry of Finance was in the process
of discussing the possibility of streamlining administrative procedures.

We also found cases of incorrect accounting of customs debts in Belgium,
and irrecoverable duties not written off in Germany’s accounts. The Commission
continues to detect and report similar weaknesses in the management of customs
duties not yet collected in member states. It also follows up all the observations we
report to national customs authorities. Our assessment of member states’ key internal
TOR control systems is presented in Figure 4.2.

1 In particular, Article 22(6), 29 and 105(3) of Regulation (EU) No 952/2013 laying down the
Union Customs Code.


https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32013R0952&qid=1651835947061
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Figure 4.2 — Assessment of key internal TOR control systems in the
member states selected

Belgium Germany Poland
€1.4 billion
€3.0 billion 5 % of total TOR

TOR tributi in 2022
contributions n 12 % of total TOR
€4.9 billion

19 % of total TOR

Compilation of the TOR statements

Management of customs duties
collected

Management of customs duties not

collected
Generally Partially ® Not effective
effective effective

Source: ECA.

With regard to the recommendation addressed to the Netherlands in our
2020 annual report, we examined the progress made in resolving weaknesses in the IT
systems that affected the reliability of the TOR statements. We welcome the
significant efforts made by the Dutch customs authorities to implement a modernised
IT system enabling automated compilation of the statements. We note, however, that
the new system was deployed in December 2022 and the first quarter of 2023 was
viewed as a transitional period, during which the national authorities carried out
further work to confirm the reliability of the data compiled. Hence, the
recommendation concerning the reliability of Dutch TOR statements had been
implemented in only some respects by the end-2022 deadline (see Annex 4.3).

A customs debt can be written off and removed from member states’ TOR
accounts when, after a specific period of time, the amounts prove to be irrecoverable
for reasons either of force majeure or that cannot be attributed to member states’
authorities. Before writing off any such debts that exceed €100 000, the Commission
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must assess whether to release member states from the obligation to pay the relevant
amounts to the EU budget'?.

We examined the outstanding cases of member states’ write-offs amounting
to €177.5 million, in which the Commission’s assessment had not yet been finalised at
the end of 2022. We noted that 58 % of such cases (59 out of 101) were due to
reassessment requests from member states that disagreed with the Commission’s
initial assessment. The Commission’s reply to some of these requests had been
pending since 2015. A factor contributing to this was that there was no regulatory time
limit. This may give rise to long-outstanding cases and uncertainty in terms of the EU
budget. We note that, after May 20223, a regulatory time limit of three months was
introduced for write-off cases whose reassessment was requested by member states
within six months of the initial assessment.

Figure 4.3 shows the process the Commission uses to verify member states’
calculation of VAT bases and TOR. We examined this process and have provided an
overview, as at the end of 2022, of the outstanding reservations and open points set
by the Commission for weaknesses detected (see Annex 4.2). Compared to last year,
the number of VAT reservations decreased slightly from 82 to 81 (1 %) and the number
of TOR open points decreased from 304 to 283 (7 %). In 2022, the Commission lifted
30 % of VAT reservations (25 out of 82) and 27 % of TOR open points (81 out of 304)
out of the number at the start of the year.

12 Article 13 of Regulation (EU, Euratom) No 609/2014.

13 Regulation (EU, Euratom) No 609/2014, as amended by Regulation (EU, Euratom) 2022/615
introducing Article 13b.


https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A02014R0609-20220503&qid=1683032869760
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A02014R0609-20220503&qid=1683032869760
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=celex%3A32022R0615
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Figure 4.3 — The process of verifying member states’ VAT bases and TOR
STEP 1: Calculation

Member states
Calculate VAT base
(VAT-based own resources)
Establish and collect customs duties
(75 % of which are TOR)

Commission
Calculates the contributions to the EU budget

STEP 2: Verification

Commission Commission
Where shortcomings are detected, Inspects and verifies the accuracy of the
sets VAT reservation or TOR open point information and data provided by member
states
STEP 3: Follow-up
( N

Commission
Follows up the progress made by member
states:
assesses their actions, and
requests additional information or actions.
Lifts reservation or closes TOR point, when it
considers them resolved

Member states
Address the shortcomings
Inform the Commission
Respond to follow-up requests

Source: ECA, based on Commission data.

We observed limited progress in resolving long-outstanding VAT reservations
open for more than five years. In 2022, the Commission was able to lift only one long-
outstanding reservation, while 14 remained open at the end of the year. Last year'?,
we issued the recommendation that the Commission improve the management of VAT
reservations.

In 2022, the Commission introduced internal deadlines for its follow-up work
on TOR open points. However, we noted continued delays in communication between
member states and the Commission. As the open points are still not prioritised
according to significance, we maintain last year’s assessment, which was that the
recommendation we made in our 2019 annual report regarding the need to improve
the management of TOR points has been implemented in most respects*°.

142021 annual report, paragraph 3.16 and recommendation 3.2.

> Ibid., paragraph 3.17 and Annex 3.3.


https://www.eca.europa.eu/en/publications?did=61254
https://www.eca.europa.eu/en/publications?did=61254
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Four of the long-outstanding VAT reservations relate to shortcomings in the
application of EU law. We found that one of them is linked to the Commission’s launch
of an infringement procedure against a member state in 2009 on the grounds of its
failure to apply the VAT Directive to the transactions of public and private bodies®®.
The Commission did not pursue all the steps of the infringement procedure, nor did it
take any other timely action to resolve the non-compliance without the need for
enforcement. The member state did not adopt the legislative amendment required to
comply with EU law until December 2021, effective from January 2024. 15 years will
have elapsed by the time the member state complies with the EU Directive. In
April 2023, following an inspection in this member state, the Commission assessed that
the failure to comply with EU law had no financial impact.

We examined another reservation, which concerned a member state’s
incorrect application of the VAT Directive with regard to a VAT special scheme for
travel agents'’. We found that there were indications that 13 member states had not
implemented the scheme in question in accordance with EU law. However, the
Commission did not set reservations for the other member states concerned to assess
whether they were in breach of EU law. Delays in setting reservations increase the risk
of time-barring and may result in incorrect contributions being paid into the EU
budget.

In our 2022 special report'® on the closed 2016-2019 GNI verification cycle,
we concluded that, overall, the Commission was effective in identifying high-risk issues
in the compilation of the national accounts in member states but did not address all of
them in a timely manner. We found that the Commission checked many issues that
proved to have a low impact on GNI, and that there were inefficiencies in relation to
the tools it used to document its verifications.

16 Articles 2, 9(1), 13 and 132 of the Council Directive 2006/112/EC on the common system of
value added tax (VAT Directive).

17 Articles 306(1) and 308 of the VAT Directive.

18 Special report 25/2022.


https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32006L0112&qid=1651837568988
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32006L0112&qid=1651837568988
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32006L0112&qid=1651837568988
https://www.eca.europa.eu/en/publications?did=62634
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By the end of 2022, the Commission had lifted 60 % of the GNI transaction-
specific reservations (96 out of 160) and 47 % of the GNI transversal reservations (66
out of 140) set as a result of the 2016-2019 verification cycle (see Annex 4.2). Our
analysis of GNI reservations outstanding at the end of 2022 showed that member
states had presented the relevant information addressing 21 transaction-specific
reservations and eight transversal reservations by the deadline of September 2021.
However, the Commission did not meet its internal objective of lifting these
reservations within one year of receipt of the information it was to assess. In most
cases, this was due to the need to obtain further clarifications from the countries
concerned and perform additional work. We also noted that, by the end of 2022, seven
member states’® either had not or had only partly addressed the GNI reservations, and
that the deadline for doing so had already expired. Delays in addressing and lifting GNI
reservations increase budgetary uncertainty in the national and EU budgets as regards
the GNI-based contribution.

The Commission continued its work on the 2020-2024 GNI verification cycle
by performing a risk assessment regarding the compilation of national accounts,
carrying out desk checks on GNI inventories, which describe member states’
procedures for compiling statistical data, finalising the first comparison between
countries, and making information visits to national statistical institutes. By the end of
2022, the Commission had lifted GNI general reservations?® for four member states?!,
which had delayed in submitting their inventories to the Commission, and kept one
open for Malta, which submitted its inventory as late as December 2022.

Last year??, we reviewed the overall implementation of the Commission’s
Customs Action Plan and reported that there had been insufficient progress in a
number of actions. In 2022, we examined in more detail the implementation of

=
Y=}

Bulgaria, Ireland, Greece, Croatia, Luxembourg, Malta and Romania.

20

2021 annual report, paragraph 3.18.

1 Greece, Croatia, Luxembourg and Romania.

22

2021 annual report, paragraph 3.13.


https://www.eca.europa.eu/en/publications?did=61254
https://www.eca.europa.eu/en/publications?did=61254
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selected actions planned to enhance import data analysis capacity at EU level, revise
the customs risk management strategy, and make legislative changes to address the
customs risk related to e-commerce imports. Our work revealed further delays.

The Commission made some progress in developing five data analysis
projects that would enhance the customs risk assessment capacity at EU level but had
finalised just one of them, and shared the related results with the member states, by
the end of 2022. In the three member states we audited for TOR (see paragraph 4.9),
the data analysis tool in question was not used in practice because the customs
authorities considered their national systems more suitable for risk management
purposes. The Commission has not achieved its internal milestone of implementing all
five data analysis projects by end-2022. It now plans to complete four of them by the
end of 2023, the deadline by which we previously recommended a fully fledged
analysis and coordination capacity be built?>. Box 4.3 describes examples of challenges
in the remaining work on customs data analysis at EU level that we identified.

Box 4.3

Examples of the challenges involved in finalising customs data
analysis projects at EU level

The Commission has no formalised project planning to carry out the four
remaining data analysis projects, thereby increasing the risk of not achieving
the intended results by the end of 2023.

The existing confidentiality and data-sharing limitations have not yet been
resolved, which may limit the usefulness of the tools and the data analysis
results.

Full data analysis capacity cannot yet be achieved, due to some member
states’ delay in upgrading their IT systems and reporting the necessary data
to the Commission?”.

The Commission adopted a legislative proposal for significant customs
reform?° in May 2023 with the aim of improving the functioning of the customs union.

2 Special report 04/2021, recommendation 2.

2 The Commission Implementing Decision (EU) 2023/237 granted a derogation from the

deadline of the end of 2022 and postponement to the end of 2023 of the full
implementation of customs IT systems in 16 member states.

% Commission proposal for an EU customs reform, COM(2023) 258.


https://www.eca.europa.eu/en/publications?did=58256
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32023D0237&qid=1682679182636
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=COM%3A2023%3A258%3AFIN&qid=1684746069254
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The setting of the new customs risk management strategy has been deferred from the
third quarter of 2022 until the amendment to the Union Customs Code has been
adopted. The Commission therefore continued to pursue its 2014 strategy, the final
implementation report for which was presented to the key stakeholders in 2021. This
means that no further implementation reporting is foreseen from 2022 onwards until
such time as the new strategy is approved.

The current legal framework for e-commerce imports does not allow
member states to perform a comprehensive risk analysis, as the information available
is insufficient, which impacts the effectiveness of customs controls. Even though the
new e-commerce declaration introduced as of July 2021 provides additional
information, the member states we visited for TOR audits pointed out that its
completeness, quality and credibility for risk analysis are limited, and alternative or
complementary data on the imported goods would be needed. The Commission’s
legislative proposal®® (see paragraph 4.26) aims to address these issues. However, at
present, the Commission has not yet adopted any guidance for member states on how
to tackle the existing financial risks associated with e-commerce imports.

We also noted that, though scheduled to be completed by the extended
deadline of the second quarter of 2022, the Commission has still not assessed the
impact of the risks arising from e-commerce on the collection of customs duties. In its
2022 report?’, the Wise Persons Group concluded that the available data on
e-commerce imports do not allow estimation of the gap in revenues collected by
national customs authorities.

% Ibid.

%7 The Wise Persons Group report: “Putting more union in the European Customs: Ten
proposals to make the EU Customs Union fit for a Geopolitical Europe”, Brussels,
March 2022.


https://taxation-customs.ec.europa.eu/system/files/2022-03/TAX-20-002-Future%20customs-REPORT_BIS_v5%20%28WEB%29.pdf
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Annual activity reports

The information on regularity provided in the 2022 annual activity reports
published by DG BUDG and Eurostat generally corroborated our findings and
conclusions.

DG BUDG has lifted the reservation that the TOR amounts transferred to the
EU budget are inaccurate owing to undervaluation of textiles and shoes imported from
China over the period from 2011 to 2017. The reservation was first set in 2016, when
TOR losses attributable to the UK were quantified, and then extended to other
member states in 2018, without quantification.

Based on the CJEU’s final decision of 8 March 2022%% on the Commission’s
infringement case against the UK, the Commission recalculated the TOR losses to the
EU budget, amounting to €1.57 billion of principal and a further €1.4 billion in interest.
The UK has paid the amounts due?®. In 2023, DG BUDG intends to recalculate the TOR
losses attributable to all member states using the same approach applied to the UK
following the above-mentioned CJEU Judgment.

2 Judgment in case C-213/19 Commission v United Kingdom.

2 The UK paid €0.7 billion of principal in 2022, and the remaining amounts in 2023.


https://curia.europa.eu/juris/liste.jsf?num=C-213/19
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Conclusion and recommendations

The overall audit evidence indicates that the level of error in revenue
transactions was not material. The systems for managing the revenue we examined
were generally effective. However, some of the key internal TOR controls we assessed
in certain member states, the management of TOR write-off cases, and the
management of VAT reservations and TOR open points at the Commission were
partially effective (see paragraphs 4.9-4.12 and 4.16-4.20).

As we stated in our recent special report on GNI, risks in data compilation
were well covered overall by the Commission’s verification but there was scope for
increased prioritisation of its actions (see paragraph 4.21). The special report set out
recommendations for improvement in the GNI verification cycle starting in 2025.

We also found that the implementation of selected actions in the
Commission’s Customs Action Plan (see paragraphs 4.24-4.28) that contribute to
reducing the customs gap have been further delayed. This weakness does not affect
our audit opinion on revenue, as it does not concern the transactions underlying the
accounts, but rather the risk that TOR are incomplete.

Annex 4.3 shows the findings of our follow-up review of the two
recommendations we made in our 2019 annual report. The Commission has
implemented one recommendation in some respects, while the other has been
implemented in most respects.

We also followed up on one recommendation addressed to the Netherlands
in the 2020 annual report that was targeted for implementation by the end of 2022,
and one recommendation in the 2021 annual report that was targeted for
implementation in line with the deadlines set in the Customs Action Plan. Both
recommendations have been implemented in some respects.

Based on this review and our findings and conclusions for 2022, we
recommend that the Commission:
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Review its procedures for managing cases of non-application of the VAT Directive that
could impact the EU budget by:

(@) systematically monitoring the timelines for the various steps of both the
infringement procedure, and other enforcement actions intended to resolve non-
compliance, and taking timely action to avoid excessive delays;

(b) assessing whether the non-conformity affecting the VAT-based own resource
identified in one member state is cross-cutting in nature and may therefore apply
to other member states;

(c) taking timely action, and possibly setting cross-cutting reservations that ensure
the correct payment of VAT-based national contributions to the EU budget.

Target implementation date: by mid-2024

Conclude, without delay, the reassessment of requests received from member states
(prior to May 2022 that are not subject to regulatory limits) expressing disagreement
with the Commission’s initial assessment of TOR write-off cases.

Target implementation date: by mid-2024
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Annexes

Annex 4.1 — The process of drawing up the TOR statements of
duties (collected and not yet collected) and their entry in the
EU accounts and budget

Economic operators
Present import declarations to national customs authorities
Pay any duties required
Import goods into the EU market

In the scope of the
Statement of Assurance

Member states
Establish, book in the accounts and collect
customs duties
Report to the Commission

Monthly statement Quarterly statement
of duties collected of duties not yet collected

=

Member states

Pay 75 % of duties collected (TOR) Take all neczs:gzenggizl:;es to ensure

into the EU budget Manage duties not yet collected

l 1

Member states

EU accounts and budget EU accounts
Entered in the accounts as revenue Entered in the accounts as revenue to
received be received (receivables)

Contributed to the annual EU budget

Source: ECA, based on current EU legislation and rules.
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Annex 4.2 — Number of outstanding GNI reservations,
VAT reservations and TOR open points by member state as at
31 December 2022

United Kingdom | .- 10
Netherlands [N 82
Germany INNFENT 01 3
Belgium [ -
Greece NN 5 10
Romania IR 7 10
Luxembourg [ &8 10
Poland A1 12
Ireland [IEEI 9 = &6
Malta 9

Croatia [2 16
France NI 2 4
Portugal 16 1

ltaly INENEN 4 3

Spain 2
Denmark lIFMl 7 3
Bulgaria [ENI2 8

Finland I 5

Austria I8 3
Hungary I 4

Sweden [IENEANNT 2

Czechia [ 2 1 B TOR open points

Estonia 4 [ VAT reservations

Slovakia 2 .

. GNI reservations

Slovenia 3

Cyprus [ZHIN
Lithuania [ 2

Latvia [E1

<t~ GNI reservations
VAT Transaction-
TOR open points reservations specific Transversal

Source: ECA, based on Commission data.
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Annex 4.3 - Follow-up of previous recommendations for ‘Revenue’

Level of implementation: &) fylly; &) jn most respects; in some respects; XD not implemented.

ECA recommendation

ECA analysis of progress made in implementing recommendation

Level of
implementation

Remarks

2019

We recommend that the Commission:
Recommendation 1:

provide member states with regular support in selecting
the riskiest importers for post-release audits by:

(a) collecting and analysing relevant import data at EU
level, and sharing the results of its analysis with
member states (by the end of 2021);

(b) once Surveillance Il becomes operational,
providing guidance on how to carry out data
analysis within this new system (by June 2023).

Z

In relation to recommendation 1a), the Commission has not yet
provided support to member states in selecting the riskiest importers at
EU level for post-release audits by collecting and analysing import data,
and by sharing the results of its analysis with national customs
authorities. As regards recommendation 1b), the Commission has not
provided guidance on selecting the riskiest importers for post-release
audits, as the full Surveillance Ill data are not yet available from all
member states.




ECA recommendation

We recommend that the Commission:

Recommendation 2:
by the end of 2021, revise its procedures by:

(a) establishing a system for monitoring TOR open
points based on quantitative and qualitative criteria
that rank shortcomings detected in member states
in order of priority;

(b) setting deadlines for member states to address
such shortcomings, and for follow-up actions,
including the calculation of late-payment interest
and the recovery of amounts to be made available
to the EU budget.
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ECA analysis of progress made in implementing recommendation

Level of
implementation

’%
7

™ See paragraph 4.18.

2020

We recommend that the Netherlands:
Recommendation 3:

ensure that its monthly and quarterly TOR statements are
reliable by solving the current weaknesses in its customs
IT system regarding the lack of audit trail, the risk of
double entries, and the incorrect allocation of partial
payments (by the end of 2022).

2

As of December 2022, the new automated compilation process was
being used for the statements of duties collected and addressed most
of the weaknesses we had previously identified. However, the first
statement of customs duties established but not yet collected was not
compiled using the new system until 2023.

See paragraph 4.13.




2021

ECA recommendation

We recommend that the Commission:
Recommendation 3:

Improve the assessment of financial risks for TOR by
implementing the relevant measures of its Customs
Action Plan in a timely manner (by the deadlines set in
the Customs Action Plan).
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ECA analysis of progress made in implementing recommendation

Level of
implementation

See paragraph 4.34.

Source: ECA.
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Chapter 5

Single Market, Innovation and Digital
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Introduction

5.1. This chapter presents our findings for MFF heading 1 ‘Single Market, Innovation
and Digital’ (MFF1). Figure 5.1 gives an overview of the main activities and spending
under this heading in 2022.

Figure 5.1 — Payments and audit population

Single Market, Innovation and Digital
€25.2 billion (12.9 % of EU budget expenditure)

\ 4

2022 payments breakdown by fund

(billion euros)

Research Transport, Energy and Digital
15.8 (62.8 %) 3.5(14.0 %)
InvestEU

2.7 (10.6 %)

Space
2.0 (8.0 %)

Other
1.2 (4.6 %)

2022 audit population compared to payments
2022 payments - total 25.2

Pre-financing payments(¥): 17.7

Interim and final payments: 7.5

2022 audit population - total 17.3

Clearing of pre-financing(¥): 9.8

Interim and final payments: 7.5

(*) In line with the harmonised definition of underlying transactions (for details see Annex 1.1,
paragraph 18).

Source: ECA, based on data from the 2022 consolidated accounts of the European Union.
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The programmes financed under ‘Single Market, Innovation and Digital’ are
diverse and aim to finance projects that contribute to, among other things, research
and innovation, the development of trans-European transport networks,
communications, energy, digital transformation and the single market, and space

policy.

The principal programme for research and innovation remains Horizon 2020,
as its successor, Horizon Europe?, still only accounts for a small proportion of our
2022 audit population. 2022 was the second year of implementation of the Horizon
Europe framework programme, whose start was delayed by the regulation being
adopted later than planned. However, there was a significant catch-up, with
5 059 grant agreements and two framework agreements having been signed by the
end of 2022, though the majority of the payments made constituted pre-financing.

MFF1 also finances large infrastructure projects such as the Connecting Europe
Facility (CEF), the space programmes, such as Galileo (the EU’s global satellite
navigation system), EGNOS (the European Geostationary Navigation Overlay Service),
and Copernicus, the European Earth Observation Programme. It also includes the
InvestEU fund, which, together with Horizon Europe, benefits from additional funding
from the NextGenerationEU (NGEU).

Most spending on these programmes is managed directly by the Commission,
including through executive agencies, and takes the form of grants to public or private
beneficiaries participating in projects. The Commission provides pre-financing to
beneficiaries upon signature of a grant agreement and later reimburses the EU-funded
costs, net of the pre-financing. The space programmes are generally managed
indirectly on the basis of delegation and contribution agreements signed between the
Commission and dedicated implementing bodies (such as the European Space Agency
and the EU Agency for the Space Programme). InvestEU financial instruments are
implemented mainly by the EIB or EIF, which in turn use financial intermediaries.

1 The 2014-2020 Framework Programme for Research and Innovation.

2 The 2021-2027 Framework Programme for Research and Innovation.



196

Applying the audit approach and methods set out in Annex 1.1, we examined
the following for this MFF heading in 2022:

(@) a statistically representative sample of 127 transactions covering the full range of
spending under this MFF heading. It consisted of 92 transactions in the area of
research and innovation (91 for Horizon 2020 and one for Horizon Europe) and 35
under other programmes and activities, notably the CEF, other financial
instruments, and space programmes. The beneficiaries audited were located in
17 member states and six non-EU countries. We also took account of the results
of our annual audits of agencies and joint undertakings. Our objective was to
estimate the level of error for this MFF heading and thereby contribute to the
statement of assurance;

(b) the Commission’s procedures and guidance for lump sum funded grants in
research;

(c) theregularity information given in the annual activity reports of the Directorate-
General for Research and Innovation (DG RTD) and the Directorate-General for
Defence Industry and Space (DG DEFIS), and then included in the Commission’s
Annual Management and Performance Report (AMPR).
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Regularity of transactions

Of the 127 transactions examined, 43 (34 %) contained errors. Based on the
36 errors we have quantified, we estimate the level of error to be 2.7 %> (see
Figure 5.2). Figure 5.3 gives a breakdown of our estimated level of error by error type
for 2022, distinguishing between research and other transactions. Figure 5.4 shows
the number of transactions audited and the number of errors found in the last 5 years.

Figure 5.2 — Estimated impact of quantifiable errors

2021 2022
8% 7.0%
6 %
4% 44% © 4.3 % Upper error limit

2.7 % Estimated level of error
2% FT e et ISR
- N
Materiality 2.0 % 1.8% 1.1 % Lower error limit

0%
Sample size

2021 2022

130 transactions 127 transactions
Source: ECA.

®  We base our calculation of error on a representative sample. The figure quoted is the best
estimate. We have 95 % confidence that the estimated level of error in the population lies
between 1.1 % and 4.3 % (the lower and upper error limits respectively).
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Figure 5.3 — Breakdown of the estimated level of error by error type

M Research [ Other
0% 20 % 40 % 60 %

Ineligible other direct costs (VAT, travel,
.
equipment)

Ineligible subcontracting - 7%

Absence of essential supporting I 30
documents/lack of audit trail °

Mathematical calculation I 0
mistakes/administrative failures 2%

Serious non-compliance with public I 2
()
procurement rule

Source: ECA.

Figure 5.4 — Transactions affected by error in 2018-2022

120
[l Transactions audited
100
[l Transactions with
80 errors
W Transactions with
60 quantifiable errors
4
37
2
0

2018 2019 2020 2021 2022

o

o

Source: ECA.
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As regards Horizon 2020, we have previously reported on improvements in the
programme design and the Commission’s control strategy”. Certain simplifications, in
particular the introduction of a flat rate for indirect costs, have reduced the
administrative burden on beneficiaries and have the potential to reduce the risk of
error. However, our audit shows that the overall error rate has not yet been reduced
to below the 2 % materiality threshold.

Horizon 2020 spending remains high risk and is the main source of the errors
we detect. We found quantifiable errors relating to ineligible costs in 35 of the
92 research and innovation transactions in the sample. This represents 98 % of our
estimated level of error for this heading in 2022.

In the case of other programmes and activities, we detected a quantifiable
error in 1 of the 35 transactions in the sample. It concerned an irregularity in the
procurement procedure of a CEF project.

The Commission had applied corrective measures that directly affected eight
of the transactions we sampled. These measures were relevant to our calculations, as
they reduced our estimated level of error for this chapter by 0.1 percentage points. In
five cases of quantifiable errors made by final beneficiaries, the control procedures put
in place by the Commission failed to prevent, or to detect and correct, the error before
the expenditure was accepted. Had the Commission, or the auditors contracted by
beneficiaries (see paragraph 5.12), made proper use of all the information at their
disposal, the estimated level of error for this chapter would have been 0.2 percentage
points lower.

With regard to research expenditure, one element of the Commission’s
control system is the certificate on financial statements (CFS) issued by auditors
contracted by beneficiaries. These certificates are intended to help the Commission
check whether costs declared in the financial statements are eligible. In previous
annual reports we have repeatedly reported weaknesses in these certificates®. The
auditors preparing the CFSs failed to detect the issues we reported in the five above-

4

2018 annual report, paragraph 5.13, special report 28/2018: “The majority of simplification
measures brought into Horizon 2020 have made life easier for beneficiaries, but
opportunities to improve still exist”.

2018 annual report, paragraph 5.15, 2019 annual report, paragraph 4.10, 2020 annual
report, paragraph 4.11 and 2021 annual report, paragraph 4.11.


https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2018/annualreports-2018_EN.pdf
https://www.eca.europa.eu/Lists/ECADocuments/SR18_28/SR_HORIZON_2020_EN.pdf
https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2018/annualreports-2018_EN.pdf
https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2019/annualreports-2019_EN.pdf
https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2020/annualreports-2020_EN.pdf
https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2020/annualreports-2020_EN.pdf
https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2021/annualreports-2021_EN.pdf
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mentioned cases. Nevertheless, the Commission is ultimately responsible for the
operation of such controls.

The rules for declaring personnel costs under H2020 remain complex, despite
simplification efforts, and their calculation remains a major source of error in the cost
claims. As we reported in our previous annual reports®, the methodology for
calculating personnel costs has become more complex in some respects under H2020
(see paragraphs 5.14, 5.15, 5.16), and this has increased the risk of error. Of the
35 transactions affected by quantifiable errors in our sample of research transactions,
25, i.e. around 71 %, were affected by incorrect application of the methodology for
calculating personnel costs.

Incorrect calculation of the hourly rates

As we have pointed out in previous annual reports’, the rule requiring the
use of the annual hourly rate calculated for the most recent closed financial year may
lead to errors. We found evidence of this again in 2022.

The incorrect calculation of personnel costs following the reduced work-time
patterns brought about by the COVID-19 pandemic resulted in the declaration of
ineligible personnel costs. In several member states, short-time work schemes were
implemented to protect jobs in companies experiencing economic difficulty. Many
businesses made use of such schemes, under which employees worked fewer hours
and part of their salary was reimbursed by the state. Beneficiaries did not always
properly reflect in their staff cost calculations the reduction in working hours and/or
reimbursement received from the state.

We also found that incorrect hourly rates were used as a result of ineligible
bonuses being taken into account.

6

2017 annual report, paragraph 5.34, 2018 annual report, paragraph 5.16, 2019 annual
report, paragraph 4.11, 2020 annual report, paragraph 4.13 and 2021 annual report,
paragraph 4.12.

7

2021 annual report, paragraph 4.15, 2020 annual report, paragraph 4.14, and 2019 annual
report, paragraph 4.12.


https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2017/annualreports-2017-EN.pdf
https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2018/annualreports-2018_EN.pdf
https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2019/annualreports-2019_EN.pdf
https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2019/annualreports-2019_EN.pdf
https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2020/annualreports-2020_EN.pdf
https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2021/annualreports-2021_EN.pdf
https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2021/annualreports-2021_EN.pdf
https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2020/annualreports-2020_EN.pdf
https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2019/annualreports-2019_EN.pdf
https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2019/annualreports-2019_EN.pdf
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Weaknesses in time reporting

In addition to the incorrect application of the methodology for calculating
personnel costs, we identified 10 cases where deficient time recording resulted in
ineligible personnel costs being declared. These mainly concerned hours claimed
during absences, public holidays and weekends, as well as hours recorded incorrectly,
or that were not supported by timesheets or other time records.

Breaches of the double ceiling rule

The double ceiling rule stipulates that the total number of hours declared for
a person for a year may not exceed the number of annual productive hours used to
calculate the hourly rate. Moreover, the total amount of personnel costs declared (for
reimbursement as actual costs) for any person for the given year may not exceed the
total personnel costs recorded in the beneficiary’s accounts for the person concerned
for that same year.

By not respecting this rule, beneficiaries may declare and be reimbursed for
personnel costs in excess of those actually incurred in a given year, thereby breaching
the no-profit principle laid down in the Financial Regulation of the EU. In Box 5.1 we
describe one such example.

Box 5.1

Example of a breach of the double ceiling rule

A beneficiary of a Horizon 2020 project in the Netherlands was also the recipient
of two ERDF grants whose timescales partly overlapped with that of the

Horizon 2020 project audited. Some of the staff involved in the Horizon 2020
project were also involved in implementing one or both of the ERDF projects.
When declaring the personnel costs for the Horizon 2020 project audited, the
beneficiary did not take account of hours already declared for the ERDF projects
and therefore, claimed significantly more hours than the maximum allowed (1 720
hours or corresponding pro-rata for persons not working full time). The surplus
hours (i.e. a total of over 1 900 hours for six staff) were ineligible.

Other errors in personnel costs

Other errors in personnel costs included the declaration of ineligible months
in the case of staff working exclusively on the project (e.g. months claimed in full even
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though the staff had worked for less than half of the working days), claiming personnel
costs for persons not employed by the beneficiary, and subcontracting declared as
personnel costs. We also found ineligible costs relating to three researchers working
on a Marie Sktodowska-Curie Research and Innovation Staff Exchange action (MSCA-
RISE), as described in Box 5.2.

Box 5.2

Example of ineligible costs declared for a Marie Sktodowska-Curie
Research and Innovation Staff Exchange action

The rules on MSCA-RISE actions stipulate that the eligible cost is a top-up
allowance that is to be used exclusively to support a staff member’s travel,
accommodation and subsistence costs during their secondment. Salaries (or
equivalent remuneration) are not eligible costs, and beneficiaries are expected to
continue paying their staff during the secondment abroad.

A beneficiary taking part in an MSCA-RISE project in Greece declared secondment
costs for three researchers. The costs declared however, related to the
remuneration paid for their work (i.e. the equivalent of a salary) and not the top-
up allowance. The beneficiary could not provide evidence that it had made
additional payments to the researchers (on top of the remuneration paid) to cover
their travel, accommodation and/or subsistence costs, hence the costs were
considered ineligible.

Where necessary to implement an action, beneficiaries may purchase goods,
works or services, and award subcontracts. They must ensure best value for money
and avoid any conflicts of interest in making such purchases and awards, thereby
adhering to the general cost eligibility conditions, i.e. costs must be reasonable and
comply with the principle of sound financial management. We found several cases
where beneficiaries had failed to demonstrate that they complied with this rule. An
example is described in Box 5.3.
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Box 5.3

Example of not ensuring best value for money and absence of
conflict of interest when awarding a subcontract

The beneficiary, a public entity in Switzerland, had stated explicitly that certain
parts of the action would be subcontracted and best value for money would be
ensured by requesting and comparing at least three offers. The beneficiary, in the
end, awarded the subcontract directly and claimed that only one undertaking held
the patent for the specific procedure needed to implement the action. However,
the patented procedure had been invented by the two project leaders already
employed by the beneficiary. This incorrect procedure resulted in a conflict of
interest situation where the beneficiary awarded the contract to a company
founded by one of the project leaders, who was also a member of the board of
directors. Based on this, we consider the related costs ineligible.

Another condition governing the eligibility of costs is that they must be
incurred in connection with the action and necessary for its implementation. We have
found instances of costs declared for consumables purchased but not used for the
project, equipment only partially used for the project but claimed for in full, and a
prototype developed for a different project, as well as travel costs that did not need to
be incurred to implement the project.

Other errors found in other cost categories included ineligible equipment
costs due to the incorrect calculation of depreciation, the declaration of
deductible VAT, ineligible internally invoiced goods and services, costs not incurred,
missing supporting documents and incorrect exchange rates.

One of the strategies for boosting European research is to increase private-
sector participation, especially by newcomers and SMEs. SMEs represented 11 % of the
sample (14 out of 127 transactions) but accounted for 29 % of the estimated error
rate. Moreover, quantifiable errors found in the cost claims of three private
newcomers (taking part in just one EU project) accounted for almost half of the
estimated error rate. These results indicate that SMEs and newcomers are more prone
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to errors than other beneficiaries, as has also been confirmed both by the
Commission’s audits® and in our previous annual reports®.

8

2019 annual report, paragraph 4.16.

9 2018 annual report, paragraph 5.19, 2019 annual report, paragraph 4.16, and 2021 annual

report, paragraph 4.20.


https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2019/annualreports-2019_EN.pdf
https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2018/annualreports-2018_EN.pdf
https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2019/annualreports-2019_EN.pdf
https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2021/annualreports-2021_EN.pdf
https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2021/annualreports-2021_EN.pdf
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Review of the Commission's
procedures for lump sum funding in
research

The concept of a ‘single lump sum’ (covering all the eligible costs of an
action) is defined in the Financial Regulation, which requires that the method used to
determine individual lump sum amounts must respect the principle of sound financial
management. Lump sum funded grants were piloted from 2018 to 2020 under
Horizon 2020. The aim of this type of funding is to reduce the administrative burden
on beneficiaries and consequently the error rate. Payments are no longer based on the
costs incurred but the activities performed (the completion of work packages), as
outlined in the grant agreement.

Based on the first years of the pilot, the Commission concluded that all types
of Horizon Europe actions were in principle suited to this type of funding, regardless of
their content or size, and gradually rolled out lump sum funding. This assessment was
based mainly on surveys rather than a full evaluation of the pilot covering the
appropriateness of such forms of financing in terms of the nature of the different
actions or work programmes supported, the risk of irregularities and fraud, and the
costs of controls.

At the end of 2022, Horizon Europe lump sum funded grants amounted to
€306 million corresponding to 2 % of the total amount of grants with the plan to
increase lump sum grants to €1.86 billion in 2024. This will correspond to
approximately 20 % of the total value of Horizon Europe grants (see Figure 5.5).
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Figure 5.5 — Evolution of Horizon Europe lump sum funded grants in
2022-2024

Value of lump sum grants

—eo— % of total amount of grants

million 2000 1860 40% Percentage of
euros the total amount
of grants
1500 1390 30 %
20 %
0,
1000 16 % 20 %
500 10%
306
2%
0 0%
2022 2023 2024

Source: ECA, based on data provided by the Commission.

We reviewed the Commission’s procedures and guidance on lump sum
funded grants in research by examining the relevant Commission documents on lump
sum contributions'?, especially the lump sum decision. We also selected 10 lump sum
funded grants with budgets ranging from €0.5 million to €11 million and examined the
procedure used to determine the final budget, focusing on the external evaluators’
assessments. The aim was to confirm whether the budget had been determined in line
with both the provisions of the Financial Regulation on the use of simplified cost
options'!, and the respective Commission decision, and whether, as a result, the
estimated costs were justified.

We found that the lump sum decision did not contain the justification
required under Article 181(4)(a) of the Financial Regulation with regard to the risk of
irregularities and fraud.

10" Decision authorising the use of lump sum contribution under Horizon Europe (hereafter

called ‘lump sum decision’), Horizon Europe Work Programme 2023-2024 and the lump
sum model grant agreement.

1 Financial Regulation applicable to the general budget of the Union, Articles 181(4) and

183(4).


https://ec.europa.eu/info/funding-tenders/opportunities/docs/2021-2027/horizon/guidance/ls-decision_he_en.pdf
https://ec.europa.eu/info/funding-tenders/opportunities/docs/2021-2027/common/agr-contr/ls-mga_en.pdf
https://ec.europa.eu/info/funding-tenders/opportunities/docs/2021-2027/common/agr-contr/ls-mga_en.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32018R1046&from=EN
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For example, there are no specific rules governing lump sum grants that
require, during the implementation phase of the projects, compliance with
procurement rules. The lump sum decision contained no information on controls and
checks (such as ex post controls) on procurement, despite OLAF having stated in its
2021 annual report that it frequently investigated cases of “procurement fraud or
corruption in public procurement procedures involving EU financing”.

Proper implementation of a project is the sole condition for payment in the
case of lump sum projects, and is assessed on the basis of completed work packages.
While the grant agreements list objectives, tasks, deliverables and milestones for each
work package, they do not define which of these must be achieved as the condition for
payment. The Commission did not provide enough guidance on project monitoring and
assessment.

During our review of the 10 lump sum projects selected, we found that the
Commission guidance provided to expert evaluators'? does not oblige them to use
‘relevant benchmarks’ in their assessments of project budgets, in contrast with what is
required under the lump sum decision. There is also limited documentation supporting
the experts’ assessments of the budgets and how the budget estimates comply with
the principles of economy, efficiency and effectiveness as set out in the Financial
Regulation.

12 Experts are contracted by the Commission to carry out the evaluation of grant proposals
including the assessment of their budget.
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Annual activity reports and other
governance arrangements

The annual activity reports (AARs) we examined*® reflected the information
available in the respective DGs and, based thereon, gave a fair assessment of the
financial management in relation to the regularity of underlying transactions relating
to MFF1 expenditure.

With regard to Horizon 2020, DG RTD reported an expected representative
error rate of 2.71 % for all DGs and other EU bodies managing EU research spending.
The residual error rate, taking into account corrective actions, is 1.67 % (1.71 % for
DG RTD alone). The ex post audits underlying these error rates covered payments
made over the 2014-2021 period. In order to resolve the methodological issue
previously raised by the ECA, which had led to an understatement of the error rate'*,
the Common Audit Service calculated a top-up based on 1 937 audits closed in 2020-
2022, resulting in an increase in the error rate of 0.38 percentage points, which was
disclosed in DG RTD’s AAR.

2022 was the second year of implementation of Horizon Europe. As the
ex post audit campaign for this framework programme is due to be launched by the
end of 2023, DG RTD did not report a detected error rate for Horizon Europe in 2022.
The target the Commission has set for the Horizon Europe residual error rate is no
more than 2 % by the end of the framework programme.

In its 2022 AAR, DG RTD disclosed 17 open Internal Audit Service (IAS)
recommendations. Five of the open recommendations were classified as ‘very
important’ and one as ‘critical’. The ‘critical’ recommendation concerned the audit on
the design and early implementation of the European Innovation Council (EIC) in
DG RTD, the European Innovation Council and SMEs Executive Agency (EISMEA) and
the Directorate-General for Communications Networks, Content and Technology
(DG CNECT). It needs to be noted that we have never audited the EIC in the context of
our AAR reviews. The IAS considers that the design of the EIC programme’s governance
framework has not yet been finalised, hence, key aspects of governance cannot be

* DG RTD and DG DEFIS.

4" The error rate had been calculated as a share of all the accepted costs, instead of the
amount actually audited. This meant that the denominator in the error calculation was
higher, so the error rate was understated; 2018 annual report, paragraph 5.34.


https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2018/annualreports-2018_EN.pdf
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implemented or performed adequately. According to the IAS, relations between the
EISMEA and its parent DGs have not yet been formalised and no clear rules on the
separation of functions have been defined. This has resulted in unclear roles and
responsibilities as well as conflicts of interest.

Due to the ‘critical’ IAS recommendation, a reservation was issued on
reputational grounds with respect to the late implementation of and weaknesses in
the governance and control systems of the investment component of the EIC
Accelerator scheme.

DG DEFIS’ main relevant expenditure under MFF1 in 2022 related to the EU
Space Programme, which is mostly managed indirectly via the European Union Agency
for the Space Programme (EUSPA), the European Space Agency (ESA) and other
entrusted entities. The error rates determined during the ex post audits of the
different programmes are very low (close to zero). However, as the audited samples of
transactions are not statistically representative, DG DEFIS decided to adopt a
conservative approach and report an error rate of 0.5 % for all unaudited organisations
and those with a zero error rate.

We reviewed the information in the Commission’s 2022 AMPR regarding the
estimated risk at payment in the policy areas under MFF1. The Commission calculated
an error rate of 1.5 % for MFF1. This percentage is at the lower end of our range of
estimated level of error and below materiality.
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Conclusion and recommendations

The overall audit evidence we obtained and have presented in this chapter
shows that the level of error in spending on ‘Single Market, Innovation and Digital’ was
material. For this MFF heading, our testing of transactions produced an estimated
overall level of error of 2.7 %. The research and innovation expenditure is most
affected by error, particularly in the area of personnel costs.

The introduction of single lump sum funding for research grants was not
based on an ex post evaluation, but on the results of surveys. As a consequence,
important elements are missing, such as the requirement for experts to use relevant
benchmarks when assessing budgets, the obligation to comply with procurement
rules, clear requirements regarding the completion of each work package, and
definition of the scope of ex post controls.

The estimated risk at payment presented in the AMPR is 1.5 %. This
percentage is at the lower end of our range of estimated level of error and below
materiality. Therefore, in our view, despite the measures already taken by the
Commission, this rate remains understated.

Annex 5.1 shows the findings of our follow-up review of the
recommendations we made in our 2020 annual report that were due to be
implemented by 2022'°. The Commission has implemented one recommendation in
full and one has not been implemented.

Based on this review and our findings and conclusions regarding 2022, we
recommend that the Commission:

5" The recommendations we made in our 2019 annual report required action by the end of
2021. We therefore followed them up in the 2021 annual report. The recommendations we
made in our 2021 annual report required action by mid-2023 at the earliest, hence they will
be followed up in next year’s annual report.


https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2019/annualreports-2019_EN.pdf
https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2021/annualreports-2021_EN.pdf
https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2021/annualreports-2021_EN.pdf
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(a) Inthe framework of the mid-term evaluation of Horizon Europe, include an
evaluation of lump sum funding in order to assess whether certain types of
projects (in terms of content, size, etc.) are not suited to lump sum funding, as
well as cover the risk of irregularities and fraud.

Target implementation date: Horizon Europe mid-term evaluation (end 2025)

(b) Prior to the next Horizon Europe calls, assess the appropriateness of using lump
sum funded grants for high-budget projects and of fixing a maximum amount for
such grants.

Target implementation date: end 2024

For lump sum grants, ensure that expert evaluations of grant applications, in particular
the budget proposals therein, are carried out with due considerations of relevant
benchmarks and are properly documented.

Target implementation date: end 2023

Further specify for lump sum grants the requirements defining proper implementation,
including the elements of each work package that will trigger payment, as well as
provide detailed guidance to those involved in assessing the implementation of
projects.

Target implementation date: Q1 2024
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For lump sum grants, define the scope of ex post controls, which should include checks
on high-risk areas, such as procurement rules, absence of conflict of interest and the

use of the resources indicated in the grant agreement.

Target implementation date: mid 2024
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Annex 5.1 — Follow-up of previous recommendations for ‘Single Market, Innovation and Digital’

Level of implementation: &Y fy|ly; &) jn most respects; in some respects; not implemented.

2020

ECA recommendation

We recommend that by 2022 the Commission should:
Recommendation 1:

Extend the scope of the certificates on financial
statements to include unit cost categories for the new
Research Framework Programme, Horizon Europe, in
order to increase the level of detection and correction of
errors in unit costs.

ECA analysis of progress made in implementing recommendation

Level of

: : Remarks
implementation

(@GED) Despite the Commission accepting the recommendation, by the time
the 2020 annual report was published the relevant regulation had
already been adopted and did not contain any such provision.

Recommendation 3:

Further improve the quality of ex post audits by
addressing the weaknesses in the sampling procedures at
the level of cost statements and apply the corrections to
the error calculation method for Horizon Europe.

Source: ECA.
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Chapter 6

Cohesion, resilience and values
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Introduction

This chapter presents our findings for MFF heading 2 ‘Cohesion, resilience and
values’. Figure 6.1 gives an overview of the main activities and spending under this
heading in 2022.
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Figure 6.1 — Payment and audit population

Cohesion, Resilience and Values
€79.1 billion (40.4 % of EU budget spending)

(billion euros)
2022 payments breakdown by fund

European Social Fund (ESF)
18.6 (23.6 %)

European Regional Development Fund
(ERDF) and other regional operations
42.3 (53.6 %)

Cohesion Fund

10.0 (12.6 %)

Erasmus+

3.5(4.4%)

CEF Transport

1.9 (2.3 %)
Other ESI

2.3(2.9%) 0.5 (0.6 %)

2022 audit population compared to payments

Economic, social and territorial cohesion (subheading 2a)
2022 payments - total 72.9
I
Pre-financing payments(¥): 72.4

Interim and final payments: 0.5

2022 audit population - total 63.5
Shared management expenditure accepted by the Commission: 57.0
Clearing of pre-financing: 6.0

Interim and final payments: 0.5

Resilience and values (subheading 2b)
2022 payments - total 6.2

Pre-financing payments(*): 5.6

Interim and final payments: 0.6

2022 audit population - total 3.4

Clearing of pre-financing: 2.8

Interim and final payments: 0.6

(*) The payment figure for subheading 2a consists of shared management annual advances and interim
payments for the 2014-2020 programme period that were not accepted by the Commission in 2022. In
line with the harmonised definition of underlying transactions (for details see Annex 1.1, paragraphs 18
and 19), these payments are considered pre-financing and not part of our audit population for the
2022 annual report.

Source: ECA, based on data from the 2022 consolidated accounts of the European Union.
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Policy objectives and spending instruments

Spending under this heading focuses on reducing development disparities
between the different member states and regions of the EU (subheading 2a), and
actions to support and protect EU values, making the EU more resilient to present and
future challenges (subheading 2b). Figure 6.2 shows the objectives of spending under
the MFF heading 2 ‘Cohesion, resilience and values’ (subheading 2a' and
subheading 2b) and the related funds and instruments?.

1 See Articles 162 and 174 to 178 of the Treaty on the Functioning of the European Union
(p. 73 and pp. 81-82).

2 We report on 2022 Recovery and Resilience Facility (RFF) expenditure in chapter 11.


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:12012E/TXT&from=EN
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Figure 6.2 — Policy objectives

European Regional Development Fund (ERDF)
lessens regional imbalances by supporting
innovation and research, the digital agenda, small
and medium-sized enterprises and the low carbon
economy.

Subheading 2a European Social Fund Plus (ESF+)
(economic, social and is aimed at achieving high employment levels, fair
territorial cohesion) social protection and a skilled and resilient
focuses on reducing _f workforce, as well as inclusive and cohesive
development disparities societies as a central factor in eradicating poverty;
between the different for the 2021-2027 programming period ESF+
member states and includes the Youth Employment Initiative (YEI), the
regions of the EU. Fund for European Aid to the Most Deprived (FEAD),
and the EU Programme for Employment and Social
Innovation.

Cohesion Fund (CF)

finances, in the interest of promoting sustainable
development, environment and transport projects
in member states with a per capita GNI of less than
90 % of the EU average.

The Cohesion Fund contributes financially to
the Connecting Europe Facility (CEF), which
finances projects belonging to the trans-
European networks.

Subheading 2b

(resilience and values) <~ Erasmus+
N

. 1
focuses on actions to

77—\ supports education, training, youth and sport by
support and protect EU Q promoting learning mobility and non-formal and

values, making the EU more active participation among young people.
resilient to present and
future challenges.

Smaller schemes, including Creative Europe, the
Citizens, Equality, Rights and Values Programme
(CERV), and specific instruments promoting
economic recovery in the EU after the COVID-19
pandemic, such as EU4Health and the Emergency
Support Instrument (ESI).

Source: ECA.

Management of funds

The cohesion policy funds (the ERDF, the ESF and the CF) account for the bulk
of expenditure under the MFF heading 2. These funds are implemented under shared
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management. Figure 6.3 describes this process and the roles and responsibilities of the
different actors.

Figure 6.3 — Roles and responsibilities in shared management

< )

- submit multiannual operational
programmes (OPs) for the entire duration

of an MFF
- co-finance the eligible costs of the
operations in line with the OP European Commission
DG Employment, Social Affairs and
€ Inclusion (DG EMPL) and
- manage the OPs by ensuring the DG Regional and Urban Policy
regularity of cohesion spending < (DG REGIO)

- select operations - approves the OPs (and major projects if
- notify major projects applicable)

- check the eligibility of expenditure - shares responsibility with member
before it is certified to the Commission states for implementing OPs

- co-finances the eligible costs of the
! operations in line with the OP
~draw up and submit payment - retains ultimate responsibility for

applications implementing the EU budget
—draw up and certify the accounts

€ =

Beneficiaries
- implement operations
- receive reimbursement through managing
authorities (EU and national/regional
contributions)

Source: ECA.

Audit authorities play a key role together with the Commission in the control
and assurance framework for 2014-2020 spending under shared management?>. They
have to ensure that the residual error rate” in an OP’s annual accounts remains below
the 2 % materiality threshold>. After checks by their managing authorities, which are
the first line of defence, the member states certify each OP’s annual accounts and

3

See our 2017 (paragraphs 6.5-6.15) and 2018 annual reports (Figure 6.1).

* In its AARs the Commission refers to a ‘residual risk rate’ (RRR) when dealing with closure

for the 2007-2013 programming period and to a ‘residual total error rate’ (RTER) when
dealing with the 2014-2020 programming period. In this chapter, we refer to both as
‘residual error rate(s)’.

> Article 28(11) of Regulation (EU) No 480/2014 supplementing Regulation (EU)
No 1303/2013.


https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=46515
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=50534
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32014R0480
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32014R0480
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report to the Commission. To that end, the control and assurance process relies on the
three elements shown in Figure 6.4. The process leading up to the closure of OPs from
the 2007-2013 programme period was largely comparable.

Figure 6.4 — Control and assurance framework

Il. The Commission carries out the annual
acceptance of the accounts

Member states submit the results of this
work in an annual control report to the
Commission as part of their assurance

- . The Commission performs administrative
packages. The report contains the residual

checks on completeness and accuracy so

it opini Control
errorhrate forl the Of;sdanld andaudlt og.lmon d that it can accept the accounts and release
on the regularity 0, ec are. e)fpen iture an the 10 % retained earlier as a guarantee(*).
and the effective functioning of assurance

management and control systems. framework

IIl. The Commission performs desk reviews
of each assurance package and
selected compliance audits in member states
The Commission makes these checks to validate the
residual error rates reported by audit authorities; it
publishes these, together with a weighted average to
serve as a key performance indicator, in its annual
activity reports (AARs) for the following year.

(*) Article 130 of the Regulation (EU) No 1303/2013 limits the reimbursement of interim payments
to 90 %.

Source: ECA.

MFF heading 2 ‘Cohesion, resilience and values’ also covers EU funding through
programmes or actions that are managed either directly by Commission DGs®, or
indirectly with the support of partner organisations or other authorities’, mostly in the
subheading 2b (see Figure 6.2).

Our objective was to contribute to the overall statement of assurance as
described in Annex 1.1, and to provide an assessment of the regularity of expenditure
both under MFF heading 2 as a whole and for the cohesion policy funds

¢ DG EAC, DG EMPL, DG HERA, DG REFORM, DG REGIO, DG SANTE and European Climate,
Infrastructure and Environment Executive Agency (CINEA) under the supervision of
DG MOVE in relation with expenditure in our 2022 population.

Such as Erasmus + national agencies.


https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32013R1303&qid=1688985783194
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(subheading 2a). We also assessed the reliability of the audit authorities’ and the
Commission’s audit work.

To draw these audit conclusions, as in previous years, we applied the same
approach and methods to audit cohesion spending as set out in Annex 1.1, examining
the elements described in Figure 6.5.

Figure 6.5 — Elements audited under our audit approach

A statistically representative sample
of 260 transactions(*) covering the
full range of spending under MFF
heading 2. Our objective was to
estimate the level of error for the
heading and to contribute to the
statement of assurance.

The work done by audit
authorities to validate the
information contained in the

35 assurance/closure packages
concerned by the 226
transactions they had previously
checked.

ECA’s audit
conclusions

The regularity information
given in the annual activity
reports of DG EMPL and

DG REGIO and then included
in the Commission’s Annual
Management and
Performance Report (AMPR).

The Commission’s work to
review and validate the residual
error rates reported in assurance
packages for 2014-2020, and its
audit work on regularity aspects
of those packages.

(*) For the cohesion policy funds, the sample consisted of 226 transactions for which expenditure had
been certified in assurance and closure packages (which had been checked previously by an audit
authority), as well as 15 financial instruments (subheading 2a). The sample also included 19 transactions
directly or indirectly managed by the Commission (4 under subheading 2a and 15 under subheading 2b).

Source: ECA.

Our audit population (€66.9 billion) consisted mainly of expenditure from the
2014-2020 period that had been included in accepted accounts submitted in assurance
packages for the 2020/2021 accounting year (413 OPs with a total value of
€56.1 billion). It also included expenditure from the 2007-2013 period under the three
OPs which the Commission had closed or partially closed® in 2022 (€840 million), and
expenditure from the 2000-2006 period under one OP (€32 million).

In 2022, the Commission had only made advance payments for the 2021-
2027 period. These payments amounted to €6.5 billion. Once expenditure paid by
beneficiaries is reimbursed, audited by the programme authorities and included in

8 The Commission pays only the uncontested amounts, and issues which have a material
impact remain open. The final balance is paid and the OP closed once all outstanding issues
have been resolved.
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payment claims paid by the Commission to the member states, it becomes part of our
audit population. Given that this is not applicable for advance payments, also in 2022
no payments for the 2021-2027 period were part of our audit population®.

From early 2020 onwards, the EU took a number of actions to address the
challenges of the COVID-19 pandemic (CRIl and CRII+). These actions comprised
procedural simplifications for 2014-2020 cohesion policy funds, including the
possibility of a 100 % EU financing. Our sample also included projects benefiting from
this possibility. In addition, the REACT-EU initiative provided additional funding, equally
with a 100 % EU co-financing rate. As the eligibility period for the 2014-

2020 expenditure ends on 31 December 2023, the additional funding provided through
REACT-EU may have added pressure to spend'’. At the same time, the 100 % co-
financing rate has allowed for a faster absorption of the available funding for the 2014-
2020 programmes by member states.

The control and assurance framework remains unchanged by these initiatives
and the Commission applied the system in 2022 in the same way as for pre-COVID-19
expenditure. Our audit population covers the expenditure declared by the certifying
authorities from 1 July 2020 to 30 June 2021. The audit authorities carried out their
checks mainly during the period of the COVID-19 pandemic (see Figure 6.6).

° By April 2023, the Commission had adopted 379 programmes for the ERDF, the CF and the
ESF+ under the 2021-2027 period.

10" Special report 02/2023: “Adapting cohesion policy rules to respond to COVID-19”.


https://www.eca.europa.eu/Lists/ECADocuments/SR23_02/SR_Covid_II-ReACT_EU_EN.pdf
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Figure 6.6 — Assurance process in 2022 for the 2020-2021 annual
accounts (in relation to expenditure declared during COVID-19)
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Source: ECA.

6.12. We took our sample of 226 transactions with expenditure certified in
assurance and closure packages during 2022 in two stages. We first selected

35 packages (34 from the 2014-2020 period and one from the 2007-2013 period)
covering 66 OPs'’, From these, we sampled transactions which had been previously
checked by the audit authorities. For 2022, we carried out on the spot audit visits for
67 transactions, after 2 years of travel restrictions due to the COVID-19 pandemic. This

' Through stratification, we selected randomly three of the 34 assurance packages from
member states we had not audited in previous years in order to cover all member states
during our audit of the 2014-2020 period.
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allowed us to obtain original documents, interview auditees’ staff face to face and
verify the physical existence of EU-funded output.

In the 2020/2021 accounting year, the member states reported
disbursements through financial instruments under 128 OPs (€5.5 billion). We took an
additional sample covering 15 financial instruments from the 2014-2020 period from
which payments had been made to final recipients. In total we examined 96 loans,

40 guarantees, 8 equity investments and 3 management fees.

Annex 6.1 contains a breakdown of our sample of transactions and
transaction-related findings we identified in the 27 member states and the United
Kingdom™? for subheading 2a.

In 2022, the Commission paid or cleared €4.3 billion for programmes under
its direct or indirect management, including €3.4 billion in expenditure under
subheading 2b. We examined a sample of 19 transactions financed from the CF
contribution to the CEF, the ERDF contribution to the European Neighbourhood
Initiative (ENI), the ESI, Erasmus+, the Health programme and others.

2" The programmes of the 2014-2020 period of the United Kingdom are still part of the MFF2
expenditure.
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Regularity of transactions, AARs and
other governance arrangements

For 2022, we estimate the level of error for MFF heading 2 to be 6.4 %** (see
Figure 6.7). This is based on our audit of 260 transactions where we identified and
guantified 50 errors and the findings of audit authorities which reported 58 such
errors. In addition, we took account of the corrections with a total value of
€618 million applied by programme authorities. According to Article 287(2) TFEU,
‘[t]he Court of Auditors shall examine whether all revenue has been received and all
expenditure incurred in a lawful and regular manner [...]. In doing so, it shall report in
particular [but not only] on any cases of irregularity’. Our error rate refers to the share
of expenditure declared for which we consider that the conditions for payment set out
in the Financial Regulation, the CPR and the Regulation on the protection of the EU’s
financial interests have not been fully met, leading to a direct and measurable financial
impact on the payment amount authorised at the time from the EU budget; it should
not be interpreted as being equivalent to the potential amount of financial corrections
the Commission can impose in accordance with the applicable rules.

13 The estimated level of error for subheading 2a only is 6.6 % (lower error limit 4.2 %, upper
error limit 9.0 %). The estimated level of error for cohesion policy funds only is 6.7 % (lower
error limit 4.2 %, upper error limit 9.2 %).
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Figure 6.7 — Estimated impact of quantifiable errors
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Source: ECA.

This year, both our error rate estimate and the number of errors we found
were higher than in previous years. These increases do not follow a geographical
pattern. However, we identified an increase of specific types of errors (such as
ineligible costs and non-compliance with public procurement rules). We also note that
we are approaching the end of the eligibility period with some absorption pressure
(31 December 2023). In addition, member states were given considerable flexibility in
re-programming funds (including additional funding through REACT-EU) and declaring
expenditure since 2020 (see paragraph 6.10). Furthermore, during the COVID-19
period, the effectiveness of the checks and verifications by managing and audit
authorities may have been reduced. We provide a comparison with last year in
Figure 6.8 for the estimated level of error in percentage points, indicating the break
down by category. In our 2020 annual report'* we highlighted the risk that the
established control systems could be weakened during the COVID-19 period,
potentially increasing the risk of errors and irregularities.

14 See paragraph 2.32 of the 2020 annual report.


https://www.eca.europa.eu/en/publications?did=58665
https://www.eca.europa.eu/en/publications?did=58665
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Figure 6.8 — Comparison of the contribution to the Estimated Levels of
Error (ELE) per category

(percentage points)
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Source: ECA.

618 In the 260 transactions we audited, the audit authorities reported

58 quantifiable errors. These concerned ineligible costs (31), irregularities in public
procurement procedures (21), missing supporting documents (6), accounting and
calculation errors (3) and (2) infringements of state aid rules'>. The member states had
applied financial corrections, extrapolating them as necessary, with a view to bringing
the residual error rates to or below the materiality threshold of 2 %.

6.19. Figure 6.9 shows how the 50 additional errors we found break down by
category (before taking account of financial corrections). Ineligible costs and project
and infringements of internal market rules contributed most to our estimated level of
error.

6.20. Paragraphs 6.22-6.40 provide more information on these errors.

5 Asingle transaction may be affected by more than one type of error.
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Figure 6.9 — Contribution of the errors we found to the overall error rate
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Source: ECA.

Ineligible costs

When member state authorities declare expenditure to the Commission in
their accounts, they certify that it was incurred in compliance with the applicable EU
and national rules, and that aid was granted to beneficiaries and operations that met
the OP eligibility requirements.

In our sample, we found 37 cases of ineligible costs that had not been
detected by the audit authorities and two cases in direct management. The main
causes of ineligibility were non-compliance with EU or national rules, costs not related
to the project, ineligible participants, and expenditure not incurred or paid by the
beneficiary. These cases accounted for 78 % of the total number of quantifiable errors
we found, and approximately 4.6 percentage points of the estimated level of error (a
73 % error contribution).

Box 6.1 gives an example of ineligible expenditure.
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Box 6.1

Ineligible expenditure for COVID-19 emergency support due to
incomplete declaration of sales income

The objective of one ESF measure audited in Slovakia was to mitigate the impact
of the COVID-19 pandemic on employment and the labour market by providing
financial support to employers or self-employed workers.

To receive support for 13 workers, this final beneficiary reported a decrease in its
turnover of 43.5 % at the comparison point of May 2020 versus May 2019.

This 43.5 % decrease, though, was not accurate. It reflected only the decrease in
on-site sales. It did not take into account sales the business made through other
channels.

Taking into account off-site sales as well, the overall decrease in the company’s
total sale income was only 9 %. This was below the required 20 % minimum
decrease in sales to qualify for the aid. Therefore, we consider the support for the
month of May to be ineligible.

For two other final beneficiaries of the same measure, we found that they
received more support than was provided for under national rules due to
misreporting of income.

We found ineligible costs in relation to COVID-19 measures also in Greece (already
partially detected by the Commission), Italy and another case in Slovakia.

Under the 2014-2020 legal framework, major projects financed from the
ERDF or the CF are operations carried out in support of an indivisible, defined task,
whose value exceeds €50 million (€75 million for transport projects). They are subject
to specific approval procedures. During the 2014-2020 period, major projects must be
notified to the Commission. This is a compulsory requirement before expenditure
associated with a major project can be included in payment requests to the
Commission'®. In the 2021-2027 period, this rule is no longer in force'’. However, the
provision continues to apply to operations under the 2014-2020 period.

We found two cases of expenditure introduced in the accounts for
operations exceeding the major project thresholds, but not notified to the Commission

16 See Article 102(6) of Regulation (EU) No 1303/2013.

17 See Article 117(1) of Regulation (EU) 2021/1060.


https://eur-lex.europa.eu/legal-content/MT/TXT/?uri=CELEX%3A32013R1303&qid=1688985783194
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32021R1060
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(see Box 6.2). These cases account for 0.8 percentage points of our estimated level of

error.

Box 6.2

Expenditure declared without a major project notification being sent
to the Commission

Managing authorities need to notify the Commission of the major projects they
select for funding. Only after this notification is made can member states include
major-project-related expenditure in payment applications to the Commission.

In Romania, we audited a project for the creation of a national electronic
repository of scientific documents. In accordance with the regulatory definition of
total eligible costs, which includes public and private contributions, the costs of
this indivisible task exceeded €50 million. Therefore, under the Commission
guidelines in force at the time, the managing authority should have notified this
major project. We already had reported this error in our audit for the

2020 statement of assurance. Despite this, the programme authorities continued
to declare expenditure in relation to this project and included it in the accounts in
2022.

In Hungary, we found a project, originally part of an overall project, which
involved the purchase of 15 trains for use on various rail lines across the country.
The project was subsequently split into two parts. This was explained by traffic
needs and the track development of specific railway lines. However, we found that
the purchased trains were not used on the lines indicated in the separated
projects, but interchangeably on various rail lines across the country. Taking into
account that, the contracting authority also awarded a single contract under a
common public procurement procedure, we considered the project as major
project.

Ineligible cost is also a major source of error outside shared management.
We detected ineligible staff costs in a project funded under a health programme under
direct management in Spain. In addition, we detected another case of ineligible costs
in Poland. The Commission accepted the audit finding and will launch recovery
procedures in both cases.

In cohesion policy, simplified cost options (SCOs) are an important
simplification measure, but the implementation is not always as it should be.
Beneficiaries used SCOs for 77 transactions, or 30 % of our sample, applying either flat
rates, standard scales of unit costs or a combination of both. This year, we found
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errors relating to the use of SCOs in five transactions in three member states — Czechia,

Spain and Slovakia. See Box 6.3 for an example.

Box 6.3
Ineligible costs due to inappropriate indirect costs calculation

In Czechia, the managing authority of an ESF/ERDF operational programme
launched a complementary call for projects approved under the Horizon 2020
programme.

Under the Horizon 2020 rules, depreciation costs can be included in the basis for
calculating the 25 % of indirect costs which can be submitted for reimbursement.

However, the managing authority incorrectly transposed the Horizon 2020 rules
into national legislation. This led to the situation that beneficiaries could declare
the investment costs as direct costs and a hypothetical depreciation of the same
investment in the basis for calculating indirect costs. This led to a systematic over-
declaration for all projects under the same national rules.

Ineligible project

We identified one project in Slovakia that was granted aid even though it did
not meet the eligibility conditions listed in the applicable Regulation or national law
and the corresponding OP (see Box 6.4). This project accounted for 2 % of all the
quantifiable errors we detected, and approximately 0.4 percentage points of the
estimated level of error (a 6 % error contribution).



234

Box 6.4

Project scope did not comply with selection criteria

In Slovakia, for an ERDF programme, a public body beneficiary declared all the
costs for the reconstruction and a complete renovation of interior spaces of a
public building as eligible expenditure.

However, the call for project applications only mentions energy-efficiency
measures as eligible activities for co-financing. In addition, the selection criteria
explicitly stated that the project would be not eligible for funding if more than
25 % of the expenditure in the project application were deemed ineligible during
the project evaluation.

Since more than 25 % of the project costs were not directly linked to energy-
efficiency measures, already the project application did not meet the selection
criteria, and therefore the project should have not been selected. In particular,
the beneficiary had declared costs for works that, according to the
recommendations of the prior energy audit, were not necessary (e.g. a new
ventilation system) or that did not relate to increasing energy efficiency at all (e.g.
sanitary equipment and internal walls).

In addition, the project did not fulfil other conditions of the call related to the
classification of the building, use of the building before and after the project
implementation, and having a relevant building permit.

In two additional cases in Spain, we found significant inconsistencies in the
scope of the operation defined in the documents that established the conditions for
support.

Infringements of internal market rules: state aid and public procurement

Seven projects infringed state aid rules

Article 107 of the Treaty on the Functioning of the European Union (TFEU) is
intended to ensure that aid granted by a member state or through state resources
does not distort competition and trade within the EU. Unless state aid is below a de
minimis ceiling'®, member states must notify the aid to the Commission. The
Commission must then decide whether this aid is compatible with the internal market

8 Regulation (EU) No 1407/2013 on de minimis aid.


https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=celex%3A32013R1407
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and give its explicit approval. Member states can also grant state aid if the aid falls
under the General Block Exemption Regulation (GBER) or other exemption schemes.

This year we identified seven projects that infringed the EU's state aid rules
in five member states — Czechia, Hungary, Malta, Poland and Romania. We consider
that four of them should have obtained less public funding, or none at all. These
projects accounted for 8 % of all quantifiable errors we found, and approximately
0.5 percentage points of the estimated level of error (a 7 % error contribution). We
have not quantified the other errors, as they had no impact on the level of public
funding. We provide an example of an infringement of state aid rules in Box 6.5.

Box 6.5

Inadequate application of state-aid rules

In an ERDF-funded project in Poland, a private company received a grant for R&D
activities to install and test a pilot production line that would be used to
experiment on and produce a range of innovative chemical substances. After a
series of tests, the company confirmed that the production line was suited to
producing eco-friendly chemicals. Once the project was completed, the company
started using the line for commercial purposes.

During our audit work, we found that the company had declared the whole
investment cost of the line for co-financing. This contravened Article 25 of the
GBER (aid for research and development projects), according to which only
depreciation costs are eligible in cases where an asset is not used only for the
project for its full lifespan. As the production line remained in use after the project
was completed, we concluded that a significant part of the support granted for
this project was non-compliant with state aid rules.

Four cases of non-compliance with EU or national public procurement rules

Public procurement rules are key to ensure that public money is spent
economically and efficiently while respecting the principles of transparency,
proportionality, equal treatment and non-discrimination. In our audits, in accordance
with the CPR, we examine compliance with EU and national public procurement rules.

In four procedures, we identified cases of non-compliance with EU or
national public procurement rules that had not been detected by the audit authorities
in Czechia, Spain and Portugal and we quantified three of these four cases. We also
detected three cases where the member state authorities had not correctly applied
the Commission decision on quantification of public procurement errors in Czechia,
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Italy and Slovakia. In these cases, the member states applied lower rates than those,
we consider appropriate in accordance with the Commission’s guidelines. The six cases
we quantified accounted for 12 % of all the quantifiable errors we found, or
approximately 0.9 percentage points of the estimated level of error (a 14 % error
contribution).

We found two serious infringements that impacted the public procurement
outcome for two ERDF projects in Czechia. One case is presented in Box 6.6.

Box 6.6

Irregular procurement procedure due to undetected conflict of
interest at contractor level

In Czechia, the contracting authority of the audited ERDF project was a public
company which supplied heat to local residents. One of the purposes of the
audited operation was to increase the use of renewable resources by installing a
modern boiler for burning biomass. EU and national law stipulate that contracting
authorities must avoid conflicts of interest when carrying out procurement
procedures.

The audited procedure was below the threshold set out in the EU Public
Procurement Directive, therefore national law was applicable (Article 44 of the
national public procurement law).

We found that the contracting authority did not identify the conflict of interest
and did not apply sufficient mitigating measures when it selected an offer
submitted by a company which had participated in the preparation of the project
application and in drawing up the tender documentation. The technical tender
specification was tailor-made to the company’s own product and de facto did not
allow for equivalent products to be awarded the tender. Two bids were submitted
for the same product included in this tender: one from the company itself and the
other from one of its distributors.

Moreover, unlike in a similar case, the Office for the Protection of Competition did
not properly address the apparent conflict of interest and did not request any
mitigating action such as an independent expert opinion on the contracting
authority’s procedure for granting the tender. We therefore consider the audited
contract and related expenditure to be irregular.

The audit authority detected another irregularity in relation to this contract and
the programme authorities applied a 25 % financial correction. However, neither
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the managing authority nor the audit authority detected the conflict of interest
during their verifications for which a 100 % correction would be required ™.

Box 6.7 gives an example of an infringement of public procurement

procedures associated with a rapid award of contracts for a large volume of goods to
respond to the COVID-19 pandemic.

Box 6.7

Inconsistent application of emergency exemptions in public
procurement procedures for the purchase of face masks

During the early period of the COVID-19 pandemic, medical supplies and related
services were in short supply. We audited an ERDF-funded project in Spain
concerning the purchase of protective face masks, to be delivered by April 2020.

The contracting authority awarded the contract directly, without prior publication,
under an emergency procedure in accordance with Spanish procurement law?°,
which allows deviations from the standard procurement procedure in emergency
situations. In such situations, the contracting authority must demonstrate that the
contractor is the only one able to deliver the required supplies within the technical
and time constraints imposed by the extreme urgency’'. However, contracting
authority did not document the selection of the contractor. Furthermore, it should
also have performed and documented certain minimum checks to determine
whether grounds for exclusion apply to the contractor and to permit a derogation
from such exclusion.

To check whether grounds for exclusion applied to the contractor, Spanish
procurement law requires at least a self-declaration?’. However, departing from
its own practice for similar contracts, in this case the contracting authority did not

19

20

21

22

Categorisation of shortcomings in the awarding of contracts with a determination of the
levy amount for breach of budgetary discipline, valid as of 22 November 2017 and
Commission Decision of 14.5.2019 laying down the guidelines for determining financial
corrections to be made to expenditure financed by the Union for non-compliance with the
applicable rules on public procurement.

Article 120 of Law 9/2017 (Spanish procurement code).

Communication from the Commission Guidance from the European Commission on using
the public procurement framework in the emergency situation related to the COVID-19
crisis (2020/C 108 1/01).

Article 85 of Law 9/2017 (Spanish procurement code).


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52020XC0401(05)
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perform and document any checks. Our audit revealed that one of the
contractor’s administrators had previously been convicted of a criminal offence.

Finally, the contractor did not deliver the masks by the end of April, a deadline
which was the very justification for using a direct award of contract without
seeking offers from other suppliers. The bulk of the masks (76.5 %) was only
supplied in July 2020.

Absence of essential supporting documents

Beneficiaries and programme authorities are required to maintain systems
and procedures that ensure an adequate audit trail. This includes keeping
documentary records.

We found that supporting information or documentation was missing in four
of the transactions we examined, but none of which we quantified. In a case in Spain,
the monthly timesheets required by the grant agreement were produced by the
beneficiary only once the two-year project had been completed and several weeks
after the cost claim had been submitted for reimbursement, but before the payment
to the beneficiary was made. In another case, in Portugal, the audit authority provided
us with a confirmation from participating universities relating to registration and
credits obtained, dated after our audit fieldwork. On this basis, we decided not to
quantify the error. We note that the Commissions intends to follow-up on this case.

Financial instruments

Financial instruments, such as loans, guarantees and equity, are a
reimbursable form of support. The disbursement through financial instruments
increased from €2.1 billion in the 2019/2020 accounting year to €5.5 billion in the
audited accounting year.

We found six quantifiable cases of disbursements where either the final
recipients or the supported activities were demonstrably ineligible: one in Italy (for
non-compliance with the NEET eligibility criteria), one in Czechia (for non-compliance
with state aid rules) and four in Spain (for ineligibility of the final recipients and
ineligibility of loans). These cases account for approximately 0.3 percentage points of
our estimated level of error.
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We also identified 14 system weaknesses in financial instruments. In 4 of
these 14 cases, the weaknesses we identified were significant weaknesses at the level
of the verifications of the managing authority or intermediate body. These included a
lack of checks on whether final recipients were affected by conflicts of interest or had
criminal records, and a failure to verify whether the procedure for selection of final
recipients complied with the OP’s provisions.

Sound financial management

The EU budget must be implemented in a legal and regular way, in
accordance with sound financial management, comprising the principles of economy,
efficiency and effectiveness. The CPR requires member states to respect these
principles when they implement the cohesion policy funds. In our work, we detected
11 cases in Germany, Croatia, Italy, Lithuania and Hungary where these principles had
not been respected (see Box 6.8).

Box 6.8

Use of simplified cost options resulting in an excessive financial
benefit for a member state

Our sample included four operations from an Italian OP where SCOs had been
used. The beneficiaries of these four operations had correctly declared eligible
costs based on standard scales of unit costs determined by the managing
authority based on Article 67 of the CPR. However, the amount declared by the
managing authority to the Commission had been calculated based on another
model, using the Commission’s standard scales of unit costs (pursuant to
Article 14(1) of the ESF Regulation).

As a result, the amounts certified to the Commission and paid by the EU budget
for each operation were between 16 % and 30 % higher than those agreed and
paid to the beneficiaries. The amount of EU funding received by a member state
should not be fundamentally different from the amount disbursed to
beneficiaries.

We had already reported several such cases in our 2020 annual report??.

23 See paragraphs 5.24, 5.25 and 5.26.


https://www.eca.europa.eu/en/publications?did=58665
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Renovated cultural centre not accessible to the public

In Italy, we found that an ERDF-funded cultural centre was still not open to the
public 3 years after the completion of renovation works and the delivery of
equipment and furniture. At the time of our audit, there was no information
available about the existence of a cultural centre other than a poster outside the
building still referring to the works in progress. The technological equipment of
the media library had been delivered in 2019, but had not yet been unpacked. A
fully equipped conference room had never been used.

While the outputs were achieved, the investment did not deliver good value for
money as the objectives of setting up a community library, fostering community
participation and strengthening cultural cohesion had not been achieved.

Only after our audit visit did the beneficiary launch a website dedicated to the
project, indicating a calendar of events to be held in 2023

Managing authorities are the ‘first line of defence’ against irregular
spending and audit authorities are the ‘second line of defence’

Managing authorities are the ‘first line of defence’. Their effective control is
indispensable to ensure both the compliance of the operations with the legal
framework and their performance. Our audit results over the last 6 years demonstrate
that these controls do not yet sufficiently offset the high inherent risk of error in
cohesion.

Audit authorities are the ‘second line of defence’ in the framework for
assurance and control of spending. They verify, on a sample basis, the regularity of
expenditure managing authorities declared to the Commission. They must be
functionally independent from the management authorities.

Residual error rates above materiality for more than 60 % of the value of
assurance packages audited in 2022

We assessed the work of 24 of 116 audit authorities in 18 member states and
the United Kingdom. Our sample comprised 34 assurance packages and one closure
package. Except for three cases, the audit authorities had reported to the Commission
a residual error rate equal to or below 2 %.
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In its AARs, taking account of its own audit work and the preliminary results
of our audits, the Commission adjusted the residual error rate for 10 of the
34 assurance packages in our sample to above 2 %. This includes one case where the
Commission had excluded advances to financial instruments previously included by the
audit authority. We found no additional errors in this case.

Taking account of the additional errors detected by the Commission and of
our own audit findings, our work on this year’s sample shows that the residual error
rate was above 2 % in 16 of the 34 audited assurance packages.

Share of assurance packages above materiality reaching a peak in 2022

Since 2017, we have examined 87 assurance packages in 27 member states
and the United Kingdom at least once. Our annual sample coverage ranges between
34 % and 62 % of the expenditure certified in the annual accounts (see the blue bars in
Figure 6.10). We observe that the proportion of assurance packages with residual
error rates of above 2 % had not dropped below 39 % of the expenditure in our
samples, reaching a peak of 61 % in 2022 (see the red bars in Figure 6.10). This reflects
the persistent shortcomings in the work of the audit authorities.

Figure 6.10 — Assurance packages with a residual error rate above 2 %
(2017 to 2022)

Number of

Total number assurance

ECA sample of assurance packages (% of total value) of assurance packagesin

of which assurance packages with residual error above 2 % packages our sample

—-

2022 61% 56 % 354 34
2020 34% 352 26
2019 - 45% 308 20
2018 62% 202 15
50 12

2017 44 % 59%

0% 20 % 40 % 60 % 80 % 100 %
Source: ECA.
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Main shortcomings identified in the audit authorities’ audits in 2022

Audit authorities’ work has to be in line with the legal provisions?*, and has
to take into account the International Standards on Auditing.

Our 2022 audit has also shown a marked increase in shortcomings in the
scope, quality and documentation of audit authorities” work. In 165 operations (73 %),
we had to re-perform the corresponding audit procedures (see Figure 6.11). For
135 operations (60 % of the total), we were obliged to approach managing authorities,
intermediate bodies or beneficiaries for the necessary audit documentation.

Figure 6.11 — Types of shortcomings identified at the level of audit

authorities
operations affected by system findings at the
audit authorities’ level

Audit work and audit 35

trail/documentation
‘Weaknesses in audit Audit work, audit trail/ 34

trail/documentation: 34 documentation and checklists

Multiple
weaknesses(¥):
90 Audit work and checklists 16

Weaknesses in audit

work: 29 Audit trail/documentation and

checklists

Weaknesses in
checklists: 12

(*) Number of transactions affected by multiple weaknesses.

Source: ECA.

Our sample consists mainly of transactions already audited by audit
authorities (see paragraph 6.12). The errors we found in addition represent
weaknesses in the audit authorities’ work that the Commission could not always
address before accepting the accounts. The weaknesses occur in a wide range, for
example concerning the audit authorities’ work on verifying:

the eligibility of expenditure (e.g. personnel costs, SCO and major projects,
whether the beneficiary had actually incurred and paid the claimed costs). This
includes cases where we found that the audit authority did not carry out
sufficient checks on information provided by beneficiaries or where key aspects of

24 Commission Delegated Regulation (EU) No 480/2014.


https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=celex%3A32014R0480
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well-functioning management and control systems were not in place (see
Box 6.9);

the eligibility of projects;

the compliance with internal market rules (e.g. whether the beneficiary complied
with state aid and procurement provisions);

the risk of fraud and conflict of interest (e.g., in one case in Austria, the tasks of
the managing and the certifying authority were carried out by the same person.
There was no separation of functions.); and

insufficient quality review on the work of the external auditors to whom they had
subcontracted their checks for three OPs.

Box 6.9

Beneficiaries’ self-declarations not checked against reliable and
verified sources by audit authorities

In several member states (Denmark, Greece, Spain, Croatia, Malta, Portugal and
Slovenia), we found that the audit authorities relied exclusively on beneficiaries’
self-declarations to verify eligibility criteria and other requirements (such as
tenderers’ technical capacity, their SME status, the conditions for “not in
education or training” (NEET) status, household composition, respect of the de
minimis ceiling, the absence of double funding and the absence of conflicts of
interest).

We found that the audit authorities in question had not requested and verified
further supporting evidence to corroborate the reliability of the information
declared as part of their audit on a subsample of self-declarations. Such checks
would better ensure the protection of financial interests while keeping the audit
work in reasonable limits. This would allow the audit authorities to identify
incorrect or incomplete self-declarations.

Shortcomings in audit authorities’ checks of financial instruments

We also identified weaknesses in the audit authorities” work in more than
half of the financial instruments we audited (7 out of 13). In Czechia, the audit
authority had reported in its annual control report that it had audited a financial
instrument, which in reality it had not audited at all.
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Multiannual nature of operations not taken into account when determining financial
corrections

Cohesion policy funds provide support, through multi-annual programmes, to
operations whose expenditure can be certified in different years following the progress
of implementation. Therefore, an error detected in the expenditure of an operation
in 1 year can have an impact on expenditure already declared in previous years.

Whenever audit authorities detect irregularities also affecting expenditure
certified in previous periods, they should ask the managing and certifying authorities
to correct all ineligible expenditure in the accounts. In Italy, we found an ERDF
operation where the audit authority had detected an irregularity that impacted
expenditure certified in previous periods. However, the member state had applied a
correction only to the expenditure that the audit authority had sampled and checked.

Under EU law, the Commission and member states must protect the EU
budget from fraud and irregularities?”. To this end, they are required to put in place
effective control systems. See paragraph 1.48 for the cases of suspected fraud that we
identified in the course of our audit work in 2022 and reported to OLAF and/or EPPO.

Audit authorities insufficiently address the risk of fraud

During our review of audit authorities’ work, we assessed whether they had
adequately addressed the risk of fraud, either through specific sections in their
checklists for audits of operations, or through other fraud-specific audit procedures
such the use of the Arachne risk-scoring tool?®.

We found that the audit authorities explicitly addressed the risk of fraud for
65 % of the audited operations in the 2014-2020 period (145 of 222). This is an
improvement on the 38 % we found last year?’, but still insufficient.

% Article 72(h) of Regulation (EU) No 1303/2013.

% Arachne is the specific data-mining tool that the Commission offers to programme

authorities in the field of Cohesion to help them identify projects that might be subject to
risks of fraud.

27

Paragraph 5.52 of the 2021 annual report.


https://eur-lex.europa.eu/legal-content/en/TXT/?uri=celex%3A32013R1303
https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2021/annualreports-2021_EN.pdf
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Member state authorities do not report suspected fraud cases in IMS as
required

According to the CPR, member state authorities must report all cases of
suspected or established fraud related to EU-funded projects that they identify. They
must report these cases even if they detect them before declaring expenditure to the
Commission. This obligation applies to all investigation and prosecution bodies in the
member state, not only to programme authorities. This reporting takes place through
the Irregularity Management System (IMS) operated by the European Anti-Fraud Office
(OLAF).

In our sample, we found three cases of ongoing fraud investigations that had
not been reported in IMS. The programme authorities in the member states were
either unaware of the ongoing investigation by the relevant investigation or
prosecution body, or they had neglected to fulfil their regulatory obligation to report
them. We also refer to recommendation 5.2 in our 2020 annual report, which the
Commission so far has implemented in most respects (see Annex 6.2).

New IT tools on data mining and risk-scoring deployed late

Currently, the charter agreed between the Commission and the programme
authorities in the participating member states explicitly prevents OLAF, the European
Public Prosecutor’s Office (EPPO) and the ECA from accessing the Arachne risk-scoring
tool.

The Commission proposed in 2022 a recast of the Financial Regulation?®
which provided for the development and compulsory use of “a single integrated IT tool
for data mining and risk-scoring”. This tool would aggregate and exploit data on the
ultimate beneficial owners of EU funds provided by the member states. In our
opinion 06/2022 we welcomed the proposal to create this IT system and to grant
investigative and control bodies access to it, including OLAF, the EPPO and the ECA%°.

28 Commission proposal for a Regulation of the European Parliament and of the Council on the

financial rules applicable to the general budget of the Union (recast), COM (2022) 223.

29 Opinion 06/2022 (pursuant to Article 322(1), TFEU) concerning the proposal for a
Regulation of the European Parliament and of the Council on the financial rules applicable
to the general budget of the Union (recast).


https://www.eca.europa.eu/en/publications?did=58665
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=celex%3A52022PC0223
https://www.eca.europa.eu/EN/publications/OP22_06
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The Commission also proposed to make this tool available by 2028. We
consider this timing unjustified, as the current legislative framework for cohesion
already stipulates that member states are obliged to supply the Commission with such
data*’. Finally, the Commission has not yet taken legislative actions to further clarify
the functions and responsibilities of the anti-fraud coordination authorities in the
member states as we had recommended in our special report 06/2019°",

Follow-up to our special report on fraud in cohesion spending

During our follow-up of the recommendations of our special report 06/2019,
we found that some weaknesses identified in our previous audit persisted. In
particular, the Commission will not publish any specific guidance for the 2021-

2027 period on anti-fraud measures and had not taken measures to regularly
disseminate best practices. Finally, five member states have still not adopted a
national anti-fraud-strategy. Moreover, not all of the managing authorities in these
five member states have adopted anti-fraud policies for their programmes (see
Annex 3.1).

AARs are the Commission DGs’ main tool for reporting whether they have
reasonable assurance that control procedures ensure the regularity of expenditure.

The Commission’s key performance indicator on regularity in annual
activity reports is below materiality, while its estimate of maximum
error is above

In cohesion, the Commission uses individual residual error rates reported by
member states, the results of its own regularity work and other available information
such as our audits to calculate a weighted average error rate. It reports that rate as a
key performance indicator (KPI) on legality and regularity. As in previous years, for

30

Opinion 06/2022 (pursuant to Article 322(1), TFEU) concerning the proposal for a
Regulation of the European Parliament and of the Council on the financial rules applicable
to the general budget of the Union (recast).

31 Special report 06/2019: “Tackling fraud in EU cohesion spending: managing authorities

need to strengthen detection, response and coordination”.


https://www.eca.europa.eu/EN/publications/OP22_06
https://www.eca.europa.eu/EN/publications/SR19_06
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calculating this KPI, the Commission excludes the impact of advances paid to financial

instruments.

For the 2020/2021 accounting year, DG REGIO reported a KPl of 1.9 % and a
‘maximum rate’ of 2.7 %. The DG EMPL rates were 1.9 % for the KPl and 2.8 % for
maximum risk. For both DGs, the maximum rate is intended to address the risk of
errors lying outside the sample of transactions in OPs which were audited during the
year (either by the Commission or by us). These maximum rates may also include a
‘top-up’ or flat rate for unaudited OPs>?.

Figure 6.12 gives an overview of the KPIs reported by the Commission in its
2022 AARs. For the accounting year 2020/2021, these KPIs lay for the first time outside
the error range estimated by us.

Figure 6.12 — Commission’s KPIs for cohesion compared to our estimated

error rate
@ ECA's estimated error rate
@ ® Commission's error rates estimates
Upper error
limit
8%
6.4% ©
6 %
Lower error
0 limit

4% Commission's

maximum error
2.7% 2.8% 2.8% rates
2% 0 0 0
1.9% @ 1.9% @ 1.9% ©® Commission's
confirmed residual
DG REGIO DG EMPL TOTAL Cohesion

rates

0%

Source: ECA.

32 Footnote 65 of DG REGIO 2022 AAR and footnote 71 of DG EMPL 2022 AAR.
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Similarly, in the 2022 AMPR, the indicators reported by the Commission are
outside our error range (see also Figure 6.12).

— For MFF heading 2 as a whole, a combined risk at payment of between 1.8 % and
2.6 %3, basing this on the amounts at risk concluded by the various DGs.

— For MFF subheading 2a on cohesion, a combined risk at payment of between
1.9 % and 2.7 %>*, again based on the DGs’ estimates for amounts at risk and their
KPls.

The Commission continues to detect irregularities through its compliance
audits, but inherent limitations of desk reviews remain

The reliability of the regularity information reported in AARs largely depends
on the quality of programme authorities’ work. The Commission performs desk
reviews and compliance audits to review and assess the work of audit authorities. In its
desk reviews, it checks the consistency of the regularity information included in the
assurance packages. The Commission’s desk reviews have inherent limitations in
confirming the residual total error rate®. This is demonstrated by the additional errors
we detected during our audits.

The objective of compliance audits is to seek reasonable assurance that no
serious weaknesses in management and control systems remain undetected,
unreported and therefore uncorrected. In 2022, the Commission carried out
27 compliance audits, often covering ERDF/CF and ESF/YEI programmes. In 15 of these
audits, the Commission concluded that the residual error rates reported in audit
authorities’ annual control reports for the 2020/2021 accounting year were
underestimated; the Commission therefore increased those rates. In 10 cases, this
raised the residual rate above the 2 % materiality threshold.

In our 2021 annual report*®, we noted that the Commission had improved its
methodology for estimating the maximum risk by including a top-up for unaudited
OPs. We found that two shortcomings still remain: the Commission does not apply

3 Volume Il of the 2022 AMPR, Annex 5, p. 15.

3 Volume Il of the 2022 AMPR, Annex 2, p. 61.

% Special report 26/2021: “Regularity of spending in EU Cohesion policy: Commission

IM

discloses annually a minimum estimated level of error that is not fina

See paragraphs 5.59-5.62.


https://www.eca.europa.eu/en/publications?did=61254
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=60065#:%7E:text=Special%20Report%2026%2F2021%3A%20Regularity,error%20that%20is%20not%20final
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these top-ups in the case of OPs audited in earlier accounting years and, in some cases,
the level of top-ups may not be sufficient to account for errors that the Commission
has not detected through its compliance audits. These weaknesses also affect the
Commission’s risk at closure, as the Commission may not in all cases carry out the
necessary corrections to bring the residual error rate below materiality.

The Commission has not yet implemented net financial corrections

The legal provisions introduced for the 2014-2020 period gave the
Commission more power to ensure that irregular expenditure is no longer reimbursed
from the EU budget, through the possibility of implementing net financial corrections.
The Commission should apply these corrections in cases where serious deficiencies are
not identified by member states under the conditions set out in Article 145(7) of the
CPR. By the end of 2022, the Commission had not yet implemented any net financial
correction.

We examined whether, by the end of 2022, the Commission (DG EMPL and
DG REGIO) had disclosed any information about ongoing net financial corrections.
DG REGIO reported that it had not yet applied net any financial corrections. According
to the AAR of DG EMPL, the conditions for applying net financial corrections seemed to
have been met in one case and a procedure may be started in 2023.

Closure of the 2007-2013 programme period still ongoing

The 31 March 2017 was the deadline for the member state for the
submission of the 2007-2013 closure documents. The Commission must then issue its
observations within 5 months of the receipt of the closure documents®’. However,
there is no regulatory deadline for the member state to reply to these comments. This
is why the Commission in its closure guidelines has set a deadline of 2 months in this
respect, extendable on request. In case further audit work is needed, the deadline can
be extended to the period considered necessary to conclude this work. These
guidelines are however only binding on the Commission, not on member states. In
special report 36/2016°%, we highlighted that the absence of regulatory deadlines puts
the completion of closure on time at risk.

37 Article 89 of Council Regulation (EC) No 1083/2006.

3 Special report 36/2016: “Assessment of the arrangements for closure of the
2007-2013 cohesion and rural development programmes”.


https://eur-lex.europa.eu/legal-content/EN/ALL/?uri=celex%3A32006R1083
https://www.eca.europa.eu/EN/publications/SR16_36
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By the end of 2022, DG REGIO has closed 276 out of 322 OPs for the 2007-
2013 period. For a further 44 OPs, DG REGIO has made a pre-closure payment covering
only the uncontested amounts, while pending issues (such as ongoing investigations,
open audit findings, pending recoveries etc.) remain to be solved. DG EMPL has closed
101 out of 117 OPs and pre-closed 13 OPs. Six programmes (DG REGIO: 2, DG EMPL: 4)
remain fully open due to pending issues. Since there is no final deadline for the closure
in the legal framework, it is not possible to predict how much time will be needed to
close all 2007-2013 OPs.

For the 2014-2020 period, final closure of the programmes will be based only
on the documents relating to the final accounting year and the final implementation
report. However, programme authorities will still have to address the final assessment
of the eligibility of costs declared for some operations, in particular for operations
involving investments made by financial instruments, the clearing of state aid
advances, the final assessment of revenue-generating operations, and the treatment
of non-functioning operations. This may require additional financial corrections, with a
risk of further delaying the closure.

Reporting on several rule of law procedures

Following our recommendation in last year’s annual report, the Commission
(DG REGIO and DG EMPL) has included a summary of the status of the Commission
implementation of the Budgetary Conditionality Regulation 2020/2092 in their AARs.
By the end of 2022, all 27 member states have received the pre-financing for their
2021-2027 programmes. In line with Article 15 of Regulation (EU) No 2021/1060, this
includes Hungary (€468 million) and Poland (€1.7 billion), even if the reimbursement of
payment claims is prevented because neither member state yet fulfils the horizontal
enabling condition relating to respect for the Charter of Fundamental Rights of the EU.
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Conclusions and recommendations

The audit evidence we have obtained and presented in this chapter indicates
that the level of error in spending on ‘Cohesion, resilience and values’ was material.
For MFF heading 2, our testing of transactions produced an estimated overall level of
error of 6.4 %.

Almost all the errors we have quantified in this chapter concern spending
under subheading 2a, for which our overall error estimate is 6.6 %.

The control and assurance framework for cohesion spending in the
2014-2020 period was designed to ensure that annual residual error rates were below
the materiality threshold. There is a need for further improvements in the way the
framework is applied, both by the member states’ programme authorities and by the
Commission.

Our audit findings suggest that managing authorities’ controls do not always
effectively prevent or detect irregularities in expenditure declared by beneficiaries. In
addition, we found significant weaknesses in the work of several audit authorities
covered by our sample (see paragraphs 6.44-6.58). This limits the reliance that can be
placed on their work. The recalculated error level was above the 2 % materiality
threshold in 16 out of 34 assurance packages for the 2014-2020 period. The
Commission adjusted the residual error rates for ten of these packages to a figure
above 2 %. In doing this, it also took account of our audit work.

Since 2017, the assurance packages in our annual samples have consistently
accounted for over one third of the expenditure accepted by the Commission. The
proportion of expenditure covered by assurance packages with residual rates above
2 % has increased from 44 % in 2017 to 61 % in 2022 (see Figure 6.10).

In the 2022 AMPR and the AARs, the Commission concurs with our overall
opinion that there is a material level of error in cohesion spending. At the same time,
the Commission’s error estimates are significantly lower than ours (see Figure 6.12).
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Annex 6.2 shows the findings of our follow-up review of the two
recommendations we made in our 2019 annual report. Of these, the Commission had
implemented one in most respects and one in some respects.

We have also reviewed recommendations from the 2020 and 2021 annual
reports that required immediate action, or which were targeted for implementation
during 2022 or until April 2023. We also reviewed recommendations from the 2017
and 2018 annual reports that had not yet been fully implemented, but which remain
relevant.

Based on this review and our findings and conclusions for 2022, we
recommend that the Commission:

Strengthen the measures designed to address the recurring errors, specifically in
relation to ineligible costs and projects, ensure sufficient coverage of its own audit
work for all audit authorities and disseminate the results to reduce the occurrence and
impact of irregular spending.

Target implementation date: December 2025

Verify, when closing the 2014-2020 programmes, that only expenditure linked to
notified major projects has been accepted, taking particular account of the situation
detected this year.

Target implementation date: latest by March 2025


https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=53898
https://www.eca.europa.eu/en/publications?did=58665
https://www.eca.europa.eu/en/publications?did=61254
https://www.eca.europa.eu/en/publications?did=61254
https://www.eca.europa.eu/en/publications/annualreports-2017
https://www.eca.europa.eu/en/publications?did=50534
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Plan and implement focused thematic audits on conflicts of interest for the 2021-
2027 programmes, based on its own risk assessment and in view of the shortcomings
identified.

Target implementation date: December 2024

Carry out specific targeted checks in its 2014-2020 closure audits to ensure that
member states have applied the necessary financial correction for errors detected in
one accounting year which also affect expenditure in other accounting periods.

Target implementation date: from February 2025 until end of closure of all 2014-
2020 OPs

Ensure that audit authorities have appropriate methods in place to check the validity
and reliability of self-declarations and share good practices, taking particular account
of the situation detected this year.

Target implementation date: December 2023

(a) Plan and implement focused thematic audits on risk awareness of the managing
authorities and the use of data mining and risk-scoring tools for the 2021-
2027 programmes.

(b) Specify minimum requirements for the audit authorities to cover the risk of fraud
in their checklists and audit work.

(c) Reiterate to member states their obligations regarding fraud reporting.

Target implementation date: for recommendation 6.6(a) by December 2025, for
recommendations 6.6(b) and 6.6(c) by December 2023
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Advance the date for deployment of the single integrated IT tool for data mining and
risk-scoring from 2028 to 2025, the first year when a significant amount of 2021-

2027 expenditure is expected to be declared. In the meantime, ensure that OLAF, the
EPPO and the ECA have access to Arachne.

Target implementation date: December 2025
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Member state(*)

EU contribution

(million euros)

Poland 12 965
Italy 8320
Spain 7129
Czechia 3775
Hungary 3769
Portugal 3654
Greece 3511
Romania 3407
Germany 2538
France 2277
Slovakia 1921
Territorial cooperation(**) 1551
United Kingdom 1191
Croatia 1150
Lithuania 955
Bulgaria 934
Latvia 683
Slovenia 628
Ireland 365
Estonia 350
Belgium 276
Cyprus 214
Sweden 205
Finland 186
Austria 168
Netherlands 160
Denmark 72
Malta 72
Luxembourg 8
TOTAL 62434
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(*) Our sample is not designed to conclude at member state’s level.

(**) Territorial cooperation contributions include Alpine Space (Austria, Germany, France, Italy,
Slovenia) and Central Europe (Austria, Croatia, Czechia, Hungary, Poland, Slovakia, Slovenia, eight
Lander of Germany and nine regions of Italy). These contributions are transnational and are not included

in this illustration.

(***) Audited partners from: Austria, Poland, Germany, Italy (2) and Slovenia.

Source: ECA.
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Annex 6.2 — Follow-up of previous recommendations for ‘Cohesion, resilience and values’

Level of implementation: &Y fylly; &) in most respects;

ECA recommendation

in some respects; @ not implemented.

ECA analysis of progress made in implementing recommendation

Level of
implementation

We recommend that the Commission:
Recommendation 1:

ensure that the audit arrangements for financial instruments
managed by the EIF are adequate at the level of financial
intermediaries. When the EIB/EIF uses agreed-upon procedures
with external auditors, the Commission should define the minimum
conditions of such contracts with a view to the need to provide
assurance, in particular the obligation for sufficient audit work at

2017 the level of the member state.

(Implementation date: immediate)

A

The Omnibus Regulation introduced a requirement for audit
authorities to perform system audits and audits of operations on
financial instruments at the level of financial intermediaries,
including financial instruments managed by the EIB Group but
excluding SME Initiative programmes set up before

2 August 2018. The Commission has taken additional measures
by including, in the audit methodology for financial instruments,
a recommendation that audit authorities audit financial
intermediaries for instruments implemented by the EIB Group,
regardless of when they were set up. However, the methodology
cannot extend the regulatory mandate of audit authorities. The
Commission provided proof that in some member states the
audit authorities already perform checks at the level of the
financial intermediaries. However, our 2020 and 2022 (SMEi
Spain) audits revealed that those checks are not yet performed
consistently (in the member state we audited, neither the
external auditor nor the audit authorities carried out any audit
at the level of financial intermediaries). No new elements were
provided to show that this was corrected in 2022.



https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32018R1046

ECA recommendation
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ECA analysis of progress made in implementing recommendation

Level of

: : Remarks
implementation

Recommendation 3:

address the weaknesses we have identified in its verification of the
audit authorities’ work in the context of the Commission’s regularity
audits.

(Implementation date: immediate)

= See paragraphs 6.58-6.64 of the 2018 annual report, 5.48-5.62 of
the 2019 annual report, paragraphs 5.43-5.44 of the 2020 annual
report, paragraphs 5.40-5.43 of the 2021 annual report and
paragraph 6.47 of the 2022 annual report. Despite the
Commission’s increased compliance audit work, we still
encounter weaknesses in the audit authorities” work.

Recommendation 4:

address the complexity of the information presented on the 2014-
2020 control and assurance framework in the AARs of DGs REGIO
and EMPL, by:

()

(iii) disclosing an overall residual error rate for MFF subheading 1b
for each accounting year.

(Implementation date: June 2019)

S Point (iii) is implemented in most respects since the Commission
provides an overall estimate for MFF subheading 2a in the
AMPR. However, where a DG is responsible for implementing
the budget under several MFF headings, expenditure is allocated
to a single MFF heading. As a result, this estimate does not fully
reflect the underlying expenditure.

Recommendation 5:

ensure that audit arrangements are changed in accordance with the
proposal made by the Commission for financial instruments in the
post-2020 regulatory framework so that only the actual use of funds
at final recipient level is used for the calculation of residual error
rates.

(Implementation date: before implementation of the post-
2020 legislative framework begins)

The new common provisions regulation for the 2021-2027 period
(Regulation (EU) No 2021/1060) provides for a single advance
payment for financial instruments to be included in the first
payment application. In its replies to the follow-up for the

2020 annual report, the Commission stated its intention to
adopt a delegated act requiring audit authorities to exclude this
advance from the audit population. The Commission has now
reassessed this position and stated that the initial advance will
remain part of the audited population for the accounting year
concerned.



https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=50534
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=53898
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=58665
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=58665
https://www.eca.europa.eu/en/publications?did=61254
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32021R1060
https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=58665

ECA recommendation

Recommendation 6:

carry out sufficient regularity checks to conclude on the
effectiveness of audit authorities” work and obtain reasonable
assurance on the regularity of expenditure at the latest in the AARs
it publishes following the year of accepting the accounts.

(Implementation date: immediate)
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ECA analysis of progress made in implementing recommendation

Level of

: : Remarks
implementation

- See paragraph 5.64 of the 2021 annual report.

2018

We recommend that the Commission:

Recommendation 6.1 — Audit arrangements for SME Initiative
programmes

Ensure that:

(a) regular checks, based on a representative sample of
disbursements to final recipients, are carried out at the level
of financial intermediaries either by the audit authority or by
an auditor selected by the EIB Group;

(b)  where such checks were insufficient, develop and implement
appropriate control measures to prevent the possibility of
material irregular expenditure at closure.

(Target implementation date: immediate)

0

W Our previous audits confirmed that the EIF has already made or
is making improvements to its monitoring and control systems
and has voluntarily extended the use of reasonable assurance
reports to SMEi programmes. While we acknowledge that some
audit authorities have already carried out verifications at the
level of financial intermediaries, the full effectiveness of these
measures has not yet been proven. We point as an example the
results of the audit to SMEi Spain carried out in context of the
2022 SOA.



https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2021/annualreports-2021_EN.pdf

2019

ECA recommendation

We recommend that the Commission:
Recommendation 5.1 — Project eligibility conditions

Clarify what is meant by ‘physically completed’ and/or ‘fully
implemented’ operations. This would help member states to verify
that operations comply with Article 65(6) of the CPR and avoid the
non-detection of ineligible operations. It should be made clear that
this condition relates only to works or activities necessary to achieve
the operation’s output, and not to financial and administrative
aspects.

(Timeframe: immediate)
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ECA analysis of progress made in implementing recommendation

Level of

: : Remarks
implementation

7
%
0

We acknowledge the measures which the Commission has
already initiated in order to clarify the concepts of ‘physically
completed’/fully implemented’ operations, including the
proposal to modify the ‘Typology of errors’ for the 2021-2027
programme period to address the separate category of
‘retrospective projects’. However, the Commission had not
disseminated those clarification or the modified ‘Typology of
errors’ to all member states.

Recommendation 5.2 — Action to increase the reliability of the
residual rates reported by audit authorities

Analyse the main sources of undetected errors and develop the
necessary measures together with audit authorities to improve the
reliability of reported residual rates.

(Timeframe: June 2021)

Despite the Commission’s efforts, as presented in the AARs of
DG REGIO (2019: pp. 25 and 2020: pp. 41-43 and 2021:

pp. 32-33) and DG EMPL (2019: pp. 37, 2020: pp. 43-44 and
2021: pp. 49), our audit work for 2020 did not show a significant
improvement in this respect (see for example paragraph 5.38 of
the 2020 annual report, paragraphs 5.40 and 5.41 of the

2021 annual report and paragraphs 6.48, 6.49 and 6.50 of the
2022 annual report.

The Commission had implemented the analysis of main sources
of undetected errors.



https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=58665
https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2021/annualreports-2021_EN.pdf

2020

ECA recommendation

We recommend that the Commission:

Recommendation 5.2 — Keeping track of the risk of fraud in audit
authorities’ audits of operations

Encourage audit authorities explicitly to introduce specific questions
in their checklists on fraud risks and document the steps taken to
address any such risks discovered in the course of an audit.

Audit authorities should work in collaboration with national anti-
fraud coordination services (AFCOSs) and take account of cases of
suspected or established fraud reported to the Commission via the
Irregularities Management System (IMS). We also refer to our
recommendations in special report 06/2019.

(Timeframe: June 2022)
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ECA analysis of progress made in implementing recommendation

Level of

: : Remarks
implementation

QD

Recommendation 5.3 — Follow-up of amounts under an ongoing
assessment

Ask member states to make available sufficient information
available in the annual summary on conclusions and follow-up of
operations for which they have withdrawn amounts under an
ongoing assessment from the accounts. This would enhance
transparency about the way programme authorities monitor these
amounts.

(Timeframe: 2022)




2021

ECA recommendation

Recommendation 5.1 — Method used for reimbursing beneficiaries
when SCOs are applied to determine the EU contribution to the
programme

Reiterate to managing authorities the requirements attached to
reimbursing beneficiaries using a methodology that differs from the
simplified cost options (SCOs) used for calculating payments to
member states from the EU budget, taking particular account of the
situation detected this year in Irish ESF operational programme.

(Target implementation date: December 2022)
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ECA analysis of progress made in implementing recommendation

Level of

: : Remarks
implementation

QD

Recommendation 5.2 — Contribution of national schemes to ESF
objectives

Ensure that, when operational programmes are based on existing
national schemes, the operation implemented contribute effectively
to programme objectives, taking particular account of the situation
detected this year in relation to NEET participants in Spanish ESF/YEI
operational programmes.

(Target implementation date: November 2022)
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ECA analysis of progress made in implementing recommendation

ECA recommendation Level of

: : Remarks
implementation

Recommendation 5.3 — Verification of NEET status by programme S
authorities

Reiterate to programme authorities that they must confirm the
NEET status of participants before submitting expenditure
declarations for ESF/YEI programmes from the 2014-2020 period.
These eligibility checks should be made on the basis of reliable and
verified sources, taking particular account of the situation detected
this year in French and Irish ESF/YEI OPs.

(Target implementation date: December 2022)

Recommendation 5.5 — Audit trail for sampling by audit authorities IS

Reiterate to audit authorities that the legal framework requires
them to keep an audit trail, with which the Commission can verify
that their sampling procedures are independent, objective and
without bias.

(Target implementation date: December 2022)

Recommendation 5.6 — Rule of law S See paragraph 6.76 of the 2022 annual report.

Provide information in its annual activity reports about ongoing rule
of law procedures against member states and how these may affect
the assurance that the Commission can obtain about regularity of
expenditure from the assurance and control systems of the
countries concerned.

(Target implementation date: April 2023 (next AARs))

Source: ECA.
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Chapter 7

Natural resources and environment
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Introduction

/7.1, This chapter presents our findings for MFF heading 3 ‘Natural resources and
environment’. Figure 7.1 gives an overview of the main activities and spending under
this heading in 2022.

Figure 7.1 — Payments and audit population

Natural Resources and Environment
€58.3 billion (29.7 % of EU budget spending)

(billion euros)
2022 payments breakdown by fund

European Agricultural European Agricultural Fund for Rural

Guarantee Fund (EAGF) - Development (EAFRD)
direct payments 15.3 (26.2 %)
38.4 (65.9 %)

European Agricultural Guarantee Fund

(EAGF) — market-related expenditure
2.7 (4.7 %)

Maritime and Fisheries
Others 1.1(1.8%)
0.3 (0.5 %)

Environment and Climate (LIFE)
0.5 (0.9 %)

2022 audit population compared to payments
2022 payments - total 58.3

Interim and final payments: 57.5
Pre-financing payments (*): 0.8

2022 audit population - total 58.0

Interim and final payments: 57.5

Clearing of pre-financing (¥): 0.5

(*) In line with the harmonised definition of underlying transactions (for details see Annex 1.1,
paragraph 18).

Source: ECA, based on data 2022 from the consolidated accounts of the European Union.
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Policy objectives and areas

Agriculture and rural development account for 97 % of EU spending on ‘Natural
resources and environment’ and are implemented through the common agricultural
policy (CAP). The CAP has three general objectives®:

viable food production, with a focus on agricultural income, agricultural
productivity and price stability;

the sustainable management of natural resources and climate action, with a focus
on greenhouse gas emissions, biodiversity, soil and water;

balanced territorial development.

While the European Commission, in particular the Directorate-General for
Agriculture and Rural Development (DG AGRI), is ultimately responsible for the CAP, it
shares its management with paying agencies in the member states. Since 2015,
independent certification bodies in the member states have been providing annual
opinions on the legality and regularity of the expenditure.

This MFF heading also covers EU spending on the maritime and fisheries policy
financed by the European Maritime and Fisheries Fund (EMFF), under the responsibility
of the Directorate-General for Maritime Affairs and Fisheries (DG MARE), and the LIFE
programme for environment and climate action under the responsibility of the
Directorates-General for the Environment (DG ENV) and Climate Action (DG CLIMA).
For the first time, under the 2021-2027 MFF, the Directorate-General for Energy
(DG ENER) is also implementing part of the LIFE programme.

Spending instruments
The main spending instruments for the CAP are:

direct payments to farmers, fully funded by the EU budget;

L Article 110(2) of Regulation (EU) No 1306/2013 on the financing, management and
monitoring of the common agricultural policy.


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32013R1306&from=en&_sm_au_=iVV0v2D5sJVZJ1HjVkFHNKt0jRsMJ
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member states’ national and regional rural development programmes, co-
financed by the EU budget and the member states;

agricultural market measures, fully funded by the EU budget except for certain
measures, such as agri-food promotion measures, which are co-financed by the
member states.

Direct payments account for 66 % of spending under MFF heading 3
(€38.4 billion in 2022). The main schemes are:

the ‘basic payment scheme’ (€14.9 billion) and the ‘single area payment scheme’
(€4.1 billion), which provide income support based on the area of agricultural land
declared by farmers;

the ‘greening payment’ (€11.0 billion) to support agricultural practices beneficial
for the climate and the environment;

‘voluntary coupled support’ (€4.1 billion) for specific types of agricultural produce
(e.g. beef and veal, milk, or protein crops).

Direct payments to farmers are entitlement-based, as receiving them depends
on meeting certain conditions. Such payments carry a lower risk of error than
reimbursement-based payments, provided the attached conditions are not complex
(see paragraph 1.18). Direct payments are managed through the Integrated
Administration and Control System (IACS), which interlinks databases of holdings, aid
applications, animal registries and agricultural areas. The paying agencies use the IACS,
which incorporates the Land Parcel Identification System (LPIS), a geographical
information system based on multiple sources. The LPIS helps farmers to fill in their
area-related aid applications and paying agencies to check them afterwards. This gives
them the possibility to correct certain errors in aid applications and reduce the risk of
error.

Rural development accounts for 26 % of spending under this MFF heading and
falls into two broad categories:

payments to farmers based on environmental and climate-related criteria applied
to the agricultural area or on the number of animals on the holding
(‘area/animal-related’);

aid to investment projects intended to support social and economic development
in rural areas (‘non-area-based’). Box 7.1 provides an example of a rural
investment project.



268

Box 7.1

An investment project in a rural area

A private beneficiary in Spain received support under Measure 19 (Leader) to
increase economic activity in less favoured rural areas while also maintaining and
creating employment following a call for proposals for developing businesses in
the area. The objective of this project was to refurbish a disused warehouse and
preserve jobs of a distribution company as part of the Local Action Group’s
strategy to revive a former industrial zone. Our audit confirmed the completion of
works and the respect of eligibility conditions. The photos below show the storage
premises before and after the project.

Bl '1':‘4?7 W‘?’ﬁ’kv«mﬂ

AN

7.9. Member states implement EU spending under national and regional rural
development programmes. The Commission approved 118 rural development
programmes in the member states for 2014-2020, consisting of 20 measures.
Following delays in adopting the legislation for the post-2020 CAP, all programmes
were extended until the end of 20222, Additional measures were introduced to

2 Under the United Kingdom Withdrawal Agreement, the former member state’s rural
development programmes will continue to run until the end of 2023 and will be closed in
2024.



269

provide exceptional temporary support in response to the COVID-19 outbreak in 2021°
and the impact of Russia’s invasion of Ukraine in 2022,

Agricultural market measures, which account for 4.7 % of MFF heading 3
spending, include a number of diverse schemes (e.g. producer organisations in fruit
and vegetables and restructuring of vineyards) each with their own eligibility
conditions. Box 7.2 provides an example of a market measure.

3 Regulation (EU) 2020/872 amending Regulation (EU) No 1305/2013 as regards a specific
measure to provide exceptional temporary support under the European Agricultural Fund
for Rural Development (EAFRD) in response to the COVID-19 outbreak.

4 Regulation (EU) 2022/1033 amending Regulation (EU) No 1305/2013 as regards a specific
measure to provide exceptional temporary support under the European Agricultural Fund
for Rural Development (EAFRD) in response to the impact of Russia’s invasion of Ukraine.


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32020R0872&qid=1622133603865&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32022R1033&from=EN
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Box 7.2

Example of a market measure

A producer organisation in Italy received EU support to modernise its fruit
handling facilities with the aim of increasing productivity. During our on-the-spot
visit we confirmed that the investment had been made in line with their approved
operational programme and that the equipment was in place and operational. The
photos below show an advanced forklift truck and high-precision machinery for
sorting, weighing, and packaging fruit.

The remaining 3 % of MFF heading 3 spending, mainly under the EMFF and
LIFE programmes, also involves a variety of selection criteria, eligibility requirements
and disbursement methods.
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The eligibility conditions for most spending on rural development, market
measures and the other MFF heading 3 policy areas outside the CAP are more complex
than for direct payments, and the risk of error is higher (see paragraph 1.18).

Our objective was to estimate the level of error for this MFF heading and to
contribute to the statement of assurance. Applying the audit approach and methods
set out in Annex 1.1, we examined the following for MFF heading 3 in 2022:

(a) a statistically representative sample of 218 transactions, designed to estimate the
level of error for this MFF heading and comprising:

(i) 88 direct payments covering the main schemes,

(i) 56 area/animal-related transactions under rural development programmes,
(iii) 52 non-area-based rural development transactions,

(iv) 14 transactions related to market measures, and

(v) 8transactions under spending areas outside the CAP, four under the EMFF,
three under the LIFE programme, and one under a Sustainable Fisheries
Partnership Agreement;

(b) the coherence of CAP ‘control statistics’ and payments data submitted to the
Commission by selected paying agencies;

(c) the regularity information given in the annual activity reports of DG AGRI and
DG MARE and then included in the Commission’s Annual Management and
Performance Report (AMPR).

The 218 transactions we audited covered 17 member states® and the United
Kingdom. We audited direct payments in 13 member states, and our testing of rural
development transactions covered 20 national and regional programmes in
16 member states and the United Kingdom.

> Bulgaria, Germany, Ireland, Greece, Spain, France, Croatia, Italy, Latvia, Hungary,

Netherlands, Austria, Poland, Portugal, Romania, Finland, Sweden.
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Regularity of transactions

Of the 218 transactions we examined, 46 (21 %) contained errors. Based on
the 32 errors we have quantified, we estimate the level of error for MFF heading 3 to
be 2.2% (see Figure 7.2).

Figure 7.2 — Results of transaction testing

Estimated impact of quantifiable errors

2021 2022
4% o
T 3.8 % Upper error limit

2.8%

20 2.2 % O Estimated level of error
7 Ul Y L )" . dmidyulsllobighesbuficbliplviivd
1.8% Materiality 2.0 %

0.8 % = 0.6 % Lower error limit

0%
Sample size
2021 2022
212 transactions 218 transactions
Source: ECA.

The majority of the quantified errors we found affected rural development
transactions (21). We found seven quantifiable errors in direct payments, two in
market measures, and two in non-CAP expenditure. We also found 15 compliance
issues without impact on the error rate. For example, we found a case where a
managing authority did not sufficiently check the reasonableness of the costs of the
services provided to a beneficiary by related parties. Annex 7.1 presents an overview
of MFF heading 3 payments and the results of our transaction testing by member
state.

Figure 7.3 gives a breakdown of our estimated level of error for 2022, by
category of error.
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Figure 7.3 — Much of the estimated level of error is related to the
provision of inaccurate information on areas or animals

0% 20 % 40 %

Provision of inaccurate information on areas or
animals
Ineligible beneficiary/activity/project/expenditure _ 39%

Non-respect of agri-environmental commitment - 13%

Errors in public procurement and grant award l 20
rules ?

Absence of essential supporting documents l 2%
Administrative errors l 2%

Source: ECA.

The member state authorities and the Commission had applied corrective
measures that directly affected 49 of the transactions we sampled. These measures
were relevant to our calculations, as they reduced our estimated level of error for this
chapter by 0.9 percentage points. In 19 cases of quantifiable errors, the member state
authorities and the Commission had sufficient information to prevent, or to detect and
correct, the error before accepting the expenditure. Had the member state authorities
and the Commission made proper use of all the information at their disposal, the
estimated level of error for this chapter would have been 1.3 percentage points lower.

Direct payments

In the 88 direct payment transactions tested, we found six minor quantifiable
errors, which resulted from farmers overstating the eligible area of agricultural land.
We also found one major quantifiable error, where the declared agricultural activity
had not taken place (see Box 7.3).
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Box 7.3

Example of an incorrect declaration of an agricultural activity

A farmer in Italy received direct aid for maintaining a permanent crop (lemon
trees) on a large proportion of his holding (highlighted in blue). Overhead photos
did not show lines of trees like those on adjacent agricultural parcels. Our on-the-
spot visit confirmed that the declared area did not have any lemon trees on it and
had not been maintained in an agricultural state for several years. The national
authorities did not identify this error.

Source: Provided by the Italian paying agency AGEA.

Rural development, market measures and other payments

Area/animal-related rural development spending

We examined 56 rural development payments based on the area or animal
numbers declared by farmers. These included payments for meeting specific
agri-environment-climate commitments, compensation payments for organic farming,
and payments to farmers in areas with natural constraints.

Of the 56 area- or animal-related rural development transactions we tested,
15 contained errors. We found 13 quantifiable errors, nine relating to the over-


https://www.agea.gov.it/portal/page/portal/AGEAPageGroup/HomeAGEA/home
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declaration of the eligible area. For the remaining four findings, the sources of error
included an ineligible beneficiary, breaches of agri-environment-climate commitments,
non-respect of animal welfare commitments and the declaration of a vineyard for
which the beneficiary did not have planting rights.

Investment projects

We examined 52 rural development payments to investment projects, such
as investments in physical assets, farm and business development (including business
start-up aid for young farmers), and risk management (insurance).

We quantified errors in eight payments, resulting from beneficiaries having
declared expenditure or activities that did not meet the eligibility conditions (two
errors over 20 %). For example, in one case, a beneficiary in France had received start-
up aid for young farmers, despite having been the head of an agricultural holding for
more than 10 years.

Market measures

In the 14 market measure transactions tested, we found two cases in which
paying agencies had reimbursed ineligible costs (one over 20 %).

Maritime, fisheries, the environment and climate action

For the maritime, fisheries, the environment and climate action areas, we
audited eight transactions and we found two quantifiable errors in the direct
management transactions.

Each year, member states submit data on their checks of aid payments
(control statistics) to the Commission, as well as data on the payments made to
beneficiaries. These data are the basis on which the Commission reimburses EU funds
to the member states. For the financial year 2022, we examined the quality and
coherence of the control statistics and payments data reported by six paying agencies
selected in our direct payments sample. Since we first carried out this exercise for the
financial year 2020, we have examined the control statistics and payments data of
23 paying agencies.
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We found some inconsistencies between the control and payments data,
which were largely due to the different update schedules of the two datasets. While
the control data are static, prepared as of 15 July each year, the paying agencies
continuously update their payments data during the financial year. The updates are
based on changes on the beneficiary’s side (for example, transfers of holdings) or on
the agency’s side (as a result of its checks). Despite these inconsistencies, we found
that the selected paying agencies’ systems reliably calculated the aid payments,
correctly taking into account adjustments resulting from the control data.
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Annual activity reports and other
governance arrangements

Each paying agency director provides DG AGRI with an annual management
declaration on the effectiveness of their agency’s management and control systems,
and the legality and regularity of their expenditure. In addition, the member states
report annually on their administrative and on-the-spot checks (control statistics).

Since 2015, in order to provide additional assurance, certification bodies
have been required to give an annual opinion for each paying agency on the legality
and regularity of the expenditure for which member states have requested
reimbursement.

DG AGRI uses the error rates reported in the control statistics, making
adjustments based on the results of the certification bodies’ audits, and its own audits
of paying agencies’ systems and spending, to calculate a figure for ‘risk at payment’ for
direct payments, rural development and market measures. The adjustments stemming
from DG AGRI’s own analysis result in corrections. DG AGRI deducts its estimate of
future financial corrections and recoveries from the ‘risk at payment’ to estimate a
‘final amount at risk’.

The control statistics reported by the paying agencies indicated a level of
error equivalent to 1.1 % of CAP spending as a whole. DG AGRI, taking into account the
work of the certification bodies and its own audits, calculated the ‘estimated amount
at risk at payment’ to be €996 million, i.e. around 1.8 % of total CAP expenditure
in 2022. DG AGRI estimated a risk at payment (adjusted error rate) of around 1.3 % for
direct payments, 2.7 % for rural development and 2.9 % for market measures.

We also performed a limited review of the regularity information in
DG MARE’s annual activity report. We noted that the methodology for the calculation
of the final risk at payment (or closure) for DG AGRI and DG MARE was in line with the
Commission guidelines.
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The Commission’s Annual Management and Performance
Report (AMPR)

/.33, The Commission’s estimate of risk at payment for ‘Natural resources’
presented in its AMPR is 1.8 %.
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Conclusion and recommendations

The overall audit evidence we obtained and have presented in this chapter
indicates that the level of error in spending on ‘Natural resources and environment’ as
a whole was material (see paragraph 7.15). For this MFF heading, our testing of
transactions produced an estimated overall level of error of 2.2 %.

Our results indicate that the level of error was not material for direct
payments, representing 66 % of spending under this MFF heading, while it was still
material for the other spending areas (rural development, market measures, maritime,
fisheries, the environment and climate action), representing 34 % of spending. In
addition, we note that the number of small over-declarations of area, for both direct
payments and rural development measures, increased from four errors in 2021 to
16 errors in 2022, which may indicate specific weaknesses in some member states’
management of the Land Parcel Identification System.

We reviewed the recommendations we made in our last three annual
reports. There are no recommendations from those annual reports targeted for
implementation in 2022. All recommendations in the 2019-2021 annual reports have
either been implemented and reported in a previous annual report® or have a target
implementation date later than 2022".

Based on this review and our findings and conclusions for 2022, we
recommend that the Commission:

2019 annual report, recommendation 6.1 which we reported as implemented in some
respects in AR 2021.

2021 annual report, recommendation 6.1 and 6.2 with target implementation date 2023
and 2025.
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Given that agricultural area will be the basis for performance indicators under the new
CAP 2023-2027, continue monitoring how accurately members states assess the
eligible area in the Land Parcel Identification System.

Target implementation date: 2024
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Annexes

Annex 7.1 — Information on EU action in member states and the
UK

Audited countries

Member state/ EU contribution Audited Quantifiable Non-quantifiable

country (million euros)  transactions errors errors
CAP spending 56 079 210 30 10
France 9450 32 8 4
Spain 6992 24 1 0
Germany 6371 22 1 2
Italy 5914 22 4 1
Poland 4787 20 3 1
Romania 2992 12 0 0
Greece 2 880 12 1 0
Hungary 1983 8 1 0
Ireland 1579 4 2 1
Portugal 1458 10 1 0
Austria 1339 4 2 1
Bulgaria 1055 8 1 0
Sweden 1008 10 1 0
Finland 997 4 1 0
Netherlands 835 9 1 0
Lithuania 823 4 0 0
Croatia 759 8 1 0
United
Kingdom 291 4 1 0
MS not audited 4567 N/A N/A N/A
Other spending 2197 8 2 5
TOTAL 58 276 218 32 15

Source: ECA, based on Commission data.
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Chapter 8

Migration and border management
Security and defence
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Introduction

This chapter presents our findings for the multiannual financial
framework (MFF) headings 4 ‘Migration and border management’ and 5 ‘Security and
defence’. In the previous MFF period, these headings were mainly budgeted for and
recorded under a single heading, MFF3 ‘Security and citizenship’. Figure 8.1 and

Figure 8.2 give an overview of the main activities and spending under these headings
in 2022.



285

Figure 8.1 — Payments and audit population — Migration and border

management

Migration and border management
€3.4 billion (1.7 % of EU budget spending)

/ (billion euros)

2022 payments breakdown by fund

Decentralised agencies
1.1 (33.0 %)

Asylum, Migration and Integration
Fund (AMIF)
1.5 (43.9 %)

Integrated Border Management Fund
(IBMF)
0.8 (23.1 %)

2022 audit population compared to payments
2022 payments - total 3.4

Pre-financing payments(¥): 3.3

Interim and final payments: 0.1

2022 audit population - total 2.1

Shared management expenditure accepted by the
Commission: 0.8

Clearing of pre-financing: 1.2
Interim and final payments: 0.1

(*) Pre-financing also includes shared management annual advances. In line with the harmonised
definition of underlying transactions, pre-financing payments made in 2022, but not cleared in that year,
are not part of our audit population (for details see Annex 1.1, paragraph 18).

Source: ECA, based on data from the 2022 consolidated accounts of the European Union.
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Figure 8.2 — Payments and audit population — Security and defence

Security and defence
€1.2 billion (0.6 % of EU budget spending)

/ (billion euros)
2022 payments breakdown by fund

Decentralised agencies
0.2 (19.2%)

European Defence Fund
0.6 (45.6 %)

Internal Security Fund (ISF)
0.2 (17.0 %)

Nuclear safety and decommissioning
0.1 (6.8 %)

Other
0.1(11.4 %)

2022 audit population compared to payments
2022 payments - total 1.2

Pre-financing payments(¥): 1.1

Interim and final payments: 0.1

2022 audit population - total 0.5

Shared management expenditure accepted by the Commission: 0.1

Clearing of pre-financing: 0.3
Interim and final payments: 0.1

(*) Pre-financing also includes shared management annual advances. In line with the harmonised
definition of underlying transactions, pre-financing payments made in 2022, but not cleared in that year,
are not part of our audit population (for details see Annex 1.1, paragraph 18).

Source: ECA, based on data from the 2022 consolidated accounts of the European Union.

Given the increasing importance of migration and border management in
recent years, the European Union has established heading 4 of the 2021-2027 MFF
specifically for these policy areas, as shown in Figure 8.1. A significant portion of the
spending in this area in 2022 still concerned the completion of projects and schemes
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outstanding from the 2014-2020 MFF. Thus, most of our audit population comes from
the winding-up of the Asylum, Migration and Integration Fund* (AMIF) for 2014-2020
and the completion of funding from the Internal Security Fund — Borders and Visa
instrument? (ISF-BV). The objective of the 2014-2020 AMIF was to contribute to the
effective management of migration flows and bring about a common EU approach to
asylum and immigration. The aim of the ISF-BV was to contribute to ensuring a high
level of security in the EU while facilitating legitimate travel, through a uniform and
high level of control of the external borders and the effective processing of Schengen
visas.

These 2014-2020 funds have been replaced in the 2021-2027 MFF by,
respectively, a new AMIF3, and the Instrument for Financial Support for Border
Management and Visa Policy* (BMVI) of the Integrated Border Management
Fund (IBMF). AMIF’s objective for 2021-2027 is to contribute to the efficient
management of migration flows and to implementing, strengthening and developing
the common policy on asylum and immigration. The BMVI’s objective is to support
strong and effective integrated border management at the Union’s external borders,
ensuring a high level of security and safeguarding the free movement of persons on EU
territory.

Another significant spending area for MFF heading 4 is the funding for three
decentralised agencies (European Border and Coast Guard Agency (Frontex), European
Union Agency for Asylum (EUAA), and European Union Agency for the Operational
Management of Large-Scale IT Systems in the Area of Freedom, Security and
Justice (eu-LISA)) that are active in the implementation of key EU priorities in the areas
of migration and border management. We report separately on agencies in our specific
annual reports.

In the 2021-2027 MFF, heading 5 is devoted to security and defence, as shown
in Figure 8.2. The ‘security’ component includes funding from the Internal Security
Fund (ISF) for 2021-2027°, completion of funding from the Internal Security Fund —

1 Regulation (EU) No 516/2014 establishing the Asylum, Migration and Integration Fund.

2 Regulation (EU) No 515/2014 establishing, as part of the Internal Security Fund, the
instrument for financial support for external borders and visa.

3 Regulation (EU) 2021/1147 establishing the Asylum, Migration and Integration Fund.

Regulation (EU) 2021/1148 establishing, as part of the Integrated Border Management
Fund, the Instrument for Financial Support for Border Management and Visa Policy.

> Regulation (EU) 2021/1149 establishing the Internal Security Fund.


https://frontex.europa.eu/
https://euaa.europa.eu/
https://euaa.europa.eu/
https://www.eulisa.europa.eu/
https://www.eulisa.europa.eu/
https://www.eulisa.europa.eu/
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32014R0516
https://eur-lex.europa.eu/legal-content/en/TXT/?uri=CELEX%3A32014R0515
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32021R1147
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32021R1148
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32021R1149
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Police instrument (ISF-P) for 2014-2020°, funding for nuclear decommissioning (EU
financial support for the decommissioning of nuclear installations in Bulgaria, Lithuania
and Slovakia), and funding for three EU decentralised agencies in the area of security
(European Monitoring Centre for Drugs and Drug Addiction (EMCDDA), European
Union Agency for Law Enforcement Cooperation (Europol), and European Union
Agency for Law Enforcement Training (CEPOL)). The ‘defence’ component includes the
European Defence Fund’, which supports collaborative defence projects at all stages of
research and development.

The ISF is narrower in scope for 2021-2027 than it was previously (since the
objectives of the 2014-2020 ISF-BV have been moved to a different instrument), and it
is now dedicated to the objectives of the 2014-2020 ISF-P. Its purpose is to contribute
to ensuring a high level of security in the EU, particularly by preventing and combating
terrorism, radicalisation, serious and organised crime, and cybercrime, by assisting and
protecting victims of crime, and by preparing for, protecting against, and effectively
managing security-related incidents, risks and crises. A significant portion of the
spending in this area in 2022 concerned the completion of projects remaining from the
2014-2020 MFF.

The management of most AMIF and ISF funding for 2014-2020, and most AMIF,
BMVI and ISF funding for 2021-2027 is shared between the member states (or
Schengen associated countries) and the Commission’s DG for Migration and Home
Affairs (DG HOME). Under this arrangement, member states implement multiannual
national programmes that have been approved by the Commission.

Since 2019, member states have stepped up implementation of their AMIF and
ISF national programmes for 2014-2020. Nevertheless, significant amounts remain
undisbursed (26 % for AMIF and 33 % for the ISF at the end of 2022), although funding
for 2014-2020 has to be spent by June 20248. Figure 8.3 sets out the expenditure that
member states have reported to the Commission for reimbursement since the
beginning of the 2014-2020 programming period.

6 Regulation (EU) No 513/2014 establishing, as part of the Internal Security Fund, the
instrument for financial support for police cooperation, preventing and combating crime,
and crisis management.

7 Regulation (EU) 2021/697 establishing the European Defence Fund.

& Regulation (EU) 2022/585 amending Regulations (EU) No 514/2014, 516/2014 and
2021/1147.


http://www.emcdda.europa.eu/
https://www.europol.europa.eu/
https://www.europol.europa.eu/
https://www.cepol.europa.eu/
https://www.cepol.europa.eu/
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=celex:32014R0513
https://eur-lex.europa.eu/eli/reg/2021/697/oj
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32022R0585
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Figure 8.3 — Progress of the 2014-2020 AMIF and ISF national
programmes

AMIF ISF
Available budget
million euros Cumulative expenditure g H
5000
4000 26 %
39%
3000 %
E/6D 45%
2000 65 % 5209,
74%
59 %
61%
76 %
1000 63% 53%
55%
3% 48 %
Lok 35% 219 °
84% °
88% 24% 37%
016 % I e 12 %
2014-2015 2014-2016 2014-2017 2014-2018 2014-2019 2014-2020 2014-2021 (*)

(*) AMIF/ISF expenditure at member state level is declared to and approved by the Commission the year
after it is incurred. Thus, the Commission's accounts for 2022 show this expenditure for 2021.

Source: ECA, based on Commission data (national programmes and clearance decisions until the end of
2022).

Applying the audit approach and methods set out in Annex 1.1, we examined
the following for the MFF headings of this chapter in 2022.

(a) A sample of 23 transactions which, while contributing to the overall statement of
assurance, is not representative of the spending under these MFF headings. We
therefore cannot provide an estimate of the error rate for these headings. The
sample consisted of:

— 14 transactions under shared management with member states (two transactions
per member state: Germany, Latvia, Romania, Spain and United Kingdom for MFF
heading 4; Croatia and Czechia for MFF heading 5);

— seven under the Commission’s direct management (five for MFF heading 4, two
for MFF heading 5) and two under its indirect management (one for MFF
heading 4, one for MFF heading 5).



290

We also took account of the results of our compliance audits of agencies.

(b) The regularity information given in the annual activity report (AAR) of DG HOME

(c)

and then included in the Commission’s Annual Management and Performance
Report (AMPR).

Selected systems, which concerned how audit authorities in six member states
(Germany, Spain, and Romania for AMIF; Latvia for BMVI; Czechia and Croatia for
the ISF) are preparing for the 2021-2027 AMIF, BMVI and ISF.
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Regularity of transactions

Of the 23 transactions we examined, 11 (48 %) were affected by errors. We
have quantified nine errors which had an impact on the amounts charged to the EU
budget. These errors related to ineligible expenditure (for example, some personnel or
equipment costs, value added tax) and public procurement issues. Box 8.1 shows
examples of errors that we have quantified.

Box 8.1

Ineligible personnel and equipment costs

We audited an AMIF project directly managed by DG HOME that came under the
umbrella of Union actions. It consisted of providing IT skills training to refugees to
facilitate their integration in the labour market. Five co-beneficiaries implemented
the project. We checked a sample of ten items included in the cost claim.

For three items, we found ineligible personnel costs. In one instance, the
employment contract for the project manager was replaced during the project by
a service contract. This led to a significant increase in the personnel costs for that
person. We did not consider the increased cost eligible, as there was no
corresponding change in the tasks assigned. In another case, the declared
personnel costs for one person under a service contract were significantly higher
than those for two other staff with employment contracts doing similar tasks (by
42 % and 34 % respectively). In a third case, the daily rate charged to the project
for a consultant was more than double the daily rate agreed in the consultancy
contract.

For two other items, we found ineligible equipment costs related to the
acquisition of computers. According to the grant agreement, the eligible costs for
equipment were limited to depreciation incurred during the project
implementation period, but DG HOME had effectively accepted the entire
acquisition cost as eligible.

Overall, we considered 19.4 % of the accepted expenditure (totalling €706 592.15)
ineligible for EU funding. Some co-beneficiaries submitted audit certificates to
support their cost claims, but none of the errors described above had been
reported by the external auditors. Nor did DG HOME find these errors through its
ex ante checks prior to payment.
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Ineligibility of declared accommodation costs due to irregularities in
public procurement procedures

We audited an AMIF project under shared management with Spain. The project
was implemented by a non-profit organisation (‘the beneficiary’) and mainly
consisted of the provision of accommodation (including meals) to applicants for
international protection. Using the final project implementation report submitted
by the beneficiary to the Spanish responsible authority in November 2021, we
checked a sample of ten items included in the cost claim, eight of them being
invoices for rented rooms and meals.

We audited a procurement procedure that had led to the signature of a contract
with a travel agency for accommodation and meals. The value of services provided
under this contract during the implementation of the project totalled

€2 400 492.85. We found that the beneficiary had failed to comply with applicable
requirements for publication of the tender notice. Furthermore, in line with the
tender specifications, the successful bidder was to provide a guarantee after being
awarded the contract. The basis for calculating the guarantee had been changed
just before the deadline for offers. This change had reduced the amount of the
guarantee significantly, but it had not been properly communicated to potential
bidders. The guarantee therefore acted as a barrier to competition, as its initial
higher amount might have discouraged some potential bidders from applying. In
addition, the beneficiary did not establish any methodology for objectively
assessing offers against the award criteria. We considered that, taken together,
these irregularities meant there was a lack of transparency in the procedure and
insufficient reasoning behind the award of the contract to the travel agency.

We also audited a procurement procedure that had led to the signature of a
contract with a hotel for a maximum value of €417 240. As the beneficiary
conducted the procurement procedure using oral communication and could not
provide any documentary evidence produced at the time, we were unable to
verify whether a procurement procedure had actually been carried out. This
absence of evidence led us to conclude that the contract had been awarded
directly to the hotel. We thus considered that 100 % of the declared costs for this
particular procurement procedure were ineligible.

Overall, we considered 40.7 % of the audited expenditure for this AMIF project to
be ineligible for EU funding.

We also found four cases of non-compliance with legal and financial
provisions (but with no impact on the EU budget). These related to, for example, an
insufficient aqudit trail for verifying invoiced amounts.
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Examination of elements of internal
control systems

For the 2021-2027 AMIF, BMVI and ISF, we assessed the work of six member
state audit authorities (Germany, Spain, and Romania for AMIF; Latvia for BMVI;
Czechia and Croatia for the ISF) as follows:

(a) how the implementation of the new Common Provisions Regulation (CPR)° was
affecting these audit authorities;

(b) how they were taking account of the specific requirements of the CPR in relation
to AMIF, BMVI and the ISF; and

(c) whether the transfer of competences between audit authorities was properly
organised (for the member states where the audit authorities for the
2014-2020 AMIF and ISF were not the same as for 2021-2027).

Each member state is required to have in place, at the latest by 30 June 2023,
a description of their management and control system, which is a prerequisite for
defining their audit strategy for system audits and audits of operations. Overall, the
six audit authorities already had a clear picture of the main changes required in the
audit strategy, system audits and audits of operations compared with the
2014-2020 programming period. However, as none of the six member states had
finalised the description of their management and control system at the time of our
visits (which took place between September 2022 and February 2023), they were not
yet able to approve their audit strategy, which is a prerequisite for submitting an
‘assurance package’ to the Commission. Article 98 of the CPR states that, each year,
member states are to submit to the Commission by 15 February, an ‘assurance
package’ which includes the annual accounts of the preceding accounting year audited
by the designated audit authorities. The six member states we visited will submit their
first annual accounts for AMIF, BMVI and the ISF to the Commission at the earliest in
2024.

9 Regulation (EU) 2021/1060 laying down common provisions on the European Regional
Development Fund, the European Social Fund Plus, the Cohesion Fund, the Just Transition
Fund and the European Maritime, Fisheries and Aquaculture Fund and financial rules for
those and for the Asylum, Migration and Integration Fund, the Internal Security Fund and
the Instrument for Financial Support for Border Management and Visa Policy.


https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32021R1060
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We also examined the resources that the audit authorities had at their
disposal, particularly staff and IT systems. Where necessary, member states have
started recruiting additional resources for their audit authorities. Each audit authority
of the six member states is also due to have read-only access to the managing
authority’s IT system where the information and documentation they need for their
audits is stored by project beneficiaries and managing authorities. These systems were
either under development or yet to be developed when we visited the member states
in question.

Overall, we noted that the six audit authorities were making progress in their
preparations for the 2021-2027 AMIF, BMVI and ISF, even though their audit strategies
had not yet been adopted.
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Annual activity reports and other
governance arrangements

For the 2022 financial year, we reviewed the AAR of DG HOME. Our analysis
focused on whether DG HOME had presented the regularity information in its AAR in
accordance with the Commission’s instructions, and whether this information was
consistent with the knowledge we had obtained during our audits. We found no
information that might contradict our findings.

We reviewed DG HOME's estimates for risks at payment and at closure. We
found that they were calculated in accordance with internal methodology and
correctly reported in the AMPR. Of the total expenditure in 2022 (€2 479 million),

DG HOME estimated the total amount at risk at the time of payment to be €34 million
(1.4 %), and it estimated a figure of €3 million for corrections resulting from its checks
in future years.

The Director-General of DG HOME declared that she had reasonable
assurance that the resources assigned to the activities described in the AAR had been
used for their intended purpose and in accordance with the principles of sound
management, but with some reservations. As our checks on 22 transactions concern
only a small proportion of the transactions under DG HOME’s responsibility, we are
unable to verify this statement against the results of our audit work.
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Conclusion and recommendations

Our examination of transactions shows that the expenditure is affected by
eligibility and procurement issues. While we did not audit sufficient transactions to
estimate the level of error for these MFF headings (see paragraph 8.9), our audit
results indicate that it is a high-risk area. The results of transaction testing contribute
to our statement of assurance.

Annex 8.1 shows the finding of our follow-up review of the recommendation
from our 2020 annual report that was targeted for implementation by the end of 2022.
This recommendation concerned guidance to the member state authorities
responsible for implementing DG HOME funds in both the 2014-2020 and
2021-2027 MFFs. It referred to documenting the completeness and quality of services
when funding is based on standard unit costs. We consider this recommendation to
have been implemented in full because DG HOME has issued guidelines and a
practitioner’s manual on the use of simplified cost options.

Based on our findings and conclusions for 2022, we recommend that the
Commission:

Carry out better targeted ex ante checks on the eligibility of expenditure for Union
actions, with a specific focus on the potential risks related to, for example, the type of
expenditure (e.g. personnel costs, equipment, procurement), or the type of
beneficiary.

When preparing its risk assessment, the Commission should take into consideration
that audit certificates supporting beneficiaries’ payment claims have limitations.

Target implementation date: End of 2024
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Annexes

Annex 8.1 — Follow-up of previous recommendations for ‘Migration and border management’ and
‘Security and defence’

Level of implementation: &Y fylly; &N ) jn most respects; in some respects; not implemented.

ECA analysis of progress made in implementing recommendation

ECA recommendation
Level of

implementation

We recommend that the Commission: S
Recommendation 2:

2020 Provide guidance to the member state authorities
responsible for implementing DG HOME funds, in both
the 2014-2020 and 2021-2027 MFFs, on documenting the
completeness and quality of services when funding is
based on standard unit costs.

Source: ECA.
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Chapter 9

Neighbourhood and the world
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Introduction

This chapter presents our findings for MFF heading 6 ‘Neighbourhood and the
world’. Figure 9.1 gives an overview of the main activities and spending under this
heading in 2022.

Figure 9.1 — Payments and audit population

2022 payments breakdown by fund (billion euros)

Neighbourhood, Development and
International Cooperation
Instrument - Global Europe (NDICI-
Global Europe)

()
94 (64.8 %) Humanitarian Aid (HUMA)

2.4 (16.8 %)

Pre-Accession Assistance (IPA ll)
2.1(14.4 %)

Other actions and programmes
0.6 (4.0 %)

2022 audit population compared to payments

2022 payments - total 14.5

Interim / final payments: 3.6

Pre-financing payments (*): 10.9

2022 audit population - total 10.1

Interim / final payments: 3.6

Clearing of pre-financing
(incl. trust fund disbursements) (¥): 6.5
(*) In line with the harmonised definition of underlying transactions (for details see Annex 1.1,
paragraph 18).

Source: ECA, based on data from the 2022 consolidated accounts of the European Union.
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Brief description

The spending area comprises several funding instruments, most notably the
Neighbourhood, Development and International Cooperation Instrument - Global
Europe (‘NDICI - Global Europe’)* and the Instrument for Pre-accession Assistance?. It
also covers the humanitarian aid budget.

The general objective of NDICI - Global Europe is to uphold and promote EU
values, principles and fundamental interests worldwide, and help promote
multilateralism and stronger partnerships with non-EU countries. It reflects two major
changes, compared to the 2014-2020 MFF, in the way the EU finances external action
(foreign policy):

(@) cooperation with African, Caribbean and Pacific partner countries, previously
financed by the European Development Funds, has now been brought under the
EU’s general budget;

(b) such cooperation is now funded under the same instrument as the EU’s
neighbourhood policy, while preserving the specific features of both types of
support.

The general objective of the Instrument for Pre-accession Assistance is to
support beneficiary countries in adopting and implementing the reforms required to
align with EU values with a view to membership, thereby contributing to their stability,
security and prosperity.

The main directorates-general and services involved in implementing EU
external action are the Directorate-General for Neighbourhood Policy and Enlargement
Negotiations (DG NEAR), the Directorate-General for International Partnerships
(DG INTPA), the Directorate-General for European Civil Protection and Humanitarian
Aid Operations (DG ECHO) and the Service for Foreign Policy Instruments (FPI).

In 2022, payments for ‘Neighbourhood and the world’ amounted to
€14.5 billion (pre-financing, interim and final payments) and were disbursed using

Regulation (EU) 2021/947 on the Neighbourhood, Development and International
Cooperation Instrument - Global Europe.

Regulation (EU) 2021/1529 establishing the Instrument for Pre-Accession assistance
(IPA 11I).


https://eur-lex.europa.eu/eli/reg/2021/947/oj
https://eur-lex.europa.eu/eli/reg/2021/1529
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several instruments (see Figure 9.1) and delivery methods. These include
works/supply/service contracts, grants, special loans, loan guarantees and financial
assistance, budget support and other targeted forms of budgetary aid in non-EU
countries (see Annex 9.1). The total payments under this heading increased from
€10.9 billion in 2021 to €14.5 billion in 2022. The increase in payments is mainly under
NDICI - from €5.8 billion in 2021 to €9.4 billion and is due to pre-financing payments.
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Audit scope and approach

Applying the audit approach and methods set out in Annex 1.1, we examined
the following for this MFF heading in 2022:

(a) asample of 72 transactions which, while contributing to our overall statement of
assurance, is not representative of the spending under this MFF heading. We
therefore cannot provide an estimate of the error rate for this heading. We
sampled 35 DG NEAR, 17 DG INTPA, 14 DG ECHO and six FPI transactions;

(b) the regularity information given in the annual activity report (AAR) of DG NEAR
and then included in the European Commission’s Annual Management and
Performance Report (AMPR);

(c) selected systems in four EU delegations including their systems for:

(i) audit, verification and follow-up — we assessed whether the implementation
of the annual audit and verification plans was appropriate and compliant
with the applicable rules and guidelines;

(i) fraud prevention and ethics — we assessed whether staff received proper
training in fraud prevention and ethics and were aware of the procedures
and obligations in cases of suspected fraud.
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Regularity of transactions

Of the 72 transactions we examined, 34 (47 %) were affected by errors. Despite
the limited sample size, our audit results indicate that the risk of error in this MFF
heading is high. We have quantified 25 errors which had a financial impact on the
amounts charged to the EU budget. These errors related to ineligible costs, absence of
supporting documents, public procurement and expenditure not incurred. Box 9.1
shows examples of the errors we have quantified.

Box 9.1

Serious failure in applying grant award rules
DG INTPA

We audited an invoice for €728 221 under a grant contract signed with non-
governmental organisations (NGOs). The project was aimed at strengthening
public participation in local government consultations in an African country. The
action’s estimated costs amounted to €993 304, with 75 % financed by the EU.
One of the eligibility requirements in the award procedure was that the lead
applicant should be directly responsible for managing the action and not merely
act as an intermediary.

The application was submitted by an international NGO registered in an EU
member state, as lead applicant. While preparing the contract, the Commission
discovered that the action would not be implemented by the lead applicant but
rather by a related African entity, which was not originally named as an applying
entity.

However, the evaluation committee accepted the proposal despite the lead
applicant’s failure to meet the eligibility criterion of being directly responsible for
managing the action. Moreover, the Commission added the African entity to the
contract, thereby allowing an alteration from the original application, for which
the rules make no provision. We therefore considered the outcome of the award
procedure to be incorrect and the declared expenditure to be ineligible for EU
funding.

Ineligible expenditure included in the cost claim
DG NEAR

We audited the clearing of a transaction worth €3.79 million under an indirect
management delegation agreement financed by a neighbourhood investment
facility. The transaction related to a project, implemented by a development



305

agency, to promote the sustainable use of natural resources in order to support
Palestine’s* transition to a ‘green’ economy.

The project was financed under a measure which consisted of a loan facility, with
a total budget of €35.7 million (including an EU contribution of €10.7 million), and
an incentive component of €5 million fully financed by the EU. The incentive
component was intended for small and medium-sized enterprises (SMEs) in the
form of grants for ‘green’ projects in the areas of energy efficiency, renewable
energy and pollution abatement. This was payable to final beneficiaries through a
partner bank.

In the second half of 2020, the development agency reported to the Commission
that it had approved a grant of €190 500 for a final beneficiary. The approval was
based on information provided by the partner bank, which offered the final
beneficiary the loan facility at the same time. However, the beneficiary never
accepted the financing and did not implement the project.

As of the end of 2021, the development agency was still reporting to the
Commission in its progress reports that the project was being financed, even
though it had never been implemented. The Commission regarded the project as
incurred expenditure, based on the financial information received from the
development agency. Neither the development agency nor the Commission had
carried out checks on this financial information. Such checks could have detected
the incorrect reporting by the bank.

*This designation shall not be construed as recognition of a State of Palestine and is
without prejudice to the individuals positions of the member states on this issue.

We also found 17 cases of non-compliance with legal and financial provisions
(but with no financial impact on the EU budget). These related to, for example,
mandatory procedures not followed, insufficient evidence, unclear allocation of costs
and lack of audit trail. Box 9.2 shows one example of errors we have not quantified.

Box 9.2

Mandatory risk assessment not conducted
DG NEAR

We audited the final payment for a project to deliver and install communication
equipment for a government authority in the beneficiary country. The supply
contract was signed with a local supplier for a total of €255 492. Upon signing the
contract, the Commission made a pre-financing payment of €102 197,
representing 40 % of the agreed contract price.
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The manual of procedures requires the Commission to carry out risk assessments
to ensure that pre-financing payments between of €60 000 and €300 000 are only
made without a bank guarantee if the risk is assessed as low. In this case, a risk
assessment was required as the pre-financing amount was €102 197. However,
the Commission made the payment without conducting any such risk assessment
and without obtaining a bank guarantee.

We identified two spending areas in which transactions are generally less
prone to errors due to specific payment conditions. These areas are (i) budget support
and (ii) projects subject to the ‘notional approach’, which are implemented by
international organisations. In 2022, we audited three budget support transactions and
five ‘notional approach’ transactions.

Budget support is a contribution to a state’s general budget or its budget for
a specific policy or objective. Budget support payments financed by the EU general
budget amounted to €1.7 billion in 2022. We examined whether the Commission had
complied with the conditions governing budget support payments to partner countries
and had verified that these countries met the eligibility conditions (such as satisfactory
improvement in public-sector financial management). Our regularity audit cannot
cover what happens after the Commission pays aid to the recipient country, since
these funds then merge with that country’s own budget resources.

Under the ‘notional approach’, when contributions from the Commission to
multi-donor projects are pooled with those from other donors and not earmarked for
specific, identifiable items of expenditure, the Commission assumes that expenditure
is compliant with EU eligibility rules provided that the total pooled amount includes
sufficient eligible expenditure to cover the EU’s contribution. We took this approach
into account in our substantive testing. In 2022, payments to international
organisations from the EU general budget amounted to €4.7 billion. We cannot state
the proportion of this amount to which the notional approach applies, since the
Commission does not monitor it separately. We detected five non-quantifiable errors
in ‘notional approach’ transactions.

When examining the regularity of transactions, we also noted examples of
effective controls by the Commission. We present one such example in Box 9.3.
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Box 9.3

Ineligible expenditure identified in verification report
DG NEAR

Through a grant contract, the Commission financed an action with a budget of
€210 million to improve the health status of refugees in their host country.

When auditing expenditure claimed under this grant contract, we found that the
Commission had correctly rejected an amount of €2.27 million (6.67 %) of a

€34 million invoice following its expenditure verification. The ineligible
expenditure concerned, in particular, the use of incorrect procurement
procedures to purchase services and the inclusion of ineligible VAT in the costs
claimed.

As in previous years, we faced delays in receiving requested documentation
from some international organisations and, consequently, in carrying out our work.
These organisations provided only limited access to documents (e.g. in read-only
format), which hindered the planning, execution and quality control of our audit.
These difficulties persisted despite the Commission’s attempts to resolve them
through ongoing communication with the international organisations concerned.
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Examination of elements of internal
control systems

We visited four EU delegations in non-EU countries (Bosnia and Herzegovina,
North Macedonia, Rwanda and Serbia) and examined the following elements of their
internal control systems:

(a) whether the delegations prepared their annual audit and verification plans in
accordance with the relevant methodology;

(b) whether they carried out project risk assessments in accordance with the
applicable guidelines;

(c) whether they contracted out audits and expenditure verifications on time and
how they managed these;

(d) whether they followed up on the results of these audits and expenditure
verifications; and

(e) how they addressed any critical findings.

We also assessed awareness raising among delegation staff in the areas of
fraud prevention, ethics and integrity. In particular, we examined:

(a) whether delegation staff were aware of their obligations in cases of suspected
fraud;

(b) whether staff regularly attended appropriate training in these areas;

(c) how often such training took place and who was required to attend.

We identified some shortcomings in the functioning of the internal control
system elements we examined. These shortcomings related to expenditure
verifications, fraud prevention training and the Commission’s OPSYS IT system. Box 9.4
shows examples of such shortcomings.
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Box 9.4

Expenditure verification report received after final payment already
made

DG NEAR

The Commission usually requires grant beneficiaries to engage a contractor to
verify their expenditure to date and produce expenditure verification reports,
which they submit to the EU delegation before they can receive further pre-
financing or final payments. One EU delegation we audited engaged contractors
directly to verify beneficiaries’ expenditure.

We reviewed three expenditure verification reports received by that EU
delegation. In one case, in order to meet the deadline set in the grant contract,
the EU delegation had already made the final payment to the beneficiary before
receiving the expenditure verification report.

Some delegation staff not trained in fraud prevention in past 5 years
DG NEAR and DG INTPA

During our visits to four EU delegations, we conducted interviews with four staff
members selected by each of those delegations. We noted that one staff member
in one delegation and two staff members in another had not attended fraud
prevention training in the past 5 years.

OPSYS information system not fully operational

Several years ago, DG INTPA, DG NEAR and FPI launched a large-scale business and
IT transformation programme called OPSYS to manage the EU’s entire external
action portfolio.

During our visits to EU delegations, staff reported problems with OPSYS that had
led to delays, disruptions to the smooth functioning of the delegation and
increased resource consumption.

In its annual activity report (AAR), DG NEAR reported difficulties with the
implementation of OPSYS, highlighting that the new IT tool was at times unstable,
did not meet user expectations and required frequent intervention by the support
teams of DG INTPA and the Directorate-General for Informatics (DIGIT). This could
lead to unreliable data and incomplete management information.
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Annual activity reports and other
governance arrangements

DG NEAR’s AAR

We reviewed DG NEAR’s AAR for the 2022 financial year. We focused on
whether DG NEAR had presented the regularity information in its AAR in accordance
with the Commission’s instructions and had been consistent in its application of the
methodology for estimating future corrections and recoveries.

Based on instructions issued by the Commission’s Directorate-General for
Budget (DG BUDG) on the preparation of their AARs, the directorates-general estimate
their risk at payment using the data in their possession. To the risk at payment they
apply a corrective capacity rate, corresponding to the historical average of recoveries
and corrections provided by DG BUDG and adjusted by the directorates-general as
needed, to calculate their risk at closure. The risk at closure is an important indicator
of the effectiveness of a directorate-general’s internal control.

However, the risk at closure that DG NEAR reports in its AAR is derived from
a study carried out by an external contractor on DG NEAR’s behalf, known as the
residual error rate (RER) study. The purpose of the study is to estimate the rate of
those errors not detected by all DG NEAR management checks to prevent, detect and
correct such errors across its entire area of responsibility, in order to conclude on the
effectiveness of those checks. It is an important element underlying the Director-
General’s declaration of assurance, and feeds into the regularity information on
external action disclosed in the AMPR.

The RER study does not constitute an assurance engagement or an audit. Our
previous annual reports® have already described limitations in the study that may
contribute to the RER’s underestimation. More specifically, in previous years we have
observed, among other things, that the contractor can rely entirely on the results of
previous control work. In cases where these previous checks were carried out under
the Financial and Administrative Framework Agreement (FAFA) between the European
Commission and the United Nations, the contractor is not always able to carry out
additional substantive testing as the FAFA limits the Commission’s verification rights.

32017, 2018, 2019, 2020 and 2021 annual reports.


https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2017/annualreports-2017-EN.pdf
https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2018/annualreports-2018_EN.pdf
https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2019/annualreports-2019_EN.pdf
https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2020/annualreports-2020_EN.pdf
https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2021/annualreports-2021_EN.pdf
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For 2022, the RER study estimated an overall RER for DG NEAR as a whole
(referred to as the ‘global (DG derived) error rate’ in the AAR) of 1.00 %, below the
Commission’s 2 % materiality threshold. The RER sample consisted of 256 transactions
under contracts closed during the reference period (September 2021 to August 2022).
The RER study also includes an estimate of the residual error rate for grants under
direct management (the ‘grant error rate’). However, this rate is not included in the
calculation of DG NEAR’s overall RER.

Based on the overall RER of 1.00 %, the Director-General declared DG NEAR’s
financial exposure to be below the 2 % materiality threshold. As we do not have a
representative sample to estimate an error rate for MFF heading 6 ‘Neighbourhood
and the world’, we are unable to verify this statement against the results of our audit
work.

From the overall RER, DG NEAR derived an estimated risk at closure of
€44 million. It then worked backwards from the risk at closure to arrive at the
estimated risk at payment. This entailed adding on estimated future corrections
resulting from recovery orders in respect of undue payments identified by DG NEAR's
ex post checks*. DG NEAR estimated these future corrections at €4.2 million®. It thus
arrived at a risk at payment of €46.99 million (0.91 %) for 2022 expenditure.

Moreover, we found that DG NEAR’s 2022 corrective capacity figure was
overstated due to undetected errors, namely the inclusion in the calculation of
recovery orders relating to unspent pre-financing. We audited 11 recovery orders and
found three of them, totalling €0.7 million, to be incorrect.

DG INTPA’s AAR

Our work on DG INTPA’s 2022 AAR is presented in detail in our annual report
on the 9th, 10th and 11th European Development Funds (EDFs).

* DG NEAR’s 2022 AAR, footnote 6 of Annex 9.

> Ibid.
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Conclusion and recommendations

Our examination of transactions and systems highlighted four areas with
scope for improvement. While we did not audit sufficient transactions to estimate the
level of error for this MFF heading (see paragraph 9.7), our audit results indicate that it
is a high-risk area. The results of transaction testing contribute to our statement of
assurance.

Annex 9.2 shows the findings of our follow-up review of the three
recommendations we made in our 2019 annual report. The Commission had
implemented two recommendations in full, while one had not been acted upon at all.

We consider recommendation 1, that the Commission disclose the
limitations of the RER study in DG NEAR’s 2020 AAR and future AARs, to have been
implemented. This reflects our assessment that these limitations were disclosed in the
2020 AAR and in all subsequent AARs.

We consider recommendation 3, that DG NEAR, DG DEVCO, DG ECHO,
DG CLIMA and FPI strengthen checks by identifying and preventing recurrent errors, to
have been implemented. These directorates-general strengthened their checks and
took action to prevent recurrent errors. This included issuing new guidance to staff,
increasing training and awareness-raising activities for both their own staff and
beneficiaries, and strengthening financial monitoring and controls.

We also reviewed recommendations from the 2020 and 2021 annual reports
that required immediate action or were targeted for implementation during 2022. The
Commission had implemented two recommendations in full, one in most respects and
one in some respects (Annex 9.2).
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We consider recommendation 2 from our 2020 annual report, that DG ECHO
establish a procedure to ensure that partner organisations base their allocation of
shared costs on expenditure actually incurred, to have been implemented®.

We consider recommendation 3 from our 2020 annual report, that DG NEAR
establish obligations for the RER study contractor to report to the Commission any
suspected fraud against the EU budget detected during its work on the RER study, to
have been implemented. DG NEAR’s RER methodology includes a new procedure for
the contractor to report suspicions of fraud and of sexual exploitation, abuse and
harassment.

Based on this review and our findings and conclusions for 2022, we
recommend that the Commission:

Strengthen controls to prevent irregular alteration of proposals at the contracting
stage when awarding grants on the basis of a call for proposals.

Target implementation date: June 2024

Carry out risk assessments, as required by the manual of procedures, to ensure that
pre-financing payments of between €60 000 and €300 000 are only made without a
bank guarantee if the risk is assessed as low.

Target implementation date: end of 2024

6

2021 annual report, paragraph 8.32.


https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2021/annualreports-2021_EN.pdf
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Recommendation 9.3 — Establish an appropriate timeframe
when engaging contractors directly for expenditure
verifications

Establish an appropriate timeframe so that expenditure verification reports issued by
contractors for grant contracts are available before processing payments or clearing
expenditure.

Target implementation date: end of 2025

Recommendation 9.4 — Enhance controls to exclude recovery
orders for unspent pre-financing from the corrective capacity
calculation

Enhance controls to exclude recovery orders for unspent pre-financing from the
calculation of DG NEAR’s corrective capacity.

Target implementation date: from the 2023 annual activity report onwards
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Annexes

Top 5 DG NEAR
(million euros)
1. Ukraine 714
2. Tunisia 268
3. Egypt 124
4, Palestine (¥) 120
5. Morocco 102

Top 5 DG INTPA
(million euros)

1. Afghanistan 200
2. Democratic Republic of the Congo 79
3. Pakistan 76
4, Ethiopia 76
5.Yemen 69
1
3
5
4

© 2023 Mapbox © OpenStreetMap

(*) This designation shall not be construed as recognition of a State of Palestine and is without prejudice
to the individuals positions of the member states on this issue.

Source: Created with “Tableau” by ECA, map background © Mapbox and ©OpenStreetMap licensed
under the Creative Commons Attribution-ShareAlike 2.0 license (CC BY-SA).


https://www.mapbox.com/about/maps
https://www.openstreetmap.org/about
https://creativecommons.org/licenses/by-sa/2.0/

316

Annex 9.2 - Follow-up of previous recommendations for ‘Neighbourhood and the world’

Level of implementation: &) fy|ly; & ) jn most respects; in some respects;@ not implemented.

2019

ECA recommendation

We recommend that DG NEAR:
Recommendation 1:

Disclose the limitations of the RER study in DG NEAR’s
2020 AAR and future AARs.

Timeframe: by the time the next AAR is published in Q1 2021

ECA analysis of progress made in implementing recommendation

Level of
implementation

I

Remarks

We recommend that DG NEAR:
Recommendation 2:

Increase the confidence level DG NEAR uses in its
methodology for calculating the grant rate to the same level
applied to the rest of RER population, to reflect more
accurately the higher risk in the area of direct management
grants.

Timeframe: by the end of 2021

DG NEAR did not accept this recommendation.




ECA recommendation

We recommend that DG NEAR, DG DEVCO, DG ECHO,
DG CLIMA and FPI:

Recommendation 3:

Strengthen checks by identifying and preventing recurrent
errors (e.g. lack of time-recording systems and charging
ineligible VAT to EU-funded projects).

Timeframe: by the end of 2021
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ECA analysis of progress made in implementing recommendation

Level of
implementation

QY

2020

We recommend that the Commission:
Recommendation 1:

Take steps so that international organisations provide the
ECA with complete, unlimited and timely access to
documents necessary to carry out our task in accordance
with the TFEU, and not just in read-only format.

Timeframe: by the end of 2021

The Commission intensified communication with international
organisations regarding our access to documents. Some United
Nations (UN) organisations, such as the International
Organisation for Migration (IOM), the United Nations
Children’s Fund (UNICEF), the United Nations Relief and Works
Agency for Palestine Refugees in the Near East (UNRWA) and
the United Nations Development Programme (UNDP) continue
to provide read-only access to supporting documentation, or
do not provide access to all supporting documentation
requested.

We recommend that DG ECHO:
Recommendation 2:

Establish a procedure to ensure that partner organisations
base their allocation of shared costs on expenditure actually
incurred.

Timeframe: by the end of 2021




ECA recommendation

We recommend that DG NEAR:
Recommendation 3:

Establish obligations for the RER study contractor to report to
the Commission any suspected fraud against the EU budget
detected during its work on the RER study.

Timeframe: by the end of 2022
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ECA analysis of progress made in implementing recommendation

Level of

: : Remarks
implementation

QY

2021

We recommend that DG NEAR:
Recommendation 3:

Disclose the type and value of contracts excluded from the
population of the RER study in the 2022 annual activity report
and future annual activity reports.

Target implementation date: in the 2022 annual activity
report

N In the 2022 annual activity report, DG NEAR included
information on the type of contracts excluded from the RER
population. However, it did not mention their value.

Source: ECA.
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Chapter 10

European public administration
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Introduction

10.1. This chapter presents our findings for MFF heading 7, ‘European public
administration’. Figure 10.1 gives an overview of the spending of the EU institutions

and bodies under this heading in 2022.

Figure 10.1 — Payments and audit population

European public administration
€11.6 billion (5.9 % of EU budget spending)

(billion euros)

2022 payment breakdown by institution

European Parliament:
2.2(18.9 %)

European External Action Service:
’ e

Council of the European Union: 0.6 (5.3 %)

European Commission:
6.7 (58.6 %)

Court of Justice of the European Union:
Others: 0.1 (1.2 %) 0.5 (3.9 %)

European Economic and Social European Court of Auditors: 0.2 (1.4 %)
Committee: 0.2 (1.3 %)

2022 audit population compared to payments

2022 payments - total 11.6

Interim and final payments: 11.5
Pre-financing payments(*): 0.1

2022 audit population - total 11.5

Interim and final payments: 11.5

(*) In line with the harmonised definition of underlying transactions (see Annex 1.1, paragraph 18).

Source: ECA, based on data from the 2022 consolidated accounts of the European Union.
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We report separately on the EU agencies, other EU entities and the European
Schools. Our specific annual reports on these bodies are published on our website. Our
mandate does not cover the financial audit of the European Central Bank.


https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=61254
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Brief description

Administrative expenditure comprises expenditure on human resources
including pensions, which in 2022 accounted for about 70 % of the total, and on
buildings, equipment, energy, communications and information technology. Our work
over many years indicates that, overall, this spending is low risk.
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Audit scope and approach

Applying the audit approach and methods set out in Annex 1.1, we examined

the following for this MFF heading in 2022:

(a)

(b)

(c)

a statistically representative sample of 60 transactions covering the full range of
spending under this MFF heading. We took transactions from each EU institution
and body. Our objective was to estimate the level of error for this MFF heading
and to contribute to the statement of assurance.

the supervisory and control systems of the Court of Justice, in particular the
implementation of internal control standards, risk management, and the
functioning of key controls defined in the Financial Regulation, including ex ante
and ex post controls on payments.

the regularity information given in the annual activity reports of all the
institutions and bodies, including those of the European Commission’s
directorates-general and offices primarily responsible for administrative
expenditure’, and then included in the Commission’s Annual Management and
Performance Report (AMPR).

Our own expenditure is audited by an external firm?. The results of its audit

of our financial statements for the year ending 31 December 2022 are covered by

paragraph 10.7.

DG Human Resources and Security, Office for the Administration and Payment of Individual
Entitlements, Offices for Infrastructure and Logistics in Brussels and Luxembourg, and
DG Informatics.

ACG Auditing & Consulting Group S.r.l.
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Regularity of transactions

Of the 60 transactions examined, 14 (23 %) contained errors. Based on the
five errors we have quantified, we estimate the level of error to be below the
materiality threshold.

Our observations, which we describe in the following paragraphs, concern
the European Parliament, the European Commission and the European External Action
Service. We did not identify any specific issues concerning the Council of the European
Union, the Court of Justice of the European Union, the European Economic and Social
Committee, the European Committee of the Regions, the European Ombudsman or
the European Data Protection Supervisor. Our external auditor did not report any
specific issues based on its work.

European Parliament

From our sample of 13 transactions for the European Parliament, three
related to payments to European Parliament’s political groups, and one to a payment
to a European political foundation. We examined samples of the expenses declared by
each selected political group and foundation relating to these payments. For three of
these four transactions, we found quantifiable errors in more than one third of the
expenses sampled (see paragraphs 10.9, 10.10 and 10.12).

We found that the provisions relating to public procurement in the European
Parliament’s internal rules® for the management of appropriations of the Parliament’s
political groups were still not in line with the Financial Regulation. The Financial
Regulation stipulates the use of open or restricted procurement procedures for high-
value contracts (i.e. contracts with a value above €139 000). However, the internal
rules adopted by the Bureau of the European Parliament, which these groups must
follow, require the use of negotiated procurement procedures. These internal rules
limit competition, as they allow for the pre-selection of possible tenderers for high-
value contracts and do not require the publication of a contract notice. In the
2021 annual report*, we recommended that the European Parliament’s administration

3 Rules on the use of appropriations from Budget Item 400, as last amended on 4 July 2022.

4 See the 2021 annual report, paragraph 9.8. and recommendation 9.1.


https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=61254
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revise its guidelines on the application by political groups of the rules on public
procurement. We also recommended that it propose a revision of these rules to the
Parliament’s Bureau in order to better align them with the Financial Regulation. The
timeframe for these recommendations is the end of 2023.

In addition, we found that:

(@) two out of three political groups did not fully follow the provisions relating to
public procurement in the European Parliament’s internal rules on the
management of appropriations®, as they did not seek enough tenders. We drew
attention to the same issue in our 2021 report.

(b) for two sampled expenses, one of the political groups did not have valid contracts
with the service provider, so we could not check whether the contractual
conditions were met or whether the amounts paid were justified.

(c) one of the political groups declared recoverable VAT for some of its eligible
purchases, but VAT was not subsequently reclaimed, resulting in a loss for the EU
budget. The same group used a flat rate for reimbursing staff travel expenses that
overestimated the actual costs. In addition, we consider that the group paid for
services and reimbursed expenses that were not explicitly referred to in the
contract signed.

Moreover, we found cases of non-compliance with procurement
procedures by political groups with no direct financial impact on the EU budget. These
include cases where the political groups did not adequately document the criteria they
used to award contracts; did not prepare evaluation reports to justify the award
decision; or used discriminatory selection criteria that might have restricted
competition. Overall, our audit work identified significant weaknesses in procurement
procedures for the transactions we examined concerning political groups.

We reported a quantifiable error for the payment to a European political
foundation. One invoice was claimed and reimbursed twice by the foundation, which
indicates a weakness in the internal control system, and some of the services acquired
were not covered by a valid contract with a service provider.

> Rules on the use of appropriations from Budget Item 400, as last amended on 4 July 2022.
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European Commission

We did not identify any quantifiable errors in the Commission’s payments,
but the pension files for two of the eight pension payments we audited did not contain
a recent life certificate. Life certificates are needed to demonstrate ongoing
entitlement to the pension and other allowances. The Commission obtained these life
certificates after our audit.

European External Action Service

We found two quantifiable errors in payments made by the European
External Action Service. One concerned the absence of a valid underlying contract for
security services acquired by an EU Delegation. The other related to child allowances
received by a staff member from other sources but not deducted from their pay. Last
year®, we found similar errors in respect of family allowances paid by the Commission
and also in respect of the absence of a valid contract for services acquired by another
EU Delegation.

We found no significant issues with the supervisory and control systems we
examined at the Court of Justice (see paragraph 10.7).

6

See paragraph 9.11 of the 2021 annual report.


https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=61254
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Annual activity reports and other
governance arrangements

The annual activity reports we reviewed did not identify material levels of
error, which is consistent with our audit findings (see paragraph 10.6).
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Conclusion and recommendations

The overall audit evidence we obtained and have presented in this chapter
indicates that the level of error in spending on ‘European public administration’ was
not material.

Annex 10.1 shows the findings of our follow-up review of the
recommendation we made to the European Economic and Social Committee in our
2019 annual report. We consider this recommendation to have been implemented in
some respects.

Based on our audit work, we recommend the following:

The European Parliament’s administration should strengthen its guidance of the
implementation of budget appropriations by the European political groups, and
propose to the Parliament’s Bureau actions to require the political groups to
effectively apply the internal rules and to ensure compliance with procurement
procedures (see paragraphs 10.10-10.11).

Target implementation date: by the end of 2024
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Annexes

Annex 10.1 - Follow-up of previous recommendations for ‘European public administration’

Level of implementation: &\ fylly; & ) in most respects; in some respects; not implemented.

ECA analysis of progress made in implementing recommendation

ECA recommendation
Level of

: : Remarks
implementation

We recommend that: The Committee has since taken action, and plans to update its policy on

staff mobility.
Recommendation 1:

2019 the European Economic and Social Committee implement
a policy for dealing with sensitive functions, drawing on a
comprehensive risk assessment leading to the
identification of mitigating controls which take into
account the Committee’s size and the nature of its work.

Source: 2019 annual report.


https://www.eca.europa.eu/en/Pages/DocItem.aspx?did=53898
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Chapter 11

Recovery and Resilience Facility
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Introduction

The RRF was established by Regulation (EU) 2021/241 (‘Regulation’) that
entered into force on 19 February 2021. It supports reforms and investment projects in
member states since the start of the pandemic in February 2020, and will continue to
do so until 31 December 2026. The RRF was funded with €723.8 billion (at current
prices) in loans (€385.8 billion) and non-repayable financial contributions (‘grants’)
(€338 billion).

Policy objectives

The main objective of the RRF is to mitigate the economic and social
consequences of the COVID-19 pandemic, while building member states’ economies to
be more resilient and better prepared for future challenges, including accelerating
their way towards green and digital transition. Member states can use the RRF in six
policy areas (see Figure 11.1).

Figure 11.1 — Policy areas addressed by the RRF (six pillars)

Policies for the next —

. hild Green
generation, children transition
and the youth
Health, and
economic
. ' Digital
social and 9 )
institutional transformation
resilience
v ﬂ%
Social and Smart,
territorial sustainable and
cohesion inclusive growth

Source: ECA.


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021R0241&from=EN
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The REPowerEU plan, the EU’s response to global energy-market disruption
caused by Russia’s war of aggression against Ukraine, was presented by the
Commission in May 2022. Its main objective is to end the EU’s dependence on Russian
fossil fuels by transforming the EU’s energy system. In February 2023, the European
Parliament and Council adopted amendments to the RRF Regulation allowing member
states to include a dedicated ‘REPowerEU chapter’ in their recovery and resilience
plans. These comprise new reforms and investments, starting from 1 February 2022,
that contribute to the REPowerEU objectives®.

Management and control framework for the RRF

The RRF is implemented through direct management by the Commission.
This type of management means that the Commission is directly responsible for a
programme’s implementation.

The Regulation sets out the Commission’s and member states’ roles and
responsibilities in the management and control of the RRF when assessing Recovery
and Resilience Plans (RRPs) (‘set-up’), approving payment requests (‘implementation’)
and carrying out checks after payments have been made (‘ex post audits’)

(see Figure 11.2).

1 Regulation (EU) 2023/435.


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021R0241&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32023R0435

336

Figure 11.2 — Management and control framework for the RRF
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The member states were required to draw up their RRPs and design

appropriate management and control systems. RRPs should comprise a coherent

package of public investments and reforms (“measures”), grouped into components.
Member states must set milestones and/or targets for each measure and — for targets
— provide details of the associated baseline.
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They must also set up systems to collect data on the final recipients of funds
and to ensure access to these data’. They can use existing national management and
control systems, or other systems used for related purposes, such as systems used for
managing other EU funds. Member states may also use the Commission’s data mining
and risk-scoring tool. Member states’ RRPs must describe in detail the various national
bodies involved.

The Commission assesses the RRPs submitted by member states for
relevance, effectiveness, efficiency and coherence before any payment is made. This
assessment also checks the appropriateness of the member states’ control systems as
outlined in their RRPs. The Council adopts the positive assessment of the plans based
on a Commission proposal.

Implementation

After the Council’s approval of the RRP, member states may request pre-
financing of up to 13 % of the financial contribution. The pre-financing is then cleared
proportionally through the subsequent payments. By the end of 2022, all 27 member
state RRPs had been approved by the Council and 21 member states had received pre-
financing. Member states had submitted 27 payment requests to the Commission and
the Commission had made 14 payments (one in 2021 and 13 in 2022) (see Table 11.1).

2 Regulation (EU) 2021/241, Article 22(2)(d).


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021R0241&from=EN
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Table 11.1 — RRF grant payments by member states as of
31 December 2022

(million euros)

Member 2021 2022
state Pre-financing
Belgium 770
Bulgaria 1369
Czechia 915
Denmark 202
Germany 2250
Estonia 126
Ireland
Greece 3965 1718 257
Spain 9037 10 000 1494 12 000 1793
France 5118 7 400 1106
Croatia 818 1400 209
Italy 24 893 20000 2989
Cyprus 157 85 13
Latvia 237 201 30
Lithuania 289
Luxembourg 12
Hungary
Malta 41
Netherlands
Austria 450
Poland
Portugal 2159 553 83
Romania 3794 1772 265
Slovenia 231
Slovakia 823 399 60
Finland 271
Sweden
Total 56 286 ‘ ‘ 271 ‘

Source: ECA.
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Member states must submit the following with each payment request:

(@) information and evidence confirming the satisfactory fulfilment of the milestones
and targets set out in the annexes to the Council Implementing Decision (CID);

(b) asummary of the audits carried out by the member state authorities, including
details of any weaknesses identified and any corrective action taken?;

(c) amanagement declaration” to the effect that:
(i) the funds were used for their intended purpose;

(ii) the information submitted with the payment request is complete, accurate
and reliable; and

(iii) the control systems put in place provide the necessary assurance that the
funds were managed in accordance with all applicable rules, in particular the
rules aimed at preventing conflicts of interest, fraud, corruption and double
funding.

Disbursements under the RRF are conditional upon member states
satisfactorily fulfilling the milestones and targets set out in the CIDs approving their
RRPs. Further requirements to be respected are that targets or milestones that have
previously been satisfactorily fulfilled by a member state should not have been
reversed and that there is no breach of the double funding principle. The eligibility
conditions laid down in the Regulation include compliance with the eligibility period,
the ‘Do No Significant Harm’ (DNSH) principle, and non substitution of recurring
national budgetary expenditure.

Through its preliminary assessments, the Commission assesses whether
milestones and targets underlying the payment request have been satisfactorily
fulfilled. Based on this work, the Commission submits its preliminary assessment to the
Economic and Financial Committee (EFC) for an opinion and takes the final decision on
whether to authorise the disbursement of funds, subject to scrutiny by a committee of
member state experts.

3 Ibid., Article 22(2)(c).
4 Ibid.


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021R0241&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021R0241&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021R0241&from=EN
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If the Commission concludes during its preliminary assessments that a
milestone or target has not been satisfactorily fulfilled, payment of all or part of the
financial contribution should be suspended for a maximum of 6 months. Suspensions
can be lifted only if member states provide the Commission with evidence of
satisfactory fulfilment of the milestones or targets. If this does not happen within
6 months, the Commission must reduce the amount of the financial contribution
proportionately®.

Ex post audits

After payment has been made, the Commission carries out complementary
ex post audits of milestones and targets. It also carries out related systems’ audits and
audits that focus on the protection of the EU’s financial interests.

The Commission can recover amounts paid (a reduction in the level of
support provided, or recovery of funds already disbursed) if during its ex post audits it
finds:

(a) serious irregularities affecting the EU’s financial interests that have not been
corrected by the member state; or

(b) serious breaches of the conditions laid down in financing or loan agreements®.

The objective of our audit was to contribute to the statement of assurance
and provide the basis for our opinion on the regularity of 2022 RRF expenditure.

Our 2022 audit population totalled €53.7 billion and comprised all 13 grant
payments amounting to €46.9 billion and the clearing of the related pre-financing
amounting to €6.8 billion (see Table 11.1). These 13 grant payments and clearings of
pre-financing (‘RRF expenditure’) were made to 11 member states and concerned the
fulfilment of 274 milestones and 37 targets (see Figure 11.3). Our audit does not cover
the loans part of the RRF.

> Ibid., Article 24(6-8).

5 Ibid., Article 22(5).


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021R0241&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021R0241&from=EN
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Figure 11.3 — Audited and total milestones and targets underpinning the
2022 RRF grant payments

Member Nflmber of Number of Total number Total number
state mllesFones tarqets of milestones of targets
audited audited
Spain 21 9 31 9
Italy (*) 48 2 48 2
France 16 14 24 14
Romania 12 2 12 2
Greece 13 0 13 0
Bulgaria 21 1 21 1
Croatia (¥) 50 5 57 5
Portugal 26 4 31 4
Slovakia 14 0 14 0
Latvia 9 0 9 0
Cyprus 14 0 14 0
Total 244 37 274 37

(*) Italy and Croatia each received two payments in 2022

Source: ECA.
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Applying the audit approach and methods set out in Annex 11.1, for our
opinion on the regularity of 2022 RRF expenditure, we examined:

(a) the satisfactory fulfiiment of 244 of the 274 milestones and all 37 targets included
in the 13 grant payments made in 2022;

(b) 20 targets on the spot in five member states (Spain, France, Croatia, Italy and
Romania);

(c) the fulfilment of milestones and targets linked to the member states’ audit and
control systems, including systems for collecting data on final recipients;

(d) the Commission’s preliminary assessment of the 281 milestones and targets in
order to establish whether the assessment has been properly documented,
covers all necessary elements of the milestone or target, is based on sufficient
and appropriate audit evidence, and reaches a conclusion about satisfactory
fulfilment that is consistent with such evidence;

(e) five Commission ex post audits (Spain, France, Croatia, Italy and Portugal), in
order to assess whether they were carried out effectively to provide a level of
assurance in addition to the preliminary assessments; and

(f) DG ECFIN’s reporting on the regularity of 2022 RRF expenditure in its Annual
Activity Report (AAR) and the way this information is presented in the Annual
Management and Performance Report (AMPR).
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Regularity of transactions

We found that 15 of the 281 milestones and targets were affected by
regularity issues (see Annex 11.2). These concerned 11 out of the 13 RRF payments
(and related clearings of pre-financing). The milestones and targets affected by such
issues were either not satisfactorily fulfilled or did not comply with eligibility
conditions. Given the nature of the RRF spending model, and considering that the
Commission’s payment suspension methodology’ relies on many judgements to be
made, possibly leading to different interpretations, we do not provide an error rate
comparable to other EU spending areas (see Annex 11.1). Taking into account these
limitations, we estimate the minimum financial impact of these findings to be close to
our materiality threshold. Figure 11.4 presents the breakdown of our findings.

Figure 11.4 — Breakdown of findings

Not satisfactory fulfilment of milestones and targets

| |
-]

Financing recurring national budgetary expenditure

Measures starting before the eligibility period

Double funding . 1
Reversal of a measure . 1

N

Source: ECA.

The RRF spending model is based on ‘financing not linked to costs’ with
member states as beneficiaries. Such funding is conditional upon the fulfilment of
results measured through previously set milestones or through performance indicators
or fulfilment of conditions as opposed to funding based on reimbursement of incurred
costs and/or compliance with conditions®. Consequently, the main condition for
payment under the RRF is the satisfactory fulfiiment of predefined milestones or
targets. Individual instalments to member states are based neither on the estimated

” Annex 2 of COMMUNICATION FROM THE COMMISSION TO THE EUROPEAN PARLIAMENT
AND THE COUNCIL Recovery and Resilience Facility: Two years on. A unique instrument at
the heart of the EU’s green and digital transformation (COM(2023) 99).

8 Financial Regulation, Article 125(1)(a)(ii).


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52023DC0099
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32018R1046&from=EN
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cost of the relevant investments or reforms nor on the actual expenditure incurred by
final recipients. Under the Regulation, member states are not obliged to provide
information with their payment request on the amount of RRF funds received by final
recipients or on expenditure incurred when the milestones or targets are
implemented.

As the milestones and targets are defined at member state level, our audit
of the regularity of RRF transactions underlying the EU’s accounts, i.e. RRF grant
payments to member states, focuses mainly on whether the relevant payment and
eligibility conditions® were met. As compliance of expenditure incurred by final
recipients with EU and national rules is not a condition for RRF payments, our
regularity audit does not involve a systematic assessment of this aspect.

The Regulation does not stipulate further criteria on how to interpret the
word ‘satisfactorily’, and therefore leaves the Commission with broad discretion. On
21 February 2023, the Commission, published a communication presenting the
framework for assessing the satisfactory fulfilment of milestones and targets'°.
‘Satisfactory’ fulfilment means that — except for minimum deviations — the
requirements have been fulfilled. Non-satisfactory fulfiiment of milestones and targets
means that there is a risk that the objectives of the relevant reform or investment will
not be fully fulfilled (see paragraph (10) of Annex 11.1).

Our checks identified eight milestones and targets in eight payments where
we concluded that the requirements had not been satisfactorily fulfilled. We found
that not all elements required by the milestone or target had been fulfilled, and that
these elements could not be considered as a minimal deviation (see example in
Box 11.1).

° Regulation (EU) 2021/241, Articles 5, 9, 17(2) and 24(3).

19 COM(2023) 99, Annex 1.


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021R0241&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021R0241&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52023DC0099
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Box 11.1

Examples of milestones that have not been satisfactorily fulfilled

Greek milestone 42 — ‘Charging points for electric vehicles — Entry into force of
legal framework’

Description of the milestone in Greece’s CID:

‘Entry into force of all Ministerial Decisions (MDs) provisioned in law 4710/ 2020
and signed by the Minister of Environment and Energy; Minister of Infrastructure
and Transport, Minister of Interior and Minister of Finance, organizing the electric
vehicles’ market, with focus on charging services market and provides tax based
incentives for the purchasing of electric vehicles and the installation of charging
infrastructure for electric vehicles’.

The primary law provided for the entry into force of twelve ministerial decisions
necessary for the organisation of the electric vehicles market. We found that the
milestone was not satisfactorily fulfilled as three ministerial decisions (penalties
for market players, requirements for charging points in traditional settlements and
training of electric vehicle technicians) did not enter into force when the payment
was made.

Romanian milestone 142 ‘Task-force to implement and monitor Digital
Transformation reforms and investments established and operational’

Description of the milestone in Romania’s CID:

‘The operationalisation of a temporary Digital Transformation Task force that shall
employ during the implementation period of the Recovery and Resilience Plan 17
highly specialised contractual posts in the field of digital technologies and project
management specialists. The main tasks of this unit are...".

We found that on the payment request date (31 May 2022), employment
contracts had been signed for only four of the 17 members of the task force. At
the time of the Commission’s payment on 24 October 2022, only 11 members
were employed as envisaged in the CID. In addition, in line with the objectives of
the milestone and in order to be operational, the job descriptions should have
required professional experience or an educational background in the field of
digital technologies and project management. We found that this requirement
was not fulfilled for four cases, meaning that the milestone had not been
satisfactorily fulfilled when the payment was made.
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The Regulation stipulates for eligibility conditions defining the timing and
nature of measures that are eligible under the RRF. In particular:

(a) only measures that started after 1 February 2020 are eligible for RRF funding®’;
and

(b) in addition, RRF funds should not replace recurring national budgetary
expenditure, unless duly justified .

This means that the RRF should only finance actions that are non-recurring
in nature and fall within the eligibility period. For example, staff and operating costs of
government entities should not be funded by the RRF as these represent recurrent
national budgetary expenditure. By contrast, the RRF may fund public government
investment such as the construction of hospitals or the installation of solar panels as
long as these investments started after 1 February 2020.

In one payment, we found that two investment targets were a
continuation of a pre-existing project started before February 2020. In another
payment, we identified three reform targets that were a substitution of recurring
national budgetary expenditure (see example in Box 11.2).

1 Regulation (EU) 2021/241, Article 17(2).

2 Ibid., Article 5(1).


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021R0241&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021R0241&from=EN
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Box 11.2

Example of RRF financing a recurring national budgetary expenditure

Spanish ‘Target 384 — Cooperative model — Transparency Reports’

Description of target in Spain’s CID:

‘The Tax Agency shall implement a project in 2021 which shall encourage
multinational enterprises to disclose information about their operations. These
disclosures may have consequences in taxation of those companies. The target
shall be 20 Transparency Reports submitted in 2021.°

We found that the action had been a recurring activity funded from national
budgetary expenditure since 2017 when the first transparency reports for the
fiscal year 2016 had been submitted. Since 2017, the number of transparency
reports submitted had always been above 20, reaching a figure of 38 in 2020. As
the member state received RRF funding for the fulfilment of this target, we
consider that it represents a substitution of recurring national budgetary
expenditure.

Avoiding double funding is an eligibility principle for EU expenditure’3.
According to this principle, combining funding from different EU instruments in a single
project is possible, as long as the same cost is not financed twice from different EU
funding streams.

The RRF Regulation explicitly prohibits double funding of the same costs
between the RRF and other EU funds**. Moreover, the Regulation stipulates that
member states must provide cost estimates for the reforms and investments included
in the plans™.

Although RRF payments are made upon the satisfactory fulfilment of
milestones and targets, meaning that the RRF is not a cost-based financing instrument,
the member states provided cost estimates for measures in the RRP. Based on these
cost estimates, the Commission assessed the plausibility of the overall amount of RRF

13" Financial Regulation, Article 191(3).
14 Regulation (EU) 2021/241, Article 9.

5 Ibid., Article 18.4(k).


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32018R1046&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021R0241&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021R0241&from=EN

348

funding per member state. Some measures were considered by member states as
‘zero-cost’. This however, does not mean that double funding between such measures
and other EU funds can be excluded as the RFF payments are made once milestones
and targets were satisfactorily fulfilled. In substance, the same deliverable cannot be
financed twice from the EU budget, whether through a cost-based or a non-cost based
financing instrument.

We found one case of double funding in Slovakia. The milestone consisted
of establishing an investment plan for railway infrastructure projects. We found that
the investment plan of this milestone was funded by the European Social Fund.
Although the milestone was part of a measure with zero estimated costs, we consider
this to be double funding as the milestone was fulfilled with support from the
European Social Fund while the member state also received RRF funds after the
fulfilment of the milestone.

According to the Regulation, measures and actions relating to previously
fulfilled milestones and targets must not have been reversed'®. Member states are
required to confirm that this is indeed the case in the management declaration
accompanying the payment request.

In our special report on the Commission’s control system for the RRF'/, we
highlighted the lack of Commission guidance on how to identify reversals of previously
fulfilled milestones and targets, and how to assess the financial impact of a reversal on
past or current payment requests. Although we recommended that the Commission
should provide guidance'® in this area, it has still not done so.

We found one case of reversal of a target concerning the first payment to
Italy (see example in Box 11.3).

16 Ibid., Article 24(3).

17" Special report 07/2023: “Design of the Commission’s control system for the RRF —

Assurance and accountability gap remains at EU level in the new delivery model, despite
extensive work being planned”.

8 Ibid., paragraphs 66-70 and recommendation 2.


https://www.eca.europa.eu/Lists/ECADocuments/SR-2023-07/SR-2023-07_EN.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021R0241&from=EN
https://www.eca.europa.eu/Lists/ECADocuments/SR-2023-07/SR-2023-07_EN.pdf
https://www.eca.europa.eu/Lists/ECADocuments/SR-2023-07/SR-2023-07_EN.pdf
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Box 11.3

Reversal of a target

Italian target M1C1-54 ‘Completed recruitment of experts for the implementation
of the Italian recovery and resilience plan’

Description of the target in Italy’s CID:

‘Complete the recruitment procedures of the pool of 1 000 experts to be deployed
for three years to support administrations in the management of the new
procedures providing technical assistance’.

In December 2021, with the first payment request, the Italian authorities reported
that 1 000 experts had been recruited as of 30 December 2021. The Commission
assessed the target as satisfactorily fulfilled and made the payment on

13 April 2022. Our audit of this payment confirmed the Commission’s assessment.

The Commission carried out an ex post audit in May-June 2022 and found that the
pool of experts had decreased to 935 as of June 2022. However, it did not report
the issue as a reversal of the target that had previously been fulfilled.

The Commission finished its assessment of the second payment request on

27 September 2022 and made the second payment on 8 November 2022. On this
date, there were only 924 experts in the pool. Thus, at the time of the second
payment to Italy, the Commission did not suspend the payment for the reversal of
the previously fulfilled target.

During our on-the-spot mission in February 2023, we found that the pool of
experts had decreased further to 920. While we acknowledge that staff numbers
can fluctuate within a reasonable range and that the member state launched
procedures to fill the vacant posts, in this case we noted a persistent downward
trend that was not corrected for nearly a year.

We identified 11 cases of problems with the reliability of the information
that the member state authorities include in their management declarations for five
payments. The aim of these declarations is to provide assurance that the information
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submitted with the payment requests is complete, accurate and reliable'® (see
Annex 11.2).

Member states should only submit payment requests to the Commission
when the relevant milestones and targets have been fulfilled?’. In the 11 cases
identified, member state authorities nonetheless submitted the payment requests
without all milestones and targets having been fulfilled. In their management
declarations member states can include reservations and highlight missing evidence to
the Commission. However, none of the member states included such a reservation.
Although the Commission assessed the relevant milestones and targets having been
fulfilled before it made payment, these weaknesses cast doubt on the reliability of the
information contained in the management declarations.

Through our assessment of 281 milestones and targets, we also identified
six cases of weak design in the measures and underlying milestones or targets. Design
weaknesses might lead to a situation where, even after satisfactory fulfilment, not all
elements of the measure will be implemented, or the expected output or outcome will
not have been fulfilled.

Except for quantitative elements, assessing satisfactory fulfilment requires
several judgments to be made, thus leading to different possible interpretations. This
is a particular risk when the milestone or target is vaguely defined. In our special
report on the Commission’s assessment of national recovery and resilience plans?* and
in our 2021 annual report??, we highlighted the risk that unless milestones and targets
were clear, fulfiiment would be difficult to assess or the initial objective might not be
fulfilled. For future assessments we recommended that the Commission should ensure
that milestones and targets are properly defined and sufficiently clear.

19 Regulation (EU) 2021/241, Article 22(2)(c).

20 Ibid., Article 24(2).

21 Special report 21/2022: “The Commission’s assessment of national recovery and resilience

plans — Overall appropriate but implementation risks remain”, paragraph 82.

22

2021 annual report, paragraph 10.29.


https://www.eca.europa.eu/Lists/ECADocuments/SR22_21/SR_NRRPs_EN.pdf
https://www.eca.europa.eu/Lists/ECADocuments/SR22_21/SR_NRRPs_EN.pdf
https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2021/annualreports-2021_EN.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021R0241&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021R0241&from=EN
https://www.eca.europa.eu/Lists/ECADocuments/SR22_21/SR_NRRPs_EN.pdf
https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2021/annualreports-2021_EN.pdf
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Our assessment of selected monitoring
and control systems

This part of the chapter contains the results of our assessment of selected
RRF monitoring and control systems at the Commission and in the member states.

In our special report on the Commission’s control system for the RRF?3, we
assessed the design of preliminary assessments and concluded that, overall, the
Commission had designed an extensive preliminary assessment process for verifying
the fulfilment of milestones and targets. However, some issues remained mainly
regarding documentation and specifying the various parties’ contributions to the
different stages of the assessment process. Furthermore, we noted that the scope of
the preliminary assessment was limited to the satisfactory fulfilment of milestones and
targets and did not cover horizontal eligibility conditions, such as not replacing
recurring national expenditure?”.

Our review of the Commission’s preliminary assessments for
281 milestones and targets confirms these limitations. In seven cases, the
Commission’s preliminary assessment did not detect that the measures corresponding
to milestones or targets were ineligible due to a breach of the eligibility period or non-
substitution of recurring national budgetary expenditure, breach of the double funding
principle or reversal of a measure.

We also identified various minor weaknesses where the Commission relied
on member state self-declarations or checks without performing further checks itself
or when the Commission used incomplete and/or incorrect data when carrying out its
assessment.

2 Special report 07/2023, paragraphs 40-53.

24 Regulation (EU) 2021/241, Article 5.


https://www.eca.europa.eu/Lists/ECADocuments/SR-2023-07/SR-2023-07_EN.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021R0241&from=EN
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In line with the Financial Regulation®”, and the financing agreements
signed with member states, ex post audits aim to detect and correct errors relating to
operations after they have been authorised. The Commission carries out two types of
ex post audit of milestones and targets:

(@) audits of milestones and targets which aim to check that milestones and targets
have been satisfactorily fulfilled;

(b) audits that focus on the quality and reliability of established systems. These aim
not only to assess data management and systems to collect, store, aggregate and
report on milestones and targets, but also to verify the reliability of reported
data.

In 2022, the Commission performed ex post audits on 23 milestones and
targets in Spain, France, Croatia, Italy, Portugal and Romania.

As only the final audit reports for France and Spain were available at the
time of our audit, we based our findings for other member states on the draft audit
reports. Through our work, we assessed the ex post audit work related to 15 targets
(five for Spain; five for France; three for Portugal, one for Croatia and one for Italy).

The Commission concluded that all 23 milestones and targets had been
satisfactorily fulfilled. However, the Commission issued numerous findings that mainly
concern:

(a) ineligible target items (quantitative indicators) that had no impact on satisfactory
fulfilment of the target as they were within the maximum accepted deviation of
5%,;

(b) discrepancies between reported and actual data on milestones and targets; and

(c) weaknesses in the member states’ control and reporting systems resulting in
insufficient checks of eligibility conditions and inadequate quality of information
provided to the Commission.

% Financial Regulation, Article 74(6).


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32018R1046&from=EN
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The Commission in general effectively implemented its ex post audit plan.

However, we found that the ex post audit procedures do not provide for checks to

verify whether the audited targets previously assessed as fulfilled were not reversed

after the payment was assessed, and whether the measures are in compliance with

the principle of non-substitution of recurring national budgetary expenditure. We also

found that the Commission’s ex post audits concluded that three targets had been

satisfactorily fulfilled even though our own audit work led us to conclude otherwise
(see Table 11.2).

Table 11.2 - Ex post audit results and corresponding ECA results

Commission ECA
. e Milestones Targets e
Milestones and targets covered by Targets
Member vered .| assessed as .
state covered by b assessed as | ex post audit o with
ex post y not and . . eligibility
. ex post . . . satisfactorily .
audit audit satisfactorily = reviewed by fulfilled issues
fulfilled ECA
France 2 8 0 5 1 0
Italy 0 1 0 1 0 1
Spain 0 5 0 5 1 2
Portugal 0 3 0 3 1 0
Croatia 1 1 0 1 0 0
Romania 0 2 0 0 0 0
Total 3 20 0 15 3 3
Source: ECA.

The adequacy of the member states’ proposed monitoring and control
systems was a condition for approval of the RRPs. In its assessment of these plans, the
Commission identified deficiencies in some member states’ systems. The Commission
therefore required 16 member states (Belgium, Czechia, Estonia, Ireland, Greece,
Spain, France, Croatia, Italy, Cyprus, Lithuania, Luxembourg, Romania, Slovenia,
Slovakia and Finland) to include specific additional reforms and milestones (‘control
milestones’) in order to address the remaining weaknesses. These control milestones
had to be fulfilled before member states could request their first payment.
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The 2022 RRF payments concerned 16 control milestones in eight member
states (Bulgaria, Greece, France, Croatia, Italy, Cyprus, Romania and Slovakia). We
reviewed the Commission’s ex ante assessment for all 16 control milestones. In
addition, for eight control milestones, we carried out on-the-spot visits in four member
states (France, Croatia, Italy, Romania).

In general, we consider that the introduction of control milestones means
that member state systems were not fully functional when the plans started to be
implemented. This poses a risk to the regularity of RRF payments and the protection of
the EU’s financial interests. This risk is even greater for reforms and investments that
started on 1 February 2020, i.e. even before the plans were approved?®.

We found that control milestones significantly vary in their requirements
and granularity. For example, the control milestone for France merely requires a
Circular signed by the Prime Minister, setting out the roles and responsibilities of the
bodies involved, and a report on the control strategy, while for Greece it requires the
establishment of the audit and control system. For some other member states
(Bulgaria, Croatia, Italy, Romania, and Slovakia), the requirement is even stricter,
requiring a repository system for monitoring the implementation of the RRF, to be in
place and operational. There is no justification for requiring some member states
merely to have designed the system, while requiring others to have a system that is
operational.

For one member state (Croatia), a control milestone was included in the
second payment request. The Commission identified this weakness in the CID design
and carried out the assessment of the control milestone together with the first
payment request.

During its ex ante work, the Commission considered all control milestones
to be satisfactorily fulfilled. However, during its ex post systems audits, the
Commission found weaknesses in the reporting and control system of six member
states, such as:

%6 Special report 21/2022, paragraphs 102 and 103.


https://www.eca.europa.eu/Lists/ECADocuments/SR22_21/SR_NRRPs_EN.pdf
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Lack of staff and adequate training of staff involved in RRF;

Lack of collection of data listed in Article 22(2)(d) RRF Regulation and
weaknesses on the reliability of the data for targets;

Lack of plan and methodology for management verifications on the spot,
weakness in the set-up of the risk assessment strategy and in the data

verification process;
Limited use of RRF IT system and weaknesses in the monitoring functionality;

Limitations in checks for conflict of interest and risk of double funding.

We identified weaknesses in the control milestone for two member states
(Italy and Croatia). These related to some functions that were not available in the IT
system when the payment request was made. As the system could collect data by
alternative means, we concluded that these weaknesses did not affect the satisfactory
fulfilment of the control milestone (see example in Box 11.4).

Box 11.4

Remaining weaknesses in the Italian repository system

The Italian control milestone required a repository system for monitoring
implementation of the RRF to be in place and operational. The system must
include the following minimum functions:

(a) collecting data and monitoring the fulfilment of milestones and targets; and

(b) collecting, storing and ensuring access to the data required by
Article 22(2)(d)(i) to (iii) of the Regulation.

We found that at the time of the first Italian payment request (April 2022), the
implementing bodies did not yet have direct access to the system, and so the
coordinating body used the Excel files it had received from the implementing
bodies to enter the data supporting the milestones and targets. This entailed a risk
in terms of the accuracy and completeness of the data, as the system cannot carry
out automated checks.

We also found that the data management system for the French RRP was
not able to collect and store full data on final recipients. These weaknesses resulted in
the French authorities not being able to provide full supporting documentation for
three targets in our sample. The weaknesses were partly detected and reported by the
audit authority in the summary of audits accompanying the first payment request. By
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means of its ex post audits, the Commission also identified problems in the collection
and aggregation of data for one target. Although the weaknesses are not directly
linked to the control milestone for France, they do represent a breach of the
requirements of Article 22 of the Regulation and so undermine the effective
functioning of the control system for protecting the EU’s financial interests.

We noted a horizontal weakness affecting five member states (ltaly,
Greece, Croatia, Romania and Bulgaria) — but with potential implications for all
member state systems — concerning the collection of data on beneficial owners of
foreign companies. This information is collected on the basis of bilateral agreements,
as there is no centralised EU database providing complete data on all beneficial owners
of companies registered in the EU. A solution to this problem is the introduction of the
Beneficial Ownership Registers Interconnection System, which would enable the
registers of beneficial owners established by member states to be interconnected?’. In
its ruling of 22 November 2022, the European Court of Justice decided that open public
access to the beneficial owner registers of EU companies would no longer be valid?.
Consequently, there is no clear indication of when the issue of access to complete
information on beneficial owners of foreign companies will be addressed.

%7 In accordance with Directive (EU) No 2015/849.

2 Judgment of the Court in Joined Cases C-37/20, C-601/20.


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32015L0849&rid=2#:%7E:text=This%20Directive%20aims%20to%20prevent,and%20terrorist%20financing%20are%20prohibited.
https://eur-lex.europa.eu/legal-content/EN/TXT/HTML/?uri=CELEX:62020CJ0037
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AARs and the AMPR

AARs are the Commission DGs’ main tool for reporting whether they have
reasonable assurance that control procedures guarantee the regularity of expenditure.

Regarding the protection of the EU’s financial interest, our special report
on the design of the Commission’s control system for the RRF?° found that the
assurance declaration for DG ECFIN’s 2021 AAR was limited. It only covered the
responsibility to recover any amount due to the EU budget in the event of fraud,
corruption and conflicts of interest, where the member state has failed to do so, or in
the event of an established serious breach of the financing or loan agreement. In its
report on the discharge of the 2021 budget, the European Parliament called on the
Commission to reconsider the wording of the declaration of assurance by the Director-
General of DG ECFIN?°,

The Commission has revised its 2022 declaration of assurance for the RRF.
The 2022 declaration of assurance by the Director-General of DG ECFIN has now been
aligned with those of other Commission Directors-General. As a result, within its
assurance declaration, DG ECFIN’s Director-General provides assurance that “... the
control procedures put in place give the necessary guarantees concerning the legality
and regularity of the underlying transactions”. In addition, in section 3 of the AAR
dedicated to the RRF, DG ECFIN explains that the declaration of assurance covers:

(a) inthe area of state aid and public procurement, member states regularly check
that RRF financing has been used in compliance with all applicable rules, and
measures for implementing reforms and investment projects have complied with
all applicable rules, in particular regarding the prevention, detection and
correction of fraud, corruption and conflicts of interests®'. We note that such a
statement is unclear about whether the regular checks carried out by member
states provide reasonable assurance that their control systems ensure compliance
with state aid and public procurement. We are currently carrying out an audit on
the member states’ control systems ensuring compliance of RRF funded

29 Special report 07/2023.

30 European Parliament Report on discharge in respect of the implementation of the general

budget of the European Union for the financial year 2021, Section Il - Commission and
executive agencies (2022/2081(DEC)).

31 Regulation (EU) 2021/241, Article 22(2).


https://www.eca.europa.eu/Lists/ECADocuments/SR-2023-07/SR-2023-07_EN.pdf
https://www.eca.europa.eu/Lists/ECADocuments/SR-2023-07/SR-2023-07_EN.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021R0241&from=EN
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investments with procurement and state aid rules. This audit will assess the
assurance that can be derived from the member states’ checks; and

(b) implementing proportionate reductions in RRF support and recovery of any
amount due to the EU budget or the request for early repayment of the loan, in
cases of fraud, corruption, and conflicts of interests affecting the EU’s financial
interests that a member state has not corrected, or a serious breach of an
obligation of the financing agreement>.

As is the case of the 2021 AAR, the Commission does not estimate a
payment-related risk for RRF expenditure on the grounds that a meaningful error rate
cannot be determined due to the nature of this instrument. Instead, the Commission
carries out a risk assessment (low, medium and high) for each RRF payment, based on
the results of its ex ante and ex post checks.

As the Commission did not assess any of the milestones and targets
underlying the 2022 RRF expenditure as not having been satisfactorily fulfilled, the
overall conclusion is that 2022 RRF payments are low risk. Thus, the declaration of
assurance does not include any reservation based on the Commission’s materiality
criteria and is not in line with our own findings.

Similarly to previous year, the 2022 RRF expenditure is not part of the
overall risk at payment for expenditure related to the MFF disclosed in the
Commission’s 2022 AMPR. For the RRF, based on the control results and assurance
provided in DG ECFIN’s AAR, the Commission confirms that it has reasonable assurance
on the three elements highlighted by DG ECFIN.

We note that the Commission’s internal audit service issued an emphasis
of matter in relation to the implementation of the RRF as part of its overall audit
opinion in the AMPR*3. The emphasis of matter refers to the need to further reinforce
measures to protect the EU budget by:

— reviewing, and, if necessary, further enhancing, the design and implementation of
the financial management systems and the audit and control strategies to ensure
their adequacy;

32 Ibid., footnote 2, Article 22(5).

32022 AMPR, Annex VI of Volume lII.


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021R0241&from=EN
https://op.europa.eu/en/publication-detail/-/publication/14c186c7-10e0-11ee-b12e-01aa75ed71a1
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effectively applying the Commission’s framework for assessing milestones and
targets and the Commission’s payment suspension methodology highlighting the
potential need for their revision or amendment as the Commission gathers more
experience with their application.
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Conclusions and recommendations

The overall audit evidence from our work as presented in this chapter

shows that:

(a)

(b)

(c)

(d)

(e)

(f)

15 milestones and targets were affected by regularity issues with financial impact
(see paragraph 11.19);

there were cases of weak design in the measures and underlying milestones or
targets (see paragraphs 11.36-11.37);

there were problems with the reliability of the information that member states
included in their management declarations (see paragraphs 11.34-11.35);

the scope of the Commission’s preliminary assessments and ex post audits does
not systematically cover key payment conditions such as compliance with the
eligibility period and non substitution of recurring national budgetary
expenditure. The ex post audit procedures do not provide for checks to verify
whether the audited targets previously assessed as fulfilled were not reversed
after the payment (see paragraphs 11.40 and 11.46);

the introduction of control milestones means that the relevant member state
systems were not fully functional when the plans started to be implemented, thus
posing a risk to the regularity of RRF expenditure and the protection of the EU’s
financial interests. We also found that control milestones vary significantly in their
granularity and requirements, although without any valid justification (see
paragraphs 11.49-11.50); and

weaknesses remain in the member states’ reporting and control systems. In
addition, we identified a horizontal issue linked to limitations in the availability of
data on the beneficial owners of foreign companies. This is because there is no
centralised EU database providing complete data on all beneficial owners of
companies registered in the EU (see paragraphs 11.53-11.55).

Our findings and conclusions are not in line with the declaration provided

by DG ECFIN’s Authorising Officer.
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Annex 11.3 shows the findings of our follow-up review of the three
recommendations we made in our 2021 annual report where the second
recommendation was in full implemented, while for recommendations 1 and 3 it was
too early to assess implementation as there was no preliminary assessment covered by
the audit after the date of our recommendation. Based on our review of the
recommendations we made in 2021 and on our findings and conclusions for 2022, we
recommend that the Commission should:

(a) coverin its preliminary assessments and ex post audits compliance with the
eligibility period and the principle of non-substitution of recurring national
budgetary expenditure;

(b) revise its ex post audit procedures so that they provide for checks to verify
whether the audited targets previously assessed as fulfilled were not reversed
after the payment.

Target implementation date: immediately

Based on experience acquired during the RRF implementation, verify that the reviewed
plans clearly define all milestones and targets and that all key elements of a measure
are covered by milestones and targets.

Target implementation date: immediately


https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2021/annualreports-2021_EN.pdf
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Annexes

General

(1)

(2)

(3)

This annex covers our audit approach and methodology for the statement of
assurance on the regularity of RRF expenditure.

We issue a separate opinion on the regularity of the RRF expenditure as part of
our statement of assurance on the EU budget. This is because we consider the
RRF delivery model to be different and a temporary instrument. With this opinion,
we aim to provide reasonable assurance on the payments, and provide detailed
information based on this opinion in the statement of assurance.

We derive most of our assurance from substantive testing and the assessment of
the supervisory and control systems. Our assurance is complemented by the
AARs-AMPR and the reports of the Internal Audit Service. See Figure 11.5.

Figure 11.5 — Audit opinion

Desk review: A risk-based sample
covering milestones and targets of the

The regularity information
given in the annual activity
report of DG ECFIN and then

included in the Commission’s

Performance Report (AMPR).

payments of the year. OTS: We carry out on-the-

spot visits in a sample of
member states.

ECA’s audit
opinion

We review the Commission’s and
member states’ supervisory and
control system.

Annual Management and

Source: ECA.

(4)

(5)

Our work conforms to international audit standards and ensures that our audit
opinions are supported by sufficient and appropriate audit evidence.

As regards our audit procedures in relation to fraud, we follow the approach
detailed in part 3 of Annex 1.1.
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Regularity of transactions

How we define underlying transactions and how we test them

(6)

(7)

(8)

(9)

The underlying transactions relevant for the statement of assurance work on the
RRF are grant payments to member states and/or clearings of previous pre-
financing. In contrast to most spending under the Multiannual Financial
Framework, RRF payment requests are not supported by incurred costs, but by
justification of satisfactory fulfiiment of milestones and targets. As the RRF loans
are not recognised as expenditure in the EU accounts, they are not part of our
audit.

Our substantive testing mainly consists of assessing whether RRF payments were
made in compliance with the payment conditions laid down in the Regulation*.
Where feasible, we cover the non-reversal of previously fulfilled measures and
double funding. We also assess the fulfilment of other eligibility conditions, such
as non-substitution of recurring national budgetary expenditure, compliance with
the eligibility period and the ‘Do No Significant Harm’ principle®°.

To reach our conclusion, we first used a risk-based sample to review whether the
Commission had gathered sufficient and appropriate evidence during its
preliminary assessments to support its assessment of satisfactory fulfilment. If we
consider that the evidence available in the Commission’s files is not sufficient for
us to reach a conclusion, we ask the member state directly to provide further
evidence. We also carry out on-the-spot visits in a sample of member states.

We make a risk-based selection of individual milestones and targets to be tested.
First, we select control milestones and milestones related to the general regime
of conditionality for the protection of the Union budget*°. We then apply a
number of risk criteria to select the remaining sample.

(10) For our assessment of whether individual milestones and targets have been

satisfactorily fulfilled, we use the Commission’s framework?’. In line with this
framework, if the nature of the milestone (and, if applicable, the nature of the
target) does not allow for an assessment based on quantitative elements, we will
accept minimal deviations in substance, form and timing. For milestones or

36
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Regulation (EU) 2021/241, Article 24(3).
Ibid., Articles 5,9 and 17(2).
Regulation (EU, Euratom) 2020/2092.

COM(2023) 99.


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021R0241&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021R0241&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021R0241&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32020R2092
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52023DC0099
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targets for which an assessment based on quantitative elements is possible, we
will accept deviations below 5 %.

(11) We may detect cases of fraud, corruption, conflicts of interest, double funding or
breaches of the financing agreement (e.g. the unavailability of information on
final recipients and of funding from other EU funds). In these cases, we assess
(where feasible) how these ‘serious irregularities’ impact the legality and
regularity of RRF expenditure.

How we evaluate the results of transaction testing

(12) We determine the type of each finding.

(13) Quantitative findings have a financial impact on the amount of the Commission

payment, and are related to cases of non-compliance with the payment and
eligibility conditions laid down in the Regulation, i.e. unsatisfactory fulfilment of
milestones and targets; the reversal of previously fulfilled milestones and targets;
non-compliance with the eligibility period, the DNSH principle and double
funding.

In line with auditing standards, the auditor should use existing criteria®®.
Therefore, to quantify the financial impact of these findings, we use the
Commission’s payment suspension methodology>° as a basis. The methodology
entails a three-step approach to arrive at the amount to be suspended:

(i) determining the unit value of a milestone or target included in a plan;
(ii) correcting unit values by applying a coefficient; and
(iii) adjusting the corrected unit values.

We do not estimate a financial impact when the milestone or target is satisfactorily
fulfilled within 6 months“° after the payment and within the audited year.

(14) Findings linked to suspicion of fraud, corruption and conflicts of interest will be

quantified only if there is sufficient evidence to prove that they impact the
fulfilment of a milestone or target (i.e. a fraudulent case that calls into question

3 |SSAI 4000.
39 COM(2023) 99, Annex 2.

40 Regulation (EU) 2021/241, Article 24(8).


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021R0241&from=EN
https://workplace.eca.eu/aware/Standards/ISSAI-4000-EN.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52023DC0099
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021R0241&from=EN
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the existence of the items, or the complete absence of a procurement
procedure).

Findings without a financial impact are qualitative findings.

Assessment of supervisory and control systems

(16)

(17)

(18)

Our assessment of the supervisory and control systems may identify:

(a) weaknesses in Commission and member state control and audit activity to
ensure the regularity of RRF expenditure and the protection of the EU’s
financial interests;

(b) weaknesses in the availability of the list of final recipients, contractors,
subcontractors and beneficial owners;

(c) weaknesses in the availability of information about the measure and the
total public funding involved; and

(d) weaknesses in record-keeping.

Such weaknesses might affect the regularity of RRF expenditure at member state
level and results in a recovery (i.e. a reduction in the overall amount of the plan)
after the Commission has made the payment to the member state. The financing
agreements provide for flat-rate corrections for serious breaches, by taking
account of the frequency and extent of such breaches. For our assessment, we
will consider system weaknesses and breaches of the financing agreements as
gualitative findings.

We also assess the Commission’s ex post audits. These audits may identify
milestones and targets as not having been satisfactorily fulfilled. Where feasible,
we use the findings that have not been corrected during the year of the payment
to formulate our opinion.

Formulating our audit opinion

(19)

Materiality is a fundamental concept, as it sets the level of deviation that we
consider is likely to influence our stakeholders’ decisions.

(20) We define materiality on both a quantitative and a qualitative basis.



366

(21) By analogy with other audits, we use the level of 2 % as the materiality threshold

for our opinion, and we also take account of the nature, amount and context of
errors and other available information.

(22) The quantitative findings will be an important element for reaching our

(23)

(24)

conclusion. To assess the regularity of RRF expenditure, we will reach a
conclusion, based on the quantitative findings, as to how the estimated amount
of error compares to the materiality threshold. To calculate the overall impact of
quantitative findings (including those initially identified by the Commission’s

ex post controls), we use the Commission’s payment suspension methodology as
a basis.

We will also consider the impact of the qualitative findings and the system
weaknesses.

Our audit opinion does not disclose an error amount/rate. Due to the RRF
spending model it is not possible to determine an error rate comparable to those
reported in other MFF chapters. This is because there is no link between RRF
payments and costs incurred by final recipients. In addition, the nature of
milestones and targets and the risk-based sampling does not allow for
extrapolation of our results. Therefore, the result of our testing provides only an
estimate of the minimum error amount.
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Annex 11.2 — Results of the audit of the regularity of
transactions

@ Number of findings
Member Quantitative Qualitative
states findings findings Total

Spain 4 0 4
Italy (¥) 6 8
France 1 3 4
Romania 1 0 1
Greece 1 1 2
Bulgaria 1 0 1
Croatia (¥) 2 0 2
Portugal 1 0 1
Slovakia 1 0 1
Latvia 0 1 1
Cyprus 1 0 1
Total 15 11 26

(*) Italy and Croatia each received two payments in 2022.
We have estimated the financial impact for 15 quantitative findings (see paragraph 11.19)

Source: ECA.



368

Annex 11.3 - Follow-up to previous recommendations

Level of implementation: &Y fylly; &N ) jn most respects; in some respects; XD not implemented.

ECA analysis of progress made in implementing recommendation

ECA recommendation
Level of implementation Remarks

Recommendation 1: - For recommendations 1 and 3 it was too early to assess

Clearly and transparently justify the elements implementation as there was no preliminary assessment
contained in the Operational Arrangements covered by the audit which started after the date of our
and CIDs that are not deemed relevant by recommendation.

them for the satisfactory fulfilment of
milestones and targets.

Recommendation 2: S In February 2023, the Commission published its
Develop a methodology to determine the methodology for suspending payments.
amount to be suspended in accordance with

2021 Articles 24.6 and 24.8 of the Regulation.

Recommendation 3: - As for recommendation 1.
Improve documentation of the assessment of
milestones and targets by fully documenting all
the elements examined during the ex ante
work.

Source: ECA.
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Institutions’ replies to the annual
report on the implementation of the
EU budget for the 2022 financial year
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REPLIES OF THE EUROPEAN COMMISSION TO THE EUROPEAN
COURT OF AUDITORS’ 2022 ANNUAL REPORT CHAPTER 1:
STATEMENT OF ASSURANCE AND SUPPORTING INFORMATION

. THE COMMISSION REPLIES IN BRIEF

In 2022, just as the global economy was beginning to bounce back from the COVID-19 pandemic,
Russia launched on 24 February a war of aggression against Ukraine, bringing a wide array of
humanitarian crises, as well as a surge in energy and food prices and a new macroeconomic
environment with a sharp rise in interest rates and inflation.

In that context, the EU budget has provided crucial political, humanitarian, and financial support to
Ukraine, while at the same time providing help to those affected by the socio-economic
consequences of the war within and outside the EU.

Also, in these unprecedented times, the Commission continued to attach great importance to
ensuring that the EU budget was spent responsibly and correctly, and to working with all
parties involved, including Member States, to make sure that it delivers tangible results on the ground.

The implementation of the EU budget entails handling millions of transactions, and hundreds of
thousands of checks, across all programmes and management modes. The Commission, and the
Member States authorities under shared management, have put in place robust, multiannual control
strategies designed to prevent and detect weaknesses and correct them when identified. Wherever
necessary, the Commission further adjusts, develops, and improves these strategies and it
relentlessly strives for further simplifications across programmes. Thanks to these controls, and
based on their results, the Commission is confident that the information regarding the risks
at payment (1.9% in 2022) presented in the Annual Management and Performance Report
(AMPR) is representative of the level of error at the time of payment. The stability of the
risk at payment is consistent with the fact that most of the expenditure in 2022 still relates to the
2014 - 2020 programming period and that rules, systems and implementing bodies have remained
stable.

The Commission also notes that it does not share the conclusions of the European Court of Auditors
(ECA) on specific expenditure areas.

For 2022, the difference between the Commission’s estimated risk at payment and the
ECA’s estimated level of error is significant for the area of 'Cohesion, resilience and values'.
The Commission takes note of the increase in the error rate estimated by ECA this year, compared
to a relatively stable level of error reported for the last five years. The Commission notes that its risk
at payment disclosed in the 2022 annual activity reports (AARs) remained comparable with those of
previous years. The Commission attributes the difference namely to the fact that the ECA reports
errors related to any breach of applicable rules. The Commission does not necessarily consider the
associated expenditure to be ineligible. For programme authorities and the Commission to impose
financial corrections, an error must be an irreqgularity within the sense of the Common Provisions
Regulation (CPR). Not all errors reported by the ECA fall into this category.

For other budget headings, the Commission’s estimations fall within the range of the ECA’s estimated
levels of error.
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The Commission considers, in addition, that the error rate that represents best all the efforts made,
both by the Member States and by its services, is the risk at closure, which measures the level of
error remaining once all ex-post controls and additional corrections will have been made. For 2022,
the overall risk at closure is estimated at 0.9%, well below the 2% materiality threshold, and in line
with previous years’ level (0.9% in 2020 and 0.8% in 2021). In the area of cohesion policy, for the
2007-2013 period and for the first years of the 2014-2020, the Commission has evidence
confirming that the actual risk at closure is now well below 2%.

Allin all, the Commission endeavours to strike the right balance between a low level of errors,
fast payments, and reasonable costs of controls.

Il. COMMISSION  REPLIES TO MAIN  ECA
OBSERVATIONS

1. Audit findings

Reliability of the accounts

The Commission welcomes that the EU accounts are considered to be free from material error for
the 16th year in a row.

Regularity of transactions
Error in specific types of spending

As regards the revenue side of the EU budget (§1.14a), the Commission welcomes, once again,
that the ECA considers revenue free from material error and that the revenue managing systems
were generally effective. As it does with its own findings, the Commission will follow up on the issues
identified by the ECA’s audit in certain Member States.

The Commission will also continue to intensify the follow-up on longstanding open traditional own
resources (TOR) points and lifting VAT reservations where possible.

In addition, in May 2023, the Commission took a major step forward by proposing the most ambitious
reform of the Customs Union since its creation. Strengthening EU risk management and data analysis
capabilities is one of the key objectives of the reform and the legal proposal directly addresses the
ECA's recommendations.

As regards regularity of expenditure (§1.14b), based on the numerous audits and controls carried
out, the Commission’s own estimate of the risk at payment, i.e. the remaining level of error at the
time of payment after preventive controls, remained stable at 1.9% of the relevant expenditure, i.e.
the same level as in 2020 and 2021.

Given the multiannual nature of its expenditure and of its differentiated control strategies,
the Commission, together with the Member States in shared management, deploys substantial
efforts to perform controls after the payments and to continue to make corrections. These efforts
are reflected in the risk at the closure of the programme, which is estimated at 0.9% overall
(0.8% in 2021). This is well below the materiality threshold of 2% and in line with both the levels
reached in previous years since 2016 and with the objective of the Commission.
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As regard the reported increase in the error rate in the MFF heading 2 (‘Cohesion, resilience and
values’) (§1.16), the Commission does not agree on 18 quantifiable errors out of 48 reported by ECA.
For 13 of these errors, the Commission considers that, in line with the CPR, it could not conclude on
an irregularity leading to ineligible expenditure. For 5 cases, the Commission is not able to apply the
level of quantification used by the ECA. For these 18 cases, the Commission has assessed that it
would not have legal ground to impose financial corrections (or higher corrections than those already
applied). In addition, the Commission does not share the ECA’s view that the approaching end of
the eligibility of the 2014-2020 programming period could play a role in the reported increase
in the error rate for the audited year (2021-2022): another three accounting years are still
available for Member States to declare expenditure before the 2025 closure (last final payment in
July 2024). The Commission further assesses that the impact on the overall calculated error rate of
the quantifiable errors related to the measures under the Coronavirus Response Investment
Initiative (CRII) and the CRIl+, or to operations benefitting from a temporary increased EU co-
financing of 100%, is similar to the impact of errors identified in other types of operations.

As regards the effectiveness of checks and verifications by managing and audit authorities (§1.16),
the quality of, and the error levels reported in the annual control reports received by the
Commission in February 2022 (for the accounting year 1 July 2020 to 30 June 2021) were similar
to previous years. Besides, the Commission does not see any reason why the COVID-19 pandemic
would have affected the control system for cohesion policy in a more acute way than other spending
programmes, under the same or different management modes.

As regards the estimated level of error for the MFF heading 3 (‘Natural resources and environment’)
(§1.17), the Commission takes note of the level of error of 2.2% estimated by the ECA. The
Commission’s own estimate of the risk at payment, at 1.7%, remains consistent with the results
obtained in the last years by the Commission and the ECA. This is in line with the fact that expenditure
in 2022 relates to the 2014-2020 programming period and that rules, systems and authorities have
remained stable. As regards the small over-declarations of areas, the Commission notes that their
number remains in line with the levels detected by the ECA for 2020 and previous years.
While the Land Parcel Identification System (LPIS) is the basis for the geospatial aid application, over
declarations may also stem from errors made by the farmers. Consequently, the Commission
considers that the small over-declarations do not necessarily indicate specific weaknesses in the
Member States’ management of the LPIS. The Commission also refers to its reply to §7.35.

Impact of rules and of the way EU funds are disbursed on the risk of error

The Commission shares the ECA’s view according to which the way funds are disbursed has an
impact on the risk of error (§1.19), and in particular that the risk of error is lower for expenditure
subject to simplified rules (mainly in entitlement-based payments) (§1.18).

Therefore, and in line with the requests from the European Parliament!, the Commission has strived
to pursue its simplification efforts to the greatest possible extent when designing the 2021-
2027 programmes, especially in the areas of research and innovation and in cohesion policy, by
promoting the use of simplified cost options as well as the financing not linked to costs schemes,
and with the new delivery model for the common agricultural policy (CAP).

! European Parliament resolution of 10 May 2023 with observations forming an integral part of the decisions
on discharge in respect of the implementation of the general budget of the European Union for the financial
year 2021, Section Ill - Commission and executive agencies (2022/2081(DEC) - see in particular §14, §87,
§92a, §92f, §109f, §124a and §146q.
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Still, based on the detailed information at its disposal, the Commission considers that the risks at
payment are not uniformly material for reimbursement-based payments. The risk exposure
might differ within the same policy area and even within the same spending programme.

Specifically, thanks to the wealth of information gained through its controls and its detailed analysis
thereof, including on Member States’ control results, the Commission is able to split the relevant
expenditure’ between:

° lower risk expenditure, with a risk at payment below 2%, representing 63% of
the total expenditure,

° medium risk expenditure, with a risk at payment between 2% and 2.5%,
representing 12% of the total expenditure and,

° higher risk expenditure, with a risk at payment above 2.5%, representing 25% of

the total expenditure for 2022°.

As an example, for the regional funds®, the Commission finds that management and control systems
function well or sufficiently well for 259 programmes covering 93% of expenditure certified in the
2021-2022 accounts but present serious deficiencies for 36 programmes. Likewise, the Commission
can report that audit authorities for regional funds function well and provide overall reliable audit
opinions, except for seven audit authorities for which Commission audits identified serious
deficiencies. These seven authorities are in charge of auditing less than 2% of expenditure from the
regional funds.

The Commission is taking targeted remedial actions for the medium- and higher-risk categories
in particular. Such actions include raising beneficiaries’ and implementing partners’ awareness of
applicable EU rules and of recurrent issues, adjusting the control strategies to the level of risks,
applying the lessons learned to future programmes and simplifying rules wherever possible.
At the same time, complex conditions and eligibility rules may sometimes be needed where the
targeting of aid is necessary, in order to achieve ambitious policy objectives or to respect the
fundamental principles of the Single Market (public procurement or State aid rules).

Legality and regularity must therefore be balanced with the achievement of policy objectives
while bearing in mind the costs of administration and control.

High-risk expenditure

As regards the ECA findings on the expenditure it considers high-risk (§1.21-§1.29), the
Commission recalls that its own estimation is that for 37% of the expenditure, the risk at payment
is above 2%. This relates to some operational programmes for ‘Cohesion’, i.e. only those that show
serious deficiencies and/or have residual error rates above 2%; the grants for the research
programme Horizon 2020 and other complex grants in the same MFF heading; individual CAP paying
agencies for direct payments and rural development as well as some Member States for market
measures that have error rates above 2%.

2 More details can be found in the Annual Management and Performance Report 2022, Volume I, page 57

® In the case of the European Regional Development Fund, the Cohesion Fund and the European Maritime and
Fisheries Fund, the level of risk has also been considered high, irrespective of the risk at payment, when the
audit opinion issued in the annual activity reports on the functioning of the management and control system
of the programmes was either adverse or qualified.

* European Regional Development Fund and Cohesion Fund
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Specifically:

>

In the policy area of 'Cohesion, resilience and values' (§1.22), in the accounting year under
analysis, audit authorities reported total error rates above 2% for around one fifth of
programmes, thus demonstrating their detection capacity.

Based on their common typology, the Commission and the audit authorities identified the
following categories as the main sources of irregularities: ineligible expenditure, public
procurement, audit trail and State aid. This is in line with the ECA’s own findings.

Regarding specifically the cases of eligibility errors identified and quantified by the ECA in
funds under cohesion policy (§1.27), the Commission considers that, for several of these
cases, the breach of a legal provision or rule reported by the ECA does not allow the
Commission to qualify the error as an irregularity to be corrected in line with the definition
in Article 2(36) of the Common Provisions Regulation. Therefore, the Member State or the
Commission cannot pursue financial correction procedures, and such errors would not enter
into the Commission’s estimate of its risk at payment. Besides, the Commission also notes
that in some cases the ECA did not have the same assessment of the facts or the same
interpretation of applicable national or programme-specific rules. The Commission also
refers to its replies to §6.16, 6.17, 6.21 and §6.77.

Concerning the policy area of ‘Natural Resources and environment’ (§1.23), the
Commission sees higher risk of errors in the areas of market measures and rural
development, as does the ECA. Under the 2014-2022 CAP legislative framework, complex
conditions and eligibility rules apply where, in order to achieve ambitious policy objectives,
the targeting of aid is necessary. It is thus needed to balance legality and regularity
considerations with the achievement of policy objectives while bearing in mind the costs of
control. For the 2023-2027 period, the Commission is addressing this by promoting the use
of simplified cost options and by simplifying the CAP.

In the area of “Single market, innovation and digital’ (§1.24), the Commission takes note
of the level of error calculated by the ECA, and its drop compared to last year. The
Commission’s own estimation of the risk at payment for this MFF heading is at 1.5%, below
the materiality threshold. For Horizon 2020 specifically, the Commission estimates the risk
at payment at 2,7%, in line with the ECA’s error rate for the programme. The Commission
acknowledges that funding based on actual costs remains relatively complex and error prone,
in particular for certain types of beneficiaries despite the Commission efforts to provide
guidance to all participants. In addition, as alternative to funding based on actual costs, the
Commission is increasing the use of lump sums and a unit cost system for personnel costs
available in any grant, ineligible personnel costs being a major source of errors.

Referring to ‘Neighbourhood and the world’ (§1.25), the Commission considers that the
lower-risk expenditure under this chapter is not limited to merely the budget support
payments and to administrative expenditure, but includes also other expenditure under direct
and indirect management segments that have a low or medium risk at payment. Hence the
risk at payment for this heading at 1.1%, well below the materiality threshold of 2%.

The Commission will continue to take actions for implementing simplified cost options and improving
the effectiveness of ex ante and ex-post checks. Finally, as stated in the replies to §6.16, §6.17, §6.21,
§6.24, §6.28 and §6.32, the Commission does not agree with the ECA assessment in a certain number
of cases.
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Low-risk expenditure

The Commission welcomes the ECA’s conclusion that direct aid to farmers (§1.30) remain free of
material error, confirming thus the important role played by the Integrated Administration and Control
System (IACS), including the LPIS, in preventing and reducing the level of error.

Commission’s reqularity information
Commission’s estimate of error

The Commission’s objective is to identify where issues are to take appropriate and targeted remedial
actions accordingly. To do so, it has built its assurance from the bottom up and at a detailed level,
i.e. by programme or other relevant segment of expenditure, since implementation is not
homogenous across programmes and Member States.

In the AMPR, the Commission uses the risks at payment disclosed by its services in their respective
AARs. These risks at payment correspond to the services’ best estimate, based on hundreds of
thousands of checks carried out every year by the Commission and the Member States, following
carefully established control strategies, tailored to the specificities of the spending programmes.

The Commission is closely monitoring the risk at payment and risk at closure, with the objective to
maintain the risk at closure below the materiality threshold of 2%.

The Commission’s approach, as manager of the EU budget, is different from that followed by the
ECA in its role of external auditor. This may result in differences between the estimation of the level
of error by the two institutions.

In addition, the Commission does not always share the ECA’s assessment on individual errors.
Nevertheless, the Commission notes that its estimations of the risk at payment fall within the
range of the ECA’s estimated levels of error for all budget headings, except, for the first
time in ten years, for the area of ‘Cohesion, resilience and values’.

For this area, the maximum value of the Commission’s risk at payment (2.6% in 2022), that is
considered in the AMPR for the calculation of the Commission’s overall risk at payment, is below the
ECA’s estimated level of error. Overall, the Commission reports a material risk at payment for
cohesion, covering a differentiated situation at programme level. The Commission notes that its
estimate reflects irreqularities rendering the underlying expenditure ineligible and for which the
Commission (and Member States) can effectively apply financial corrections, whereas the ECA”s
estimate reflects any breach of applicable rule, even if this breach does not lead to an irreqgularity as
defined in Article 2(36) of the CPR.

Commission’s risk assessment

The Commission continues to take actions to improve the effectiveness of ex-post checks. It
recalls however that, in order to remain cost-effective, controls need to be targeted and risk-based.

In the area of ‘Research and Innovation’, the Commission intends to make the most efficient use
of the resources from the Common Audit Service to guarantee effective achievement of its
objectives, while keeping an appropriate balance between trust and control and considering
administrative and other costs of controls at all levels, including for beneficiaries. This is in line with
the experience gained in Horizon 2020 according to which it is planned that a maximum of 7% of
the number of beneficiaries can be audited. At the same time, the Commission further intensified the
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frequency of its trainings and outreach activities, in particular targeting error-prone beneficiaries
such as SMEs and newcomers.

In the area of cohesion policy, the Commission considers that, overall, reliance can be placed on
the work of audit authorities and their control bodies, except for a limited number of them clearly
reported in the AARs. In some cases, additional errors detected are occasional and do not point to a
system weakness at the level of the audit authority. The Commission has continued in 2022 to
extensively cooperate with Member States’ audit authorities to ensure a consistent and robust
assurance and control framework.

As regard the ECA’s observations on desk reviews under cohesion programmes (§1.37), the
Commission is confident that its detailed assessment based on a combination of desk and on-
the-spot audit work covering the different individual programmes and assurance packages,
depending on the risks attributed to them, enables it to establish a reasonable and fair estimate of
the error rates for each programme, every year, and cumulatively for cohesion policy funds. The
Commission considers that its systematic desk reviews constitute an efficient and proportionate
approach for programmes that are found to reliably report low error rates year after year. For riskier
programmes, audits are re-performed or the desk review is complemented by fact-finding visits.

For the assurance packages received in 2022, the Commission recalculated the reported residual
error rate in the AARs of the Directorates-General for employment, social affairs and inclusion and
for regional and urban policy for 35 and 79 programmes respectively, above 2% in 12 cases, based
only on the desk reviews. This clearly shows the added value of this approach. Finally, to take account
of the recommendation of the ECA in its Special Report 26/2021, the Commission has included a top-
up for programmes not audited on the spot in its methodology to calculate the maximum risk
reported in the annual activity reports.

In the policy area 'Neighbourhood and the world', the Commission considers that the residual error
rate (RER) study — which is neither an assurance engagement nor an audit - is fit for purpose and is
not subject to limitations that may contribute to an underestimation of errors, but rather to an
overestimation; when partial or full reliance is placed on previous checks carried out by contractors
of the Commission or on ECA audits. This is the reason why the RER methodology allows to rely on
previous control work under strict conditions and criteria and that the Commission limits the number
of cases of full reliance, which remain in line with the historic average.

Commission’s reporting on financial corrections and recoveries

Corrections are a key element of the Commission’s control system. In the AMPR on financial year
2022, the Commission continued to provide a complete and transparent picture of all the
measures implemented during the financial year, both preventive and corrective, by both the
Commission and the Member States. Corrective measures amounted to EUR 1.8 billion, out of
which net financial corrections amounted to EUR 734 million - an increase compared to 2021
(EUR 523 million). These concern in particular shared management funds (common agricultural policy
as well as closed programming periods under cohesion policy). The application of net financial
corrections protects the EU budget from reimbursing irregular expenditure.

In addition, in the area of cohesion policy, EUR 14.5 billion have been temporarily or definitely
withdrawn by Member States from annual certified amounts, before submission to the Commission,
since 2014. The Commission believes that this significant amount of withdrawals is linked to the
deterrent effect of the possibility for the Commission, under the CPR, to apply net financial
corrections in case of corrective measures not accepted by the Member States, reinforcing the
Commission’s supervisory role. In addition, the Commission recalls that the co-legislator has set strict
criteria in the 2014-2020 legal framework for the Commission to implement net financial
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corrections, that are subject to cumulative requirements limiting their scope of application and in
practice leading to considerable challenges in applying net financial corrections. This explains the
absence of net corrections so far and illustrates the will of the co-legislator to only avail to this
possibility in cases where serious deficiencies are demonstrated.

The Commission finally recalls that there is no regulatory deadline to continue protecting the EU
budget. Corrections can still occur many years after the end of the programming period or at the
closure of a programme.

Reporting on rule-of-law procedures

On 16 February 2022, the Court of Justice of the EU fully confirmed the validity of the Conditionality
Regulation, and on 2 March 2022, the Commission issued guidance on its application. All the
affected services referred to the implementation of the Conditionality Regulation in their
AARs for 2022.

2. Report on suspected fraud

As regard the risk of fraud in lump sum decisions (§1.50), the Commission notes that Article
181(4)(a) of the Financial Regulation does not require that the authorising decision documents such
a risk. Nevertheless, the point 2.2. of the Horizon Europe lump-sum Decision describes the checks
and reviews that shall be carried in order to minimise the risk of irregularity or fraud. It is the opinion
of the Commission that this adequately addresses the requirement of the Financial Regulation.
However, the Commission will reassess the content of this Decision with a view to consider whether
the aspects related to risk could be made more explicit. The Commission also refers to its reply to
§5.29.

Regarding the audit authorities’ work to address the risk of fraud in the area of cohesion policy
(§1.50), the Commission recalls that audit authorities, as part of their system audits, verify the
effectiveness of the proportionate anti-fraud measures in place, using specific checklists
developed with the Commission. For audits of operations, the Commission welcomes the increase in
the number of audit authorities’ checklists allowing to document the actions they take to identify
possible red flags of fraudulent actions as reported by the ECA in §6.56. The Commission will continue
to remind remaining audit authorities to also appropriately document their work.

In addition, the Commission, under the Action Plan of the Commission Anti-fraud Strategy, has
planned several actions to remind Member States authorities about their obligations to report
suspected fraud in OLAF’s irregularly management system. The Commission has also helped Member
States adopt and update anti-fraud policies, through dedicated guidelines which continue to be
applicable to the 2021-2027 programming period. In parallel, the use of its data-mining and risk-
scoring tool ARACHNE, offered to Member States to strengthen their capacity to identify and
prevent fraud and corruption and recently enriched with new modules, is evolving positively with an
increasing number of connections and active users.

The negotiations on the recast of the Financial Regulation, with a proposal to make the use of a data-
mining tool mandatory as from 2027, have relaunched the debate on the voluntary use of the current
tool in a number of so-far reluctant Member States. The Commission also refers to its replies to
§6.58 to §6.63.
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I1l. COMMISSION REPLIES TO THE CONCLUSION

The Commission remains confident that the information regarding the risks at payment (1.9%)
presented in the 2022 AMPR is representative of the level of error at the time of payment. It is in
line with the levels reported in previous years®. The stability of the risk at payment is consistent with
the fact that most of the expenditure in 2022 still relates to the 2014 — 2020 programming period
and that rules, systems and implementing bodies have remained stable.

As regards the ECA’s conclusion that the Commission’s estimated risk at payment is significantly
below its range (§1.55), the Commission notes that this is due to the cohesion policy area, for which
the Commission does not share the ECA’s assessment on 18 individual errors.

> The Commission’s risk at payment was at 1.9% in 2021 and 2020.
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REPLIES OF THE EUROPEAN COMMISSION TO THE EUROPEAN
COURT OF AUDITORS’ 2022 ANNUAL REPORT CHAPTER 2:
BUDGETARY AND FINANCIAL MANAGEMENT

. THE COMMISSION REPLIES IN BRIEF

The Commission takes all necessary measures to ensure full and efficient implementation of
the EU budget in accordance with the existing financial and legal framework. The Commission
constantly monitors the implementation of the budget and the evolution of the outstanding
commitments, as well as the related underlying factors. It regularly informs the Council and the
European Parliament of the forecast needs (for a given year as well as for the following years) and
of the potential risks for the future and regularly presents and explains the state of play of budget
implementation. The main documents provided to that effect are: Working Document V attached to
the draft budget, the annual report on the long-term forecast on the future inflows and outflows of
the EU budget, which is part of the Integrated Financial and Accountability Reporting (IFAR), and
input documents for the interinstitutional meetings on payments.

2022 was the second year of implementation of the EU budget under the Multiannual Financial
Framework (MFF 2021-2027). As a result of the late adoption of the MFF Regulation
(17 December 2020) the legal acts of the new generation of programmes were only adopted in
2021. In addition, the prolonged impact of the COVID-19 crisis and the war in Ukraine required
placing a priority on the implementation of urgent rescue and recovery measures. The broader
crisis situation affected the start of certain activities and implementation steps (calls, selections,
contracting) and, consequently, payments. The Commission actively monitored budget
implementation and made appropriate changes or proposals in 2022, which ensured essentially the
full implementation of the voted appropriations, i.e. 99.3 % for commitments' and 99.9 % for
payments when taking into account both automatic and non-automatic carry overs’. In order to
achieve those results, the Commission presented proposals for amending budgets (five in total, of
which three amending the expenditure side of the budget), 23 proposals for budgetary transfers
and numerous autonomous transfers.

Total outstanding commitments (‘reste a liquider’ — RAL) amounted to EUR 452.2 bn at the end
of 2022 and, as expected, increased compared to the previous year (EUR 341.6 bn at the end of
2021). The main driver of that increase was the implementation of the non-repayable part of
NextGenerationEU (NGEU) contributing EUR 189.1 bn (42 %) to the total RAL at the end of 2022.
The NGEU assigned revenue will continue to contribute to a temporary increase of RAL as the
commitments are to be made until the end of 2023 and payments until 2026. The Commission
will continue proposing levels of payment appropriations that adequately meet payment needs
during the annual budgetary procedures. It will strive to make the best use of some far-reaching
simplifications adopted in the Common Provisions Regulation (CPR) (i.e. broader use of simplified
cost options) as well as of the several measures in place to coordinate the implementation of the
Recovery and Resilience Facility (RRF) and of cohesion policy funds.

As regards the increased risks and challenges for the EU budget associated with future financial
obligations in connection with the extraordinary events of the COVID pandemic and the Russia’s
war of aggression on the Ukraine, the Commission notes that contingent liabilities have increased
in recent years mainly due to budgetary guarantees provided to different implementing partners to

! As authorised by the art 12 of the Financial Regulation and/or new legal bases
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leverage external funds and increase the impact of the EU budget. The Commission is fully
transparent and treats contingent liabilities in line with international accounting standards.
Contingent liabilities are disclosed in the EU annual accounts and are assessed regularly. Thanks to
its robust corporate risk management and reporting framework, the Commission ensures an
effective oversight of the management of debt, asset and contingent liabilities in view of ensuring
sustainability of the EU budget.

The Commission continuously monitors the impact of inflation on the EU budget. Concerning
the risk for the EU budget associated with the high level of inflation the Commission acknowledges
that the unprecedented increase of inflation experienced in 2022 affects distinct types of
expenditures and programmes differently. The overall impact will, however, depend on actual
inflation outturn, which is currently difficult to estimate given forecast volatility. In the case of
administrative expenditure, the Commission has continued to respect the limit of 2 % for non-
salary related expenditure, on the basis of which the current MFF is programmed, by
reprioritisation, and has requested all other institutions to apply the same approach. With respect to
remuneration, the actual update rates to be applied in a given budgetary year are confirmed at
end-October, and as was done in 2022, the Commission will revise the requested amounts for the
budget and the draft budget, in line with this final figure, and in close cooperation with all
institutions.

ll. COMMISSION  REPLIES TO MAIN  ECA
OBSERVATIONS

1. Budgetary and financial management in 2022

EU budget implementation - commitments and payments
Use of commitment and payment appropriations

When analysing the final rates of the implementation of the EU budget, the Commission recalls
that, on top of the elements considered in the report in §2.3, there is a possibility to carry over to
the following year appropriations which were not implemented at year-end in cases allowed by the
Financial Regulation and/or by the new legal bases. The Commission carried over EUR 1.5 bn of
commitments and EUR 1.9 bn of payments to 2023 (special instruments included).

Start of the implementation of 2021-2027 shared management funds under the
Common Provisions Regulation by the Member States

Concerning the implementation of 2021-2027 cohesion policy programmes (§2.10 to 2.12), the
Commission continuously works with the Member States and monitors closely the progress in
implementing EU Funds. Regular monitoring committee meetings take place at least once per year
and a performance review is done annually. In addition, more formal events, technical meetings,
exchange of letters and other informal communication take place as needed. In case bottlenecks
are identified, the Commission works closely with the relevant authorities in order to resolve them,
with the help of various technical assistance tools.

Particular attention is paid to the implementation of the Just Transition Fund (JTF), due to the
timeframe to spend NextGenerationEU (NGEU) resources by the end of 2026. A large range of
actions has therefore been proposed for accelerating JTF delivery in addition to the existing support
tools.
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Use of ESI funds to react to the COVID pandemic and Russia’s war on Ukraine

Concerning its various emergency response initiatives (§2.3 to 2.17), the Commission recalls that
the last three years have been shaped by a series of ongoing crises — from the COVID-19 pandemic
to the war in Ukraine and its wider impact on energy prices. In response, the cohesion policy
legislative framework was revised several times. Each modification (through CRII(+), REACT-EU,
CARE(+), FAST-CARE and SAFE) provided more flexibility in the rules of cohesion policy, more
liquidity for Member States and regions to quickly finance urgent projects and simplification
allowing the funds to reach faster the people most in need and helping avoid even more negative
effects on people’s lives and economies of Member States and regions, in line with the strategic
goal of cohesion funding to strengthen economic, social and territorial cohesion.

Over 600 programme amendments have been carried out for cohesion policy programmes which
so far resulted in new financing (EUR 50.6 bn under REACT-EU), increased liquidity (almost EUR
30.6 bn?) and reallocation (EUR 24 bn under CRII/CRII+ and about EUR 1.3 bn under CARE). Further
increase of the prefinancing rate from the 2021-2027 period resulted in another EUR 3.5 bn being
disbursed (due to the increased pre-financing for all cohesion policy programmes under the
Investment for jobs and growth goal by 0.5 % in 2022 and 2023 under FAST-CARE). This has had a
positive effect on 2014-2020 absorption.

Implementation of NGEU and the RRF

As regards the progress in the implementation of NGEU (§2.18 to 2.22), the RRF Regulation is in
force since February 2021 and the first national Recovery and Resilience Plans were endorsed by
the Council in July 2021. Since this date, up to the end of 2022, the Commission has disbursed a
total of EUR 138.7 bn under the Facility, in both grants (EUR 93.5 bn) and loans (EUR 45.2 bn).
These funds support the Member States to implement reforms and investments and both foster
the recovery from the pandemic and build resilience against future shocks. Implementation of the
RRF and NGEU more generally is overall in line with expectations taking into account the adoption
date of the different Council Implementing Decisions.

Outstanding commitments

As regards the level of outstanding commitments (§2.23 to 2.26), the existence of RAL is a natural
result of the implementation rules adopted for each policy area by the legislative authority. The
increase of the level of outstanding commitments in 2022 as compared to 2021 was expected due
to implementation of the NGEU (non-repayable part) contributing 42 % to the overall RAL. The
Commission monitors the evolution in the level of outstanding commitments. The long-term
payment forecast of June 2023 provides an update, in absolute terms, of the amount of
outstanding payments and more importantly in relation to Gross National Income (GNI) evolution
projected for the coming years.

2. Risks and challenges

The exposure of the EU budget’s in 2022

The Commission concurs with ECA’s presentation of the total exposure of the EU budget at the end
of 2022 and the situation of the Common Provisioning Fund as of 31° of December 2022. The
Commission publishes annually the total annual exposure of the EU budget to the contingent

2Consisting of: EUR 7.6 bn in unrecovered pre-financing (CRIl) + EUR 12.9 bn from 100 % co-financing in
2020-2021 (CRII+) + EUR 6.6 bn from 100 % co-financing in 2021-2022 (CARE) + EUR 3.5 bn in increased
pre-financing from REACT-EU (CARE+).
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liabilities arising from financial assistance to Member States in line with Article 250 of the Financial
Regulation.

Financial risks associated with Russia’s war of aggression against Ukraine

Concerning the provisioning requirements linked to the Macro-Financial Assistance Plus (MFA+)
instrument against the risk of default (§2.44), the Commission underlines that the Financial
Regulation (Article 211(2)) foresees the possibility for a basic act to set out a specific method of
provisioning or otherwise backing a financial liability. In addition, due account should be taken of
the highly concessional terms of the loan with long repayment periods of MFA+ loans (up to 35
years, cf. Article 16(2) of Regulation (EU) 2022/2463), of the start of the repayment of the principal
not before 2033, of subsidized interest costs, as well as of the fact that MFA+ loans are being
provided by the EU to Ukraine as a country that is a candidate for membership of the EU. Under
specific and circumscribed circumstances, the use of the headroom represents an efficient method
for backing MFA+ loans given their specific features (including the total amount). It backs the full
amount of related financial liabilities, with the EU Member States being obliged to cover calls for
eventual losses up to the Own Resources Ceiling. This method is lean in administrative and
procedural terms compared to the alternative use of Member State guarantees.

Risks and challenges linked to inflation

The Commission concurs with the ECA’s observation (§2.50 to 2.57) that inflation above 2 %
negatively affects the purchasing power of the EU budget. However, it underlines that the overall
impact will depend on how different types of expenditure are affected.

The Commission also acknowledges that rising prices tend to lead to higher revenue from
traditional own resources and the Value-Added Tax (VAT) based own resource. However, whether
and to what extent this effect occurs also depends on the development of trade volumes and the
consumer behaviour, which must also be considered in a reliable forecast.

I1l. COMMISSION REPLIES TO THE
RECOMMENDATIONS

Recommendation 2.1 — Substantially reduce the level of
outstanding commitments

In the light of the high level of outstanding commitments which await payment from future EU
budgets, the Commission should identify ways to help member states accelerate the use of EU
funds, in particular of shared management funds under the Common Provisions Regulation, while
respecting sound financial management.

(Target implementation date: end of 2026)

The Commission accepts this recommendation.

The Commission already monitors the implementation of the budget and the evolution of the
overall level of outstanding commitments (RAL), as well as the related underlying factors. It

regularly informs the Council and the European Parliament of the forecast needs and potential risks
for the future. This information is included notably in the annual report on the long-term forecast
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on the future inflows and outflows of the EU budget, which is part of the Integrated Financial and
Accountability Reporting (IFAR) under Article 247 of the Financial Regulation.

The Commission will continue to propose adequate levels of payment appropriations in the
framework of the annual budgetary procedures in order to meet the payment needs, also in light of
the implementing rules for specific programmes and funds, as adopted by the co-legislators. The
Commission recalls that the adoption of the budget lies ultimately within the remit of the
budgetary authority.

Recommendation 2.2 — Assess the impact on the EU budget
of high inflation over several years

The Commission should assess the impact on the EU budget of high inflation continuing over
several years and identify tools to mitigate resulting key risks. In this regard, the Commission
should protect the EU budget’s ability to meet its legal and contractual commitments, such as
rising financing costs.

(Target implementation date: end of 2024)
The Commission accepts the recommendation.

The Commission will assess the impact of inflation on the EU budget in the context of the mid-term
review of the Multiannual Financial Framework. In that context, the Commission will seek to identify
specific tools to mitigate related risks, in particular those stemming from increasing financing
costs, noting that the EU budget already has the necessary safeguards to meet its legal and
contractual obligations.

Recommendation 2.3 — Sustainability of the EU budget’s
exposure

In the face of the EU budget’s increasing exposure from borrowing for additional payment needs,
such as those triggered by the COVID 19 pandemic and Russia’s war of aggression against
Ukraine, as well as from budgetary guarantees, the Commission should take any appropriate
actions needed to ensure that its risk mitigation tools, such as the common provisioning fund,
have sufficient capacity and make public its estimate of total annual exposure.

(Target implementation date: end of 2025)
The Commission partially accepts the recommendation.

The Commission highlights that, in light of the increasing importance of budgetary guarantees and
financial assistance programmes for the implementation of EU policies, it has enhanced in recent
years its risk management tools to deal with contingent liabilities. In particular, it established a
horizontal cross-Commission framework for the implementation and monitoring of such
programmes, with the Steering Committee on Contingent Liabilities at its heart. The ultimate
objective is to fully protect the EU budget from the unforeseen materialization of losses originating
from the budgetary guarantees or provisioned loan programmes.

The Commission provides annually an assessment of the budgetary sustainability of both
provisioned and unprovisioned contingent liabilities in the context of reports drawn up in
compliance with Articles 41(5) and 250 of the Financial Regulation. In the former, the Commission
already assesses every year whether the headroom is sufficient to deal with the annual exposure
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of unprovisioned exposures. In the latter, the Commission already assesses whether it has
sufficient provisioning for provisioned exposures and whether the provisioning rates are still
adequate. For provisioned exposures, the Commission considers that this is the relevant analysis to
monitor the risks. This approach is in line with the Financial Regulation and the Commission will
therefore not publish the total annual exposure.

The Commission will continue to assess the adequacy of its risk management system to the future
development in the risk profile and amount of both provisioned and unprovisioned contingent
liabilities.
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REPLIES OF THE EUROPEAN COMMISSION TO THE EUROPEAN
COURT OF AUDITORS’ 2022 ANNUAL REPORT CHAPTER 3:
GETTING RESULTS FROM THE EU BUDGET

Part 1 — Results of the ECA performance audits

The conclusions presented in Part 1 of Chapter 3 are derived from the ECA’s special reports that
were published in 2022. These special reports were subject to extensive clearing and adversarial
procedures, in line with the requirements of the Financial Regulation. The detailed Commission
replies reflecting the Commission’s position on the special reports and their related
recommendations have been published alongside the reports and are available to the public.

The Commission takes note of the ECA’s summaries of the European Parliament and Council
statements issued after the publication of the special reports issued in 2022 and listed in Part 1 of
Chapter 3.

The Commission underlines that the acceptance rate of the ECA’s recommendations as
reflected in Part 1 (§3.7) is generally very high, illustrating the Commission’s constructive
approach towards addressing the issues identified by the ECA. The Commission did not accept only
3% of the recommendations.

More specifically, the Commission would like to recall its position on several special reports referred
to by the ECA in part 1 of Chapter 3.

In relation to the ECA Special Report 19/2022 on the EU COVID-19 vaccine procurement (§3.14),
the Commission underlined in its replies that Europeans have seen the benefits of what EU
solidarity can achieve in health, especially with regard to the vaccines strategy to fight the COVID-
19 pandemic. The EU Vaccines Strategy presented by the Commission on 17 June 2020 aimed to
accelerate the development, manufacturing and deployment of COVID-19 vaccines. By working
together with the Member States, the Commission was able to secure the broadest portfolio of
vaccines in the world and ensure that all Member States - irrespective of their size - received them
at the same time. Although some countries were slightly faster at the beginning because they
operated in a different legal context, the EU achieved this success while remaining open to the
world by sharing vaccines. The Commission accepted both recommendations to create
pandemic procurement guidelines on the basis of lessons learned and to stress-test the EU’s
procurement approach for medical countermeasures.

In relation to the ECA Special Report 21/2022 on the Commission’s assessment of national
recovery and resilience plans (§3.15), the Commission recalled that it proactively worked with
all parties, and particularly with the Member States, to ensure a swift and ambitious reform and
investment agenda across the EU. The Commission engaged immediately after the publication of
its proposal for the RRF Regulation with the Member States, both to explain and discuss the legal
provisions, and to guide them in preparing their Recovery and Resilience Plans (RRPs). The
Commission also provided a specific response to the ECA special report as regards how
disbursement profiles were set and as regards the assessment of milestones and targets. The
Commission published in February 2023 its framework for assessing milestones and targets as
well as a methodology for the determination of payment suspensions under the Recovery and
Resilience Facility Regulation. The Commission fully accepted the six recommendations
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issued by the ECA, with the exception of one sub-recommendation 4 b) which it partially
accepted.

For ECA Special Report 9/2022 on climate spending in the 2014-2020 EU budget (§3.58), the
Commission noted in its replies that while acknowledging that its climate tracking methodology
used for the 2014-2020 MFF remains an approximation, it did not share the ECA’s view that
climate reporting is unreliable. Mainstreaming climate action in EU funds is a key tool to help
achieve the EU’s climate goals, one of the EU’s top priorities, as underscored by the European Green
Deal. The Commission has invested substantial resources into developing a sound methodology to
track and report on climate spending in the EU budget, benefiting from close exchanges and
cooperation with the European Parliament and the Council. The Commission is always pursuing
opportunities to improve its methodology, as outlined in the June 2021 Communication on the
Performance Framework for the EU budget. Many shortfalls have been addressed for the 2021-
2027 Multiannual Financial Framework (MFF), for example by moving to an “effect-based”
methodology for the 2021-2027 Multiannual Financial Framework (MFF) from an “intent-based”
methodology used for the 2014-2020 MFF. This ensures greater consistency in the attribution of
climate relevance across different programmes. The Commission accepted the three
recommendations on: the climate relevance of agricultural funding; enhancing climate reporting;
and linking the EU budget to climate and energy objectives. The Commission is currently working to
implement these recommendations.

Part 2 — ECA follow-up of the recommendations made in the
report on the performance of the EU budget — status at the
end of 2019

The Commission notes that out of the five recommendations from the annual report on the
performance of the EU budget - status at the end of 2019, three are assessed by the ECA as fully
implemented or implemented in most respect. For the two recommendations which are assessed as
implemented in some respect, the Commission would like to note the following:

With respect to recommendation 4 related to the presentation in the programme
statements of targets for indicators, the Commission would like to point out that the number
of indicators for which it has been able to present targets (and associated methodologies) has
greatly increased with the ongoing reporting cycle (linked to 2022 Annual Management and
Performance Report (AMPR) and the 2024 draft budget). This mostly reflects the establishment of
targets for those programmes (mostly under shared management, including Regional Policy, ESF+,
and EMFAF) for which the adoption of the basic acts had been delayed. The Commission estimates
that, at present, targets have been established for almost 70% of the universe of all key
performance indicators for the 2021-2027 programmes. This percentage is higher (close to 80%) if
one excludes from the relevant universe the indicators for those programmes that have started in
the course of the MFF (e.qg., the CAP, which started in 2023 and EU4Health), for which more time is
naturally needed, and those indicators (such as for InvestEU) which are established mostly for
monitoring purposes, and for which setting a target is not appropriate given the demand-driven
nature of the instruments.

With respect to recommendation 2 related to the reliability of performance information
presented in the programme statements and in the AMPR, the Commission has always
acknowledged that improving quality of performance information is a continuous effort. With
respect to the specific observations made, the Commission has established an action plan to
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address the recommendations of the Internal Audit Service (IAS)* that will ensure enhancements
both on the control framework and on the reporting as of the next reporting cycle. Some other
enhancements have already been introduced in the ongoing reporting cycle. The Commission has
for example streamlined reporting into a single document for each programme (the Programme
Performance Statement, replacing the Programme Statement and the Programme Performance
Overview), in order to enhance consistency, readability and accessibility of reporting. The
Commission has also invested significant resources in establishing a novel IT platform, based on
SAP-BPC, which subjects data encoded by DGs for the purpose of the central reporting to a battery
of business rules, thus minimizing inadvertent entry/coding errors.

Part 3 — ECA follow-up of the recommendations made in
special reports from 2019

Regarding the European Court of Auditors’ (ECA) recommendations addressed to the Commission
(§3.89-3.93), the Commission gives the utmost importance to the implementation of all
accepted recommendations. The Commission follows up on the implementation of the actions
that it committed to implement and that fall within its mandate. It cannot, however, be excluded
that the ECA assesses recommendations as partially implemented when the Commission considers
them fully implemented.

More in detail, in relation to the proportion of recommendations fully accepted (§3.85 — 3.88), the
level of recommendations not accepted by the Commission in 2019 remains stable compared to
2018 (around seven percent of the recommendations issued). As regards non-acceptance or
partial acceptance of recommendations, this can have several reasons. These cover for
instance (i) the limits entailed by the existing regulatory framework and/or the difficulty to pre-
empt future EU legislation, (ii) the remit of roles and competences (including responsibility and
accountability arrangements) between different EU Institutions, bodies, Member States and
stakeholders, (iii) the complementarity with policies, legislation and programmes, (iv) The
Commission’s assessment of the feasibility of the recommendations and/or the resources and
timing implications.

Regarding the correlation between the level of implementation and the auditees’
acceptance (§3.101), in its official replies published together with the corresponding ECA reports,
the Commission provided justifications for all cases where it considered that it could not commit to
implement specific recommendations, or parts of them. It is therefore understandable that the vast
majority of the recommendations which the Commission could not initially accept have eventually
not been implemented (83 percent (figure 3.13)). Likewise, as the level of partial acceptance of
recommendations increased for the year 2019 compared to 2018 (Figure 3.7 and figure 3.13) this
will typically lead to an increase in the ECA assessment ‘implemented in some respect’ (§3.90). The
ECA indeed assesses the level of implementation against the recommendation it formulated,
independently from whether or not it was fully accepted by the Commission. The Commission, on
the other hand, assesses the level of implementation against the commitment it undertook in the
replies to special reports. The Commission furthermore notes that in some cases, the full
implementation of recommendations may also depend on actions or measures that fall within the
remit of other entities.

Concerning the timely implementation of recommendations (§3.99-3.100), the timeliness of
the follow-up actions is also to be seen in conjunction with the acceptance of the ECA’s
recommendations. The Commission is fully committed to implement all accepted recommendations

Y|AS audit report on the Commission’s control system in relation to the reliability of performance information
on EU financial programmes




390

within the timeframes set-up in the ECA’s special reports. This is however not applicable for
recommendations which the Commission did not accept in the first place, for the reasons set out in
the published replies to the concerned special report.

In addition, in some cases, the follow-up actions may require more time than initially expected due
to the complexity of the measures, legislative or policy-related developments, resources
constraints, external factors, or to the need to involve other institutions or entities. The fact that a
recommendation is not fully implemented by the initial expected completion date does not entail
that this recommendation will not be implemented thereafter. Evolving circumstances, or changes
in the policy or political context, may typically lead to a reprioritisation of actions. In that context,
the COVID-pandemic has led many Commission services to redefine and adjust priorities in the
course of 2020 and 2021.
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Annex — Follow-up of 2019 special report recommendations
— European Commission

Special Report 02/2019: Chemical hazards in our food: EU food safety policy protects us
but faces challenges

Reply to recommendation la, paragraph 73: The ECA’s recommendation to “assess potential
changes to the legislation governing chemical hazards in light of the capacity to apply it
consistently” was fully implemented by the Commission through the REFIT exercise and the Farm to
Fork Strategy. To show that the recommendation is not only implemented through a one-off action
but also through continuous supervision and measures, the Commission Directorate-General for
Health and Food Safety (DG SANTE) points to pesticides and Food Contact Materials as examples.
The complete list of ongoing and planned evaluations and fitness checks is updated annually in DG
SANTE’s Management Plan.

Special Report 04/2019: The control system for organic products has improved, but some
challenges remain"

Reply to recommendation 2c, paragraph 97: The Commission considers this recommendation as
fully implemented. The Commission has discussed a working paper (12.06.2023) with the Member
States giving guidance on physical checks, specifically sampling and laboratory analysis, of
consignments from third countries prior to release for free circulation in the European Union. The
final version, incorporating comments received, will be distributed in the course of the month of
June 2023.

Reply to recommendation 3a, paragraph 98: The Commission considers this recommendation as
fully implemented. The Commission carries out systematically traceability checks on products
certified by Control Bodies (CB) in different Member States, often involving ingredients produced in
third countries. This exercise is mainly used as a tool by the Commission to carry out its control
tasks. The withdrawal of five CBs from India and one from Argentina show that the Commission is
using traceability exercises effectively to carry out its control tasks on the CB. Moreover, the
Commission Directorate-General for Health and Food Safety (DG SANTE) carries out such exercises
during audits to verify if the Member States or the third country or CB maintain control over the
whole chain. The results of traceability exercises will also be integrated in the audit plan to better
target CB and focus on their possible shortcomings.

Reply to recommendation 3b, paragraph 98: The Commission considers this recommendation as
fully implemented. The Commission envisages to continue in the course of 2023 analysing in close
cooperation with Member States the results of traceability exercise and working on identifying and
implementing corrective actions.

Reply to recommendation 3c, paragraph 98: The recommendation implementation is on-going. The
system has been working effectively in the Member States since January 2023 and will be
extended to third countries as of 2024.

Special Report 05/2019 FEAD-Fund for European Aid to the Most Deprived: Valuable
support but its contribution to reducing poverty is not yet established

Reply to recommendation 1c, paragraph 61: The Commission accepted this recommendation
partially, i.e. it accepted the part concerning the setting out of the intervention logic. The
Commission considers this part implemented, as acknowledged by the ECA analysis. The
Commission did not consider that setting quantified targets in the programmes for operations in
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question would be meaningful. It considered that Member States should have flexibility to address
over time different target groups or complement national policies with different instruments.
Moreover, it may also not be proportionate, in view of the efforts needed by beneficiaries working
with volunteers, and in order to respect the dignity of end recipients.

SR 06/2019 Tackling fraud in EU cohesion spending: managing authorities need to
strengthen detection, response and coordination

Reply to recommendation 1b, paragraph 80: The Commission notes that the ECA's recommendation
does not fix an obligation of result for the Commission (all managing authorities / Member States
to have an anti-fraud strategy in place) but recommends taking steps to require Member States’
authorities to adopt such strategies. The Commission took a number of such steps (such as the
OLAF’s recommendation in the 30th and subsequent Annual reports on the protection of the EU's
financial interests that Member States should adopt a national anti-fraud strategy; the workshop
on Anti-fraud strategies and the regions held on 13 October 2020 with the participation of,
amongst others, Transparency International EU and the Members of the European Parliament; or
the Commission recommendations to adopt anti-fraud policies in the context of the negotiation of
the new programmes for the 2021-2027 programming period). Furthermore, the Commission has
proposed to make national anti-fraud strategies mandatory in the framework of the current recast
of the Financial Regulation. The Commission therefore considers that it has implemented the ECA’s
recommendation in most respects.

Reply to recommendation 3b, paragraph 87: The Commission underlines that the “EU Funds Anti-
Fraud Knowledge & Resource Centre” goes beyond the content of the electronic data-exchange
system. In particular, it contains the “Library of Good practices and Case studies” and eight video
modules addressed to practitioners and focused on prevention and detection of fraud and
corruption in EU funds. Furthermore, the Commission is carrying out regular 4-day anti-fraud
trainings that are addressed to the national authorities dealing with Cohesion policy funds. It has
also launched regular courses on Integrity Pacts. The trainings include updated presentations, case
studies and good practices that REGIO is making available also by publishing them on ec.europa.eu
website. The Commission's “Guidance on the avoidance and management of conflicts of interest
under the Financial Regulation” of 9 April 2021 is also based on case studies and good practices.

The Commission informed the Member States that the already existing guidance notes issued with
reference to the programming period 2014-2020 are to be considered applicable by analogy in the
2021-2027 programming period. Therefore, the Commission considers that this recommendation is
fully implemented.

Reply to recommendation 3c, paragraph 87: The European Anti-Fraud Office (OLAF) has completed
its analysis of the level of reporting of irreqularities (fraudulent and non-fraudulent) for all Member
States at the level of Operational Programmes. The analysis offers a new level of insight into the
irreqularities detected and reported by the Member States. Furthermore, the country factsheets
contained in the 2022 ‘Annual Report on the Protection of the European Union’s financial interests
and the Fight against fraud’ (PIF Report) have been updated to include an overview of all
authorities dealing with the protection of the EU's financial interests in the ESIF area external to its
management and control system. These new ‘"products’ represent the country profiles. The
Commission considers that recommendation 3c is fully implemented.

Reply to recommendation 4a, paragraph 89: OLAF keeps monitoring the implementation of the
reporting obligations. The 31st and 32nd PIF Reports contained specific recommendations and
analyses in this regard. OLAF is addressing specific issues on reporting (including about suspected
fraud) on bilateral bases and will launch a targeted review in cooperation with the MS experts of
the "Handbook on irregularities reporting” in the last quarter of 2023. On the reporting of suspicions
of fraud, there is a systemic problem linked to the communication between prosecution services
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and reporting authorities in the Member States. As foreseen by Regulation (EU) N. 2021/1060
(Annex XII, paragraph 1.5) on the reporting obligations, where “national provisions provide for the
confidentiality of investigations, only information subject to the authorisation of the competent
tribunal, court or other body in accordance with national rules may be reported”.

Despite these issues, in comparison to the programming period 2007-13, the fraud detection rate
reported in the latest PIF Report in relation to the cohesion policy has increased, even if this is
mainly due to a limited number of Member States.

The Commission is also addressing issues about completeness and quality of the reporting in the
framework of the 2023 round of the annual coordination meetings. Irregularity Management
System (IMS) has been fully developed for the reporting of the irregularities linked to the period
2021-2027 and needs no further adaptation in this respect. Further developments are nonetheless
foreseen to maintain the performance of the system and improve the users' experience. These
developments have no direct impact on the respect of the reporting obligation by the Member
States. The Commission considers this recommendation as fully implemented.

Reply to recommendation 4b, paragraph 89: The Commission has repeatedly encouraged Member
State authorities to systematically assess the horizontal implication of suspected fraud identified
at programme level, as provided in section 4.4 of the guidance note on fraud risk assessment.

The Commission has informed of this requirement all Audit Authorities during the Technical
Meeting in 2019 and all Member State delegations during the Expert group on European Structural
and Investment Funds (EGESIF) meeting of 2020. Furthermore, the Commission has introduced a
point on fraud risk assessment to the standard agenda of all Annual Coordination Meetings with
the Audit Authorities taking place in 2022. Finally, the Commission also refers to recent
explanations provided to the programme authorities on how to implement risk-based management
verifications in the 2021 - 2027 period. In their review of the risk assessment, management
authorities are systematically invited to reflect on risks identified and to take them into account in
the implementation of their management and control systems and for the purposes of their
management verifications. This presents a significant change with respect to the current approach
of systematic controls which by nature do not focus on any specific risks identified. With all these
actions, the Commission considers that it has fully implemented recommendation 4b.

Reply to recommendation 5, paragraph 91: The Commission has encouraged Anti-Fraud
Coordination Services to expand their role of coordination with managing authorities and to liaise
with all national bodies involved with auditing, investigating and prosecuting suspected fraud. As a
result, the Commission considers this recommendation fully implemented. Further clarification on
the functions of the Anti-Fraud Coordination Services goes beyond the original recommendation
and therefore beyond the Commission’s commitment to implement it.

Special Report 07/2019: EU actions for cross-border healthcare: significant ambitions
but improved management required

Reply to recommendation 3, paragraph 72: A number of deliverables are expected by the end of
2023 feeding into the consultation and reflection process that could be initiated by the end 2023,
meeting the target implementation date.

Special Report 08/2019: Wind and solar power for electricity generation: significant
action needed if EU targets to be met

Reply to recommendation 5a, paragraph 87: The Commission took action in the broader context of
the Energy Union Governance, in relation to the National Energy and Climate Plans. In that respect,
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the Commission considers that it took the action it had committed and therefore considers the
recommendation as implemented to the extent of what was accepted.

The infrastructure gaps assessment is done at a national level through the national infrastructure
development plans and at EU level, in a centralised manner, at the moment of the TYNDP for all
Member States. This work also underpins assessments used under the Governance Regulation
(NECPs) and the European Semester process where also interactions with stakeholders allows to
pinpoint specific issues as regards grid reinforcement. The Commission notes that, due to the need
to massively deploy renewable energy, all Member States are facing this issue. Furthermore, the
revised TEN-E Regulation specifically now includes Article 13 on infrastructure gaps analysis.

Reply to recommendation 5b, paragraph 87: The Commission took action in the broader context of
the Energy Union Governance. The Commission interacts with Member States and provides advice
through the High-level groups and the Trans-European Networks for Energy (TEN-E) Regional
groups. This is in addition to the European Semester process and the National energy and climate
plans (NECPs). The Commission has intensified contacts and support for Member States following
the Repower EU Plan and has set-up the platform for national competent authorities in charge of
permitting.

Reply to recommendation 5c, paragraph 87: The Commission highlighted to Member States the
various options for funding for the grid and interconnectors in several instances. For the
programming period 2021-27, an amount of EUR 4.3 Billion European Regional Development Fund
(ERDF)/ Cohesion Fund (CF) is planned to be invested by Member States into smart energy systems
and related storage, which includes power grids and interconnectors. This is a substantial increase
from the 2014-2020 programming period in which EUR 1.9 billion was invested into power grids
and storage. Thus, the Commission considers that this recommendation is implemented in most
respects, albeit with a delayed follow-up action.

Special Report 09/2019: EU support to Morocco - Limited results so far

Reply to recommendation 2(ii) and 2(iii), paragraph 101: The Commission would like to highlight
that the deadline for implementation of actions was set as “by the end of 2020” by the ECA before
the pandemic; the health crisis has affected significantly the implementation of the action plan,
despite the efforts made by the Commission to implement all the actions related to the accepted
recommendations.

Reply to recommendation 4 (i) and (iii), paragraph 103: The Commission did initially not accept the
recommendation and therefore did not follow up on this recommendation.

Reply to recommendation 4 (ii) paragraph 103: The Commission did not accept this
recommendation, as it considered that the funds had been disbursed on the basis of reliable
evidence that targets had been achieved, according to standard practice. During the audit, it was
not agreed that an update of the budget support guidelines should take place. The Commission
adds that updates to the templates for action documents and appendix to budget support were
made, which reflect some methodological comments (i.e increased attention to the credibility of the
sources of verification). Building on the trainings and guidance material updated in 2021, the
Commission reviews the underlying evidence supporting the performance data provided by partner
countries and makes sure that additional checks are performed, where necessary.

Reply to recommendation 5 (i), paragraph 104: This recommendation was partially accepted by the
Commission. Given the exceptional Covid-19 crisis and the restrictions on movement imposed at
both national and international levels, the Commission considered carefully the relevance of field
visits, based on (often) fluctuating conditions. As a result, field visits took place only when possible.
The Commission considers the agreed part of the recommendation fully implemented.
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Reply to recommendation 6, paragraph 106: The Commission partially accepted this
recommendation. The Commission strives to follow a strategic approach on communication, with
focus on some specific sectors as mentioned above. The Commission considers the agreed part of
the recommendation fully implemented.

Special Report 10/2019: EU-wide stress tests for banks: unparalleled amount of
information on banks provided but greater coordination and focus on risks needed

Reply to recommendation 5, paragraph 113: In its original reply to the Special Report No 10/2019,
the Commission committed to again review the operation of the European Supervisory Authorities
(ESAs) and determine whether further improvements to the governance of the European Banking
Authority (EBA) would be warranted, based upon the outcome of that review. In 2022, the
Commission reviewed the operation of the ESAs (COM (2022)228 final) but concluded that not
enough time had passed since the latest changes began to apply in practice to determine whether
further amendments were warranted. The consultation feedback clearly showed that stakeholders
did not overall support further legislative changes. Therefore, following the 2022 review of the
ESAs founding regulations, the Commission refrained from proposing further changes.

The Commission believes that the recommendation has been implemented in most respects and
certainly to the extent the Commission originally committed. In addition, the successive stress tests
carried out by EBA have been characterised by increased levels of severity of testing parameters
and hence increased credibility of the testing outcome.

The governance structure will continue to be in the scope of any future review of the operation of
the ESAs. Based upon the outcome of these future reviews, the Commission will determine whether
further improvements to the governance of the EBA would be warranted.

Special Report 13/2019: The ethical frameworks of the audited EU institutions: scope for
improvement

Reply to recommendation 2 (3), paragraph 89: The Commission has made a proposal on 8 June
20232 for an agreement between all institutions and advisory bodies listed in Article 13 TEU which
aims to establish an interinstitutional EU Ethics Body which should develop common standards for,
amongst others, declarations of interests and assets by members of all institutions and advisory
bodies (see Article 7(2) and (3) of the proposed agreement).

The Commission has therefore formally offered to the other institutions to work together on this
topic. The next steps are now in the hands of the other institutions (incl. the Court of Auditors) to
accept starting such negotiations and then to find an agreement on the proposal.

The Commission has therefore implemented the recommendation by making a formal proposal to
all institutions to set up a body which would develop common standards for such declarations as
well as for the procedures to check these declarations. Special Report 16/2019: European
Environmental Economic Accounts: usefulness for policymakers can be improved

2 https://ec.europa.eu/commission/presscorner/detail/en/IP_23_3106
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Reply to recommendation 2(b), paragraph 60: The preparatory work for the Commission proposal
(COM/2022/329 final) took place between January 2020 and March 2022. The statistical office of
the European Union (Eurostat), which led this Commission initiative, consulted the relevant
Commission departments about their specific policy data needs throughout the preparation process
and at several levels, including: the annual strategic discussions at senior management level
(‘Hearings’) between Eurostat, DG Environment and DG Climate Action that took place in 2020 and
2021; bilateral consultations at technical level; participation of DGs in Eurostat expert group
meetings with Member States in 2020 and 2021; and the formal Commission inter-service
consultation in March 2022.

Special Report 17/2019: Centrally managed EU interventions for venture capital: in need
of more direction

Reply to recommendation 1(a), paragraph 113: The Commission considers all the elements that the
Commission accepted as fully implemented. The Commission draws attention in this respect to i)
the relevant legislative proposal (COM(2020) 403 final), including the associated impact
assessment, detailing financing gaps in various InvestEU target sectors, and sometimes even sub-
sectors, broken down by instrument, ii) the information provided regularly by the EIB and the EIF as
well as the internally collected data and surveys, and iii) the implications of providing extensive
market analyses in scoreboards at the level of each project. The impact assessment is conducted
ex-ante by the Commission before adopting a legislative proposal, except in cases of urgency, not
ex-post.

Reply to recommendation 2(a), paragraph 116: The Commission considers all the elements that the
Commission accepted as fully implemented. The follow-up by ECA focused only on InvestEU, while
the Commission has undertaken numerous steps to support less developed venture capital markets
also under other initiatives and policies, exactly as described in its original reply to the
recommendation. As a result, ECA was invited to consider all the relevant legislative and financial
measures (including under RRF, the Capital Markets Union and the cohesion policy) that support
less developed venture capital markets, also outside the InvestEU programme.

Reply to recommendation 2(b), paragraph 116: The Commission considers all the elements that the
Commission accepted as fully implemented. One of the key performance and monitoring indicators
is the amount of private finance mobilised by the InvestEU Fund. In that respect, there has been a
positive change as the participation of public financial institutions, participating from their own
capital in funding rounds, can no longer be considered as a private investment. In addition, the
guarantee agreements concluded to implement the InvestEU Fund contain provisions on the
multiplier and leverage effect as well as on the private financing mobilised to monitor the achieved
results.

Reply to recommendation 2(c), paragraph 116: The Commission considers it has implemented this
recommendation. The InvestEU Guarantee Agreements do contain provisions concerning secondary
sales of equity fund investments.

Reply to recommendation 2(d), paragraph 116: The Commission considers it has implemented this
recommendation. Contrary to the ECA’s conclusion, the Commission points out that the European
Scale-up Action for Risk Capital mechanism (ESCALAR) indeed provides for asymmetric risk sharing,
as when the fund performs well, ESCALAR shares are remunerated with a so-called hurdle rate and
the excess profits are for the benefit for the private investors. In this case, therefore, the latter’s
profits will not be commensurate to their risk.
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Reply to recommendation 3(b), paragraph 121: The Commission considers it has implemented this
recommendation. As stated in the Commission response to the recommendation, the Commission
engaged with the European Investment Fund (EIF) who presented its deal allocation policy, and the
recommendation was therefore already implemented at the time of the publication of the ECA
report. Specifically under InvestEU, the EIF is required under the Guarantee Agreement to apply the
EIF allocation policy to InvestEU operations.

Reply to recommendation 3(c), paragraph 121: The Commission considers that has implemented
this recommendation. The Call for Expression of Interest published by the EIF regarding the
InvestEU Equity Product refers to the identification of suitable and achievable exit routes for
targeted investments as an item to be taken into consideration in the EIF's commercial assessment
of the intermediaries’ application. At the time of the investment, exit routes cannot and should not
be predetermined. Potential exit routes should be assessed, but the outcome should not be set, as
it depends on the return of the investment, business growth and market conditions at the time of
exit.

Special Report 19/2019 INEA: benefits delivered but CEF shortcomings to be addressed

Reply to recommendation 2(b), paragraph 84: The Commission makes a clear distinction between
the KPIs related to the performance of the Agency (established following discussion among the
agency, its parent DGs), and the KPIs measuring programme results. The later include indicators
such as implementation and absorption of funds and should not be used as agency KPIs given that
they are already reported in Programme Statements, in the evaluation of the delegated EU
programmes and sometimes in the Annual Activity Reports of the parent DGs.

Reply to recommendation 5(a), paragraph 89: The Regulation, Part | of the Annex defines a
performance framework to monitor the programme closely and measure notably the extent to
which the programme’s general and specific objectives have been achieved. In addition, sectorial
intervention logics are currently being developed, in order to reinforce this framework.

Reply to recommendation 5(b), paragraph 89: Trans-European Network infrastructure projects are
often Global Projects of which only certain elements are supported by Connecting Europe Facility
(CEF); other parts being financed by other means. Results indicators of such projects (such as
reduction of CO2 emissions, travel time savings) can only be measured in the long term, after the
completion of the project. The Commission envisages to capture these results through dedicated
ex-post assessments.

Special Report 21/2019: Addressing antimicrobial resistance: progress in the animal
sector, but this health threat remains a challenge for the EU

Reply to recommendation 3(a), paragraph 75: The Commission carried out a case of study related
to Antimicrobial Resistance in the third quarter of 2022. The case of study provides elements and
lines to take to keep working on this domain.

Special Report 22/2019: EU requirements for national budgetary frameworks: need to
further strengthen them and to better monitor their application
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Reply to recommendation 2, paragraph 101: The Commission has in the meantime tabled
legislative proposals to reform economic governance (on 26 April 2023). The proposed
amendments to the Directive form a package with a proposed new Regulation on the preventive
arm and proposed amendments to the Regulation on the corrective arm which together
significantly strengthen IFIs (including regarding ECA findings in paragraph 36 inasmuch as this can
be regulated in a Directive) and medium-term budgeting in the EU, in particular regarding
bindingness, monitoring and possible updates. In particular, the proposed new legislation
strengthens independent fiscal institutions via article 22 preventive arm, articles 2, 3 and 10
corrective arm, and new article 8 of the Directive and medium-term orientation mainly via articles
9 to 12 of the preventive arm regulation and articles 9 and 10 of the amended Directive. The
Commission considers that this recommendation is implemented.

Reply to recommendation 4(d), paragraph 105: The Commission has prepared a note on the
implementation checks for Medium-term budgetary frameworks which was undertaken in 2022.
Some of the findings will be also published in an ECFIN discussion paper. For 2023, implementation
checks on international financial institutions (IFls) have been started.

Special Report 23/2019: Farmers’ income stabilisation: comprehensive set of
tools, but low uptake of instruments and overcompensation need to be tackled

Reply to recommendation 2(b), paragraph 88: The Commission considers it has fully implemented
the part of the recommendation it did accept. The Commission did not accept the part of the
recommendation to collect information on the specific indicators such as area and capital insured.
Due to strong reservations by Member States about the potential associated administrative burden
thereof, Commission Implementing Regulation (EU) 2022/1475 is limited to variables that are
strictly related to the management of CAP payments. Evaluations might allow providing more
information on risk management tools implemented by Member States.

Reply to recommendation 3(a), paragraph 90: The Commission considers it has fully implemented
the part of the recommendation it did accept. The Commission did not accept the part of the
recommendation to define ex-ante objective market and economic parameters and criteria
triggering exceptional measures as it would contradict the essence of the measure by impairing its
aim: addressing catastrophic risks, usually sudden and unforeseeable.

Reply to recommendation 4(b), paragraph 91: The Commission considers it has fully implemented
the recommendation. As regards the use of exceptional measures and considering that the audit
focussed on those in the fruit and vegetables sector following the “Russian ban”, the Commission
has undertaken its follow-up actions within this framework. It has first of all carried out an
assessment of the practicalities of setting aid rates below 100 % and requiring significant co-
financing when Member States play a large role in defining key elements of support schemes. The
assessment showed that the Commission has not been empowered by the co-legislators to deviate
from the 100% support of eligible costs for free distribution in fruit and vegetables sector as this
criterion is set in Regulations (EU) 1308/2013 and (EU) 2021/2115 (while the overall support is
limited to 5 % of the value of marketed production of the producer organisation). The Commission
has not been empowered, either, to set any co-financing rate of Member States for these sectoral
programmes which public support is 100% EU financed. As a second step, the Commission
amended the secondary legislation in the fruit and vegetables sector. In order to avoid any risk of
overcompensation, the Commission has adopted Regulations (EU) 2020/743, (EU) 2022/1863 and
(EU) 2022/2513 as regards rules applicable to the Common Market Organisation (CMO) for fruit
and vegetables aid scheme as well as Regulations (EU) 2022/126 and (EU) 2023/330 as regards
rules applicable to the CAP Strateqic Plans sectoral interventions in the fruit and vegetables sector.
In addition, under Regulation (EU) 2021/2115, this approach applies to the olive oil and table olive
sector and other sectors as referred to in Article 42(f) of that Regulation since recognised producer
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organisations of these sectors implement approved operational programmes as in the fruit and
vegetables sector.
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REPLIES OF THE EUROPEAN BANKING AUTHORITY TO THE EUROPEAN COURT OF AUDITORS’ 2022
ANNUAL REPORT ANNEX 3.3: Follow-up of 2019 special report recommendations — Other auditees

Recommendation 1(1)

The EBA would like to add that it performs quality assurance calls and collects quality assurance
feedback in two separate cycles. The Authority reports to its Board of Supervisors on the results of
quality assurance activities.

Recommendation 2

The EBA would like to point out that that some top-down elements have already been introduced in
the 2023 EU-wide stress test, for example, the net fees and commission income projections are now
projected in a top-down manner.

Recommendation 3

It is the Authority’s view that the recommendation has been implemented “in most respects” taking
into the account the increased coverage of banks from 50 to 70 (from 70% to 75% in terms of EU
banking assets). We would like to add that such an increase by 5 ppt of the banking assets coverage
required to increase the sample by 40%, which represents a substantial additional burden for all
stakeholders and merits due consideration from a proportionality perspective. The criteria to include
banks in the sample is based on objective criteria and includes the countries that the ECA perceives as
vulnerable.

Recommendation 6 (1)

Itis the Authority’s view that the recommendation has been implemented “in most respects”. The EBA
has included the banks’ institution-specific minimum capital requirements in the information it
publishes and presents the results in a way that enables users to put the results into perspective (e.g.,
grouping results by country, indirectly by the stress level banks were exposed to, and by type and size
of bank).

Recommendation 6 (2)

Itis the Authority’s view that the recommendation has been implemented “in most respects”. The EBA
has made assertions about the resilience of the EU financial system as a whole in comparison to the
previous stress test and indicates which are the main factors having an impact on the resilience as
requested by the Recommendation.
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REPLIES OF FRONTEX TO THE EUROPEAN COURT OF AUDITORS’ 2022
ANNUAL REPORT CHAPTER 3: GETTING RESULTS FROM THE EU BUDGET

Annex 3.3. The Agency would like to kindly indicate that the Recommendation 6a) of
the Special Report 24/2019, in the parts for which Frontex was responsible, has been

fully and timely implemented by Frontex.

B8 Electronically signed on 03/07/2023 14:26 (UTC+02) in accordance with Article 11 of Commission Decision (EU) 2021/2121
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REPLIES OF THE EUROPEAN COMMISSION TO THE EUROPEAN
COURT OF AUDITORS’ 2022 ANNUAL REPORT CHAPTER 4:
REVENUE

. THE COMMISSION REPLIES IN BRIEF

The Commission welcomes that the European Court of Auditors (ECA) considers revenue continues
to be free of material error and that revenue-related systems it examined were generally
effective. The Commission will follow-up on the issues identified by the ECA.

As regards the Value Added Tax (VAT)-based own resource, the Commission will include the
recommendations in its ongoing revision of the administrative procedures applicable to the
inspection work for this particular own resource. The revision is also needed as the legal framework
for the VAT-based own resource has changed towards a significant simplification from the financial
year 2021 onwards. The Commission intends to complete this work by mid-2024.

As regards Traditional Own Resources (TOR), the Commission will continue the monitoring of
TOR open points and the reassessment of write-off cases not subject to a legal deadline.
Furthermore, the Commission will recalculate the TOR losses attributable to all Member States in
line with the judgment from the Court of Justice of the European Union (CJEU) C-213/19 against
the United Kingdom.

Regarding Gross National Income (GNI) data used for own resource purposes, the Commission
welcomes the ECA’s recent special report (No 25/2022) which covered the 2016-2019 GNI
verification cycle and which the ECA refers to in the annual report, and the conclusions that the GNI
verification process was overall effective. Eurostat has prepared an action plan to address the ECA
recommendations, including further prioritisation and documentation of its verifications, with the
view to implementing them by 2025, at the start of the verification cycle following the 2020-2024
cycle.

The Commission also attaches great importance to the close monitoring of the timeliness of
submission, by the Member States, of the work on GNI reservations. The Commission has put in
place a system of monitoring of Member States’ compliance with the legal requirements.
Addressing and verifying GNI reservations is a complex and time-consuming process, involving
intensive exchanges of information, that may in some cases exceed the internal objective of lifting
the reservations within one year.

ll. COMMISSION  REPLIES TO  MAIN  ECA
OBSERVATIONS

1. Examination of elements of internal control systems
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Member States’ accounting and management of TOR

Reply to Box 4.1

Significant amounts omitted from the Belgian TOR statements of duties collected due to
an error belatedly detected

The Commission will follow-up on the weaknesses identified by the ECA in the Belgian customs
authorities’ IT system and internal controls of “globalized” import declarations, which related to the
specific case detected by the Belgian authorities themselves. The first Commission letter was sent
to the Belgian authorities on 17 May 2023. The Commission will further monitor the situation in the
framework of future TOR inspections to Belgium.

Reply to Box 4.2

Administrative delays in establishing, notifying and recovering customs debts after
carrying out post-release controls in Poland

The Commission will follow-up on the ECA findings of administrative delays in establishing,
notifying and recovering customs debts after carrying post-release controls in Poland for specific
cases, and on the related process of streamlining administrative procedures. The Commission will
further monitor the situation in the framework of future TOR inspections to Poland.

Concerning the reliability of the TOR statements in the Netherlands (§ 4.13), the Commission will
follow-up on the ECA findings. In particular a dedicated TOR inspection will be held in the
Netherlands in June 2023 to analyse the new IT system aiming to ensure an automated
compilation of the TOR statements.

Customs debt write-off cases

Concerning customs debt write-off cases (§ 4.15), as regards outstanding cases of Member States’
write-offs for which the Commission’s reassessment had not yet been finalised at the end of 2022,
the number of 59 outstanding reassessment requests referred to by the ECA, which are not subject
to a legal deadline, has already been reduced to 13 by 1 June 2023.

VAT reservations and TOR open points

As regards the follow-up of TOR open points (§ 4.18), the Commission understands the ECA’s
position on the prioritization of TOR open points according to their significance. However, the
Commission already informed the ECA in 2019 that, in the vast majority of cases, the correct
amounts at stake cannot be immediately determined pending additional information to be provided
by Member States. Notwithstanding, the Commission reiterates its commitment that any finding -
irrespective of its qualitative and quantitative nature - will be timely followed-up.

VAT reservations related to non-application of the VAT Directive

Concerning infringement procedures (§ 4.19 and § 4.20), the Commission attaches great
importance to their timely handling, including those related to the incorrect application of the VAT
Directive. The Commission has a clear set of rules in place for the management of all infringement
procedures. These include internal benchmarks to measure the time taken to handle infringement
procedures, which aim to ensure an efficient and timely handling. The Commission remains
committed to take timely action to ensure proper application of the VAT Directive.
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Concerning the specific case mentioned by the ECA in §4.19, it should be noted that the Member
State has now provided explanations on the methodology, sources, and compensation calculations,
and also replied to the outstanding questions raised at the previous inspection. The country
submitted calculations for the years 2009-2021 using the same methodology. The national
authorities provided supporting evidence demonstrating that there had been no negative impact on
the VAT-based own resource during the period in question. The outstanding reservation has been
lifted in the latest inspection report.

Concerning § 4.20, the ECA bases its assessment on a Commission Staff Working Document (SWD)
published in 2016 the first time. The Commission did not launch any infringement procedure based
on the information in the SWD. The Commission sets a reservation if an infringement has been
launched or after the issue has been examined together with the Member State, and disagreement
has been established.

GNI data compilation

In relation to ECA’s special report on the 2016-2019 GNI verification cycle (§ 4.21), the Commission
welcomes the report and the conclusions that the GNI verification process was overall effective.
Eurostat has prepared an action plan to address the recommendations made by the ECA, including
further prioritisation and documentation of its verifications, with the view to implementing them by
2025, at the start of the verification cycle following the 2020-2024 cycle.

GNI reservations

Concerning the monitoring of GNI reservations (§ 4.22 and § 4.23), the Commission attaches great
importance to the close monitoring of the timeliness of submission, by the Member States, of the
work on GNI reservations. The Commission has put in place a system of monitoring of Member
States’ compliance with the legal requirements and informs the stakeholders on the state of play
of reservations in a transparent manner. The Commission reiterates that it continuously follows up
the progress of the work on GNI reservations and sends reminders and non-compliance letters
where needed. Addressing and verifying GNI reservations is a complex process that involves
intensive exchanges of information. Therefore, it is not always feasible to meet the internal
objective of lifting the reservations within one year of receipt of the information.

Commission actions to improve TOR risk management and reduce the customs gap

With regard to the completion of the data analysis projects under the Commission’s Customs Action
Plan (§ 4.24 and § 4.25), the Commission considers it is on track to meet the 2023 deadline agreed
with the ECA in the Special Report 04/2021 on customs controls. In addition, the Commission has
proposed in May 2023 the most ambitious reform of the Customs Union since its creation.
Strengthening EU risk management and data analysis capabilities is one of the key objectives of
the reform and the legal proposal directly addresses the ECA's recommendations in its 2021
Special report on 'Customs controls'.

2. Annual activity reports

Regarding the recalculation of TOR losses (§ 4.31), the Commission has requested from all Member
States the data necessary to recalculate the TOR losses attributable to them in accordance with the
CJEU judgment of 8 March 2022 (C-213/19).

Regarding the calculation for the UK, the Commission recalculated the TOR losses to the EU budget,
amounting to € 1.57 billion of principal and a further € 1.4 in interest. The UK paid in February
2023 all outstanding amounts due in this case, and the Commission closed the infringement.
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I1l. COMMISSION REPLIES TO THE
RECOMMENDATIONS

Follow-up of previous years recommendations

With respect to the first recommendation in the ECA 2019 Annual report, as also indicated by the
ECA in its Box 4.3, the full use of Surveillance Ill data at EU level for more targeted and granular
data analysis is dependent on the Member States’ capability to provide the full Union Customs
Code (UCC) dataset with their national IT systems to the Commission, while there are still delays
for many Member States in this respect. In the course of 2022 and 2023 the Commission
developed and provided the Member States with trade flow analysis tools, and provided guidance
on how to use them. The Commission considers that the recommendation 1b) has been
implemented in respect to these analytical tools.

With respect to recommendation 2(a) from the ECA 2019 Annual Report, the Commission reiterates
that, in the vast majority of cases, the correct amounts at stake cannot be immediately determined
pending additional information to be provided by Member States. The Commission remains
committed to follow-up any finding - irrespective of its qualitative and quantitative nature - in a
timely manner (cf. also § 4.18). Therefore, the Commission considers this recommendation overall
implemented. With respect to the third recommendation in the ECA 2020 annual report, the
Commission will follow-up on the ECA findings on the reliability of the TOR statements for the
Netherlands. A dedicated TOR inspection will be held in the Netherlands in June 2023 to analyse
the new IT system aiming to ensure an automated compilation of the TOR statements. (cf. also the
Commission’s reply to §4.13 above).

Recommendation 4.1 - Improve the management of cases
related to non-application of the VAT Directive

Review its procedures for managing cases of non-application of the VAT Directive that could
impact the EU budget by:

(a) systematically monitoring the timelines for the various steps of both the infringement
procedure, and other enforcement actions intended to resolve non-compliance, and taking
timely action to avoid excessive delays;

(b) assessing whether the non-conformity affecting the VAT-based own resource identified in
one member state is cross-cutting in nature and may therefore apply to other member
states;

(c) taking timely action, and possibly setting cross-cutting reservations that ensure the correct
payment of VAT-based national contributions to the EU budget.

(Target implementation date: by mid-2024)
The Commission accepts the sub-recommendations 4.1a), 4.1b) and 4.1 c).

4.1a) The Commission has in place an internal framework for monitoring the management of its
enforcement actions, including infringement procedures with a view to ensure their timely handling.
In its 2022 Communication Enforcing EU law for a Europe that delivers (COM(2022) 518 final), the
Commission announced that a stocktaking exercise is under way within the Commission and with
Member States. In particular this exercise evaluates whether the current way of managing
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complaints, EU Pilot processes and infringements continue to be fit for purpose. A number of
improvements to enforcement activities are already under consideration as part of this analysis.

4.1 b) Work is ongoing to revise the internal procedures governing the VAT-based own resource.

4.1 c). It intends to include this aspect in the revision of the internal procedures governing the VAT-
based own resources.

Recommendation 4.2 — Conclude the reassessment of TOR
write-off cases not subject to reqgulatory time limits

Conclude, without delay, the reassessment of requests received from member states (prior to
May 2022 that are not subject to regulatory limits) expressing disagreement with the
Commission’s initial assessment of TOR write-off cases.

(Target implementation date: by mid-2024)

The Commission accepts recommendation 4.2 and will treat the remaining reassessment requests
by mid-2024.
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THE NETHERLANDS’ RESPONSES TO THE 2022 ANNUAL REPORT OF THE EUROPEAN
COURT OF AUDITORS (CHAPTER 4 — REVENUE)

The automation of the remittance administration was a lengthy process, with
December 2022 being a milestone for achieving the automated compilation of
statements of duties collected. This remedied the shortcomings in the previous IT
system. The Dutch customs authorities have continued to improve the IT system in the
first few months of 2023, and the quarterly statements of customs duties established
but not yet collected are now also fully automated.
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REPLIES OF THE EUROPEAN COMMISSION TO THE EUROPEAN
COURT OF AUDITORS’ 2022 ANNUAL REPORT CHAPTER 5:
SINGLE MARKET, INNOVATION AND DIGITAL

. THE COMMISSION REPLIES IN BRIEF

Payments under the Multiannual Financial Framework heading 1 ‘Single Market, Innovation and
Digital’ (MFF1) cover several programmes such as Connecting Europe Facility (CEF), Horizon
2020 and Horizon Europe.

The Commission takes note of the level of error calculated by the European Court of Auditors
(ECA) (§5.7), and its significant drop compared to last year.

Horizon Europe is the biggest research and innovation programme in Europe, with a budget of
EUR 95.5 billion. This program is based on the experience gained in Horizon 2020.

Horizon Europe uses a standard Model Grant Agreement (MGA) for all EU funding programmes,
makes extensive use of simplified costs options (unit cost, flat rate and lump sums), employs
simpler cost reimbursement schemes in appropriate areas and implements a streamlined audit
system.

In particular, the use of lump-sums in Horizon Europe has been rolled out cautiously, following
positive assessments by the Commission and in a study commissioned by the European Parliament.
It is also fully in line with the Commission’s corporate objectives of simplifying EU funding and
reducing administrative burden, in particular for beneficiaries.

The Commission will continue to monitor lump-sum grants and improve the approach if needed. Its
increasing use and the on-going development of an optional unit cost (a single daily rate per
beneficiary), replacing all the calculations for personnel costs, will contribute to reducing the risk of
errors.

Regarding controls and ex-post audits, the Commission is currently working on the Control
Strategy for Horizon Europe. In this context, the audit strategy is expected to be launched by the
end of 2023. The target the Commission has set for the Horizon Europe residual error rate is no
more than 2% by the end of the framework programme. The Commission will seek to find the right
balance to obtain the necessary assurance with cost-effective measures that do not unduly burden
the beneficiaries and respect the provisions of the Financial Regulation regarding the ex-post
controls for lump-sums.

Il. COMMISSION  REPLIES TO MAIN ECA
OBSERVATIONS

1. Regularity of transactions
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The Commission takes note of the level of error of 2.7% calculated by the ECA (§5.7), which
represents a decrease of 1.7% as compared with 2021. The Commission will follow up on the
issues identified by the ECA (see §5.7 to §5.22 of the ECA report) as presented in the sections
below.

Regarding legality and regularity of EU expenditure, the ECA calculates an estimated level of rate
on an annual basis. At the same time, the Commission implements a multiannual ex-post audit
control strategy for each individual Framework Programme. As a consequence, the Commission
estimates a residual error rate, which takes account of recoveries, corrections and the effects of all
controls and audits over the period of implementation of the programme.

As regards the types of errors identified (§5.8, §5.9), as Research & Innovation framework
programmes are mostly based on the reimbursement of eligible costs, simplification of the
applicable rules is key to avoiding errors by beneficiaries when calculating their costs for
reimbursement.

The Commission has simplified the rules for Horizon Europe as compared with its predecessor
Horizon 2020 and continues to do so. As an example, the unit cost system for personnel costs in
Horizon Europe, currently under development, has enormous potential since personnel costs
represent more than 60% of the budget of an average grant, and is by far the biggest source of
errors. In addition, the Commission is providing support to Horizon Europe applicants through
communication campaigns and workshops, targeting the more ‘error-prone’ beneficiaries such as
small and medium-sized enterprises and newcomers. Furthermore, the Commission is making
greater use of lump sum funding (see also below section of the replies) which simplifies the
administrative charge of the beneficiaries.

As regards the error identified for Connecting Europe Facility (CEF) project (§5.10), the case
concerned an irregularity in a procurement procedure and is related to a situation where a national
court had declared a procurement procedure illegal while not voiding the contract. As the contract
remained in effect, and since the works were effectively delivered, the Commission had to consider
the costs eligible and make the corresponding payments.

The Commission notes that corrective measures it had applied as part of its control systems have
led to a reduced estimated error for the chapter (§5.11). In addition, the Commission takes note of
the cases of quantifiable errors reported by the ECA for further action.

As regards cases where the auditors contracted by beneficiaries to issue certificates on financial
statements (CFS auditors) did not detect the errors found by the ECA (§5.12), it should be noted
that the certificates on the financial statements (CFS), issued by the CFS auditors, cover the
amount of the grant claimed by a participant and they certify ex-ante the eligibility of cost claims
reimbursed by the Commission. To further improve the quality and reliability of the CFSs, the
Commission organises targeted webinars for the CFS auditors to raise awareness of the most
common errors found during audits (e.q. personnel costs, subcontracting and other direct costs,
etc.). In addition to the self-explanatory template for Horizon 2020 certificates, the Commission
provides feedback to the CFS auditors when errors in the CFS are identified via ex-post financial
audits. Lastly, the Research Enquiry Service (a dedicated helpdesk on EU Research programmes)
provides guidance to the CFS auditors through online requests.

Personnel costs

The Commission acknowledges that although Horizon 2020 was a step forward in the
simplification and harmonisation of the rules for reimbursement of costs incurred, personnel costs
have remained the main source of errors (§5.13). This seems to be, at least partially, a logical
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consequence of the fact that personnel costs account for the largest share of the total cost
declared by Horizon 2020 beneficiaries.

The Commission has further intensified the frequency of its trainings and outreach activities, in
particular targeting error-prone beneficiaries such as SMEs and newcomers. The Commission
continued to organise webinars on “how to avoid errors in declaring personnel costs in Horizon
2020 grants”. During these events, which continued to take place on a bi-monthly basis in 2022,
the Commission encourages the use of the personnel cost wizard.

Additionally, the Commission has organised a webinar addressed to Project Officers and Financial
Officers where the Commission raised awareness on the importance of reducing the error rate in
Horizon 2020. This event included an exhaustive presentation of the available tools (IT tools,
guidance, trainings, webinars) to perform ex-ante controls.

Finally, the Commission has established a corporate Model Grant Agreement, applicable also to
Horizon Europe!, that provides a simple method for charging personnel costs, based on a daily rate
calculation, replacing the error-prone methods used in Horizon 2020.

Calculation of hourly rates

The calculation of hourly rates (§5.14 to §5.16) remains a major focus of outreach activities
organised on a regular basis by the Commission referred to above. The extensive use of the
Personnel Cost Wizard (developed by the Commission) would also help beneficiaries to correctly
declare their personnel costs. Moreover, beneficiaries are encouraged to make use of the Research
Enquiry Service to directly request clarifications on practical matters related to grant management,
including practical examples on eligibility of bonuses.

Time reporting

The Commission is aware of shortcomings in time recording and reporting and has simplified the
Horizon 2020 procedures by introducing a declaration for persons working exclusively for the
action.

In Horizon Europe, the Commission has further simplified the formal requirements related to time
recording by introducing a simplified methodology for calculating daily rates for personnel costs. In
this context, different guidance documents have been made available, focusing on the mandatory
nature of recording hours devoted to the execution of the action. The auditors contracted by the
beneficiaries (CFS auditors) are also instructed to verify the existence of proper record-keeping
systems when providing the Certificate on Financial Statement.

The double ceiling rule

The double ceiling rule is important to ensure the respect of the non-profit principle underlying the
cost reimbursements under EU programmes. The Commission makes available to beneficiaries all
necessary information to correctly claim personnel costs in the Annotated Model Grant Agreement?
(which includes practical examples on the double ceiling, the MSCA-RISE actions etc.), the Research
Enquiry Service or the outreach communication activities.

Reply to Box 5.1

https://ec.europa.eu/info/funding-tenders/opportunities/docs/2021-2027/common/agr-contr/general-
mga_horizon-euratom_en.pdf

2 https://ec.europa.eu/info/funding-tenders/opportunities/docs/2021-2027/common/quidance/aga_en.pdf
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Example of a breach of the double ceiling rule

The follow-up to the breach of the double ceiling rule referred to by the ECA in Box 5.1 is already
ongoing. The Commission is establishing the final debt amount based on the EU contribution
percentage.

Other errors in personnel costs

Reply to Box 5.2

Example of ineligible costs declared for a Marie Sktodowska-Curie Research and
Innovation Staff Exchange action

The follow-up to the example of the ineligible costs declared for a Marie Sktodowska-Curie
Research and Innovation Staff Exchange action referred to by the ECA in Box 5.2 is ongoing.

Subcontracting

Horizon beneficiaries may award subcontracts when required, for implementing an action. The
outreach communication events specified above, the Annotated Model Grant Agreement and the
Research Enquiry Service are sources of explanations, clarifications, and practical examples on
subcontracting to inform beneficiaries and ensure the respect of related principles and
requirements. Moreover, all three information sources cover issues concerning consumables,
equipment, prototypes, and travel costs. In a similar manner, they also deal with topics concerning
VAT, internally invoiced goods and services, exchange rates, etc. (§5.21 to §5.23).

Reply to Box 5.3

Example of not ensuring best value for money and absence of conflict of interest when
awarding a subcontract

The Commission agrees with the ECA’s finding in Box 3, related to a case of not ensuring best
value for money and absence of conflict of interest when awarding a subcontract. This
error could only be detected by an ex-post audit. Any amount unduly paid will be recovered.

Small and Medium Enterprises

The Commission shares the assessment of the ECA that SMEs (and newcomers) are the most error-
prone beneficiaries (§5.24). However, their participation, vital to the success of the programme, is
encouraged at all levels.

To mitigate the risk of errors, the Commission provides support to Horizon Europe applicants
through online information and communication campaigns and workshops on avoiding errors when
declaring costs. These actions target the more ‘error-prone’ beneficiaries such as small and
medium-sized enterprises and newcomers. Moreover, the increased use of lump-sum funding under
Horizon Europe simplifies the administrative charge of the beneficiaries and is expected to further
reduce the error rate. (Please see also below section of the replies).
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2. Review of the Commission's procedures for lump sum
funding in research

The roll-out of simplified cost options

The Financial Regulation defines several simplified cost options (SCOs) such as unit costs and
lump-sums, which are becoming an increasingly common way to provide funding in EU grants in
general, beyond the research framework programme. SCOs have enormous potential to reduce
administrative burdens, help the beneficiaries focus more on the achievements of the EU-funded
projects and are key to reducing the error rate.

The Commission piloted lump sum funding in Horizon 2020, in line with a recommendation from
the ECA to test lump sums on a larger scale in the research and innovation framework programme
(ECA Special Report 28/2018).

The Horizon 2020 pilot was analysed in a study by the European Commission®, which concluded
that lump sum design was generally fit for wider use. Based on this, the Commission decided to
use more lump sum funding in Horizon Europe. In line with the findings regarding project size,
lump-sum funding is mostly used for small and mid-sized grants, without however excluding larger
projects use cases. The decision to expand the use of lump sums was also in line with a study
commissioned by the European Parliament* showing that lumps sums were popular among users.

The existing studies could not cover the full lifecycle of lump sum funding because most grants
were still ongoing. Waiting for an assessment of the completed pilot (§5.26) would have implied
postponing the introduction of lump sums to the end of Horizon Europe or to the next multiannual
financial framework. This would have run counter to the Commission’s objectives and meant that
the potential of lump sums to reduce administration, simplify funding rules and focus more on
achievements, would have been left untapped.

In line with the expectation of many stakeholders, the Commission opted for a cautious and
gradual introduction of this SCO. The Commission used this time to improve the respective
guidance and support, following up on the main recommendations from the studies of the pilot.

Starting with the Horizon Europe work programme for 2023-2024, lump sums will see a significant
use in Horizon Europe for the first time, expected to cover 20% of the call budget in 2024. As they
are new for many participants, the Commission will continue to provide intensive training and
support for lump sums, monitor related grants closely, and adjust the methodology if needed.

Lump sum funded grants

The Commission welcomes the ECA’s methodological audit on lump sum grants in research
expenditure.

Point 2.2. of the Horizon Europe lump-sum Decision describes the checks and reviews that shall be
carried in order to minimise the risk of irreqularity or fraud. It is the opinion of the Commission that

3 European Commission assessment of lump sum funding (October 2021)
https://ec.europa.eu/info/news/lump-sum-funding-works-practice-assessment-pilot-horizon-2020-2021-oct-
06_en

“European  Parliament (STOA) study on lump sums in Horizon 2020 (May 2022)
https://www.europarl.europa.eu/stoa/en/document/EPRS_STU(2022)697218 ‘The content of the document is
the sole responsibility of its author(s) and any opinions expressed herein should not be taken to represent an
official position of the Parliament.’



https://www.europarl.europa.eu/stoa/en/document/EPRS_STU(2022)697218
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this adequately addresses the requirement of the Financial Regulation (§5.29). However, the
Commission will reassess the content of this Decision with a view to consider whether this could be
made more explicit.

The Commission considers that rules regarding compliance with procurement are in place (§5.30).
For instance, Article 11 of the ‘lump sum MGA’” states that the beneficiary must implement the
action in accordance with the agreement, and all legal obligations under applicable EU,
international and national law (which includes applicable rules on procurement). Moreover, the lump
sum decision does not contain specific information on checks and controls on procurement, since
this is not required by the Financial Regulation.

Fraud-risks, similar to any other type of risk, are taken into consideration in the risk-assessment
performed by the Commission.

According to the lump sum model grant agreement, payment requires that the work packages are
completed, and the work is properly implemented as described in the agreement, irrespectively of
the objectives achieved. The corporate lump sum guidance aimed to clarify the payment conditions
for Horizon Europe. The Commission will improve further its guidance for applicants to help them
better describe the proposed activities, notably by further harmonizing the terminology used.

Finally, the existing guidance on monitoring projects applies to all Horizon Europe grants, including
lump sum grants. The expected standards of project implementation are the same, independent of
the type of funding used (e.q., actual costs, unit costs, or lump-sums) (§5.31).

As regards guidance to expert evaluators (§5.32), the Commission provides them with a detailed
briefing on how to carry out their task, including for lump sum proposals. This covers the
assessment of the lump-sum budget and, as of the end of 2022, the use of the ‘Horizon dashboard
for lump-sum evaluation’, which is the benchmark provided by the Commission for personnel costs.
In practice, lump-sum evaluations have systematically used this benchmark since it became
available. In the revision of the guidance, the use of benchmarks will be made obligatory.

Lump-sum proposals provide detailed cost estimates, and experts are instructed to check the
necessity of these costs for the activities proposed based on their expert opinion. Other proposals
contain much fewer budget details, meaning the level of scrutiny in terms of economy, efficiency
and effectiveness is higher in the evaluation of lump-sum proposals.

3. Annual activity reports and other governance
arrangements

The Commission welcomes the observation from the ECA that the DG RTD and DG DEFIS Annual
Activity Reports (AARs) provide a fair assessment of the financial management in relation to the
regularity of underlying transactions (§5.33).

As regards the level of error reported in its AAR (§5.34), DG RTD reports a cumulative representative
error rate for Horizon 2020 at 2.71% and a residual error rate at 1.67%. Both error rates are
calculated on the results of the audits carried out by the Commission on Horizon 2020 (2014~
2021) for the representative error rate and the result of the corrections made for the residual error
rate.

° https://ec.europa.eu/info/funding-tenders/opportunities/docs/2021-2027/common/agr-contr/ls-mga_en.pdf
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To resolve the methodological issue previously raised by the ECA (annual versus multi-annual
sample), the Common Audit Service calculated a top-up of 0.38%. Despite this, the Commission
remains confident with the result of the error rate calculated in accordance with its methodology.

As regards ex-post audit campaign for the new framework programme Horizon Europe (§5.35), the
Commission is currently working on the Control Strategy for Horizon Europe. In this context, the
audit strategy is expected to be launched by the end of 2023. The target the Commission has set
for the Horizon Europe residual error rate is no more than 2% by the end of the framework
programme.

At present, most of the payments made for Horizon Europe are prefinancing. Therefore, no basis for
an assessment of the error rate for this Framework Programme currently exists.

In relation to the seventeen Internal Audit Service (IAS) recommendations addressed to DG RTD and
open at the end of 2022 (§5.36), they have been taken into account in the assessment of DG RTD’s
internal control system. Action Plans for all recommendations have been prepared and are being
implemented. This includes the critical recommendation on the governance framework of the
European Innovation Council (EIC) programme for which a joint action plan was drafted in
coordination with EISMEA and DG CNECT. The need to restructure the EIC Fund following the
provisions of the Horizon Europe legislation led to significant delays in the implementation of the
EIC Accelerator scheme, with operational consequences for the beneficiaries as individual
investment decisions and payments had to be put on hold. However, the Commission is
progressively absorbing the backlog of investment decisions. In parallel, an interim solution has
been put in place while finalising the negotiations with the European Investment Bank for the
implementation of the indirect management mode, expected to be concluded in 2023.

In the Annual Management and Performance Report (AMPR, §5.39), the Commission uses the risks
at payment disclosed by the DGs in their AARs which correspond to their best estimate and that
underwent a careful and structured quality review.

Based on the work carried-out, the Commission considers that the risk at payment presented in the
AMPR for MFF1 is representative and provides true and fair view of the level of error. This estimate
is based on a methodology which allows the Commission, as a manager of the EC budget, to
identify and distinguish between higher, medium and lower risk areas and therefore focus the
Commission’s efforts to mitigate the risk.

I1l. COMMISSION REPLIES T0 THE
RECOMMENDATIONS

Recommendation 5.1 — Evaluate the lump sum funding

(a) In the framework of the mid-term evaluation of Horizon Europe, include an evaluation of
lump sum funding in order to assess whether certain types of projects (in terms of content,
size, etc.) are not suited to lump sum funding, as well as cover the risk of irregularities and
fraud.

Target implementation date: Horizon Europe mid-term evaluation (end 2025)

(b) Prior to the next Horizon Europe calls, assess the appropriateness of using lump sum funded
grants for high-budget projects and of fixing a maximum amount for such grants.
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(Target implementation date: end 2024)
The Commission accepts the sub-recommendations 5.1a) and 5.1.b).

5.1a) The Horizon Europe mid-term evaluation will analyse the simplification measures
introduced to the programme, including the use of lump sums.

5.1b). Based on the pilot in Horizon 2020, the Commission found that research lump sum funding
works best for small and mid-sized projects.

The Commission will assess if introducing such a limit specifically for lump sum grants under
Horizon Europe would help reduce risks and if it is adequate with regard to the results to be
delivered under the programme, as requested by the Financial Regulation.

Recommendation 5.2 — Improve experts’ evaluations of lump
sum grants
For lump sum grants, ensure that expert evaluations of grant applications, in particular the

budget proposals therein, are carried out with due considerations of relevant benchmarks and are
properly documented.

(Target implementation date: end 2023)

The Commission accepts this recommendation.

The Commission agrees that relevant benchmarks are a useful reference to be used in the
evaluation of the lump sum budget, and that the assessment should be properly documented. The
relevant guidance and expert briefing will be reviewed to further clarify this.

Recommendation 5.3 - Define clearer requirements on
implementation of Horizon Europe grants
Further specify for lump sum grants the requirements defining proper implementation, including

the elements of each work package that will trigger payment, as well as provide detailed
guidance to those involved in assessing the implementation of projects.

(Target implementation date: Q1 2024)

The Commission accepts this recommendation.

The Commission will review (1) all relevant guidance to ensure harmonised terminology in this
regard (e.q., activities vs. tasks vs. work done), and (2) the requirements in the proposal template
for the drafting of the technical annex of the projects.

Recommendation 5.4 — Define the scope of ex-post controls
of lump sum grants
For lump sum grants, define the scope of ex post controls, which should include checks on high-

risk areas, such as procurement rules, absence of conflict of interest and the use of the
resources indicated in the grant agreement.

(Target implementation date: mid 2024)
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The Commission partially accepts this recommendation.

The Commission is developing an ex post control strategy for Horizon Europe grants (including
lump-sum grants) based on the rules of the Financial Regulation. Ex-post technical reviews will be a
key element, verifying proper implementation according to the applicable rules whilst increasing the
focus on content.

The Commission will continue performing robust risk assessments and will focus its control
resources on high-risk areas. The Commission does not accept the part of the recommendation
dealing with the ex-post control of the use of resources, since the budgeted resources are
systematically checked ex ante. Although the Commission cannot predetermine high-risk areas, the
Commission notes that any further checks on the use of resources would require financial checks
(in particular of time sheets of staff working on the action) which would invalidate the potential
simplification of using lump sums.
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REPLIES OF THE EUROPEAN COMMISSION TO THE EUROPEAN
COURT OF AUDITORS’ 2022 ANNUAL REPORT CHAPTER 6:
COHESION, RESILIENCE AND VALUES

. THE COMMISSION REPLIES IN BRIEF

The funds dedicated to the economic, social and territorial cohesion are spent through a system of
shared management between the European Commission and national authorities.

Member States are in the first instance responsible for putting in place robust management and
control systems, allowing to implement the agreed objectives through operations and to prevent,
detect and correct irregularities in related expenditure, where necessary and legally feasible. The
Commission supervises the effective functioning of these management and control systems,
making recommendations for improvements as need be, seeks reasonable assurance that the
annual error rate for each programme is below 2% and, if necessary, makes additional financial
corrections.

The Commission Single Audit Strategy for Cohesion aims at obtaining such reasonable assurance
through a combination of review and re-performance of the work of programme authorities. The
objective is to ensure that no serious deficiencies remain undetected or uncorrected by the Member
States in the accounts submitted each year with assurance packages. The audit approach is also
complemented by capacity building actions that include the definition of common methodologies to
be applied, recommended corrective actions and feedback on detected errors allowing programme
authorities to improve their work, where deemed necessary.

Based on all national and Commission audit results available, and continuous efforts by
programme authorities to improve their work based on audit recommendations, the directorates
general for regional and urban policy (REGIO) and for employment, social affairs and inclusion
(EMPL) concluded in their AARs that management and control systems function well (or sufficiently
well) for almost 90% of programmes. For the remaining programmes, weaknesses remain mainly
at the level of managing authorities or their intermediate bodies (deficiencies in management
verifications, the first level controls). Moreover, some errors continued to remain undetected by
some audit authorities, in most cases however without questioning the reliability of the audit work
carried out.

Against this background, the Commission and programme audit authorities have not detected and
reported an overall year-on-year deterioration in the functioning of most management and control
systems during the accounting year audited by ECA (2020/2021). In all cases where deficiencies or
irreqularities were identified, the Commission requested remedial actions to avoid the recurrence of
errors for the future, to correct past affected expenditure and stopped EU payments as long as
such corrective measures were not implemented, in line with the reqgulatory tools at its disposal.

Under the exceptional circumstances and consequences of the COVID pandemic, the Commission
has taken the necessary measures to help Member States as quickly as possible. Flexibilities
granted in the use of yet uncommitted cohesion policy funds (CRII/CRII+ measures) and additional
funding made available (REACT-EU) led to the largest and fastest re-programming exercise of the
2014-2020 period to ensure that funds help counter the socio-economic effects of the pandemic.
The ECA reported on this challenging period in its Special report 02/2023: “Adapting cohesion policy
rules to respond to COVID19".



https://www.eca.europa.eu/Lists/ECADocuments/SR23_02/SR_Covid_II-ReACT_EU_EN.pdf
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Since the outbreak of the COVID-19 pandemic, the Commission has requested programme
authorities to pay particular attention to new risks related to the additional funding made available
under NextGenerationEU (NGEU,) in particular the risk of double funding, conflict of interest, fraud
or corruption, and to the flexibilities introduced with the Coronavirus Response Investment Initiative
(CRIl) and the Coronavirus Response Investment Initiative Plus (CRII+) amendments, especially the
risk of unjustified use of emergency public procurement procedures. The Commission paid attention
in its assessment of annual control reports for each programme whether such risks had been
identified and, if so, whether appropriate corrective measures were taken. Transparent reporting on
identified breaches of applicable rules was made in the respective annual activity reports (AARs) of
REGIO and EMPL.

The Commission and Member States closely cooperated during this period to ensure that the
control and assurance framework continued to effectively address the identified risks, taking into
account the flexibilities introduced to enable an adequate response in the emergency situation, as
unanimously adopted by the co-legislators.

The related expenditure only started being reimbursed by the Commission in the 2020/2021
accounts, as reflected in the sample audited by ECA. Audit activity related to the 2020/2021
accounts gradually went back to normal in most cases and in February 2022 the Commission
received the same quality annual control reports as part of assurance packages, with error levels
reported similar to previous years. The risks at payment reported in both AARs are therefore
consistent with previous years and correspond to the best Commission’s estimate of the level of
error in the expenditure certified, following a careful and structured quality review on reported
results. Given its detailed segmentation of expenditure according to risk profiles and control
systems, the Commission, when detecting errors, and taking also account of the ECA’s work, is able
to identify the specific part of the programme population that is most likely to be affected. This
approach allows to clearly identify the areas where improvements are needed, to apply
proportionate financial corrections where appropriate and legally possible and to give a
differentiated view of the level of error across the payments made.

Il. COMMISSION  REPLIES TO MAIN ECA
OBSERVATIONS

Regularity of transactions, AARs and other governance
arrangements

Results of ECA’s transaction testing

The Commission takes due note of the increase in the error rate estimated by the ECA this year
(§6.16), compared to a relatively stable level of error reported for the last five years. The
Commission’s risk at payment disclosed in the 2022 AARs remained comparable with those of
previous years.

The Commission attributes the difference namely to the fact that the ECA reports errors related to
any breach of applicable rules. The Commission does not necessarily consider the associated
expenditure to be ineligible. For programme authorities and the Commission to impose financial
corrections, an error must be an irregularity within the sense of Article 2(36) of the Common
Provision Regulation (CPR). Not all errors reported by the ECA fall into this category.
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The Commission’s own reported risk at payment thus represents a rate of irregularities that leads
to financial corrections based on applicable regulatory provisions, following contradictory
procedures with the concerned programme authorities.

Moreover, out of the 48 errors reported and quantified in 2022 by the ECA for Cohesion policy
funds, the Commission does not agree with the assessment for 18 errors.

For 13 of these errors, the Commission considers that, in line with the above-mentioned CPR
provisions, it could not conclude on an irregularity leading to ineligible expenditure. This includes
two transactions assessed by the ECA as major projects not notified to the Commission. The
Commission does not agree that the related operations correspond to the definition of major
projects in the CPR (see further details in the Commission reply to paragraphs 6.24 and 6.25).

Moreover, for 5 cases, the Commission is not able to apply the level of quantification used by the
ECA. This includes two public procurements where the Commission considers that the level of
correction applied by the programme authorities is justified by the type of breaches identified by
the audit authority or the Commission (see below Commission reply to paragraphs 6.32 and 6.33).

Overall, for these 18 cases, the Commission has assessed that it would not have legal ground to
impose financial corrections (or higher corrections than those already applied), as further developed
in the Commission replies to the paragraphs below.

The Commission will duly follow up all other cases and request financial corrections, where
appropriate. The Commission will also recommend remedial actions to the concerned programme
authorities to further improve the management and control systems, as necessary.

The Commission does not share ECA’s assessment (§6.17) on all errors reported (see reply to
paragraph 6.16), nor the view that the increased flexibility in the use of Cohesion policy funds
during the COVID pandemic can explain the increase in the error rate reported by the ECA. The
Commission notes that its own control results indicate overall a good functioning of the
management and control systems during the period, except for a limited number of programmes
(see reply to paragraph 6.42). The Commission further assesses that the impact on the overall
calculated error rate of the 17 quantifiable errors related to the CRII/CRII+ measures or to
operations benefitting from a temporary increased EU co-financing of 100%, is similar to the
impact of errors identified in other types of operations.

In relation to the approaching end of the eligibility period for the 2014-2020 programming period
and possible absorption pressure, the Commission also recalls that after the audited year (2021-
2022), another three accounting years were still available to programme authorities to declare
expenditure before the 2025 closure (last final payment in July 2024).

As regards quantifiable errors reported by the national audit (§6.18), audit authorities play an
important role in detecting errors which led to significant financial corrections and withdrawals
before the programme accounts were submitted to the Commission. As reported in REGIO and
EMPL 2022 AARs, Member States deducted cumulatively from the programme accounts, since the
beginning of the 2014-2020 period, EUR 2.5 billion of definitive financial corrections for European
Regional Development Fund (ERDF), Cohesion Fund (CF), European Social Fund (ESF) or Youth
Employment Initiative (YEI) as a result of the audit authorities’ work. These amounts brought the
residual error rate down to below 2% where necessary.

In the accounting year under analysis, audit authorities reported total error rates above 2% for
around one fifth of programmes, thus demonstrating their detection capacity.
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The Commission, however, agrees that some errors remained undetected or were inappropriately
considered in the calculation of the reported error rates, in individual cases. For this reason, REGIO
and EMPL adjusted the risk at payment and KPI on legality and regularity they reported in their
respective annual activity reports, following a programme-by-programme assessment.

As regards error types (§6.19), based on their common typology, the Commission and the audit
authorities identified generally the same categories of irregularities as the ECA under Cohesion
policy: ineligible expenditure, public procurement, audit trail and State aid.

The Commission will follow up all reported errors that it accepted and will apply financial
corrections, where necessary and legally feasible.

Eligibility of costs

Management verifications should be designed to prevent and detect errors, in particular ineligible
costs (§6.21 and §6.22).

The Commission addressed updated guidance to Member States for the 2014-2020 programming
period, which, combined with the enhanced use of simplified costs options, aimed at improving
further the efficiency of management verifications to detect ineligible costs and operations.
Efficiency of verifications depends however on the number of staff available in the concerned
administrations for such verifications, the level of training they received and their related
experience.

The Commission is taking preventive and corrective action and requests remedial measures as soon
as deficiencies are detected in first level controls. This entails improvement of methodological
tools, recruitment of additional staff including experts, training activities on newly developed tools
or on the correct interpretation of most frequent errors, as well as improvement in selection
procedures. In the 2021-2027 period, management verifications have become risk-based to better
focus the available administrative resources on the targeted root causes of errors, including
ineligible expenditure.

Moreover, for 10 out of the 37 eligibility errors identified and quantified by the ECA, the
Commission does not share the ECA’s assessment of the facts, or its interpretation of the
applicable national or programme-specific rules, and considers that it has no grounds for imposing
financial corrections.

Reply to Box 6.1

Ineligible expenditure for COVID 19 emergency support due to incomplete declaration of
sales income

The ineligible costs found by the ECA in relation to COVID-19 measures in Greece (Box 6.1) were
already partially identified by a Commission audit and already largely corrected by the Member
State. Moreover, in Italy the reported error was not an error at the time of the EU payment and of
the audit of the audit authority, therefore this error could not have been identified then corrected
by anticipating whether the condition for the grant increase would be fulfilled or not by March
2023. This error will be corrected in the current accounting year and in the Commission’s view it
does not affect the audited accounting year.

As for the two Slovakian cases, the Commission will duly follow up the errors identified.
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Reply to Box 6.2

Expenditure declared without a major project notification being sent to the Commission

Regarding the two operations reported by ECA and considered to be part of major projects (§6.24,
§6.25 and box 6.2), the Commission agrees with the Member States that these operations fulfil the
CPR requirement to be technically and economically divisible, and that they were feasible,
functional and usable independently.

Moreover, in the Romanian case the total public eligible cost of the project is below the CPR
thresholds according to the basis for the calculation of eligible expenditure under the programme.

The Commission also disagrees with the position of the ECA that expenditure associated with major
projects that would not be notified to the Commission becomes ineligible. In exercising its
prerogatives as a public authority, a managing authority’s abstention to submit/notify a major
project in accordance with Article 102 CPR does not result in an irregularity in the meaning of
Article 2(36) CPR. Therefore, it does not render the expenditure declared to the Commission in
relation to that major project ineligible. Moreover, the absence of notification does not lead to any
prejudice, actual or potential, to the budget of the European Union since the programme authorities
can, at any moment, notify the major project and confirm the expenditure as fully eligible. This
possibility to reintroduce expenditure linked to unnotified major projects under Article 102 of the
CPR is not offered for irregularities (e.g. ineligible expenditure) under Article 2(36) of the CPR.

The Commission therefore concludes that expenditure declared for these two operations was
eligible.

As regards simplified cost options (SCOs, §6.27), since their introduction, the Commission has
actively worked to progressively extend their use and notes that these efforts have already led to
positive results and significant simplification and reduction of administrative burden. The
Commission therefore finds it encouraging that over one quarter of expenditure audited in the ECA
sample was declared under SCOs. As per ECA past recommendations, the Commission will continue
to actively promote the use of SCOs based on the reinforced 2021-2027 CPR provisions, to reduce
the administrative burden on the beneficiaries, promote result-orientation and further reduce the
risk of error.

The Commission will follow up the issues identified.
Eligibility of projects
Reply to Box 6.4

Project scope did not comply with selection criteria

Concerning the findings of the report linked to ineligible projects (§6.28 and box 6.4), the
Commission agrees that some expenditure on this project was ineligible, but it disagrees with the
level of quantification of the error. It considers that part of the construction costs rejected by ECA
can effectively be linked to energy-efficiency measures, and therefore the 25% threshold which
would have made the project ineligible was not reached — see Commission reply to paragraph 6.16.

The Commission noted these compliance issues referred to in §6.29 that, however, did not lead to a
quantification of the error and will follow-up with the programme managing authority to ensure
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that the documents establishing the condition for support to the concerned public beneficiary are
clearer in the future.

Internal market rules: State aid and public procurement

As regards State aid rules, the Commission notes the errors detected by the ECA and referred to in
§6.30 and §6.31 and will follow them up with the concerned programme authorities. It further
notes, however, that over the past years, errors related to State aid account for a smaller share of
all errors identified, as illustrated by the ECA results as well. For the most recent accounting year
2020/2021, only 2.6% or 10% of the ERDF/CF findings identified respectively by Member States
and the Commission concerned State aid (see REGIO 2022 AAR).

The Commission will continue to implement the measures designed under its State aid action plan
identifying and disseminating good practices and offering training to all European structural and
investment funds (ESI funds) stakeholders, to ensure a good understanding and correct
implementation of State aid provisions.

As regards public procurement (§6.32 to §6.34), this is characterised by complex national and EU
rules and remains an important source of error that is however better detected and reported by
audit authorities nowadays. This is a sign that the administrative capacity actions implemented
under the Commission’s action plan on public procurement bear fruit. This is also reflected in the
relatively limited number of public procurement errors reported by the ECA in the last years.

The Commission decision on financial corrections for public procurement errors updated in May
2019 (Decision C (2019) 3452) contributes to this clarification of the applicable legal framework.
This harmonised approach allows programme authorities to better detect and deal with possible
breaches of public procurement legislation.

The Commission does not agree with the quantification in six of the seven cases reported by ECA. It
considers that in three cases, the authorities concerned have provided sufficient and acceptable
supporting evidence to accept the expenditure linked to the public contracts they declared as
eligible (see also reply to box 6.6). Moreover, in three cases, the Commission considers that the
correction applied by the programme authorities was commensurate to the irregularity that
occurred, and that it was in line with the Commission’s guidelines.

In the remaining case, the Commission agrees with the ECA. However, it notes that mitigating
measures were in place to allow for competition in line with the Directive, although the ECA
considered these were not sufficient in relation to the national practice (see box 6.6).

Reply to box 6.7

Inconsistent application of emergency exemptions in public procurement procedures for
the purchase of face masks

The Commission notes that the case referred to in box 6.7 concerning the supply of face masks in
March 2020 in Spain was carried out in line with applicable emergency procedures. The COVID
outbreak had indeed generated an unprecedented situation of urgency requiring exceptional
measures to preserve public health.

Despite the extremely difficult situation to obtain masks on the world market at that time (China,
de facto the biggest provider, having restricted its export rules in April/May 2020), the contractor
ensured the effective supply of 150 million face masks of the required quality and at the price set,
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be it with a delay of 3,5 months under the health emergency situation that remained extremely
acute in Spain in the delivery period.

The Commission agrees with the Spanish authorities that the above facts did not put into question
the eligibility of the related expenditure in this non-quantified case. It will remain attentive to any
development, in close cooperation with the Spanish authorities.

Supporting documents

For the Spanish case (§6.36 and §6.37), the Commission notes that the beneficiary has provided
the necessary evidence for the eligibility for the concerned expenditure (timesheets of participants),
before its payment was made, in line with the applicable rules under the project call and
instructions to beneficiaries. The Commission will however remind the programme authorities to
ensure that adequate timesheets supporting the declaration of expenditure are to be signed by ESF
beneficiaries in due time.

In the Portuguese case, the Commission considers that the system put in place by the universities
to decide on scholarships for students is based on an assessment of the fiscal revenue of the
households concerned, according to the self-declarations delivered by the concerned students and
cross-checked with the tax system, and on students’ academic records, available online as
subsequently confirmed by the universities after ECA’s audit. When risks appear in the self-
declarations, students are called for in-depth interviews to clarify their application which is then
accepted or rejected. Although the Commission did not identify any irregular scholarship in the
audit authority’s sample reviewed by ECA, it will discuss with the programme authorities whether
further system improvements are still needed to avoid any risk of incorrect calculation of the
amounts of scholarship granted.

Financial instruments

For the six cases reported by ECA (§6.38 to §6.40), the Commission considers that the authorities
have provided sufficient supporting evidence that demonstrates the eligibility of the final recipients
or supported activities.

The Commission further notes that the CPR foresees that the eligibility of underlying transactions
and expenditure for financial instruments is determined at closure (Article 42 CPR). Therefore, any
irreqularity identified at the level of final recipients of financial instruments can still be corrected
and substituted with eligible expenditure under the respected financial instrument by closure (in
2025). The Commission and audit authorities’ audit strategies foresee targeted preparation to
closure audits to ascertain the eligibility of expenditure declared under financial instruments up to
closure. In this frame, the Commission will follow up the system weaknesses reported by ECA, as
necessary.

Sound financial management

Reply to box 6.8

Use of simplified cost options resulting in an excessive financial benefit for a member
state

The Commission notes that the SCOs used under this Italian Education programme referred to in
box 6.8, at EU and beneficiaries’ levels, cover different outputs (success of trainees / students
following their participation to training in the EU level SCO, and the training courses costs in the
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national SCO). It is therefore expected that the reimbursed costs differ between the two schemes.
Moreover, under the regulations and in particular Article 14(1) of the ESF regulation, there is no
direct correspondence between the methods applied at national level for determining the eligible
costs of the specific operations and the calculation methods applied between the Member State
and the Commission to determine the EU reimbursement. Both methods approximate the real
costs, and according to Article 14(1), any difference between these calculation methods should not
be deemed ineligible. The Commission will continue to follow up with the programme authorities
that the adjustment method for the SCO, explicitly foreseen in Article 14(1), is applied as necessary.

Regarding the renovated cultural centre in Italy, the Commission reminded the programme
authorities that the operation will have to be physically completed by 1 March 2025 at the latest.
Issues related to the effective use and contribution of operations to the objective of the
programme are clearly underlined in the updated version of the Commission closure guidelines
made available to Member States (Commission notice (2022/C 474/01) of 14 December 2022),
and will be duly monitored, in the context of the closure of the programmes.

Work of audit authorities
Managing authorities and audit authorities

Under shared management, programme authorities are responsible in first instance to prevent,
detect and correct irreqularities in the expenditure declared by beneficiaries (§6.42 and §6.43),
through management verifications by the managing authority (when accepting expenditure
declared by beneficiaries) and audits of representative samples of expenditure carried out by audit
authorities (second level to assess whether the first level was effective in ensuring the legality and
regularity of expenditure declared, before certifying expenditure in the programme annual
accounts).

The Commission has continued in 2022 to extensively cooperate with the programme authorities to
ensure a consistent and robust assurance and control framework, including following the practical
restrictions during the pandemic.

As reported in the AARs of REGIO and EMPL, the Commission has identified weaknesses and
requested improvements for 52 ERDF/CF/ESF managing authorities and 10 audit authorities or their
control bodies (in charge of auditing 2.1% and 8.5% of ERDF/CF and ESF, YEI, and Fund for
European Aid to the Most Deprived (FEAD) expenditure respectively) out of the total 116 cohesion
audit authorities.

The Commission assesses the effectiveness and reliability of the work of an audit authority based
on various different aspects, the error rate being only one of them. Some additional errors that the
Commission detects are more occasional: even if they significantly affect the error rate, they do not
necessarily indicate a systemic weakness of the audit authority.

Residual error rates

For the accounts accepted in 2022 (§6.44 to §6.47), the Commission confirmed a residual error
rate:

- below materiality (including in some cases after adjustments without a material impact) for 278
ERDF/CF/ Instrument for Pre-Accession (IPA)/ European Neighbourhood Instrument ENI (87%) and
193 ESF/YEI/FEAD (90%) programmes, and
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- above materiality for 41 ERDF/CF/IPA/ENI (13%) and for 22 ESF/YEI/FEAD (10%) programmes,
respectively. These programmes with a residual rate above materiality represented in 2022 12% of
all Cohesion policy programmes. Over the past years this proportion has remained stable for
ERDF/CF programmes (around 13%) and even decreased for ESF/YEI/FEAD programmes (from 40%
in 2017 to 10% in 2022).

The Commission considers that the cases with residual error rates recalculated by the ECA above
2% in the assurance packages audited in 2022 are partly attributable to differences in the
appreciation of individual cases or the interpretation of applicable rules, which may differ between
the ECA and the Commission and/or the concerned audit authorities.

In this respect, the Commission refers to its replies to paragraphs 6.16, 6.17, 6.21, 6.24, 6.28 and
6.32, where it expressed the reasons for disagreeing on a number of errors reported by ECA that
contribute to these recalculations of the residual error rates above 2% for a number of
programmes. Out of the sixteen cases of assurance packages recalculated above 2% by the ECA,
the Commission had already adjusted ten above 2%. Based on its assessment of reported facts
and applicable rules (that should have led audit authorities to effectively detect and quantify the
additional errors in the concerned cases), the Commission considers that only four of the remaining
six assurance packages reported by the ECA should be recalculated above 2%.

In addition, the Commission assesses the reliability of audit authorities not only on the basis of the
recalculated error rates (which can be influenced by single errors having an important statistical
impact), but on a number of criteria which, if not satisfactorily assessed, reflect the presence of
systemic weaknesses in the work of audit authorities.

Taking into account these criteria, the audit evidence the Commission has collected, and the ECA
results this year, the Commission assesses the effectiveness of audit authorities’ work to be similar
to the one reported in previous years.

The Commission also refers to its common reply to paragraphs 6.48 to 6.51 below.
Audits by audit authorities in 2022

The Commission considers that it has reasonable assurance on the work of most audit authorities
(§6.48 to §6.51), except for a limited number of them (10) that require major improvements of
their audit capacities to remedy the weaknesses found (see the common Commission reply to
paragraphs 6.43 and 6.44 above).

Targeted remedial actions recommended in several cases allowed addressing the identified
weaknesses and led to concrete improvements (e.g. the Bulgarian audit authority, with no error
found in recent years, following past years of systemic weakness in quantifying public procurement
errors).

In addition to recommendations to improve targeted weaknesses identified for some audit
authorities, the Commission has established a robust continued cooperation with the audit
community. This includes the sharing of common audit tools and good practices in line with the
‘Charter on good practices promoted by the Audit Community when auditing ESI Funds’.

The Commission is also continuously reminding audit authorities to keep an adequate audit trail of
their audit work, in line with the “Reflection paper on audit documentation” elaborated jointly by
representatives of audit authorities and the Commission (see ECA 2020 Annual Report).

In relation to the weaknesses that the ECA considers occurred in the audit authorities’ work on
verifying a number of issues, the Commission also refers to its reply to paragraph 6.16, pointing to
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the fact that the audit authorities would not have the basis to consider and report some of the
errors quantified by the ECA, due to the difference in approaches and interpretation of applicable
rules.

Reply to box 6.9

Beneficiaries’ self-declarations not checked against reliable and verified sources by
audit authorities

In general, the Commission considers that self-declarations are a useful tool to gain assurance
when finding alternative supporting evidence would be difficult or administratively too costly for
the beneficiaries, project promoters or participants. Issues related to the General Data Protection
Regulation may also occur. Therefore, a certain degree of proportionality is needed in the
verification of such declarations. The Commission will continue to work with audit authorities to
promote a pro-active audit approach, when possible (as it did for example in the verification of the
‘Not in Employment, Education or Training’ (NEET) status in France following the ECA
recommendation in its 2021 annual report).

Shortcomings in audit authorities’ checks of financial instruments (§6.51)
The Commission refers to its reply under paragraphs 6.38 to 6.40.
Multiannual nature of operations to be taken into account when determining financial corrections

The request to implement financial corrections for all past expenditure, independently of the
accounting year, when a deficiency / irregularity is identified, is normal practice for the Commission
and for audit authorities (§6.52 and §6.53). This is for example typically the case for breaches of
public procurement errors that affect all expenditure declared so far by the operation (as well as all
future expenditure to be declared under the affected contract). This being said, the Commission will
continue to ensure through its audits that any irreqularity detected by national or EU audits in an
operation is corrected for all past expenditure affected.

Measures to fight and report fraud against the EU budget

The Commission has zero tolerance for fraud (§6.54 to §6.56). Management and control systems
set in the CPR also include the ‘implementation of proportionate and effective anti-fraud measures
proportionate to the risks identified” for each programme (key requirement 7, Article 125(4)(c) and
annex |V Regulation 480/2014 as amended). As part of their audit strategies, that the Commission
supervises and monitors, audit authorities carry out system audits of the effective implementation
of key requirement 7 for each programme.

In addition, following the ECA recommendation N° 5.2 in its 2020 annual report, the Commission
also requested audit authorities to better document their work to detect fraud alerts (see
Commission reply to paragraph 5.55 of the ECA’s 2020 annual report). The ECA results this year
reflect improvements compared to previous years in that respect, showing a steady improvement in
the documentation of this part of the audit authorities’ work.

The Commission Anti-Fraud Strategy and the Cohesion policy specific Joint Anti-Fraud Strategy also
foresee several other anti-fraud actions, all implemented in 2022 (see REGIO and EMPL AARs, pp.
52 and 78, respectively).

This includes the continued Commission encouragement to programme authorities, including audit
authorities, to make systematic use in their work of the Commission data-mining and risk-scoring
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tool ARACHNE, strengthening their capacity to identify and prevent fraud and corruption affecting
cohesion policy funds (see Commission reply under 6.60-6.62).

Member states’ reporting of suspected fraud cases in IMS

The Commission has planned several actions under the Action Plan of the Commission Anti-fraud
Strategy (currently under update) to remind Member States authorities about their obligations to
report suspected fraud in OLAF’s Irregularity Management System - IMS (§6.57 and §6.58):
trainings, awareness raising in regular meetings, for example with anti-fraud coordination services
(AFCOS) or programme authorities, and an update of the guidance on reporting (IMS Handbook). As
part of their system audits, audit authorities also ensure a specific verification of the effectiveness
of anti-fraud measures in place (key requirement 7), using specific checklists developed with the
Commission. REGIO and EMPL also added in 2021 a clear reference to reporting in IMS in audit
checklists, aiming at ensuring clear reporting mechanisms on both suspicions of fraud and on
control weaknesses.

In two of the three cases referred to by the ECA, the authorities concerned have in the meantime
corrected their initial mistake and reported the instances of irreqularities and possible fraud in IMS.
The last case did not fulfil the criteria for reporting at the time of submitting the accounts since the
national authorities were not aware of any investigation launched at that time.

In addition, the CPR, annex XII, section 1.5 states that “Where national provisions provide for the
confidentiality of investigations, only information subject to the authorisation of the competent
tribunal, court or other body in accordance with national rules may be reported.” The confidentiality
of the investigations could therefore explain the delayed or non-reporting of some of the cases.

New IT tools on data mining and risk scoring

Since 2010, the Commission has developed its data-mining and risk-scoring tool ARACHNE and
offered Member States to make systematic use of the tool in their work, free of charge, to
strengthen their capacity to identify and prevent fraud and corruption affecting cohesion policy
funds (§6.59 to §6.61). The recently released ex ante module allows to use the tool preventively at
project selection and award phase, in addition to ex post verifications to control implementation of
projects. The use of ARACHNE by Member States is evolving positively (constantly increasing
numbers of connections and active users). Moreover, negotiations on the recast of the Financial
Regulation, with a proposal to make the use of a data-mining tool mandatory after 2027, has
relaunched the debate on the voluntary use of the current tool in a number of so-far reluctant
Member States (Sweden joined the tool for a pilot exercise on a number of programmes).

Applying the new provisions only to programmes adopted under and financed as from the post-
2027 multiannual financial framework (MFF) is meant to allow enough time for the necessary
adaption of electronic data systems, and for guidance and training. Voluntary application (with
compulsory transfer of data into the system) will remain possible and encouraged during that
transitional period.

The voluntary use of the tool is indeed based on a jointly agreed charter of rights and obligations
that foresees limitations to the use by external parties of the Member States’ data transferred into
the tool. Until now, the Commission has normally provided access to the targeted results in
ARACHNE for given cases whenever a request is made by OLAF, the ECA or the European Public
Prosecutor's Office (EPPO) for the needs of their activities. A targeted electronic access module for
these third-party control bodies is also currently under development, to allow direct, specific
(instead of general, in line with the above-mentioned charter) access to the required information in
the tool.
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Follow-up to ECA’s special report on fraud in cohesion spending (§6.62)

The Commission committed not to issue guidance in the 2021-2027 programming period in the
effort of simplifying the rules for programme bodies and beneficiaries. Instead, the 2014-2020
guidance to Member States on how to design proportionate anti-fraud measures and the attached
risk-assessment tool remain of application by analogy for the Member States, who are used to
these documents.

The Commission has undertaken several actions to help the Member States to adopt and update
formal anti-fraud policies. “Guidelines for national anti-fraud strategies for European Structural and
Investment Funds (ESIF)” were issued and disseminated in 2014. The document continues to be
applicable to the 2021-2027 programming period. Furthermore, the Commission obtained evidence
that some managing authorities in the five Member States mentioned by the ECA have adopted
formal anti-fraud policies or statements for their 2021-2027 programmes, or reinforced their anti-
fraud measures within the context of the technical assistance provided by EU funding.

The Commission’s assurance work and reporting of residual error rate in its annual activity reports

The Commission’s key performance indicator on regularity in annual activity reports
(§6.64 to §6.67)

The Commission has designed its assurance system to allow the Directors-General to provide
assurance on each of the 416 individual programmes under Cohesion policy, as per their obligation
as authorising officers by delegation. The Commission concluded in the AARs of REGIO and EMPL
that “overall for cohesion, there is a material level of irreqular expenditure remaining in the
accepted accounts despite the control layers and corrections already applied at Member State
level’. Based on all audit evidence at its disposal, the Commission is confident, however, about its
estimated risk at payment reported in the AMPR, expressed as a maximum of 2,6% of the relevant
expenditure. The Commission reported in detail in the AARs the programmes for which all audit
results point to the need for potential additional financial corrections, based on a thorough and
robust methodology applied for each programme. The Commission also refers to its reply on the
assurance it obtained on the work of audit authorities in paragraph 6.49-6.51 above.

Moreover, the aggregated key performance indicator (KPI) is reported in the AARs as a weighted
average of all confirmed error rates, including taking account of audit results under contradictory at
the time of this assessment. The Commission also reports a maximum level of this KPI (worst-case
scenario), taking into account all pending information still under validation. Since last year, this
maximum includes a risk ‘top-up’ for programmes which have never been audited by the
Commission itself or for which prior audits revealed certain irreqularities that could be repeated to
non-audited programmes.

In the Annual Management and Performance Report (AMPR), the Commission uses the risks at
payment disclosed by the DGs in their AARs which correspond to their best estimate of the level of
error in the expenditure certified, following a careful and structured quality assessment of reported
results for each programme. Given this detailed segmentation of expenditure according to risk
profiles and control systems, the Commission, when detecting errors, and taking also account of
the ECA’s work, is able to identify the specific part of the programme population that is most likely
to be affected. This approach allows to clearly identify the areas where improvements are needed,
to apply financial corrections where justified and legally possible and to give a differentiated view
of the level of error across the payments made.

Furthermore, national authorities and the Commission may carry out audits and implement any
additional required financial corrections in a multiannual period (including up to three years after
the year in which accounts were accepted). This possibility offered by the co-legislator is important
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for the Commission to be able to discharge its responsibilities in relation to implementation of the
EU budget under multiannual programmes.

To reflect these multiannual actions, the Commission determines a risk at closure, meaning the
remaining risk of error in the expenditure after all controls and corrections have taken place. For
2022, the risk at closure has been estimated at 1.3% for MFF subheading 2a, similar to previous
years. Based on the further audit work carried out and additional financial corrections effectively
implemented for previous accounting years, the Commission re-calculated the Cohesion risk at
closure for previous reporting years and concluded that it was now well below 2%, as it had been
anticipated. For the reasons explained in its replies to paragraphs 6.16, 6.17, 6.21, 6.24, 6.28 and
6.32 above, the Commission considers it can effectively apply financial corrections for 30 of the 48
errors reported by the ECA, after its own due contradictory procedure with the concerned
programme authorities.

The Commission compliance audits and desk reviews remain

The Commission considers that the desk reviews (§6.68 to §6.70) it carries out for every
programme each year is an efficient and proportionate approach for programmes that are found to
reliably report low error rates year after year.

The Commission’s desk assessment takes account of all cumulative knowledge and audit results in
relation to previous audit work carried out on the audit authority and programme concerned
(including Commission’s, ECA’'s and national audits) to critically review the audit conclusions
provided in the annual control report. The Commission liaises with audit authorities when it needs
clarifications. For riskier programmes, the desk review is complemented by fact-finding visits or
audits are re-performed.

In 2022, based on desk reviews only, EMPL and REGIO recalculated the reported residual error rate
for 35 and 79 programmes respectively, above 2% in twelve cases. This clearly shows the added
value of this approach.

When it comes to the estimate of the error rate (KPI) in the AARs, to take account of the ECA
recommendations in its Special report 26/2021 (see footnote 26 in the ECA text), the Commission
has complemented its calculation of the maximum risk with a top-up, set at flat rate, for unaudited
programmes. In its calculation, the Commission also takes account of the ECA audit results
reported before the signature of the AAR. Top-ups (maximum risks) remain an estimation based on
the Commission’s best professional judgement that can be confirmed or not by further audit work.
This methodology allows the best estimate of the risk at payment to be established at the time of
signing off the AARs, as the Commission does not (and cannot) audit on-the-spot every single
programme each year.

Once the desk review is completed, the Commission carries out its risk-assessment to determine
the programmes to be audited on the spot. The Commission fully reported the results of its audits
in the AARs.

The Commission also refers to its disagreement with eighteen errors included in the ECA’s
estimated error rate (see Commission replies to paragraphs 6.16, 6.17, 6.21, 6.24, 6.28 and 6.32).

Net financial corrections (§6.71 and §6.72)

The co-legislator has set strict criteria in the legal framework for the Commission to implement net
financial corrections that are subject to strict cumulative requirements considerably limiting their
scope of application and in practice leading to considerable challenges in applying such net
corrections. This explains the absence of such decisions so far and illustrates the will of the co-
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legislator to only avail to this possibility in cases of identified serious deficiencies, after all
possibilities were given to the Member States to correct the concerned expenditure.

However, the Commission notes that the mere existence of this legal provision, reinforcing the
Commission supervisory role, has had in practice a deterrent effect and contributed to increase the
corrective actions taken by Member States compared to previous programming periods, thus
reducing the need for the Commission to step in through formal decisions for net financial
corrections. This is illustrated by the important cumulative amounts temporarily or definitely
withdrawn by Member States from annual certified amounts (EUR 14.5 billion since 2014 in total),
as reported in the REGIO and EMPL 2022 annual activity reports.

Closure of the 2007-2013 programme period

The Commission notes that the 2007-2013 closure (§6.73 to §6.75) is now almost complete, with
only six programmes still fully open for all Funds due to remaining serious issues. The Commission
will not make the 5% final payment for these remaining programmes until all issues are solved,
including through the adoption of a Commission decision for financial correction to reduce the
programme funding (net corrections) if necessary. For all 2007-2013 programmes closed so far, as
a result of the important additional financial corrections implemented up to and during closure,
REGIO and EMPL reported a residual risk at closure of 0.3% and 0.6% respectively in their 2022
annual activity reports.

There is indeed no regulatory deadline to continue protecting the EU budget. Corrections (often net)
can still occur many years after the end of the programming period or the closure of a programme,
as reported in the annual activity reports.

In 2021, the Commission issued early guidance to Member States to ensure due preparation for the
closure of 2014-2020 programmes (planned in 2025). Closure will be simplified due to the annual
acceptance of accounts and (partial) clearance of legality/regularity issues for previous accounting
years, but will still entail a number of important checks of the final eligibility of operations and
expenditure, as indicated by ECA. Since the regulation distinguishes the financial settlement of each
accounting year from the assessment of legality and reqularity, such assessment for the last block
of expenditure will go beyond programme closure (defined as the financial settlement of the last
accounting year and acceptance of the last implementation report). The timing to eventually settle
all open legality and regularity issues will depend on the seriousness of issues identified and need
for contradictory procedures on the issue disputed by the concerned Member States. However, for
low and medium risk 2014-2020 programmes, closure of all three aspects (accounting,
implementation report and assessment of the legality and regularity of underlying expenditure) can
occur by end 2025, according to best estimates.

The Commission will report to the Discharge authority on the progress of closure for 2014-2020 in
the annual activity reports, as it did for the closure of the previous programming period.

Reporting on several rule of law procedures (§6.76)

The Authorising Officers by Delegation of the Directorates-General REGIO and EMPL have taken
into account in their risk assessment all relevant elements which may appear in the context of the
procedure under the Conditionality Regulation and on which they have the possibility to act under
the sectoral legal base.

Pre-financing is not subject to the fulfilment of enabling conditions. The sole consequence of a
failure to fulfil an enabling condition is that expenditure related to operations linked to the
concerned specific objective, although they may be included in payment applications, shall not be
reimbursed_by the Commission until the Commission has informed the Member State of the
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fulfilment of the enabling condition (Article 15(5) CPR). The Commission has therefore effectively
reported in the 2022 AARs and AMPR that no interim payment to Hungarian and Polish
programmes can be reimbursed as long as the horizontal enabling condition on the Charter of
Fundamental rights is not assessed as fulfilled.

I1l. COMMISSION REPLIES TO THE
RECOMMENDATIONS

Conclusion

The Commission takes due note of the increase in the error rate estimated by the ECA this year
(§6.77 and §6.78), compared to a relatively stable level of error reported for the last five years.
The Commission’s risk at payment disclosed in the 2022 AARs remains comparable with those of
previous years.

The Commission attributes the difference namely to the fact that the ECA reports errors related to
any breach of applicable rules. The Commission does not necessarily consider the associated
expenditure to be ineligible. For programme authorities and the Commission to impose financial
corrections, an error must be an irreqularity within the sense of Article 2(36) of the CPR. Not all
errors reported by the ECA fall into this category.

Moreover, out of the 48 errors reported and quantified in 2022 by the ECA for Cohesion policy
funds, the Commission does not agree with the assessment for eighteen errors.

For thirteen of these errors, the Commission considers that, in line with the above-mentioned CPR
provisions, it could not conclude on an irregularity leading to ineligible expenditure. This includes
two transactions assessed by the ECA as major projects not notified to the Commission. The
Commission does not agree that the related operations correspond to the definition of major
projects in the CPR (see further details in the Commission reply to paragraphs 6.24 and 6.25).

Moreover, for five cases, the Commission is not able to apply the level of quantification used by the
ECA. This includes two public procurements where the Commission considers that the level of
correction applied by the programme authorities is justified by the type of breaches identified by
the audit authority or the Commission (see below reply to paragraphs 6.32 and 6.33). Overall, for
these eighteen cases, the Commission has assessed that it would not have legal ground to impose
financial corrections (or higher corrections than those already applied).

The Commission will duly follow up all other cases and request financial corrections, where
appropriate. The Commission will also recommend remedial actions to the concerned programme
authorities to further improve the management and control systems, as necessary.

The objective of the assurance model (§6.79) under Cohesion policy is to have a residual error rate
below 2% for each programme individually, each year. If this is not the case, the Commission has
the tools to detect the individual programmes concerned and to apply the necessary additional
financial corrections when the individual residual errors are above 2%.

Management verifications (§6.80) are the first line of defence against errors and should be more
effective in preventing and detecting errors in the first instance for a number of programmes (see
the Commission’s reply to paragraph 6.42).
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The Commission reports on the effectiveness of the functioning of management and control
systems in the AARs of the Directorates General REGIO and EMPL (pages 43 and 69, respectively),
and concluded based on all cumulative audit evidence available that management and control
systems function well or sufficiently well for 88% of Cohesion programmes.

The Commission considers that, overall, reliance can be placed on the work of audit authorities and
their control bodies (§6.81), with the exception of ten instances clearly reported in the AARs. In
other cases, additional errors detected are occasional and do not point to a systemic weakness at
the level of the audit authority.

The fact that a residual error rate is found to be above 2% in a particular year, despite the audit
authority having reported a rate below 2%, does not necessarily point to a serious or systematic
deficiency in the work of the audit authority. Individual errors that went undetected, sometimes
complex ones, may not always be representative of the work carried out by the audit authority and
can be due to different interpretations of the applicable legislation.

Moreover, the Commission assesses the work of audit authorities taking into account different
parameters, including the results from system audits, in addition to the re-calculated error rates.

The Commission will continue to closely work with the managing and audit authorities of the
programmes concerned, to follow up on agreed conclusions and to achieve over time a residual
level of error below 2% for all programmes, using the regulatory instruments to apply additional
financial corrections when deemed necessary.

The Commission puts in place audit procedures to obtain reasonable assurance for each
programme whether the error rates reported each year by the different audit authorities are
acceptable, or whether there are indications or evidence that material levels of errors remain
(86.82).

The Commission considers that its detailed assessments lead to a nuanced and differentiated
conclusion for each programme and cumulatively for Cohesion policy Funds. Audit evidence
available to the Commission and reported in the respective annual activity reports does not point to
an increase in its estimate of the level of error (KPI) disclosed in the AARs, in contrast to the one
reported by ECA this year.

In the AMPR, the Commission uses the risks at payment disclosed by the Directorates-General
(DGs) in their AARs following a careful and structured quality review. Given its detailed
segmentation of expenditure according to risk profiles and control systems, when detecting errors,
and taking also account of the ECA’s work, the Commission is able to identify the specific part of
programmes most likely to be affected. It is thus able to give a differentiated view of the level of
error across the payments made and to clearly identify the areas where improvements are needed.

Recommendations

Concerning the recommendations reviewed by ECA from the 2020 and the 2021 annual reports
(6.84), the Commission notes that the Recommendation 5.6 on the reporting of Rule of law
procedures against Member States, issued in the 2021 annual report, was not accepted.

Recommendation 6.1 — Mitigation measures for recurring
errors

Strengthen the measures designed to address the recurring errors, specifically in relation to
ineligible costs and projects, ensure sufficient coverage of its own audit work for all audit
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authorities and disseminate the results to reduce the occurrence and impact of irregular
spending.

(Target implementation date: December 2025)

The Commission accepts the recommendation.

Ongoing continued actions with the audit authorities aim at improving their detection capacity and
ensure an adequate coverage of their audit work through the Commission’s audit plan. In particular,
the Commission provides regular feedback to programme authorities about errors that remained
non-detected by managing and/or audit authorities. The continuous monitoring and analysis of the
root causes of such undetected errors feeds into the Commission’s annual risk assessment for
selecting programmes in view of subsequent risk-based audits.

The Commission continues all necessary efforts towards the target to ensure compliance and a
residual risk below materiality for all programmes, ideally each year and by all means over time.

Recommendation 6.2 — Major projects notifications

Verify, when closing the 2014-2020 programmes, that only expenditure linked to notified major
projects has been accepted, taking particular account of the situation detected this year.

(Target implementation date: latest by March 2025)

Although the Commission disagrees on individual operations reported by ECA this year as alleged
major projects, the Commission accepts the recommendation to make appropriate checks at
closure.

The Commission monitors major projects through the list of such projects included in operational
programmes, which is evolving based on continuous discussions with Member States.

At closure, the Member States will be requested to confirm the eligibility of expenditure declared
against the applicable rules for major projects. The Commission considers however that the
absence of notification of a major project cannot be legally interpreted as an irregularity under the
provisions of Article 2(36) of the Common Provisions Regulation that would make the whole related
expenditure and operation ineligible.

Recommendation 6.3 - Thematic audits on conflicts of
interest

Plan and implement focused thematic audits on conflicts of interest for the 2021-
2027 programmes, based on its own risk assessment and in view of the shortcomings identified.

(Target implementation date: December 2024)

The Commission accepts the recommendation.

In line with its 2021-2027 Single Audit Strategy, the Commission intends to carry out different
thematic audits, inter alia on measures in place to prevent and mitigate the risk of conflict of
interest, based on its own risk assessment. For this, the Commission will also base itself on the
methodology and experience developed through such thematic audits on conflict of interest carried
under the 2014-2020 period.
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Recommendation 6.4 - Targeted checks on financial
corrections for multi-annual operations during closure

Carry out specific targeted checks in its 2014-2020 closure audits to ensure that member states
have applied the necessary financial correction for errors detected in one accounting year which
also affect expenditure in other accounting periods.

(Target implementation date: from February 2025 until end of closure of all 2014-2020 OPs)

The Commission accepts the recommendation.

The Commission will ask the audit authorities to confirm that all corrections have been
implemented correctly, at the latest in the last annual control report, as a result of the audits of
accounts that audit authorities must carry out each year.

The Commission has planned a number of thematic audits on the preparation for the programme
closure process, including on the recommended aspect.

Recommendation 6.5 — Reliability of self-declarations

Ensure that audit authorities have appropriate methods in place to check the validity and
reliability of self-declarations and share good practices, taking particular account of the
situation detected this year.

(Target implementation date: December 2023)
The Commission accepts the recommendation.

The Commission stands ready to collect and share identified good practices on how to check self-
declarations.

The Commission recalls, however, that self-declarations are an alternative source of assurance for
programme authorities, when reliable and verified sources are not easily and directly available.
Self-declarations may be subject to checks according to an appropriate methodology against other
sources of information if available, but it has to be assessed on a case-by-case basis.

Recommendation 6.6 — Enhancing fraud risk awareness to
ensure a more effective reporting on suspected fraud

(a) Plan and implement focused thematic audits on risk awareness of the managing authorities
and the use of data mining and risk-scoring tools for the 2021-2027 programmes.

(b) Specify minimum requirements for the audit authorities to cover the risk of fraud in their
checklists and audit work.

(c) Reiterate to member states their obligations regarding fraud reporting.

(Target implementation date: for recommendation6.6(a) by December 2025, for
recommendations 6.6(b) and 6.6(c) by December 2023)

The Commission accepts the recommendation.
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a) Thematic audits on the implementation of effective antifraud measures are part of the
anti-fraud strategy and Single Audit Strategy for the 2021-2027 programmes. In addition,
specific methodological support is offered to the programme authorities on management
verifications based on risks, including workshops and early preventive system audits. The
Commission systematically promotes and encourages the use of the data mining and risk
scoring tools, and ensures a close monitoring on the use of Arachne.

b) The effective implementation of proportionate anti-fraud measures is part of the system
requirements which audit authorities need to cover in their assessment of the functioning
of management and control systems. Specific fields were integrated in the updated
Commission audit checklists for operations and system audits that have been shared with
audit authorities as a follow-up of to the ECA Special report 6/2019 on “Tackling fraud in
EU cohesion spending: managing authorities need to strengthen detection, response and
coordination”. The Commission will continue to ensure that audit authorities appropriately
document in their check lists how they covered the risk of fraud during their audits of
operations.

c) In their audits, the Commission auditors intend to embed an additional check whether the
reporting of programme authorities in the Irreqularity Management System (IMS) duly
reflects detected errors and irreqgularities. The Commission services, with OLAF in the lead,
will continue to remind Member States of their obligations regarding fraud reporting. OLAF
also intends launching a revision of the “Handbook of irregularities reporting in shared
management” before the end of 2023. This process will involve experts from other
Commission services and the Member States.

Recommendation 6.7 — Deployment of data mining and risk-
scoring tool

Advance the date for deployment of the single integrated IT tool for data mining and risk-scoring
from 2028 to 2025, the first year when a significant amount of 2021-2027 expenditure is
expected to be declared. In the meantime, ensure that OLAF, the EPPO and the ECA have access
to Arachne.

(Target implementation date: December 2025)
The Commission partially accepts the recommendation.

The Commission is unable to accept the first part of the recommendation aiming at advancing the
date for the deployment of the single integrated IT tool for data mining and risk scoring from 2028
to 2025. A Commission proposal to recast the Financial Regulation is currently debated by the co-
legislator, who will ultimately decide if the use of the data mining tool is mandatory and by when.
The ECA recommendation is therefore coming too late in the legislative process. Moreover, an
anticipation of the use of such a tool in 2025 is technically unfeasible due to the need to expand
the existing tool for corporate use, incorporate advanced functionalities and emerging technologies.

The Commission accepts the second part of the recommendation aiming at ensuring that
meanwhile, OLAF, the EPPO and the ECA have access to Arachne on a case-by-case basis. For the
ECA, this direct access will cover entities involved in operations which are the subject of ongoing
audits. Developments are ongoing to provide such case-related direct access, in the frame of the
existing charter of rights and obligations of the Commission and Member States in using Arachne.
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REPLIES OF THE EUROPEAN COMMISSION TO THE EUROPEAN
COURT OF AUDITORS’ 2022 ANNUAL REPORT CHAPTER 7:
NATURAL RESOURCES AND ENVIRONMENT

. THE COMMISSION REPLIES IN BRIEF

The Multiannual Financial Framework (MFF) heading 3 “Natural resources and environment” covers
EU spending on the common agricultural policy, the maritime and fisheries policy and the LIFE
programme for environment and climate action.

The Common Agricultural Policy (CAP), accounting for most of the spending under this heading, is a
genuinely European policy as Member States pool resources to operate a single common policy
with a single European budget. The CAP objectives as set out in the Treaty and the CAP regulations
are: to increase agricultural productivity; to ensure a fair standard of living for the agricultural
community; to stabilise markets; to assure the availability of supplies; to ensure that supplies reach
consumers at reasonable prices.

With 6.3 million beneficiaries of the CAP, European agricultural guarantee fund (EAGF) and
European agricultural fund for rural development (EAFRD) expenditure is implemented under
shared management through a comprehensive management and control system, which is designed
to ensure the legality and reqularity of the underlying transactions at the level of the final
beneficiaries. The robust assurance model of the CAP includes the first level controls by the paying
agencies, the audit work carried out by the independent certification bodies and the Commission's
own work through the clearance of accounts.

This assurance model put in place for the CAP and thus the extent and granularity of the
information available to the Commission on the functioning of the management and control
system at the level of each paying agency contribute to estimating, as precisely as possible, the
level of the error in the CAP, as presented in the Annual Activity Report (AAR) of DG AGRI.

The Commission welcomes the ECA’s conclusion that Direct Payments remain free of material
error, confirming thus the important role played by the Integrated Administration and Control
System (IACS), including the Land Parcel Identification System (LPIS), in preventing and reducing
the level of error. The Commission takes note of the level of error estimated by the ECA for the
MFF heading 3 as a whole and of the level of error for rural development and market measures,
which remains material, in line with the Commission’s own assessment. (§7.35).

Based on its robust assurance framework and its detailed assessment, the Commission considers
that its own estimate of the risk at payment, as presented in the AAR of DG AGRI remains
consistent with the results obtained in the last years by the Commission and the ECA. This is in line
with the fact that the expenditure in 2022 relates to the 2014-2020 programming period and that
rules, systems and authorities have remained stable.

As regards the increase detected by the ECA in the number of small over-declarations of areas in
comparison with 2021, the Commission notes that, looking at the situation over several years, the
number of small over-declarations in 2022 remains in line with the levels detected by the ECA for
2020 and previous years. While LPIS is the basis for the geospatial aid application, over
declarations may also stem from errors made by the farmers. Consequently, the Commission
considers that the small over-declarations do not necessarily indicate specific weaknesses in
member states’ management of the LPIS.
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Il. COMMISSION  REPLIES TO MAIN ECA
OBSERVATIONS

1. Regularity of transactions

Results of transaction testing

The Commission takes note of the level of error estimated by the ECA at 2.2% for the MFF
heading 3

Coherence checks of member states’ control statistics and payments data

The Commission welcomes ECA’s assessment that the systems of the paying agencies are overall
reliable and provide correct calculation for the aid amount (§7.27). The Commission carries out its
own analysis in the form of annual quality reviews of the payment and control data submitted by the
Paying Agency as well as data integrity audits on paying agencies’ information systems, which
confirm the ECAs assessment.

2. Annual activity reports and other governance
arrangements

DG AGRI and DG MARE reporting on the reqularity of spending (§7.28 to §7.32)

Certification Bodies have been delivering an opinion on legality and regularity of expenditure for
eight years now. Thanks to capacity building actions by the Commission (issuing of guidelines,
regular expert group meetings), their reports contain sound, substantial and valuable information
on the legality and reqgularity of expenditure. This information is examined in detail by DG AGRI and
was the basis for the calculation of DG AGRI's adjusted error rate for financial year 2022. The
Commission further stresses that, as a result of all corrective actions for the CAP (estimated at 1.5%),
the final amount at risk (risk at closure) for the CAP in 2022 is estimated at 0.35%, as presented in
DG AGRI’s AAR 2022.

The Commission welcomes the ECA’s observation that DG AGRI's and DG MARE’s methodology for
the calculation of the final risk at payment (or closure) was in line with the Commission guidelines.

The Commission’s Annual Management and Performance Report (AMPR) (§7.33)

In the AMPR, the Commission uses the risks at payment disclosed by the DGs in their AARs which
correspond to their best estimate of the level of error in the expenditure made, following a careful
and structured quality review.

Overall, the Commission reports a non-material risk at payment for Heading 3: Natural resources
and environment, based on hundreds of thousands of checks carried out every year by the Member
States and audits by the Commission, following their carefully established control strategies,
tailored to the specificities of the Funds. With its detailed approach, the Commission is able to
identify the specific parts of the programme population that are most likely to be affected by
errors, to clearly identify the areas where the improvements are needed, to apply financial
corrections where appropriate and to give a differentiated view of the level of error across the
payments made. Based on the work carried-out, the Commission considers that the risk at payment
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presented in the AMPR for Heading 3 “Natural resources and environment” is representative of the
level of error.

I1l. COMMISSION REPLIES TO THE
RECOMMENDATIONS

Recommendation 7.1 — Monitoring the quality of agricultural
area data

Given that agricultural area will be the basis for performance indicators under the new CAP
2023-2027, continue monitoring how accurately members states assess the eligible area in the
Land Parcel Identification System.

(Target implementation date: 2024)

The Commission accepts this recommendation, referring to the legal requirement on the LPIS
Quality Assessment, laid down in Article 68 of Regulation (EU) 2021/2116 and recital 59 of the
said Regulation on the Member State ‘s obligation to report on the quality of their LPIS. Accordingly,
the Commission continues its annual evaluation of Member State’s LPIS quality assessments.
Therefore, the Commission considers that the recommendation will be implemented with the next
monitoring of the LPIS quality assessments.
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REPLIES OF THE EUROPEAN COMMISSION TO THE EUROPEAN
COURT OF AUDITORS’ 2022 ANNUAL REPORT CHAPTER: 8
MIGRATION AND BORDER MANAGEMENT - SECURITY AND

DEFENCE

. THE COMMISSION REPLIES IN BRIEF

The Commission welcomes the ECA’s observations, accepts the recommendation issued in the
Chapter, that is already being implemented, and commits itself to engage in the areas where
the need for improvements has been identified, with a view to reducing the risk of errors in the
future.

The management of most Asylum, Migration and Integration Fund (AMIF) and Internal Security
Fund (ISF) funding for 2014-2020 and of most AMIF, the Instrument for Financial Support for
Border Management and Visa Policy (BMVI) and ISF funding for 2021-2017 is shared with the
Member States (or Schengen Associated Countries). The Commission welcomes the
acknowledgment that the Member State Audit Authorities examined by ECA are making progress
in their preparations for the 2021-2027 period and will closely monitor the pending
developments, providing guidance where required. Since the Directorate General for Migration
and Home Affairs (DG HOME) applies the Common Provisions Regulation, as the directorates for
Regional and Employment policies (DG REGIO and DG EMPL), the Audit Authorities join the
technical meetings organised by the Joint Audit Directorate of DG REGIO and DG EMPL (DAC).

The Commission considers expenditure for migration, border management, security and defence
to be a low risk expenditure. With reference to paragraph 8.19, the Commission considers that it
has detailed and robust evidence concluding to a risk at payment below 2% for the expenditure
on migration and border management, as well as for security and defence. The Commission’s
estimate is based on all the controls and audits carried out, with the audit coverage for 2014-
2020 programming period reaching 21.7% of the expenditure as of 31.12.2022".

Il.  COMMISSION REPLIES TO MAIN ECA
OBSERVATIONS

1. Regularity of transactions

Regarding the examined transactions which were affected by errors (§8.10) the Commission
engages itself to address the issues identified, reinforcing guidance where required to reduce
the number of errors in the future.

! The assessment of the levels of risk is done according to the Commission’s methodology, and is disclosed in
the Commission’s 2022 Annual Management and Performance Report (AMPR Volume | - page 18 or Volume
I, Annex 2, section 2.1.3 heading 4 and heading 5).
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The Commission highlights however that, in one case, which is included in box 8.1.
(accommodation costs due to irregularities in public procurement procedures), at the time of the
ECA’s audit, the Member State’s verification controls had not been finalised.

Reply to Box 8.1

Ineligible personnel and equipment costs
The Commission takes note of the ECA’s findings.

On the examples given in relation to the ineligible personnel costs the Commission would like to
point that in view of the varied national fiscal and social security rules and appreciating the
specificities of the labour market, the Grant Agreement does not define any nominal
remuneration limits relative to employment of persons under direct services compared to
employment contracts, leaving room for the authorising officer’'s appreciation.

In the cases of ineligible equipment costs, the acquisition cost of computers was declared while
according to the grant agreement only the depreciation costs of the equipment were eligible.
The Commission would like to note that in both cases the computers had already been used and
were subsequently refurbished and that the price of the individual computers was
approximately 300-350¢€.

Ineligibility of declared accommodation costs due to irregularities in public
procurement procedures

At the time of the ECA’s audit, the corresponding verification controls prior to final payment had
not been finalised by the Responsible and Audit Authorities in relation to the AMIF project under
shared management in Spain. The transaction selected by the ECA was a payment made by the
Spanish authorities to the project beneficiary and declared as an advance payment to the
Commission, for which all the legality and regularity requirements were met (i.e., no declaration
of incurred costs is necessary at that stage).

In accordance with the provisions of the legal basis, Member States should withdraw any
irreqularity detected in the final verification controls from the accounts. The Commission
monitors the final payments done by the Member States’ authorities and of the amounts
withdrawn from the accounts.

2. Examination of elements of internal control systems

The Commission welcomes the fact that the system audits of the six Member State Audit
Authorities concluded with no findings.

The assurance package needs to be provided for “each accounting year for which payment
applications have been submitted” (art. 98(1) CPR). Since no payment applications have been
submitted in the accounting year 2022, no Member State has presented an assurance package in
February 2023.
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3. Annual activity reports and other governance
arrangements

Regarding the examination of the AAR (§8.18), the Commission recalls that the Director General’s
declaration of assurance is based on the examination of several pieces of information from
multiple sources (self-assessment, ex post controls, Internal Audit Service and ECA reports)
ensuring its reliability.

I1l. COMMISSION REPLIES T0 THE
RECOMMENDATIONS

Recommendation 8.1 — Better target checks on project cost
eligibility for Union actions directly managed by DG HOME

Carry out better targeted ex ante checks on the eligibility of expenditure for Union actions, with
a specific focus on the potential risks related to, for example, the type of expenditure (e.g.
personnel costs, equipment, procurement), or the type of beneficiary.

When preparing its risk assessment, the Commission should take into consideration that audit
certificates supporting beneficiaries’ payment claims have limitations.

(Target implementation date: end of 2024)
The Commission accepts this recommendation and considers it already being implemented.

A sound, targeted methodology for the analysis of the final requests for payments in the context of
Union actions already exists and the Commission covers with its ex-ante verification 100% of the
transactions. Dedicated checklists were already reinforced in the context of the implementation of
recommendations made in the 2018 ECA annual report. Before the final payments are executed,
ex-ante controls are applied, as necessary.

With the objective of maintaining the costs effectiveness of control system the Commission
employs a significant number of preventive actions, paying attention to cost eligibility at all stages
of the project cycle taking also into account the different types of expenditure and improving the
guidance given to beneficiaries, in particular newcomers, via inter alia the kick-off meetings.

The Commission is already undertaking a reassessment of the ex-ante methodology, to
accommodate various changes to the model Grant Agreement for MFF 2021-2027. Following the
recommendation of the ECA, the Commission will ensure that the methodology specifically targets
the checks on the type of beneficiary and the root causes of errors, identified in all audits.

The model Grant Agreements define the requirements for the certificate on the financial
statements and the audit methodology to be applied by auditors.

The audit certificate is only one of the elements for the Commission ex-ante assurance in the
implementation of the Union Actions. Before the final payments are executed other ex-ante-
controls are applied, as necessary.
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REPLIES OF THE EUROPEAN COMMISSION TO THE EUROPEAN
COURT OF AUDITORS’ 2022 ANNUAL REPORT CHAPTER 9:
NEIGHBOURHOOD AND THE WORLD

. THE COMMISSION REPLIES IN BRIEF

The Commission takes note of the ECA findings for this chapter and is committed to implementing
the appropriate remedial actions where necessary. In reply to some observations related to DG
NEAR’s Residual Error Rate study, the Commission provides clarifications on the features of the
study and its contribution to building the annual declaration of assurance, along with the other
elements of the internal control framework. Similarly, replies and clarifications are provided in reply
to some observations related to DG NEAR’s Annual Activity Report.

Concerning some observations on the regularity of the audited transactions, the Commission
provides clarifications on the errors reported in this chapter of the Annual Report. The Commission
considers the errors on clearing of pre-financing to be of a temporary nature, as any over-clearing
is adjusted with the final acceptance of costs.

The Commission further clarifies that it divides expenditure into segments with different levels of
risk: lower (below 29%), medium (between 2% and 2.5%) and higher (above 2.5%). In 2022, the
expenditure of the MMF heading 'Neighbourhood and the World' assessed by the Commission as
“medium risk” is the segment corresponding to direct management grants only. The other segments
are assessed at lower levels of risk. The assessment of the levels of risk is done according to the
Commission’s methodology, and is disclosed in the Commission’s 2022 Annual Management and
Performance Report (AMPR): Annual management and performance reports (europa.eu).

Il.  COMMISSION  REPLIES TO MAIN  ECA
OBSERVATIONS

1. Regularity of transactions

Regarding the errors reported as expenditure not incurred (§9.8 and Box 9.1), the Commission notes
that they include errors due to excess clearing, meaning a practice where expenditure not
incurred is included in the accounts as expenditure incurred. The Commission considers these errors
as temporary as they will no longer exist after the final clearings. The Commission has taken
several actions including asking its partners to review their reporting templates to allow for easier
identification of incurred expenditure and will step up its efforts in this regard. It expects to see
positive results in the coming years.

Reply to Box 9.1

Serious failure in applying grant award rules

DG INTPA


https://commission.europa.eu/publications/annual-management-and-performance-reports_en
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The Commission agrees with the ECA’s finding in relation with the application of grant award rules
and underlines that current provisions are very strict and do not allow for any alteration of
proposals at the contracting stage.

The Commission acknowledges that the procedures could be strengthened to avoid any other case
similar to the one detected in Rwanda. In this sense, the existing guidance on ‘Contract preparation
and signature’ will be reinforced by clarifying the obligations of the contracting authority, such as
respecting the eligibility requirements announced in the guidelines when preparing the contract and
not allowing any alteration of the submitted proposals.

Ineligible expenditure included in the cost claim
DG NEAR

In the context of an audit of sustainable use of natural resources in Palestine * the ECA found that
at the end of 2021, a development agency was still reporting to the Commission in its progress
reports that the project was being financed, even though it was not being implemented. The ECA
concludes by stating that the Commission regarded the project as incurred expenditure.

The Commission cleared the amount based on reported incurred costs, a management declaration
and the audit opinion provided by the development agency. The Commission considers that an
interim clearing is not equal to the final acceptance of the cost, which will only take place after
reception of the final report and the final clearing of the total expenditure under the project. Based
on the financial information received from the development agency, the Commission could not
detect the error.

The development agency considers the funds transferred to the banks as committed and only the
funds transferred to the final beneficiary as incurred. In this case a misunderstanding by the local
branch of the development agency was the cause of an incorrect interim report.

* This designation shall not be construed as recognition of a State of Palestine and is without
prejudice to the individual positions of the member states on this issue.=

Reply to Box 9.2

Mandatory risk assessment not conducted
DG NEAR

The ECA found that the Commission made a pre-financing payment without conducting the
mandatory risk assessment and in absence of a bank guarantee.

The Commission agrees with this finding but points out that it is an isolated case, and that the
applicable procedures are clear and accessible to the staff. Since the relevant controls are in place
but were not correctly applied in this case, the remedial action will consist of a reminder to all
Delegations of the rules pertaining to the risk assessments.

Regarding the regularity of transactions mentioned in paragraph 9.8, the Commission is of the
opinion that some errors in procurement do not have a financial impact and therefore there is no
legal ground to recover the funds.
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Under the notional approach, the EU cost eligibility requirements are met as long as the action
includes an amount of costs eligible under EU rules equivalent to the EU contribution and the
amount contributed by other donors is sufficient to cover the costs that are ineligible under EU
rules (Article 155(5) of the Financial Regulation). This makes it possible for the EU to contribute to
multi-donor actions without the earmarking of funds (i.e. jointly co-financed actions). There are no
legal obligations for the Commission to report separately on the proportion of funds, entrusted to
implementing partners, to which the notional approach applies.

2. Examination of elements of internal control systems

Reply to Box 9.4

Expenditure verification report received after final payment already made
DG NEAR

The Commission usually requires grant beneficiaries to engage a contractor to verify their
expenditure to date and produce expenditure verification reports. The ECA found that in one EU
Delegation, the final payment had been made to the beneficiary before receiving the expenditure
verification report.

The Commission considers that there is no shortcoming in the functioning of the internal control
system of the EU Delegation, as different layers of controls (not necessarily cumulative) are
allowed. The Commission is of the opinion, that according to Article 15.7* of the General Conditions
and Article 5.2 of the Special Conditions of the Grant Agreement an expenditure verification report
is not required in case the EU Delegation has performed the verification itself. In this particular
case, the EU Delegation carried out the checks before payment.

As a general rule, the EU Delegations carry out desk analysis and on-the-spot visits prior to final
payments for grant contracts with or without the expenditure verification report, in line with the
existing control methodology.

Delegation staff not trained in fraud prevention in past 5 years
DG NEAR and DG INTPA

Some members of the staff in the audited EU delegations had not attended training courses in
fraud prevention in the past five years (box 9.4). Attendance to fraud prevention training is only one
of the tools available to raise staff awareness in fraud prevention in a modern organization. As a
result, the learning objective of the Anti-Fraud Strategies is to strengthen internal awareness on
fraud-related issues and does not entail an objective of 100% staff attendance to fraud prevention
training every 5 years.

All staff members in external relations have access to various relevant learning opportunities. In
addition, the Commission provides a wide range of tools and resources to ensure unlimited access

“The expenditure verification report shall not be provided by the coordinator if the verification is directly
done by the contracting authority's own staff, by the Commission or by a body authorised to do so on their
behalf, according to Article of 5.2 of the special conditions.”

Article 5.2:"The expenditure verification(s) referred to in Article 15.7 of Annex Il will be carried out by the
contracting authority or any external body authorised by the contracting authority.”
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in time and geographical area to the required information on fraud prevention. In fact, the
Commission offers a variety of additional activities and guidance to cover fraud-related issues -
including an anti-fraud network with appointed anti-fraud focal points, presentations during
relevant seminars and meetings, staff notes, manual and guidance, intranet pages, surveys,
newsletters, supervision missions, etc.

OPSYS information system not fully operational

During the ECA’s visit, EU Delegation’s staff reported problems with the IT programme OPSYS that
had led to delays, disruptions to the smooth functioning of the delegation and increased resource
consumption. As observed by ECA, DG NEAR reported difficulties with the implementation of OPSYS
in its Annual Activity Report (AAR).

The Commission is of the opinion that those difficulties did however not result in unreliable data or
incomplete management information. Inevitably, the introduction of OPSYS came along with
significant challenges in the transition period for EU Delegations, as there were certain technical
defects, notably during the forecasting exercise. However, the Commission was aware of these
issues during the transition period and took measures to mitigate the related risks, notably with the
resolution of the most problematic flaws at the end of the process (validation of the forecast).

3. Annual activity reports and other governance
arrangements

DG NEAR’s AAR & RER

The Commission considers that the RER study is not subject to limitations that may contribute to an
underestimation of errors. On the contrary, there might be cases of overestimation. The
extrapolation of the error to the untested transactions may actually lead to an overestimation of
the error rate given that the error identified in a given budget heading of the financial report
submitted by a beneficiary is not necessarily pervasive in other budget headings.

As regards reliance on the work of others, the Commission recalls that in line with the RER
methodology, the contractor can rely entirely or partially on the results of expenditure verifications
carried out by independent auditors for DG NEAR and on ECA audits. It is also important to clarify
that full and partial reliance are not the same, and each of them requires a set of testing steps to
take place. The Commission limits the number of cases of full reliance in RER studies, which remain
in line with the historic average (14% in DG NEAR RER studies in 2021 and in 2022).

DG NEAR’s Annual Activity Report also recalls that the RER study is not an assurance engagement
nor an audit. The RER study is built on a distinct methodology, serving a specific purpose: to
measure the overall performance of the control system by estimating a representative residual
error rate.

DG NEAR’s global error rate builds on the errors found in all segments of expenditure, including
grants under direct management which is the segment of expenditure that the Commission
considers “medium risk”. However, additional controls on grants are carried out to calculate a
specific error rate for this segment of expenditure which is considered as “medium risk”. These
controls provide corroborative information, which is important to DG NEAR as it complements the
grant-related information coming from the main error rate, where some grants are included.
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Concerning the errors identified by the ECA in the estimation of the corrective capacity in DG
NEAR’s Annual Activity Report, the Commission points out that despite its checks on 298 recovery
orders, three recovery orders were incorrectly included in the estimation of the amount at risk at
payment of DG NEAR. The total value of these three recovery orders is EUR 745.285. The error
resulted in a difference of EUR 840.000 in the estimation of the amount at risk at payment: EUR
46.99 million instead of EUR 46.15 million, out of a total relevant expenditure of EUR 5.14 billion.

I1l. COMMISSION REPLIES TO THE
RECOMMENDATIONS

Follow-up of previous years’ recommendations

Regarding Recommendation 2 from the ECA 2019 Annual Report, the Commission recalls that it did
not accept the recommendation, hence the Commission made it clear in the replies to the 2019
Annual Report that it would not implement it.

Regarding Recommendation 1 from the ECA 2020 Annual Report, the Commission intensified
communication with International Organisations on ECA’s access to documents. The Commission is
working actively with the concerned International Organisations whose transactions contributed to
the error rate, both through practical solutions and high-level dialogue.

The issue of providing the ECA access to documents has also been discussed in recent meetings of
the EU-UN FAFA Working Group and bilateral meetings between the Commission and International
Organisations. It is also systematically included in the regular dialogue with the Commission
partners such as UN Organisations. The Commission has also facilitated technical discussions
between the UN and ECA with a view to ensure mutual understanding of the constraints of all
parties and to identify concrete and practical steps towards ensuring smooth access to documents.
In 2023, joint trainings with UN staff have resumed, and the Commission has also agreed with the
UN to set up Joint Reference Groups to discuss regularly audit and control issues.

However, for some International Organisations, in particular in the UN family, providing more than
“read only” access to their documents goes against their internal rules.

The Commission will continue to take action to find practical and long-term solutions to these
issues.

Recommendation 9.1 - Prevent irregular alteration of
proposals at the contracting stage

Strengthen controls to prevent irregular alteration of proposals at the contracting stage when
awarding grants on the basis of a call for proposals.

(Target implementation date: June 2024)

The Commission accepts the recommendation and will reinforce the relevant guidance.
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Recommendation 9.2 — Take steps so that staff complete a
risk assessment before paying pre-financing without a bank
guarantee

Carry out risk assessments, as required by the manual of procedures, to ensure that pre-
financing payments of between €60 000 and €300 000 are only made without a bank guarantee
if the risk is assessed as low.

(Target implementation date: end of 2024)

The Commission accepts the recommendation and will remind the staff of the existing rules.

Recommendation 9.3 — Establish an appropriate timeframe
when engaging contractors directly for expenditure
verifications

Establish an appropriate timeframe so that expenditure verification reports issued by
contractors for grant contracts are available before processing payments or clearing
expenditure.

(Target implementation date: end of 2025)

The Commission does not accept this recommendation. The Commission considers that the
procedures in place already set the appropriate timeframe. When specific circumstances so
require, the contractual provisions allow the Commission to process a payment based on checks
carried out by its staff.

Recommendation 9.4 — Enhance controls to exclude recovery
orders for unspent pre-financing from the corrective
capacity calculation

Enhance controls to exclude recovery orders for unspent pre-financing from the calculation of DG
NEAR’s corrective capacity

(Target implementation date: from the 2023 annual activity report onwards)

The Commission accepts the recommendation.



10.9.

10.10.

10.11.

10.12.

REPLIES OF THE EUROPEAN PARLIAMENT TO
THE EUROPEAN COURT OF AUDITORS’ 2022 ANNUAL REPORT

CHAPTER 10: European public administration

As per Article 1 of the “Rules on the use of appropriations from budget item 400"
(“Rules 400”), the political groups manage the funds allocated to them according to the
principles of indirect management of funds in analogical application of Article 62(1)(c)
of the Financial Regulation. These Rules themselves replace the “contribution
agreements” (as referred to in article 155(6) of the Financial Regulation).

Parliament’s administration is subject to the Financial Regulation and its procurement
rules. However, for political groups, and only for them, the Bureau has adopted the
Rules 400, which contain a number of specific provisions for procurement procedures
taking into account the administrative capacity of political groups.

Parliament takes note of the observations of the Court of Auditors (ECA). According to
Article 1.4 of the Rules, the political groups shall be responsible to the institution for
the management of appropriations, within the limits of the powers conferred upon them
by the Bureau for application of these rules. They shall ensure that the appropriations
are managed in accordance with these rules and they shall take appropriate action to
prevent any expenditure, which is not in accordance with these rules.

Parliament’s administration has previously demonstrated efforts to assist the political
groups with the aim to improve their internal financial management. It will considerably
increase the guidance to political groups.

Parliament takes note of the observations of the ECA.

Parliament takes note of the observations of the ECA.

Parliament agrees with the ECA’s conclusion and will propose to deduct the
corresponding amounts from the eligible costs during the upcoming closure exercise.

Recommendation 10.1 - European Parliament

Parliament’s administration agrees to increase its guidance to the political groups on the
proper implementation of the funds under Rules 400 and assist the political groups with the
aim to improve their internal financial management. In particular, it will further clarify the
guidelines on procurement by political groups and it will propose to better align Rules 400 to
the Financial Regulation.

EN

PE 750.811/BUR/ANN.2
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REPLIES OF THE EUROPEAN COMMISSION TO THE EUROPEAN
COURT OF AUDITORS’ 2022 ANNUAL REPORT CHAPTER 11:
RECOVERY AND RESILIENCE FACILITY

. THE COMMISSION REPLIES IN BRIEF

The Commission acknowledges the ECA’s chapter 11 concerning specifically the Recovery and
Resilience Facility (RRF) with its unique financing model.

Out of 311 milestones and targets for which payments were made for non-repayable support in
2022, the ECA has audited 281 and identified regularity issues with 15. Having carefully examined
these cases, the Commission maintains that it considers the original assessment of ‘satisfactory
fulfilment’ to be correct and notes that the ECA’s conclusions that some milestones and targets were
‘not satisfactorily fulfilled’ are principally based on differences in interpretation of the legal
requirements, or differences in the qualitative judgement.

In one specific case, the ECA concludes that double funding has occurred while the measure in
question has no cost under the RRF. The Commission stresses that, in line with the wording of the RRF
Regulation, the concept of double funding is explicitly linked to cost. By definition, if the Member State
has anticipated that the measure would be fully funded from other sources and thus has not put
forward any estimated costs as part of the Recovery and Resilience Plan (RRP),! the RRF does not
cover any cost for the measure’s implementation and there cannot be “double funding”. The
Commission stresses that reforms are an essential criterion to have a positive assessment of the
Recovery and Resilience Plans by the Commission. Such inclusion of no cost reforms does not increase
the financial allocation. Yet, their inclusion in the plan ensures their effective and timely
implementation.

Some other ECA findings relate to whether the measures set by the Council are eligible. For each of
these findings, the Commission disagrees with the ECA’s policy judgement and maintains that there
is no reason to consider these measures ineligible. Moreover, these findings have, in the Commission’s
view, no bearing on the legality and regularity of payments. Article 24 of the RRF Regulation? obliges
the Commission to assess the milestones and targets set by the Council in its Council Implementing
Decision, and not to re-assess the eligibility of measures set out in the Council Implementing
Decisions, as adopted by the Council. If the milestones and targets as set by the Council in its
implementing decision have been satisfactorily met, the Commission must pay.

To quantify the financial impact of its findings and establish the level of materiality, the ECA uses
the Commission’s published methodology for the partial suspension of payment. Whilst the

!Under the RRF, the Member States are asked to put forward a cost estimate for each measure they include in
their RRP. This cost estimate may also be EUR O if the costs are fully funded from other sources. The cost
estimate justifies the overall allocation to the Member State. The cost estimate is the only moment the Member
State indicates costs to the Commission, as later payments are fully based on performance, not costs incurred.

2Regqulation (EU) 2021/241 of the European Parliament and of the Council of 12 February 2021 establishing
the Recovery and Resilience Facility
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Commission retains its view that the milestones and targets were correctly assessed as satisfactorily
fulfilled, the Commission notes that ECA considers the minimum financial impact of the findings to
be close to ECA’s materiality threshold. This finding by ECA is based on a risk-based sample of 281
milestones and targets out of 311 to reach this conclusion (Annex 11.1, Paragraph 8).

The Commission further notes that, in line with that methodology, it would have applied adjustments
differently to fully take into account the progress in the implementation and/or the importance of the
measure, resulting in a significantly lower value considered at error.

In light of this, the Commission does not consider that any milestones and targets have been paid
erroneously and in line with DG ECFIN’s Annual Activity Report®, the Commission considers that in the
2022 RRF payments there was a low level of risk.

The Commission nevertheless acknowledges that further improvements can be made to its process
for the assessment of milestones and targets in the future and is putting in place changes to address
these findings. In this respect, the Commission broadly accepts the recommendations that ECA
has made in this Chapter.

The Commission welcomes ECA’s recognition that the Commission has in general effectively
implemented its ex-post audit plan and takes note that ECA did not raise any issues related to the
satisfactory fulfilment of audit and control milestones that were assessed during 2022.

Finally, the Commission would like to highlight that DG ECFIN’s Annual Activity Report* makes clear
the work done by the Commission to obtain reasonable assurance that Member States’ control
systems comply with their obligations, including on State aid and public procurement. Notably,
following recommendations of the ECA and of the European Parliament, the Commission has
increased its work in this area. DG ECFIN’s Annual Activity Report specifies in detail the work carried
out by the Commission’s own auditors, including audit work on bodies that are common for the RRF
and for the cohesion policy funds, as well as how the Commission has considered audit work carried
out by national audit bodies.

Il. COMMISSION  REPLIES TO MAIN ECA
OBSERVATIONS

1. Regularity of transactions

Satisfactory fulfilment of milestones or targets

The Commission takes note that the ECA recognises the broad discretion conferred on the Commission
by the RRF Regulation when assessing the satisfactory fulfilment of milestones and targets (§11.22).
The Commission uses that discretion when conducting the technical assessment of satisfactory
fulfilment in line with the requirements set in the relevant Council Implementing Decisions and in line

®https://commission.europa.eu/publications/annual-activity-report-2022-economic-and-financial-affairs_en

“ https://commission.europa.eu/publications/annual-activity-report-2022-economic-and-financial-affairs_en
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with the RRF Regulation. The Commission has transparently framed its exercise of this discretion by
communicating to the European Parliament, Member States, the ECA and the general public a
framework for assessing the satisfactory fulfilment of milestones and targets®. All payments are
assessed against this framework, ensuring transparency and equal treatment. In line with the
application of the de minimis principle and generally applicable interpretation methods, minimal
deviations from the established requirements provided for by the Council Implementing Decision can
be accepted under specific circumstances, as explained in the framework. The Commission recalls the
mandatory involvement of the Economic and Financial Committee, composed of all Member States,
which provides an opinion on satisfactory fulfilment and, therefore, evaluates how the Commission
has used this discretion on each and every case. In accordance with a previous recommendation from
the ECA®, the Commission more transparently reports any use of this discretion. This enables Member
States to express a positive or negative opinion on the Commission’s approach to each milestone and
target. Furthermore, the Commission would recall further that each decision for payment is subject
to scrutiny by a committee of Member State experts under the comitology procedure. The
Commission’s Internal Audit Service, in the context of the preparation of its 2022 Overall Opinion, has
conducted a specific engagement covering a sample of the RRF-related payments audited by the ECA
in 2022. During this engagement, it analysed the key documentation underlying the ECA’s work as
well as the Commission services’ position.

On the basis of its framework for assessing the satisfactory fulfilment of milestones and targets, the
Commission does not share the ECA’s assessment that for eight milestones and targets the
requirements of the Council Implementing Decision had not been satisfactorily fulfilled (§11.23). In
most cases, the ECA questions either the interpretation of the requirements set by the Council which
the Commission and Member States applied when assessing the milestone or target, or makes a
different qualitative judgement. The Commission has transparently published its assessment in each
case, justifying its interpretation in line with the applicable framework, receiving both the positive
opinion of the Economic and Finance Committee and the comitology committee of Member State
experts on its approach and interpretation of each case. The Commission highlights that in each case
the divergences between the Commission and the ECA assessment are specific to the case.

The Commission takes note of cases where the ECA provides its own, different, legal interpretation
of the milestone or target and, on this basis establishes that one element, which the ECA considers a
requirement, is not fulfilled. The first example in box 11.1 — Paragraph 11.23 (Greek Milestone 42),
exemplifies such a case: the ECA and the Commission have a different understanding of which of the
Ministerial Decisions provisioned in law 4710/ 2020 are required for “organizing the electric vehicles’
market”. Out of eighteen secondary acts mentioned in the primary law, the Commission and the ECA
agree that six are not relevant and do not need to be fulfilled. A further nine are for both institutions
relevant and indeed enacted. Finally, the institutions disagree on the remaining three secondary acts:
the Commission considers they are not required, while the ECA considers they are required but were
not in force at the time of the payment, and thus concludes the milestone is not fulfilled. The
Commission had transparently flagged in its assessment that such acts were not in place but were
not necessary to organise the market, as existing legal provisions were in place covering all three
elements, where the Member States gave a positive opinion on this position. Despite this, ECA however

> COM(2023) 99 final, Annex |

5 European Court of Auditors, Annual Report 2021, chapter 10 “Recovery and Resilience Facility”,
Recommendation 1




452

considers that the milestone was not satisfactorily fulfilled. This includes, for example, the way that
charging points will be installed in traditional settlements (such as archaeological and cultural
heritage sites). The Commission considers that the electric vehicle market in Greece can be organised
without such element and that on this basis the milestone was correctly considered as satisfactorily
fulfilled.

The second example in box 11.1 - Paragraph 11.23 (Romanian milestone 142) provides another case,
for which the ECA has a different legal interpretation to the requirements to that of the Commission
and Member States. The ECA considers that a task force was not operational as at the time of the
payment only eleven out of seventeen people were hired and the job description of four people did
not require professional experience or educational background in a field that the ECA considers is a
requirement. The Commission’ does not share this approach, where the milestone requires the task
force to be operational, and does not consider that full staffing is required to achieve this goal.

Eligibility of measures

The RRF Regulation contains a number of distinct eligibility conditions that need to be respected during
the assessment of the Recovery and Resilience Plans. One such eligibility condition is that measures
must have started from 1 February 2020.2 In the context of the Covid-19 pandemic, the co-legislators
provided this ‘retroactivity clause’ to allow the Member States to immediately take actions to
address the pandemic, build resilience and support Europe’s recovery, even before the RRF Regulation
itself entered into force. As a fully separate condition, the RRF Regulation requires that the Facility
shall not, unless in duly justified cases, substitute recurring national budgetary expenditure.
Rather than the timing of when costs incur, this clause provides that the RRF cannot cover regular
annual or monthly expenses, which the Member State would incur also without the RRF. A third
separate eligibility condition is the RRF-specific concept of ‘additionality’ laid down in Article 9
of the RRF Regulation: “Support under the Facility shall be additional to the support provided under
other Union programmes and instruments. Reforms and investment projects may receive support from
other Union programmes and instruments provided that such support does not cover the same cost™
This clause assures that no double funding occurs between the RRF and other EU funds. However, this
clause has no bearing on national funding: the RRF contribution at the moment of payment becomes
national funding. Accordingly, there can never be ‘double funding’ of RRF and national funds at
Member State level. Additionality under RRF therefore only concerns additionality between the RRF
and other EU funds.

The Commission and ECA interpret these clauses and their moment of assessment differently, which
inevitably leads to diverging conclusions. For the example in Box 11.2 - Paragraph 11.26, the ECA
notes that Spain had previously undertaken such type of activity as is measured by the target. On
this basis, not on the merits of the underlying measure but rather only considering the specific target,

7 European Commission’s preliminary assessment on the first payment request by Romania, 14 September
2022

8 Article 17(2) of Regulation (EU) 2021/241: “Measures started from 1 February 2020 onwards shall be eligible
provided that they comply with the requirements set out in this Regulation”

9 Also referenced under Article 5(1) of Regulation (EU) 2021/241: “Support from the Facility shall not, unless in
duly justified cases, substitute recurring national budgetary expenditure and shall respect the principle of
additionality of Union funding as referred to in Article 9.
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the ECA concludes that the measure included in the RRP is a ’continuation of a recurring activity’ and
declares it ineligible as it substitutes recurring national budgetary expenditure, including despite the
fact that the Member State declared no costs for the measure to be covered under the Recovery and
Resilience Plan. The ECA takes this approach in a number of cases to declare measures (or parts of
measures) ineligible. The Commission takes note of this position, but recalls that there is no basis for
it in the RRF Regulation. Before the RRF existed, Member States were undertaking standard and
recurring actions for which an increased level or improvement of those actions are later included in
Recovery and Resilience Plans. The Commission furthermore recalls that the Regulation explicitly
provides that such recurring national budgetary expenditure may be included under Recovery and
Resilience Plans if duly justified. Moreover, as circumstances change, including in particular in the
context of the severe economic and social disturbances brought by the COVID-19 pandemic,
previously present actions may also have ceased to take place without their inclusion in the Recovery
and Resilience Plan.

Finally, the Commission recalls that, after assessing the eligibility of measures during the assessment
of the Recovery and Resilience Plans, the Council decides by means of a Council Implementing
Decision whether a measure is eligible or not. At the payment stage, the Commission cannot overrule
the Council to decide that a given measure should not be paid under the RRF. In this respect, as long
as milestones and targets in the Council Implementing Decision are satisfactorily fulfilled, the related
payment from the Commission cannot be affected by an error.

Double funding

The RRF is a performance-based instrument, which means that the payment is not made based on
costs but rather on the results achieved, as measured by milestones and targets. The only moment
‘costs’ are considered under the RRF, is when the Member State initially submits its Recovery and
Resilience Plan. This ‘cost estimate’ serves to establish the overall allocation of funding to the Member
State. To ensure an efficient and complementary implementation of Union funds, the RRF Regulation
specifically foresees that investments and reforms can be supported by both the RRF and other Union
funds, “provided that such support does not cover the same cost”. The Commission took this provision
into account during the assessment of the Recovery and Resilience Plans and of the specific
investments and reforms put forward by Member States. Notably, when submitting their cost
estimates for measures under the RRF, the Member States declared ‘Estimated costs for which
funding from the RRF is requested’ and ‘Funding from other sources’ (including funding ‘From other
EU programmes’) for which RRF funding was not requested. This allowed the Commission to
systematically ensure that where investments or reforms are supported by other Union instruments,
the RRF does not cover the same costs.

The RRF is a performance-based instrument where payments are made exclusively upon the
satisfactory fulfilment of milestones and targets (RRF Regulation, Art 24(1)). The Commission wishes
to clarify that, in line with Article 5, ‘no breach of the double funding principle’ is an horizontal principle
that needs to be respected when implementing the facility. Any actual cases of double funding may
lead to a ‘serious breach of obligation’ under the RRF Financing Agreement, where the Regulation
provides the Commission the right to reduce and recover funds in such circumstances (RRF Regulation,
Art 22(5)). Accordingly, the Commission does not consider that ‘no breach of the double funding
principle’ is a condition for RRF disbursement, as indicated in paragraph §11.11 of the ECA report, that
would affect the regularity of payments (§11.19). The above-mentioned separation between the
satisfactory fulfilment of milestones and targets and the arrangements to avoid double funding is
not just a requirement of the RRF Regulation, but is inherent in the nature of milestones and targets.
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The Commission fully agrees with the ECA’s statement that “In substance, the same deliverable
cannot be financed twice from the EU budget, whether through a cost-based or a non-cost-based
financing instrument.” The Commission however recalls that the RRF does not ‘finance’ milestones or
targets, which are ‘measures of progress towards the achievement of a reform or investment’ (RRF
Regulation; Art. 2(4)) and not financeable actions in and of themselves. That an element is mentioned
(or required) as part of a milestone or target, such as entry into force of a law or the tax investigations
undertaken by the authorities, cannot in any legal or practical way be interpreted to mean that they
are ‘funded’ by the RRF. As recalled above, the funding by the RRF is determined based on estimated
costs.

For a Slovak reform for the preparation of transport investment projects, the ECA recognises that zero
costs were included in the Recovery and Resilience Plan put forward by the relevant Member State.
Nonetheless the ECA concludes that double funding has occurred, as a specific report provided for
the milestone was produced with support from another Union fund (§11.30). The Commission does
not see any evidence of double funding of this report and highlights that this approach of the ECA
towards this case is counter to the text of the RRF Regulation, which provides that Union support for
a single measure can come from multiple instruments provided that they do not cover the same costs.
By definition, if the Member State indicated that a specific reform or investment would be fully funded
without RRF contribution, there cannot be “double funding”, even if another fund finances its
implementation in part or in full as the RRF has not covered any costs. Outside of legal considerations,
this would imply that there could be no complementarity between the RRF and other Union
instruments as allowed for by the Regulation'® and lower the impact of Union budget expenditure,
which the Commission would find deeply regrettable. The fact that a RRP may include targets or
milestones linked to 'zero-cost' measures does not mean that the RRF covers costs related to these
measures.

Reversal of a measure

As Member States continue the implementation of their Recovery and Resilience Plans, it is imperative
that previously satisfactorily fulfilled milestones and targets are not reversed by the Member State.
The Commission agrees with the ECA that it is important to provide clear guidance and it is developing
internal guidance and procedures for the case where a Member State reverses a milestone or target
for which a payment was already made (e.g. by repealing a reform).

The Commission considers that any approach that the Commission would follow if presented with the
possible reversal of a milestone or target that was satisfactorily fulfilled and the related payments
made, should be embedded in the legal requirements that stem from the RRF Regulation. This includes
that the milestones and targets “have not been reversed by the Member State concerned” (Article
24(3)). Where a milestone or target is not reversed by the Member State concerned (e.g. a natural
disaster destroys an investment that was created), the Commission does not consider that a “reversal”
in the meaning of the RRF Regulation has occurred.

On the specific case in box 11.3 — Paragraph 11.33 (ltalian Target M1C1-54) concerning a target for
the number of “completed recruitment procedures” for experts, the ECA confirms the Commission’s
assessment that the target was fulfilled as part of the first payment request. However, the ECA
informed the Commission that it considers that the Council Implementing Decision “explicitly requires
the experts to be deployed for a 3 years period” and, as the level of 1 000 was not fully maintained,

19 Complementarity is explicitly required by Articles 9 and 28 of Regulation (EU) 2021/241.
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concludes that the target had been reversed at the time of the second payment to Italy. The
Commission considers that the specific target concerned recruitment procedures, not a permanent
staffing level, and that even taking the ECA’s view that a staffing level is intended, the Member State
cannot prevent some staff level fluctuations, for instance that individual experts change posts. As
such, the Commission does not consider that the Member State has “reversed” this target due to the
temporary reduction in employed staff. In particular, the Member State was readily taking action to
replace the people that had left by recruiting new staff, as recognised by the ECA. Taking a general
perspective, imposing a requirement that events outside the control of the Member State amount to
a reversal, even if the Member State is taking ready action to address the situation, would go beyond
the requirements of the legislation.

Other issues

The Commission would like to recall that the quality and completeness of the management
declaration falls under the responsibility of the Member States. At the same time, the Commission
acknowledges that not all Member States included reservations in their management declarations
(§11.35) when there were slight delays in the satisfactory fulfilment of milestones and targets; or
when evidence was submitted only after the submission of the payment request. The Commission
will follow up on such cases and agrees with the ECA that this has not affected the fulfilment of the
milestones and targets in question.

2. ECA’s assessment of selected monitoring and control
systems

The Commission’s ex-ante assessments

The Commission recalls that during the assessment of Recovery and Resilience Plans, as required by
the RRF Regulation, the Commission has checked the eligibility of all measures (investments and
reforms) included in the Plans. As per the Regulation, this assessment of eligibility for each measure
takes place during the approval of the Recovery and Resilience Plan, as each investment or reform
may have multiple milestones and targets tracking its implementation. The ECA considers a limitation
that the Commission’s ex-ante verifications did not detect cases of ‘ineligible’ measures. (§11.38-
11.39). The Commission recalls the points in section 1 and notably that the measures are set by the
Council following an assessment of eligibility when the Recovery and Resilience Plans are initially
submitted. Therefore, the Commission does not share the view of ECA as it would lead to the
Commission questioning the Council’s Implementing Decision. Nor is there a legal basis or
requirement to repeat the assessment of eligibility for each measure repeatedly at the assessment
of each milestone and target. Repeating the assessment each time would also lead to an inefficient
utilisation of resources.

The ECA also considers that it is a limitation that during its ex-ante assessment, the Commission did
not detect what ECA considers to be a reversal. The Commission recalls its explanation above and
does not agree that there has been a reversal.

The Commission’s ex-post audits

The Commission welcomes ECA’s recognition that the Commission has in general effectively
implemented its ex-post audit plan.
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Regarding the Commission’s ex-post audits on milestones and targets, as the ECA came to conclusions
of ‘not satisfactorily fulfilled’ for milestones and targets also audited by the Commission, it considers
that the Commission audits should have identified the same issues. The Commission, as a basic rule
in auditing, considers the various legal bases, i.e. the Council Implementing Decision approving the
plans and the Commission decisions approving the payments. The Commission does not share ECA’s
view that these milestones and targets were not satisfactorily fulfilled at the initial assessment and
therefore also does not consider that such issues should have been detected in the ex-post audits or
represent a weakness in its ex-post checks.

Regarding the use of ex-post audits to monitor reversals, the Commission has in practice been
undertaking risk-based checks on whether the audited targets previously assessed as satisfactorily
fulfilled have not been reversed after the payment. Nonetheless, the Commission accepts that this
has not been codified in its ex-post audit procedures. The Commission also notes that the ECA
considers ex-post audits on milestones and targets should verify eligibility conditions related to the
underlying measures. In line with above (see section Eligibility of measures), the Commission cannot
accept this point.

Set-up and functioning of member state systems

The RRF Regulation explicitly provides in Article 19 for an ex-ante assessment of the Recovery and
Resilience Plans, including of the monitoring and control systems. In the context of the Recovery and
Resilience Plan assessment, when relevant, Member States committed to take additional measures
and introduced specific ‘audit and control milestones’, to ensure the full adequacy of the systems to
protect the financial interests of the Union. Logically, the actual implementation of those systems
follows their initial design and assessment. The RRF Regulation itself provides for a legal basis with
the exclusive purpose to introduce such milestones.!* The ECA considers “a risk to the regularity of
RRF payments and the protection of the EU’s financial interests” that control milestones were
introduced (§11.49). The Commission notes that the same issue was already raised in ECA’s Special
Report 07/2023, to which the Commission has provided written replies which address this point.*? The
Commission further recalls that an ex-ante assessment and retroactivity provisions in the RRF mean
that, by design, control systems cannot be fully in place at the time the plans start to be implemented.

Each such milestone must be unique to the context of the Member State and its control system. The
Commission therefore does not share the ECA’s statement that there is “no justification” for these
milestones to differ (§11.50). The Commission further recalls that the Commission’s assessment of
the Recovery and Resilience Plans, including the introduction of such milestones, has been extensively
covered in previous ECA reports, for example Special Report 21/2022 (‘The Commission’s assessment
of national recovery and resilience plans’) and the ECA concluded that “the Commission managed the
assessment process effectively”>.

1 Article 20(5)(e) of Regulation (EU) 2021/241

2The replies to SR 07/2023 are available on the ECA’'s website, ref. section I.1:
https://www.eca.europa.eu/Lists/ECAReplies/COM-Replies-SR-2023-07/COM-Replies-SR-23-07_EN.pdf

13 Paragraph 113 of Special Report 21/2022
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The Commission takes note that ECA did not raise any issues related to the satisfactory fulfilment of
audit and control milestones that were assessed during 2022. The Commission welcomes this and
considers such milestones are important steps in the implementation of the RRF’s control system.

It is not uncommon to find differences between the initial design and actual implementation of
systems. For that purpose and to confirm the implementation of adequate systems, the Commission
carries out system audits for each Member State and additional risk-based audit work to verify the
compliance of the systems with the regulatory requirements. At the end of 2022, the Commission
had carried out 16 system audits covering 64 ministries and agencies. Where relevant,
recommendations for improvement were issued and the Commission is actively following up on the
effective implementation of these recommendations.

Concerning France’s data collection system (§11.53), the Commission notes that the French
authorities have taken action to improve the weaknesses identified by national and Commission
auditors. The Commission also notes that the ECA has not received the requested information for
some of their information requests addressed to the French authorities.

3. Annual Activity Reports and the Annual Management and
Performance Report

The Commission has taken on board concerns expressed by the ECA'* and the European Parliament?®
by (a) aligning the wording of the declaration of assurance of the Director-General of DG ECFIN with
that used by all other Directors-General in the Commission and (b) providing further details in the
Annual Activity Report of DG ECFIN on the work undertaken by the Commission, notably related to the
protection of the financial interests of the Union. The Annual Activity Report specifies in detail the
work carried out by Commission’s own auditors, including audit work on bodies that are common for
the RRF and for the cohesion policy funds, as well as how the Commission has considered audit work
carried out by national audit bodies. In this respect, as it is the case for all statements of assurances
provided by every Director-General of the Commission, the statement of assurance of DG ECFIN’s
Director-General is to be read together with the whole of the Annual Activity Report. This is why the
declaration of assurance is published as part of the Annual Activity Report.

Whilst ECA draws attention to certain elements in the declaration of assurance that come directly
from the RRF Regulation, the Annual Activity Report clearly and comprehensively describes the work
that the Commission has done to obtain reasonable assurance that Member States control systems
comply with their obligations, including on State aid and public procurement.

In the Annual Management and Performance Report, for the RRF, the Commission uses the level of
risk disclosed by DG ECFIN in its Annual Activity Report, which underwent a careful and structured
quality review. Based on the work carried out, the Commission considers that the low level of risk
presented in the Annual Management and Performance Report for the RRF is representative. This
estimate is based on a methodology that allows the Commission, as a manager of the Union budget,

14 Special Report 07/2023 of the European Court of Auditors on the design of the Commission’s control system
for the Recovery and Resilience Facility (RRF) adopted on 8th March 2023

15 European Parliament resolution of 10 May 2023 with observations forming an integral part of the decisions
on discharge in respect of the implementation of the general budget of the European Union for the financial
year 2021
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to identify and distinguish between higher, medium and lower risk areas and therefore focus the
Commission’s efforts to mitigate the risks.

4. Conclusions and materiality of errors

The Commission takes note that the ECA does not provide an error rate but considers the ‘minimum
financial impact’ of its findings to be close to its materiality threshold of two percent. The Commission
further notes that the ECA audited 281 milestones and targets out of 311, where the 281 were
chosen on a risk basis (Annex 11.1, Paragraph 8). The Commission welcomes that, in estimating the
financial impact, the ECA applies the Commission’s methodology for determining payment
suspensions!® and that the quantification was discussed with the Commission. The Commission
however disagrees on some points with the way the ECA has applied the Commission’s suspension
methodology to determine the financial impact. Whilst the Commission retains its view that the
milestones and targets were correctly assessed as satisfactory fulfilled, if it had to apply this
methodology in these cases, it would still have confirmed the Authorising Officer by Delegation’s
conclusion in DG ECFIN’s Annual Activity Report that 2022 RRF payments of non-repayable support
were subject to a low level of risk.

Beyond disagreements with findings which, as already expressed in the previous sections, are
principally based on differences in interpretation or judgement, the Commission notes:

Concerning the findings of milestones and targets ‘not fulfilled’ and 'reversal’, the Commission
understands that the ECA does not apply the methodology the same way the Commission would apply
it. Notably, in line with the discretion provided by the RRF Regulation for the Commission’s assessment
of satisfactory fulfilment, the methodology foresees discretion for the Commission to apply both up-
and downward coefficients and up- and downward adjustments. Such adjustments are applied, for
instance, to reflect that a reform is of less importance and/or that the Member State has made
substantive progress towards the achievement of the overall objective of the reform. Depending on
the use of the coefficients and adjustments, there can be different estimations of the estimated
financial impact for the same findings.

Concerning the findings of non-eligible measures, the Commission considers that such ‘ineligible
measures’ would, if actually confirmed, need to be corrected by removal of these measures from the
Council Implementing Decisions. As all measures concerned by this type of finding have no cost to
the RRF, the financial impact would be EUR O.

Concerning the finding of ‘double funding’, the Commission maintains that the RRF does not ‘finance’
milestones or targets, which are ‘measures of progress towards the achievement of a reform or
investment’ (RRF Regulation Art. 2(4)) and not financeable actions in and of themselves. The
Commission therefore does not consider that a ‘zero cost’ measure can possibly imply ‘double
funding’ by the RRF and another Union fund. The financial impact of double funding would imply a
correction of the twice disbursed funds, which in such a case would amount to EUR O.

6 COM(2023) 99 final, ANNEX Il - Commission methodology for the determination of payment suspension
under the Recovery and Resilience Facility Regulation
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In summary, the Commission considers that in any case only findings of the first two types (not
satisfactorily fulfilled and reversed) can be considered to impact the materiality level. Further, the
Commission considers that, even if the underlying findings were accepted, the impact would be far
below the materiality level.

I1l. COMMISSION REPLIES TO THE
RECOMMENDATIONS

Recommendation 11.1 — Improve preliminary assessments and
ex-post audits

The Commission should:

a) Cover in its preliminary assessments and ex-post audits compliance with the eligibility
period and the principle of non-substitution of recurring national budgetary
expenditure;

b) Revise its ex-post audit procedures so that they provide for checks to verify whether
the audited targets previously assessed as fulfilled were not reversed after the
payment.

(Target implementation date: immediately)
The Commission partially accepts this recommendation, for future payment request submissions.

The Commission recalls first that, as per Article 24 of the RRF Regulation, the legality and regularity
of RRF payments is solely based on the satisfactory fulfilment of milestones and targets. A
recommendation to ‘expand’ the scope outside this context goes beyond what is prescribed by the
legal basis.

The Commission accepts to include verifications in its ex-ante work regarding whether the evidence
that is submitted to meet a milestone or target is outside the eligibility period. The Commission
considers that it is already part of the scope of its ex-post audits to check whether the evidence put
forward by a Member State is outside the eligibility period.

The Commission also accepts to revise its ex-post audit procedures so that they provide for checks
to verify whether the audited targets previously assessed as fulfilled were not reversed after the
payment.

However, the Commission does not accept to undertake in the context of work on the legality and
regularity of payments a re-assessment of requirements that the Requlation applies to the initial
assessment of the Recovery and Resilience Plan. Notably, the Commission has no legal basis for and
hence cannot be expected to conduct a reassessment of the eligibility of the Recovery and Resilience
Plan’s measures set out in and considered eligible by the Council Implementing Decisions. It therefore,
does not accept to re-question with each payment, in both its ex-ante and ex-post work, whether the
principle of non-substitution of recurring national budgetary expenditure is fulfilled.
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Recommendation 11.2 — Verify that all milestones and targets
are clearly defined when reviewing plans

Based on experience acquired during the RRF implementation, verify that reviewed plans
clearly define all milestones and targets and that all key elements of a measure are
covered by milestones and targets.

(Target implementation date: immediately)

The Commission accepts this recommendation, for upcoming revisions of Recovery and Resilience
Plans.

The Commission highlights that to make a proposal to change elements of a Council Implementing
Decision requires a legal justification for such changes. Accordingly, the Commission agrees to review
the definitions of measure descriptions and milestone and target requirements for new measures
and - where relevant - for existing measures for which a Member State has submitted an amended
or revised plan and for which a legal basis justifies changes to the measure as part of a specific
Recovery and Resilience Plan revision.
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Introduction

071 This annual report presents our findings on the 9th, 10th and 11th* European
Development Funds (EDFs). Figure 1 gives an overview of the activities and spending in
this area in 2022.

Figure 1 — European Development Funds: 2022 financial overview

EDFs payments by budget line and type

(million euros)

Projects Budget support

Administration B 42

347
=
14
9th 2
w2
0 500 1000 1500 2000

EDFs payments and audit population

(million euros)
0 500 1000 1500 2000 2500 3000

Prefinancing payments (*) 1 551

Payments
2388 / \

Interim/final payments 507 Trust fund contributions 330

\ Clearing of prefinancing (*) 1 906

Audit population
2957

Trust fund disbursements 544

(*) In line with the harmonised definition of underlying transactions (for details see Annex 1.1,
paragraph 18).

Source: ECA, based on the 2022 annual accounts of the 9th, 10th and 11th EDFs.
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Launched in 1959, the EDFs were the main instruments, outside the EU general
budget, by which the European Union (EU) financed development cooperation with
African (Sub-Saharan), Caribbean and Pacific (ACP) countries and regions, as well as
overseas countries and territories (OCTs), until the end of 2020. The 11th EDF? covers
the 2014-2020 multiannual financial framework (MFF). The framework governing the
EU’s relations with ACP countries and OCTs was a partnership agreement signed in
Cotonou (‘the Cotonou Agreement’) on 23 June 2000 for a period of 20 years. The
application of its provisions has been extended, currently until 30 June 2023. The
primary objective of the EDFs is to reduce and ultimately eradicate poverty, in
accordance with the primary objective of development cooperation as laid down in
Article 208 of the Treaty on the Functioning of the European Union (TFEU).

For the 2021-2027 MFF, development cooperation with ACP countries and
regions is covered by the Neighbourhood, Development and International Cooperation
Instrument — Global Europe (‘NDICI-Global Europe’) and cooperation with the OCTs has
been incorporated into the Decision on the Overseas Association, including Greenland.
However, the 9th, 10th and 11th EDFs themselves have not been incorporated into the
EU general budget and continue to be implemented and reported on separately until
their closure.

In 2019, the Commission closed the remaining outstanding transactions for
8th EDF projects. All balances and decommitments were transferred to the 9th EDF. In
2021, the Commission announced the financial and operational closure of the 8th EDF,
closing all contracts and financial decisions in the EDF accounts.

The EDFs are specific in that:

(a) they are directly financed by the member states’ and UK contributions based on
guotas, or ‘contribution keys’, which were set by the national governments at the
Council of the European Union in subsequent internal agreements concluded
between the representatives of EU member states meeting within the Council;

(b) they are managed by the Commission, outside the framework of the EU general
budget, and the European Investment Bank (EIB);

1 Financial Regulation applicable to the 11th EDF.

2 Ibid.


https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=celex%3A22000A1215%2801%29
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=celex%3A12012E%2FTXT
https://commission.europa.eu/strategy-and-policy/eu-budget/performance-and-reporting/programme-performance-overview/decision-overseas-association-including-greenland-performance_en#:%7E:text=The%20new%20decision%20on%20the,their%20economic%20and%20social%20development.
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:02015R0323-20160610&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:02015R0323-20160610&from=EN
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(c) due to the intergovernmental nature of the EDFs, the European Parliament plays
a more limited role in their functioning than it does for the development
cooperation instruments financed by the EU general budget; notably, it is not
involved in establishing and allocating EDF resources. However, the European
Parliament is the discharge authority, except for the Investment Facility, which is
managed by the EIB and is therefore outside the scope of our audit®. A tripartite
agreement concluded in 2012 between the EIB, the Commission and the ECA
(Article 134 of Regulation (EC) No 215/2008 on the Financial Regulation applicable
to the 10th EDF) sets out the rules for our audit of these operations.

(d) the principle of annuality does not apply to the EDFs: EDF agreements were
usually concluded for a commitment period of 5 to 7 years, and payments can be
made over a much longer time frame e.

The EDFs are managed almost entirely by the Commission’s Directorate-General
for International Partnerships (DG INTPA). A small proportion (5 %) of the 2022 EDF
payments was managed by the Directorate-General for European Civil Protection and
Humanitarian Aid Operations (DG ECHO).

The expenditure covered in this report is delivered in 78 countries (see Annex I)
using a wide range of methods such as works, supply and service contracts, grants,
budget support, programme estimates and contribution and delegation agreements
concluded with pillar-assessed entities (e.g. international organisations).

3 Articles 38, 42-44 and 52 of Regulation (EU) 2018/1877 on the financial regulation
applicable to the 11th European Development Fund.


https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=celex%3A32008R0215
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32018R1877
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Financial implementation of the 9th,
10th and 11th EDFs

The budget of the 9th EDF (2000-2007) was €13.8 billion, and that of the
10th EDF (2008-2013) €22.7 billion.

The internal agreement establishing the 11th EDF (2015-2020) came into force on
1 March 2015. Between 2013 and 2015, funds were committed via a bridging facility to
ensure continuity pending ratification of the 11th EDF. The 11th EDF provides
€30.5 billion, of which €29.1 billion has been allocated to the ACP countries and
€0.4 billion to the OCTs, with €1 billion for administrative costs.

Figure 2 shows the use of EDF resources both in 2022 and cumulatively for the
9th, 10th and 11th EDFs.


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=OJ:L:2013:210:FULL&from=EN

Figure 2 — Use of EDF resources at 31 December 2022*

Situation at end of 2021
Implementation
rate?

A — RESOURCES* 66 092
B — USE
1. Global commitments* 98.9%
2. Individual commitments® 95.4 %
3. Payments 83.3%
C — Outstanding commitments (B1-B3) 10 302 15.6 %
D - Available balance (A-B1)’ 744 1.1%

* Rounded figures.

Budgetary implementation during the

9th EDF?
-20

-1
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2022 financial year (net)®

10th EDF
337

356
241
347

11th EDF?

-721

611
2039

9th EDF

-404 15245

15245
15244
15218

27

Situation at end of 2022
10th EDF 11th EDF
21284 29157
21162 29275
20 841 27 806
20 302 21912
860 7 363
122 -118

1 Include initial allocations to the 9th, 10th and 11th EDFs, co-financing, interest, sundry resources and transfers from previous EDFs.

As a percentage of resources.
Negative amounts correspond to decommitments.

N o o~ W N

Global commitments relate to Commission financing decisions.

Individual commitments relate to individual contracts with project beneficiaries.
Net commitments after decommitments. Net payments after recoveries.
Available balance includes ‘non-mobilisable reserve’ (unusable without unanimous decision from the Council).

65 686

8250

Source: ECA, based on the 2022 annual accounts of the 9th, 10th and 11th EDFs. The figures presented do not cover the part of the EDFs managed by the EIB.

(million euros)

Implementation
rate?

100.0 %
97.3%
87.4%
12.6 %

0.0 %
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Every year, DG INTPA sets itself key performance indicators (KPIs) and related
targets on sound financial management and the efficient use of resources. The
indicators and related targets cover DG INTPA’s entire area of responsibility,
comprising the EU general budget, the EDFs and EU trust funds. For 2022, DG INTPA
achieved its targets of reducing ‘old’ pre-financing (i.e. pre-financing not cleared after
2 years) by 40 % compared to 2021 and keeping the proportion of open expired
contracts (i.e. those not closed after the end of their operational activities) in its
portfolio below 13 %. For the KPI on reducing unspent commitments, its result fell
marginally short of the target — see Box 1.

Box 1

KPIs on reducing old pre-financing, unspent commitments and
proportion of open expired contracts

In 2022, DG INTPA decided to set a new target for the KPl on reducing old pre-
financing (KPI 10), increasing it from 35 % to 40 %. It exceeded the target,
achieving 54.31 % for the EDFs and 52.51 % across its entire area of responsibility.
This KPI takes into consideration the amount of each pre-financing transaction,
but not the number of years for which it has remained open. As a result,

DG INTPA’s achievement of this KPI did not reflect the difficulties it had
encountered in clearing older pre-financing transactions, some of which had been
open for up to 12 years (see paragraph 19). Likewise, DG INTPA set a new target
for the KPI on the maximum proportion of open expired contracts in its portfolio
(KPI111), decreasing it from 15 % to 13 %. Once again, it exceeded the target, both
for the EDFs (10.56 %) and for the EU general budget (8.39 %).

DG INTPA maintained the previous year’s target of 35 % for its KPl on reducing
unspent commitments. It achieved this target for the EDFs (36.83 %), but not for
the EU general budget (34.85 %) due to technical issues with the OPSYS IT
system®.

* Box 4 in chapter 9 for more details about the technical issues with OPSYS.
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Statement of assurance on the EDFs

Opinion

|. We have audited:

(a) the annual accounts of the 9th, 10th and 11th EDFs, which comprise the
balance sheet, the statement of financial performance, the cash flow
statement, the statement of changes in net assets and the report on financial
implementation for the financial year ended 31 December 2022, approved;

(b) the legality and regularity of the underlying transactions of which financial
management falls to the Commission®.

Reliability of the accounts

Opinion on the reliability of the accounts

". In our opinion, the annual accounts of the 9th, 10th and 11th EDFs for the year
ended 31 December 2022 present fairly, in all material respects, their financial
position as at 31 December 2022, the results of their operations, their cash flows
and the changes in their net assets for the year then ended, in accordance with
the EDF Financial Regulation and with accounting rules based on internationally
accepted accounting standards for the public sector.

Legality and regularity of the transactions underlying the accounts
Revenue

Opinion on the legality and regularity of revenue

I". In our opinion, the revenue underlying the accounts for the year ended
31 December 2022 is legal and regular in all material respects.

> Pursuant to Articles 43, 48-50 and 58 of the Financial Regulation applicable to the 11th EDF,
this statement of assurance does not extend to the EDF resources managed by the EIB.
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Expenditure

Adverse opinion on the legality and reqgularity of expenditure

IV. In our opinion, owing to the significance of the matter described under ‘Basis
for adverse opinion on the legality and regularity of expenditure’, the expenditure
accepted in the accounts for the year ended 31 December 2022 is materially
affected by error.

Basis for Opinion

V. We have conducted our audit in accordance with the IFAC International
Standards on Auditing (ISAs) and Codes of Ethics and the INTOSAI International
Standards of Supreme Audit Institutions (ISSAls). Our responsibilities under these
standards and codes are described in more detail in the ‘Auditor’s responsibilities’
section of our report. We have also met independence requirements and fulfilled
our ethical obligations under the International Ethics Standards Board for
Accountants Code of Ethics for Professional Accountants. We believe that the
audit evidence we have obtained is sufficient and appropriate to provide a basis
for our opinion.

Basis for adverse opinion on the legality and regularity of expenditure

Vl. The expenditure recorded in 2022 under the 9th, 10th and 11th EDFs is
materially affected by error. Our estimated level of error for expenditure accepted
in the accounts is 7.1%.

Key audit matters

V". Key audit matters are those matters that, in our professional judgement,
were of most significance in our audit of the financial statements of the current
period. These matters were addressed in the context of our audit of the financial
statements as a whole, and in forming our opinion thereon, but we do not provide
a separate opinion on these matters.

Accrued charges

V"I. We assessed the accrued charges presented in the accounts which are
subject to a high degree of estimation. At year-end 2022, the Commission
estimated that eligible expenses incurred but not yet reported by beneficiaries
amounted to €5 427 million (year-end 2021: €5 381 million).

IX. We examined the calculation of these accrual estimates and reviewed a
sample of 30 individual pre-financings and 28 invoices in step 1 to address the risk
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that the accrual was misstated. The work performed led us to conclude that the
accrued charges recognised in the final accounts were appropriate.

Potential impact on the 2022 EDF accounts of the United Kingdom’s withdrawal
from the European Union

X. On 1 February 2020, the United Kingdom (UK) ceased to be an EU Member
State. Following the conclusion of the agreement on the withdrawal of the United
Kingdom of Great Britain and Northern Ireland from the European Union and the
European Atomic Energy Community (the ‘Withdrawal Agreement’) between the
two parties, the UK committed to remain party to the EDF until the closure of the
11th EDF and all previous unclosed EDFs. The UK will assume the same obligations
as the member states under the internal agreement by which the 11th EDF was
set up, as well as the obligations arising from previous EDFs until their closure.

XI « The Withdrawal Agreement also states that, where the amounts from
projects under the 10th EDF or from previous EDFs have not been committed or
have been decommitted on the date of entry into force of this agreement, the
UK's share of those amounts will not be reused. The same applies to the UK's
share of funds not committed or decommitted under the 11th EDF after

31 December 2022.

X". Based on this, there is no financial impact to report on the 2022 EDF
accounts. We conclude that the EDF accounts as at 31 December 2022 correctly
reflect the state of the withdrawal process at that date.

Responsibilities of management

X1, in accordance with Articles 310 to 325 of the TFEU and with the 11t EDF
Financial Regulation, management is responsible for preparing and presenting the
EDF annual accounts on the basis of internationally accepted accounting standards
for the public sector and for the legality and regularity of the underlying
transactions. This responsibility includes designing, implementing and maintaining
internal control relevant to the preparation and presentation of financial
statements that are free from material misstatement, whether due to fraud or
error. The Commission is ultimately responsible for the legality and regularity of
the transactions underlying the EDF accounts.

XIV. When preparing the EDF accounts, the Commission is responsible for
assessing the EDFs’ ability to continue as a going concern, disclosing any relevant
matters and using the going concern basis of accounting unless it either intends to
liguidate the entity or to cease operations, or has no realistic alternative but to do
so.
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XV. The Commission is responsible for overseeing the EDFs’ financial reporting
process.

Auditor's responsibilities for the audit of the EDF accounts and underlying
transactions

XV'. Our objectives are to obtain reasonable assurance as to whether the EDF
accounts are free from material misstatement and the underlying transactions are
legal and regular, and to provide, on the basis of our audit, the European
Parliament and the Council with a statement of assurance as to the reliability of
the accounts and the legality and regularity of the underlying transactions.
Reasonable assurance is a high level of assurance, but it is not a guarantee that
the audit has necessarily detected all instances of a material misstatement or non-
compliance that may exist. These can arise from fraud or error and are considered
material if, individually or in the aggregate, they could reasonably be expected to
influence any economic decisions taken on the basis of these EDF accounts.

XV".For revenue, we examine all contributions from member states and a
sample of other types of revenue transactions.

XV"'. For expenditure, we examine payment transactions once expenditure
has been incurred, recorded and accepted. This examination covers all categories
of payments (other than advances) at the point they are made. Advance payments
are examined once the recipient of funds has provided evidence of their proper
use and the institution or body has accepted that evidence by clearing the
advance payment, which might not happen until a subsequent year.

XlX. We exercise professional judgement and maintain professional scepticism
throughout the audit. We also:

Identify and assess the risks of material misstatement of the EDF accounts
and of material non-compliance of the underlying transactions with the
requirements of the EDF legal framework, whether due to fraud or error. We
design and perform audit procedures responsive to those risks and obtain
audit evidence that is sufficient and appropriate to provide a basis for our
opinion. Instances of material misstatement or non-compliance resulting
from fraud are more difficult to detect than those resulting from error, as
fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control. Consequently, there is
a greater risk of such instances not being detected.

Obtain an understanding of internal control relevant to the audit in order to
design appropriate audit procedures, but not for the purpose of expressing
an opinion on the effectiveness of the internal control.
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Evaluate the appropriateness of the accounting policies used by management
and the reasonableness of management’s accounting estimates and related
disclosures.

Conclude as to the appropriateness of management’s use of the going
concern basis of accounting and, based on the audit evidence obtained, as to
whether material uncertainty exists owing to events or conditions that may
cast significant doubt on the EDFs’ ability to continue as a going concern. If
we conclude that such material uncertainty exists, we are required to draw
attention in our report to the related disclosures in the EDF accounts or, if
these disclosures are inadequate, to modify our opinion. Our conclusions are
based on the audit evidence obtained up to the date of our report. However,
future events or conditions may cause the entity to cease to continue as a
going concern.

Evaluate the overall presentation, structure and content of the annual
accounts, including all disclosures, and assess whether the annual accounts
fairly represent the underlying transactions and events.

XX. We communicate with management regarding, among other matters, the
planned scope and timing of the audit and significant audit findings, including
findings of any significant deficiencies in internal control.

XX'. Of the matters discussed with the Commission, we determine which were
of most significance in the audit of the EDF accounts and are therefore the key
audit matters for the current period. We describe these matters in our report
unless law or regulation precludes public disclosure or, as happens extremely
rarely, we determine that a matter should not be communicated in our report
because the adverse consequences of doing so would reasonably be expected to
outweigh any public interest benefits.

6 July 2023

Tony Murphy
President

European Court of Auditors

12, rue Alcide De Gasperi — L-1615 Luxembourg



475

Audit scope and approach

Annex 1.1 to our 2022 annual report on the implementation of the EU budget
sets out our audit approach and methods, which also apply to the audit of the EDFs.

Our observations on the reliability of the EDFs’ accounts are based on the
financial statements® of the 9th, 10th and 11th EDFs, as approved by the Commission’,
together with the accounting officer’s letter of representation received on
20 June 2023. We tested amounts and disclosures and assessed the accounting
principles used, as well as any significant estimates made by the Commission and the
overall presentation of the accounts.

To audit the regularity of transactions, we examined a sample of 140 transactions
(all payments were through DG INTPA) that were representative of the full range of
spending from the EDFs. This comprised 27 transactions related to the Emergency
Trust Fund for Africa, 98 transactions authorised by 20 EU delegations (Benin,
Botswana, Burkina Faso, Djibouti, Ethiopia, Fiji, Gabon, S3o Tomé and Principe, Guinea-
Bissau, Haiti, Céte d’lvoire, Liberia, Madagascar, Malawi, Nigeria, Tanzania, The
Gambia, Togo, Uganda and Zimbabwe) and 15 transactions approved by Commission
headquarters. Where we detected errors in the transactions, we analysed the
underlying causes to identify potential weaknesses.

We also examined the following for 2022:

(a) all member state contributions and a sample of other types of revenue
transaction, such as other countries’ co-financing contributions;

(b) the systems used by DG INTPA and the EU delegations for: (i) ex ante checks by
Commission staff and external auditors (contracted by the Commission or
beneficiaries) before payments were made, (ii) monitoring and supervision,
notably the follow-up of external audits and the residual error rate (RER) study;

(c) the reliability of the regularity information in the annual activity report (AAR) of
DG INTPA, the consistency of the methodology for estimating amounts at risk,

6 Article 39 of Regulation (EU) 2018/1877.

7 Ibid., Article 38.


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32018R1877&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32018R1877&from=EN
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future corrections and recoveries and their inclusion in the Commission’s Annual
Management and Performance Report (AMPR); and

(d) the follow-up of our previous recommendations.

As stated in paragraph 06, DG INTPA implements most of the external aid
instruments financed from both the EU general budget and the EDFs. Our observations
on systems and on the presentation of information in the AAR refer to DG INTPA’s
entire area of responsibility, not just the EDFs.

Reliability of accounts

We found that the accounts were not affected by material misstatements.

The Commission announced the closure of the 8th EDF to the Council in
October 2021. In the annual accounts of the EDF for the financial year 2022, the
Commission indicated that all 8th EDF activities had been completed. Among other
things, this meant that all contracts and financial decisions had been closed in the EDF
accounts and the remaining open recovery orders had been transferred to the 9th EDF.
However, financial information on the 8th EDF still appeared in the accounts, and
some 8th EDF balances were still open in 2022. The full accounting closure of the
8th EDF therefore did not take place in a timely manner.

While testing pre-financing transactions, we noted that some had been open for
up to 12 years. The Commission did not always clear pre-financing on a regular basis to
properly reflect the actual amounts repayable to the Commission by beneficiaries.
Likewise, the Commission did not clear invoices (invoices received and to be checked
and accepted by Commission) to reflect the actual amounts payable by the
Commission to beneficiaries. In 2021, we informed the Commission about these cases
detected in our sample. The Commission’s measures to correct these issues did not
yield the expected results. In 2022, we continued to find pre-financing and invoices
transactions that had been open for a long time without being cleared.

Regularity of transactions

Revenue

Revenue transactions did not contain a material level of error.



477

Expenditure

Of the 140 transactions we examined, 57 (40.7 %) contained errors. On the basis
of the 48 errors we have quantified, we estimate the level of error to be 7.1 % (see
Figure 3).

Figure 3 — Results of transaction testing

Estimated impact of quantifiable errors

2021 2022
10 % 9.6 % Upper error limit
8% o .
6.7 % 7.1 % @ Estimated level of error
6 %
4.6 % Lower error limit
0
49 4.6 %
Materiality 2.0 %
2% me-eeccccccccccccc e c e c e e cc e c e e
2.5%
0%
Sample size
2021 2022
140 transactions 140 transactions
Source: ECA.

Figure 4 gives a breakdown of our estimated level of error for 2022 by error type.
Figure 4 — Breakdown of estimated level of error by error type

0% 10% 20% 30% 40% 50% 60%

Ineligible expenditure _ 24 %

Serious failure to respect public procurement - 16 %
0
rules

Absence of essential supporting documents - 7%

Other types of error I 2%

Source: ECA.
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Box 2 presents examples of errors we have quantified, likewise by error type.

Box 2

Expenditure not incurred: deficiency in the EU delegations’ control systems for
the clearing of pre-financing

In one EU delegation visited this year, we found that six of the nine transactions
we audited were affected by the same type of error. The Commission had cleared
pre-financing transactions based on the beneficiary’s declared total expenditure of
€11 million. Our checks revealed that the actual expenditure for the projects
concerned had been €3.8 million. The difference, €7.2 million, comprised
commitments which had not yet been spent. We therefore considered that this
expenditure was not incurred and therefore not eligible.

The fact that we detected this error in two thirds of the transactions we audited
points to a weakness in the functioning of the delegation’s internal control
systems for the clearing of pre-financing.

Ineligible value added tax (VAT) charged to the project

The Commission signed a contribution agreement with an international
organisation for an action in Malawi to improve pupils’ nutrition and health by
providing diversified school meals and enhancing hygiene and sanitation. The total
cost of the action was €19 million, with an EU contribution of €16 million.

The international organisation rented a warehouse to implement the action and
charged €33 000 to the project, including €4 700 in VAT. Deductible VAT is not
considered eligible expenditure and therefore should not have been charged to
the project.

Serious failure to respect public procurement rules: unjustified decisions by the
national authorising officer

Benin’s EDF national authorising officer awarded a contract to a consultancy
company to strengthen civil society involvement in the country. The contract was
worth €1.4 million and was 100 % funded by the EU.

The national authorising officer used a restricted call for tenders to award the
contract. Four tenderers reached the final stage of the evaluation. The evaluation
committee rejected one of these tenderers for not meeting a technical
requirement included in the tender file.

We found that this rejection was based on a calculation method that differed from
the one included in the tender file. We concluded the national authorising officer
had made an unjustified decision that breached public procurement rules. In
addition, we found that the evaluation committee had not sufficiently
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documented the procedure. As a result, the transaction was affected by a
guantifiable error of 100 %.

Absence of essential supporting documents

The Commission signed a delegation agreement with an international organisation
for an action to contribute to sustainable growth in the agricultural sector and
reduce food insecurity and malnutrition in The Gambia.

One component of the project was the distribution of cash to schools for meals.
The international organisation was unable to provide essential supporting
documents for the component’s total expenditure of €11 200, such as evidence
that the families supported were eligible or proof that the support had been
received by final beneficiaries.

Another component of the project was the delivery of training activities. We did
not receive key supporting evidence for payments worth €5 400, comprising daily
allowances for certain participants and fuel expenditure.

Due to the absence of essential supporting documents, we considered a total of
€16 600 for these two components to be ineligible.

As in the past, the Commission and its implementing partners committed more
errors in transactions relating to programme estimates and grants and to contribution
and delegation agreements with beneficiary countries, international organisations and
member state agencies than they did with other forms of support (such as those
covering works, supply and service contracts). Of the 99 transactions of this type that
we examined, 46 contained quantifiable errors, which accounted for 86 % of the
estimated level of error (see Figure 5).
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Figure 5 — Errors relating to programme estimates, grants, and
contribution and delegation agreements between 2018 and 2022

Percentage of transactions of this type with error
Contribution to the estimated level of error

100 % 94 %
0,
81 % 86%
72 %
0,
75 % 63 %
54 %
0,
50 % 389% 40% 42% 46 %
N I I I
0%
2018 2019 2020 2021 2022
Number of transactions
of this type audited 61 65 67 92 929
Number of transactions
of this type affected by
error 33 25 27 39 46

Source: ECA.

25 In 23 cases of quantifiable error and five cases of non-quantifiable error, the
Commission had sufficient information to prevent, or to detect and correct, the error
before accepting the expenditure. Had the Commission made proper use of all the
information at its disposal, the estimated level of error would have been

5.5 percentage points lower.

26 Moreover, 22 transactions containing quantifiable errors, contributing

2.3 percentage points to the estimated level of error, were subject to an audit or
expenditure verification. DG INTPA’s control system is based on ex ante checks, which
assess the eligibility of expenditure prior to its acceptance). The information provided
in the audit/verification reports describing the work actually done did not allow us to
assess whether the errors could have been detected and corrected during these

ex ante checks. DG INTPA’s ex ante checks are selected using a risk-based approach
and, as such, are not intended to cover 100 % of the reported expenditure. These
reports do not always give sufficient detail to confirm whether the items for which we
identified errors had been part of their sample.

27 We identified two spending areas in which transactions are less prone to errors
due to specific payment conditions. These areas are (i) budget support and (ii) multi-
donor projects implemented by international organisations and subject to the
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‘notional approach’. In 2022, we audited two budget support transactions and eight
notional approach projects managed by international organisations.

Paragraphs 9.11-9.12 in chapter 9 of our 2022 annual report on the implementation of
the budget give more details on budget support and the notional approach.

As in previous years, we faced delays in receiving requested documentation from
some international organisations and, consequently, in carrying out our work. These
organisations provided only limited access to documents (e.g. in read-only format),
which hindered the planning, execution and quality control of our audit. These
difficulties persisted despite the Commission’s attempts to resolve them through
ongoing communication with the international organisations concerned.

Annual activity report and other governance arrangements

As in the preceding years, DG INTPA issued action plans to address the
weaknesses in the implementation of its control system. In 2020 and 2021, we
reported on the satisfactory progress achieved on the 2019 and 2020 action plans.

By April 2023, the implementation status of the 2020 action plan remained the
same as in 2022: out of seven actions, four had been completed and three were
ongoing. In the 2021 action plan, DG INTPA increased the number of actions to eight.
Four had been completed and four were still ongoing.

The 2022 action plan consists of 10 actions. Four new actions were added:
(i) improve the follow-up of the findings of ECA reports and residual error rate (RER)
studies; (ii) strengthen controls when drafting financing agreement for budget support
operations; (iii) strengthen controls in respect of legal bases before signing contracts;
and (iv) remind partners to fulfil their obligation to notify the Commission when
counterparties are identified as being in exclusion situations. As of April 2023, one
action had been completed and nine were still ongoing (see Annex Il).

2022 RER study

In 2022, DG INTPA had its 11th RER study carried out by an external contractor.
The purpose of the study is to estimate the rate of those errors that have evaded all
DG INTPA management checks to prevent, detect and correct such errors across its
entire area of responsibility, in order to conclude on the effectiveness of those checks.
The study is an important element underlying the Director-General’s declaration of
assurance, and feeds into the regularity information on external action disclosed in the
AMPR.
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The RER study does not constitute an assurance engagement or an audit; it is
based on the RER methodology and manual provided by DG INTPA. Our previous
annual reports® on the EDFs have already described limitations in the studies that may
have contributed to the RER’s underestimation. For the 2022 RER study, DG INTPA
used a sample size of 480 transactions, as in previous years (some of the sampled
transactions had a value higher than the sampling interval; therefore, the final sample
size was 407). The study estimated the overall RER at 1.15 % — below the Commission’s
2 % materiality threshold for the seventh year in a row.

We reviewed the calculation method used for the 2022 RER study and found that
the methodology for extrapolating high-value items was not sufficiently clear. As a
result, the external contractor had not correctly extrapolated high-value items
(i.e. ones with a value higher than the sampling interval) from the sample. We consider
that the RER was underestimated. Our calculation yields an RER of 1.35 %.

As in previous years, we observed, among other things, that the RER
methodology allows the contractor to rely entirely on the results of DG INTPA's
management checks. We maintain our view that placing reliance on the work of other
auditors is contrary to the purpose of an RER study, which is to estimate the rate of
errors that have evaded all DG INTPA management checks to prevent, detect and
correct such errors. In cases where these previous checks were carried out under the
Financial and Administrative Framework Agreement (FAFA) between the European
Commission and the United Nations, the contractor is not always able to carry out
additional substantive testing as the FAFA limits the Commission’s verification rights.

Review of the 2022 AAR

The Director-General’s declaration of assurance in the 2022 AAR does not include
any reservations. From 2018 onwards, DG INTPA significantly reduced the scope of
reservations (i.e. the share of expenditure covered by them), initially from 16 % to 1 %
and then to zero. Figure 6 shows the scope of reservations presented in the AARs each
year from 2011 to 2022.

8 2017, 2018, 2019 and 2020 annual reports on the EDFs.


https://www.eca.europa.eu/lists/ecadocuments/annualreports-2017/annualreports-2017-en.pdf
https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2018/annualreports-2018_EN.pdf
https://www.eca.europa.eu/lists/ecadocuments/annualreports-2019/annualreports-2019_en.pdf
https://www.eca.europa.eu/Lists/ECADocuments/annualreports-2020/annualreports-2020_EN.pdf
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Figure 6 — DG INTPA AAR reservations 2011-2022

Annual expenditure subject to a reservation in the AAR (% share)

100 % 100 % 100 %

100 %
risk differentiated reservation introduced
75 %
50 %
25% 16 %
0% 1% 0% 0% 0% 0%
0% L 4 . 4 @
2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
and
before

Source: ECA, based on data from DG INTPA annual activity reports, 2011-2022.

We find the lack of reservations in the 2022 AAR unjustified and consider that it
results partly from the limitations of the RER study. Our findings on this study also
concern the estimates of amounts at risk based thereupon. Due to the incorrect
extrapolation of high-value items (see paragraph 34), the error rate for expenditure
related to indirect management with third organisations exceeded the 2 % materiality
threshold. The Commission should therefore have formulated a reservation for this
expenditure category, which accounts for 42.7 % of INTPA’s relevant expenditure.

DG INTPA estimates the overall amount at risk at payment to be €83.3 million
(1.4 % of 2022 expenditure) and the overall amount at risk at closure to be
€71.7 million®. Of the amount at risk at payment, DG INTPA estimates, based on
historical data, that €11.6 million (19 %) will be corrected by its checks in subsequent
years (this amount is known as the ‘corrective capacity’). Applying the RER of 1.35 %
resulting from our calculation, we arrive at an overall amount at risk at payment of
€95.5 million and an overall amount at risk at closure of €83.9 million. As in previous
years, DG INTPA performed targeted checks on recovery orders to correct the
discrepancies identified. We reviewed the calculation of the corrective capacity for
2022. Having tested 64.5 % (by value) of the total population of recoveries, we

° DG INTPA's 2022 AAR, p. 36.


https://commission.europa.eu/publications/annual-activity-report-2021-international-partnerships_en
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identified one case in which the Commission had recorded a recovery order incorrectly
inits IT system.
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Conclusion and recommendations

Our audit shows that the EDFs’ accounts for the financial year ending
31 December 2022 present fairly, in all material respects, their financial position, the
results of their operations, their cash flows and the changes in net assets for the year
then ended, in accordance with the provisions of the EDF Financial Regulation and the
accounting rules adopted by the accounting officer.

Our audit shows that, for the financial year ending 31 December 2022:
(a) therevenue of the EDFs was not affected by a material level of error;

(b) EDF payment transactions were affected by a material level of error (see
paragraphs 21-26). We estimate the level of error to be 7.1 % based on our
transaction testing.

Annex Il shows the findings of our follow-up review of the two
recommendations we made in our 2019 annual report on the EDFs. The Commission
had implemented one of these recommendations in some respects, while the other
had not been acted upon at all.

We also reviewed the three recommendations from our 2020 annual report on
the EDFs (see Annex Ill). The Commission had implemented one of these
recommendations in full, while one had been implemented in some respects and the
third had not been acted upon at all.

We consider recommendation 3, that DG INTPA establish obligations for the RER
study contractor to report to the Commission any suspected fraud against the EU
budget, to have been implemented. DG INTPA’s RER methodology includes a new
procedure for the contractor to report suspicions of fraud and of sexual exploitation,
abuse and harassment.
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Based on this review and our findings and conclusions for 2022, we recommend
that the Commission:

Check that all accounting balances for closed EDFs are cleared and that information in
the annual accounts is updated in a timely manner.

Target implementation date: in time for the preparation of the 2023 accounts

Check that pre-financing and invoices are cleared in a timely manner.

Target implementation date: end of 2024

Take appropriate measures to improve EU delegations’ control systems so that
amounts not yet spent but claimed as incurred costs are identified before making
payments or clearing expenditure.

Target implementation date: end of 2024

Reiterate to beneficiaries of EU projects that they must abide by contractual conditions
relating to VAT eligibility, and carry out the necessary checks to ensure that deductible
VAT is not charged to projects.

Target implementation date: end of 2024
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Recommendation 5 — Strengthen ex ante controls before
accepting expenditure

Take into consideration all available technical and financial information to prevent, or
detect and correct, errors before accepting expenditure.

Target implementation date: end of 2024

Recommendation 6 — Improve the RER methodology and verify
its proper application

Improve the methodology used for the RER study so that high-value items are
extrapolated correctly, and verify that the contractor applies it properly.

Target implementation date: end of 2024
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Assessment of project performance
indicators during our audit visits

This year, as part of our audit visits, we assessed the achievement of performance
indicators for projects that were either completed or close to completion. Our aim was
to make observations on performance aspects going beyond the regularity of
transactions. Our assessment included, but was not limited to, a review of output and
outcome indicators, as well as project results.

Our checks revealed cases where funding had been used effectively and
contributed to the achievement of project objectives. We also identified cases where
EU funds had been spent less efficiently, as procured goods were not being used as
planned, and cases where objectives and performance targets had not been achieved
—see Box 3.

Box 3

Examples of performance observations
(a) Successful implementation of a project

The Commission signed a grant agreement for €2 million with a company for a
project to contribute to participatory and accountable governance in Zimbabwe
with a view to improving gender equality and children’s rights. Our audit visit
confirmed that the project had helped to significantly improve the capacity of civil
society organisations (CSOs), enabling them to participate in policy dialogue. This
resulted, for example, in Zimbabwe including the prevention of child marriage on
its national agenda. The CSOs’ sustained advocacy resulted in the passing of the
Marriages Act, which addresses the issue of child marriage.

(b) Ineffective use of purchased equipment

The Commission signed a contribution agreement with an international
organisation for a project to support vocational technical education in Ivory Coast
for €17 million. During our audit visit, we found that one of the beneficiary schools
was not using some of the laboratory equipment purchased under the agreement.
Some items remained unopened in storage, while others could not be located at
the school during our visit.

This indicates that some equipment purchased under the agreement was either
unnecessary or was not being used for its intended purpose.
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(c) Failure to achieve expected project results due to overambitious objectives

The Commission signed a programme estimate contract for €2.8 million with a
consultancy company for a project to promote sustainable development and
poverty reduction in Madagascar. These objectives were to be achieved by making
Madagascan businesses more competitive at national and international level.

Our audit visit confirmed that the project had not achieved some of its planned
outputs, such as the targets for the number of companies to be certified or new
markets to be developed. One reason for this was that the targets set were too
ambitious given the project duration and budget; another reason was delays in the
implementation of some activities.
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Annexes

Annex | — EDF payments in 2022 by main region

European Development Fund Payments - Africa
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European Development Fund Payments - Caribbean and Pacific

Beneficiary Countries
Top 5 (million euros)
1. Haiti 18
2.Jamaica 7
3. Dominican Republic 6
4.Belize 3
5.Dominica 3

® 2023 Mapbox © OpenStreetMap

Beneficiary Countries
Top 5 (million euros)
1. Papua New Guinea 23
2. Timor-Leste 1
3. Fiji
4.Vanuatu
5. Kiribati

A H O =

® 2023 Mapbox ©® OpenStreetMap
Source: Created with “Tableau” by ECA, map background © Mapbox and © OpenStreetMap licensed
under the Creative Commons Attribution-ShareAlike 2.0 license (CC BY-SA).
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Annex Il — Status of implementation of the action plans

2020 action plan

Simplify and clarify procedures and contractual conditions

Verifications (EV) (new action).

Simplify and clarify procedures and contractual conditions

Al Ongoi
for grants. ® ngong

Maintain awareness on frequently occurring errors in

A.2 | financial and document management for the ® Implemented
implementation of grant contracts.
Continue and reinforce cooperation with International

B.1 L o . . ® Iimplemented
Organisations in view of sustainable reduction of errors.

C.1 | Clarify and promote use of results-based financing. ® Ongoing
Improve the methodology and manual of the RER study

C.2 . . Implemented
(new action build on AP 2019/D4). ® P

C.3 | Reduce excess clearing of pre-financing (new action). ® Ongoing

ca Conduct an evaluation on the use of ToR for Expenditure ®  Implemented

2021 action plan ]

relevant control stakeholders (new action).

A.l Ongoin
for grants. ® going
Continue and reinforce cooperation with International
B.1 . L . . ® Implemented
Organisations in view of sustainable reduction of errors.
Address the high-risk observations from the IAS audit on
B.2 ) . . @® Implemented
pillar assessment of external actions (new action).
C.1 | Clarify and promote use of results-based financing. ® Ongoing
C.2 | Improve the methodology and manual of the RER study. ® Implemented
C.3 | Address vulnerabilities to excess clearing of prefinancing. ® Ongoing
ca Conduct an evaluation on the use of Terms of Reference ®  Implemented
) (ToR) for Expenditure Verifications (EV). P
Share information on frequently occurring errors with .
C.5 q y & ® Ongoing
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2022 action plan {

A1 Simplify and clarify procedures and contractual conditions ®  Ongoing
for grants.

B.1 Contln'ue 'and r.elnforce cooperatlon with In.ternatlonal ®  implemented
Organisations in view of sustainable reduction of errors.

C.1 | Clarify and promote use of results-based financing. ® Ongoing

C.2 | Address vulnerabilities to excess clearing of prefinancing. ® Ongoing
Reinforce the ToR for Expenditure Verifications (EV) .

€3 (Build on AP 2021/C4). ®  Ongoing
Share information on frequently occurring errors with .

C4 relevant control stakeholders (Build on AP 2021/C5). ®  Ongoing

C.5 | Improve the follow up of ECA/RER findings (new action). ® Ongoing

C6 Strengthen controls when drafting fi'nancing agreement for ® Ongoing
budget support operations (new action).

c7 Strengthen control's in respect of legal bases before signing ® Ongoing
contracts (new action).
Remind partners to fulfil their obligation to notify the

C.8 | Commission when counterparties are identified as being in ® Ongoing
exclusion situations (new action).

Source: The Commission’s 2020, 2021 and 2022 action plans.



Annex lll — Follow-up of recommendations

494

Level of implementation: &) fylly; & ) in most respects; in some respects;@ not implemented.

ECA recommendation

ECA analysis of progress made in implementing recommendation

Level of
implementation

Remarks

Recommendation 1: The Commission updated continuously RER rules, but most
) observations from our previous reviews (e. g. the review of the
Further improve the methodology and manual used for 2021 RER study) persist.
the RER study to address the issues we have identified in
this report, in order to make the error rate reported in
the study more reliable.
2019 Timeframe: by the end of 2021.
Recommendation 2:
Issue reservations for all areas found to have a high level
of risk, regardless of their share of total expenditure and
their financial impact.
Timeframe: by the time the 2020 AAR is published.
Recommendation 1: S The Commission intensified communication with international
) ] o ) organisations regarding our access to documents. Some United Nations
Take stceps so that mter_na.tlonal orgf’:\nlsatlons provide the (UN) organisations, such as the United Nations Children’s Fund
2020 ECA with complete, unlimited and timely access to (UNICEF), the World Health Organisation (WHO) and the United Nations

documents necessary to carry out its task in accordance
with the TFEU, and not just in read-only format.

Timeframe: by the end of 2021.

Development Programme (UNDP), continue to provide read-only access
to supporting documentation.




ECA recommendation

Recommendation 2:

Issue reservations for all areas found to have a high level
of risk, regardless of their share of total expenditure and
their financial impact.

Timeframe: by the time the 2021 AAR is published
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ECA analysis of progress made in implementing recommendation

Level of

: : Remarks
implementation

Recommendation 3:

Establish obligations for the RER study contractor to
report to the Commission any suspected fraud against the
EU budget detected during its work on the RER study.

Timeframe: by the end of 2022.

ST

Source: ECA.
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European Commission replies to the
annual report on the activities funded
by the 9th, 10th and 11th European
Development Funds for the
2022 financial year
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REPLIES OF THE EUROPEAN COMMISSION TO THE EUROPEAN
COURT OF AUDITORS’ REPORT ON THE ACTIVITIES OF THE
9TH, 10TH AND 11TH EDFs FOR THE FINANCIAL YEAR 2022

. THE COMMISSION REPLIES IN BRIEF

The Commission welcomes the report of the Court on the European Development Funds (EDFs). The
Commission wishes to underline that the implementation of EDF takes places in risky, complex and
increasingly fast-evolving environments. It is characterised by diversity:

- in terms of geographical dispersion, covering many different EU Delegations (EUD) around
the world;

- in terms of implementing entities and partner countries with their diverse management and
control capacities, ranging from small local NGOs to International Organisations; and

- in terms of assistance delivery methods, including traditional projects, budgetary support,
sectoral policy support programmes, contributions to global instruments, blending,
budgetary guarantees, and other aid implementation modalities. In addition, there are
difficulties to deploy staff to Delegations in hardship countries and shortage of specialized
profiles both in EUD and in headquarters (HQ).

The Commission considers that in this challenging context, a zero-error scenario is unlikely and it
would not be cost efficient. The Commission however takes all necessary measures to ensure full
and efficient implementation of the EDF in accordance with the existing legal and financial
framework. The Commission continues to adapt and refine its procedures to further reduce the risk
of errors, taking into account, amongst others, the results of the ECA’s statement of assurance. The
action plan that is adopted every year by the Commission services includes, among others, actions
that target the reduction of errors through simplification of procedures, updated guidance, trainings
and awareness raising campaigns for its staff and partners. To address the ECA’s 2022
recommendations on the EDF, the Commission will take further actions to strengthen its internal
control system as deemed appropriate considering also cost efficiency.

.  COMMISSION  REPLIES TO MAIN ECA
OBSERVATIONS

1. Reliability of the accounts

The European Commission confirms that all 8th EDF activities were completed in 2021. However,
some balances still appear in the 8th EDF accounts. The Commission will clear the relevant
accounts in time for the preparation of the 2023 accounts.

As to the ageing of open invoices and pre-financings that have remained uncleared for up to 12
years (§19), the Commission notes that the majority of these old pre-financings are linked to
litigation cases.

To reduce the old open pre-financings and to address the ageing of invoices, the Commission has
already put in place annual controls. In addition, the Commission is using a Portfolio Dashboard
that allows its staff:
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- to monitor the ageing of the pre-financings via a specific indicator’;

-to follow up on invoices that are suspended for more than one year. All the long overdue invoices
are flagged in the Dashboard so that the authorising officer can identify them and take action.

The Commission will continue to closely monitor these open transactions and will issue further
internal instructions to reduce them.

2. Regularity of transactions

Expenditure

Concerning the breakdown of errors (§22), the Commission notes that in 2022 approximately 50%
of the summed errors are due to excess clearing, meaning a practice where expenditure not
incurred is included in the accounts as expenditure incurred. The Commission considers these errors
as temporary as they will no longer exist after the final clearings. The Commission has taken
several actions including asking its partners to review their reporting templates to allow for easier
identification of incurred expenditure and will step up its efforts in this regard. It expects to see
positive results in the coming years.

Errors in procurement procedures account approximately for 15% of the overall error. These
may be due to an important document missing or some error during the evaluation. However,
errors of this kind do not necessarily mean that the relevant projects have not been successfully
implemented or that there are legal grounds to recover the funds.

Another type of error that the Commission has also contested in past Annual Reports and is
included in the ineligible expenditure of figure 4, concerns the 7% of indirect costs of sub-
grantees that are reported as direct costs for the implementing partners. In the Commission’s
view, this is in line with the Financial Regulation. The Commission is of the opinion that both the
implementing partner and the sub-grantees are entitled to a maximum 7% each of indirect
costs/remuneration.

Finally, the Commission notes that one of the EU Delegations accounted for approximately 30% of
the total error. Remedial measures are currently being taken in order to address internal control
weaknesses in this Delegation.

Regarding the audit/verification reports referred to in paragraph 26, the Commission underlines
that it is regularly updating the terms of reference for the expenditure verifications to make them
more efficient and fit for purpose. For example, the audit/verification reports need now to include
the list of transactions subject to audit/verification and identify the ones that are included in the
sample. This revision aims at improving the completeness and clarity of reporting.

Reply to Box 2

Expenditure not incurred: deficiency in the EU delegations’ control systems for the
clearing of pre-financing

The Commission acknowledges the error; a set of remedial actions to improve the EU Delegations’
control systems, including training of staff and a supervision mission, from HQ have already been
decided and their implementation has started.

1. Indicator 108 - Reduction of Old Pre-financing.




499

Ineligible value added tax (VAT) charged to the project / Absence of essential supporting
documents

The Commission is following up with the International Organisation concerned and will take
appropriate corrective actions.

Serious failure to respect public procurement rules: unjustified decisions by the national
authorising officer

The Commission considers that the evaluation of the public procurement procedure could have
been better documented. The Commission points out that the Evaluation Committee used its
discretionary power to apply a calculation method necessary to verify the compliance with the
technical requirement.

Annual activity report and other governance arrangements

Directorate General for International Partnerships (DG INTPA) continues to take action to address
all control issues as appropriate. While DG INTPA adopts a new action plan related to internal
control every year, each new plan is based on the assessment of the previous action plan, findings
by the ECA and the Commission’s Internal Audit Service and an evaluation of underlying risks.
Therefore, the action plans in most cases also include actions related to areas subject to
reservations in previous Annual Activity Reports.

The implementation of the current action plan 2022 addressing identified control weaknesses and
high risks is on track. The target date of most actions (six) is end of 2023 or later. DG INTPA will
assess the implementation of the 2022 action plan in the autumn of 2023, taking into
consideration, inter alia, the ECA’s findings in its 2022 Annual report on the EDF.

RER Study

The Residual Error Rate (RER) study is an important element underpinning the declaration of
assurance of the Director General but is not the only source of assurance. DG INTPA has a
comprehensive internal control framework and control strategy covering the full implementation
cycle. All elements of the control framework serve as building blocks for its assurance which is
reported in its Annual Activity Report. The latter is the basis for the reqularity information in the
Annual Management and Performance Report (AMPR).

Regarding paragraph 34, the Commission considers that the external contractor applied the
extrapolation of high value items in line with the methodology of the RER studies. Therefore, the
Commission considers that the RER (1.15%) was not underestimated.

As to the view that placing reliance on the work of other auditors is contrary to the purpose of an
RER study (p§ 35), the Commission, following past observations on an alleged overreliance,
amended the documents governing the RER Studies. Now the Commission requires that instances
of full and partial reliance on prior control work should be monitored in the light of historical
averages, which should not be significantly exceeded without a detailed reasoning.
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Review of the 2022 Annual Activity Report (AAR)

The ECA finds the lack of reservations in the 2022 AAR unjustified and considers that it results
partly from the limitations of the RER study but also from the incorrect extrapolation of errors. The
Commission, in line with the explanation above in reply to paragraph 34, considers the absence of
reservations to be justified. It is the result of the correct implementation of the RER methodology
and instructions by its central services whereby a reservation, other than reputational, has to be
issued when the residual error rate for the corresponding segment of expenditure is above the 2%
materiality threshold.

I1l. COMMISSION REPLIES T0 THE
RECOMMENDATIONS

Follow-up of previous years’ recommendations

Regarding recommendation 1 from the ECA 2019 annual report on the EDF on improving the
methodology and the manual used for the RER study, the Commission has updated the RER Study’s
manual and the methodology in January 2022 addressing the ECA’s recommendations as
appropriate, without altering the nature of the study. Therefore, the Commission considers that it
has implemented the ECA’s recommendations to the extent possible.

Regarding recommendation 2 from the ECA 2019 and 2020 annual reports on the EDF on issuing
reservations for all areas found to have a high level of risk, the Commission did not accept these
recommendations for the reasons provided in the responses published with the ECA report. Since
the 2019 financial year, a de-minimis rule for issuing reservations in the AARs has been introduced
at corporate level, applicable to all Annual Activity Reports across the Commission. Its purpose is to
focus the number of reservations on the significant ones only, while maintaining the transparency
in management reporting as the cases for which the de-minimis rule is applied are duly mentioned
in the AAR. As a result, the recommendations were rejected.

Regarding recommendation 1 from the ECA 2020 annual report on the EDF to ensure the ECA’s
timely, unlimited and complete access to International Organisations’ documents, the Commission
intensified communication with International Organisations on ECA’s access to documents. The
Commission is working actively with the concerned International Organisations whose transactions
contributed to the error rate, both through practical solutions and high-level dialogue. The
Commission has also a permanent contact point who liaises immediately with relevant
International Organisations whenever a problem is brought to its attention by the ECA, to speed up
submission of documents.

The issue of providing the ECA access to documents has been discussed in recent meetings of the
EU-UN Financial and Administrative Framework Agreement (FAFA) Working Group and bilateral
meetings between the Commission and its partners. It is also systematically included in the regular
dialogue with the UN organisations. The Commission has also facilitated technical discussions
between the United Nations (UN) and the ECA with a view to ensure mutual understanding of the
constraints of all parties and to identify concrete and practical steps towards ensuring smooth
access to documents. Joint trainings with UN staff have resumed in 2023, and the Commission has
also agreed with the UN to set up Joint Technical Groups to discuss regularly audit and control
issues. However, for UN Organisations, providing more than “read only” access to their documents
goes against their internal rules. The Commission will continue to take action to find practical and
long-term solutions to these issues.
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Recommendation 1 - Check that accounting balances for
closed EDFs are cleared in a timely manner

Check that all accounting balances for closed EDFs are cleared and that information in the
annual accounts is updated in a timely manner.

(Target implementation date: in time for the preparation of the 2023 accounts)

The Commission accepts this recommendation and will implement the relevant action.

Recommendation 2 — Check that pre-financing and invoices
are cleared in a timely manner in the annual accounts

Check that pre-financing and invoices are cleared in a timely manner.
(Target implementation date: end of 2024)

The Commission accepts this recommendation and will continue to closely monitor these open
transactions. In addition to the existing controls, the Commission will issue further internal
instructions and recall the need to clear pre-financing and invoices in a timely manner.

Recommendation 3 - Take measures to improve EU
delegations’ controls systems for the clearing of pre-
financing

Take appropriate measures to improve EU delegations’ control systems so that amounts not yet

spent but claimed as incurred costs are identified before making payments or clearing
expenditure.

(Target implementation date: end of 2024)

The Commission accepts this recommendation and considers it as partially implemented. Several
measures were already taken, such as a new checklist, additional guidance and training seminars
for its staff in order to raise awareness and prevent this recurrent accounting error.

Recommendation 4 — Reiterate the obligation to comply with
VAT rules and carry out appropriate checks

Reiterate to beneficiaries of EU projects that they must abide by contractual conditions relating
to VAT eligibility, and carry out the necessary checks to ensure that deductible VAT is not
charged to projects.

(Target implementation date: end of 2024)

The Commission accepts the recommendation and will reiterate this obligation to the beneficiaries
of EU projects.
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Recommendation 5 — Strengthen ex ante controls before
accepting expenditure

Take into consideration all available technical and financial information to prevent, or detect and
correct, errors before accepting expenditure.

(Target implementation date: end of 2024)

The Commission accepts this recommendation and will continue to raise awareness to its staff to
correctly implement the contractual framework and relevant procedures when it comes to
considering the available technical and financial information before accepting expenditure. At the
same time the Commission will strengthen the analysis of recurrent findings in order to prevent,
detect and correct errors.

Recommendation 6 — Improve the RER methodology and
verify its proper application

Improve the methodology used for the RER study so that high-value items are extrapolated
correctly, and verify that the contractor applies it properly.

(Target implementation date: end of 2024)

The Commission does not accept the recommendation. The Commission considers it is not
necessary to change the methodology used for the RER study for the extrapolation of high-value
items.
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