
DT\718846EN.doc  PE404.788v01-00 

EN EN 

EUROPEAN PARLIAMENT 
2004 2009 

Committee on Budgetary Control 

15.5.2008 

WORKING DOCUMENT1 
on the role and functioning of supervisory and control systems for structural 
operations 

Committee on Budgetary Control 

Rapporteur: Ingeborg Gräßle 

                                                 
1 A "working document" is a preparatory document. It is not a final document in as far as it has not gone through 
the traditional parliamentary process: presentation, exchange of views, amendments, vote. Therefore, opinions 
and considerations expressed in a working document represent the rapporteur's initial and personal points of 
views and not a final committee position. 



DT\718846EN.doc 1/10 PE404.788v01-00 

 EN 

Procedure 
 

1. At its meeting on 20-21 November 2007 the Committee on Budgetary Control 
decided to arrange a hearing on "Paying agencies" to be held at the committee 
meeting in June, and appointed Mrs Grässle as rapporteur1. 

 
2. The term" Paying agency" is used both in the agricultural sector and in the structural 

funds sector and in order to develop the initial working title and to focus the scope of 
the hearing, your rapporteur has had several meetings with representatives of the 
Commission and the Court of Auditors.  

 
3. On the basis of these meetings, of the Court's main findings and of the 

recommendations as expressed in its latest annual reports and special reports (as well 
as the attention on the structural policies in the 2006 discharge), your rapporteur drew 
the conclusion that a half day hearing would produce  the best results by focusing 
principally on structural policies.  

 
4. At its meeting on 26 March 2008 the Committee approved the draft programme as 

presented by the rapporteur. 
 
To get started 
 

5. The resources available for commitments from the Structural Funds (The European 
Regional Development Fund - ERDF, the European Social Fund - ESF) and the 
Cohesion Fund for the period 2007 to 2013 is EUR 308 041 000 0002 at 2004 prices 
and the amount shall be indexed at 2% per year. 

 
6. How much is 308 billion euros? For 308 billion euros you will be able to buy about 

15.000 High Speed Trains (TGV), 1.400 Airbus A 380's or roughly 200 nuclear 
power plants. It is equivalent to the Gross Domestic Product of Belgium and 200 
times the Gross Domestic Product of Mauritania. It is about the same as France's 
expenditure on national education over a five year period. 

  
Shared management 
 

7. The financial management, monitoring and control of these billions of euros shall be 
carried out "on the basis of responsibilities shared between the Member States and the 
Commission."3 

 
8. "Shared management" means that money is used by authorities and bodies belonging 

to and located in the Member States and that final responsibility for the functioning of 
these national bodies lies with the European Commission. 

 

                                                 
1 See the minutes from that meeting, item 5.6 
2 Council Regulation (EC) No 1083/2006 of 11 July 2006 laying down general provisions on the European 
Regional Development Fund, the European Social Fund and the Cohesion Fund and repealing Regulation (EC) 
No 1260/1999 in OJ L 210, 31.7.2006, Article 18. 
3 Article 1 
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9. Shared management is not an option. The Financial Regulation stipulates that "Where 
the Commission implements the budget by shared management, implementation tasks 
shall be delegated to Member States." (Article 53 b).  

 
10. Shall, not may. Irrespective of the quality of how Member States carry out their tasks 

in shared management delegation is a must for the Commission.  
 

Delegation risk 
 
11. In several discharge reports as well as other documents Parliament has drawn 

attention to the fact that shared management implies a "delegation risk" for the 
Commission. This delegation risk is a result of the "tension" - in order not to use the 
word "contradiction" -  between Article 274 of the Treaty ("The Commission shall 
implement the budget, (...) on its own responsibility (...)") and Article 5 (subsidiarity 
and proportionality).  

 
12. This tension can be illustrated as a "Governance-pendulum" swinging between the 

Member State position (Article 5) and the Commission position (Article 274). The 
more the pendulum moves towards Article 5 the higher delegation risk for the 
Commission and the more difficult it becomes for the Commission to implement the 
budget "on its own responsibility". On the other hand, the more the "Governance-
pendulum" moves towards Article 274 the less subsidiarity there is.  

 
13. In which direction did the new implementing regulation 1083/2006 push the 

"Governance-pendulum"? 
 
The new regulation for the period 2007-2013 
 

14. The "new" regulation for the period 2007-2013 is not a completely new approach. It 
builds on experiences and practices from previous periods (2000-2006 and 1994-
1999). The management and control arrangements applicable to the amount of 
billions to be used in 2007-2013 are essentially the same as in the 2000-2006 period. 
However, for each new period changes and modifications to the existing legislative 
framework are introduced in order to improve implementation.  

 
15. Therefore, the question is whether the changes introduced by the new regulation are 

sufficient to improve existing and well documented weaknesses. It is recalled that the 
European Court of Auditors, since issuing  a Statement of Assurance for the first time 
in 1994, has not been able to give assurance for expenditure under structural policies.  

 
Improvements 
 

16. Broadly speaking the legislator pursued three objectives with the new regulation: 
continuity (in the sense: no radical changes to the existing framework), simplification 
and improved controls. 

 
17. The reduction of the control and monitoring obligations of programmes not exceeding 

750 million euros (Article 74 of regulation 1083/2006), the right to partial closure of 
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operational programmes (Article 88) and the application of national eligibility rules in 
stead of Community rules was considered to be a simplification. 

 
18. Controls were considered to be improved by "clarifying" the roles and functions of 

the Managing Authority (Article 60), the Certifying Authority (previously the paying 
authority) (Article 61) and the Audit Authority (previously the '5% control body' and 
the winding-up body) (Article 62).   

19. In practical terms the "clarification" mainly consists in transferring some of the 
requirements in Commission regulation 438/2001 to Council regulation 1083/2006. 
The legalistic argument is that a Council regulation has more weight than a 
Commission regulation.  

20. Article 71 and 72 in Council regulation 1083/2006 now requires an ex-ante approval 
by the Commission of the systems set up by the Member States; this procedure 
replaces the simple description of systems as required in Commission regulation 
438/2001. 

21. Article 62 introduces the obligation for the Audit Authority to present an annual 
control report and an annual audit opinion "as to whether the management and control 
system functions effectively, so as to provide a reasonable assurance that statements of 
expenditure presented to the commission are correct and as a consequence reasonable 
assurance that the underlying transactions are legal and regular". 

22. Article 62 further requires the Audit Authority to have an audit strategy which shall 
be approved by the Commission (Article 73). Article 73 also prescribes "cooperation 
with the audit authorities of the Member States as well as the establishment of a 
coordination body when there are several audit authorities". 

 
Reservations 
 

23. On paper it looks as if some improvements in fact have taken place. However, your 
rapporteur still has some reservations. Where some of the changes seem to push the 
pendulum towards Article 274 of the Treaty, other changes - or omissions - clearly 
push it back towards Article 5. 

 
Independence 
24. As previously mentioned the billions of euros in question are implemented by 

authorities and bodies belonging to and located in the Member States. For each 
operational programme there is in principle a Managing Authority, a Certifying 
Authority and an Audit Authority and the number of bodies involved is probably to 
be counted in the hundreds and the people involved in the thousands. 

 
25. The people with responsibility for implementation in the Member States are not part 

of the Commission's staff but belong to the administration of the member state. 
Which interests will they pursue when difficult choices and decisions have to be 
made? Will those responsible always act in a strictly objective way? Will they always 
be able to act in a strictly objective way? Can the top managers of the different 
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Authorities be expected to carry out their functions free from the surrounding political 
"power games" as the European Union demands?   

 
Designation 
26. It is the Member State which designates the mentioned authorities (Article 59). 

Furthermore, it is stated that "Without prejudice to this Regulation, the Member State 
shall lay down the mutual relations between the authorities (...) which shall carry out 
their tasks in full accordance with the institutional, legal and financial systems of the 
Member state concerned." (Article 59, 3). 

 
27. This is a rather strong underlining of the principle of subsidiarity and a strange 

element in a text which pretends to build on "partnership". Article 11 states that "The 
objectives of the Funds shall be pursued in the framework of close operation, 
(hereinafter referred to as partnership), between the Commission and each Member 
State."  

 
28. It is difficult to see how a "partnership" can be established when consideration is only 

given to the interests of one party. To a large extent and due to the tension between 
Article 274 and Article 5 of the Treaty the Commission and the Member States are 
more like counterparts than partners. 

 
29. A way of giving the "partnership"-rhetoric some practical impact would have been to 

follow the Court's suggestion to "make arrangements, if not for an approval 
procedure, then at least for the Commission to oversee the procedures by which 
management and control bodies are appointed at national level." (Opinion 2/2005 
paragraph 10).  

 
30. An approval procedure would have been an adequate "partnership" - measure. 

Effective Community controls would have been the perfect partner for the national 
and regional authorities with management responsibility for projects. However, the 
Court's sensible suggestion was not followed. 

 
Eligibility 
31. The Member States found that it was too complicated to comply with European 

eligibility rules so rules on the eligibility of expenditure are under the new regulation, 
as mentioned, mainly to be laid down at national level. This means that in stead of 
having one set of European rules there will now be 27 different sets of national rules. 

 
32. Each Member States will have to define its eligibility rules (Article 56, 4), 

communicate these rules to the beneficiaries and then check that they are respected in 
practice. Then the Commission - and later the Court of Auditors - will check that the 
system works. 

 
33.  The re-nationalisation of the definition of the rules on the eligibility of expenditure is 

again a measure pushing the pendulum towards Article 5 and subsidiarity. It'll be 
interesting to see how this change can be considered as "simplification". 
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Commission's supervisory capacity 
34. The Commission's role in the implementation of structural measures is to supervise 

the functioning of the systems set up in the Member States. Article 72 states that "The 
Commission shall satisfy itself (...) that the Member States have set up management 
and control systems that comply with Articles 58 to 62" (management, monitoring and 
controls).  

 
35. In its Opinion No 6/2007, the Court notes that supervision of the functioning of 

systems is not sufficient to assure legality and regularity in as far as most of the errors 
are located at final beneficiary level.  The principle risk, states the Court, "occurs in 
the reliability of the information supplied by beneficiaries when claiming EU funds, 
not in the way that information is processed by Member States or the Commission. 
(Paragraph XI). 

 
36. This seems to indicate that the legality and regularity of the underlying transactions 

cannot be checked alone by system audits. It is necessary to check at project level in 
order to get insight into the functioning of the systems. 

 
37. The Commission's supervision is of fundamental importance for successful 

implementation of the funds under the new regulation and the quality of the 
supervision will depend on the political importance the Commission gives to this task. 
It is entirely up to the Commission to decide how and with which resources it is going 
to carry out the supervision.  

 
38. Your rapporteur expects the Commission to supervise the functioning of the systems 

on the basis of sufficient audits carried out at project level. A more project based 
approach is evidently more expensive than a system approach but as long as a 
majority of the Member States refuse to issue a national management declaration 
there seems to be no other solution - if the intention is to get insight into the positive 
and not so positive aspects of financial management in the Member States. 

 
39. One of the Commission's instruments for reporting on its supervision to the discharge 

authority is the Annual Activity Reports. It is recalled that the Court in its 2006 
Annual Report stated that "In structural policies, the declarations of the Directors-
General of Regional Policies and of Employment, Social Affairs and Equal 
Opportunities understate the significant weaknesses of management and control 
systems in the Member states (...) and material level of errors at project level (...) 
singled out by the Court's audits." (Paragraph 2.15).  

 
40. The Court's audit shows that the Commission's supervision is inadequate. Your 

rapporteur supposes that the Commission undertakes the necessary changes in its 
governance structure and organises itself in such a way that it can effectively and 
efficiently supervise the functioning of the systems in the Member States on the basis 
of an adequate number of audits at project level.  

 
41. There is also a need to improve the reporting to the discharge authority of the 

functioning of the systems in the Member States. Your rapporteur invites the 
Commission to inform the discharge authority in a simple, timely and concise manner 
on new results of the Commission's supervision every time such results are available. 
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42. Your rapporteur invites the Court of Auditors to continue to pay particular attention to 

the quality of the Commission's supervision and to report to the Committee in a 
timely manner. 

 
Member States' responsibilities 
43. Member States shall when they spend European taxpayers' money under "shared 

management" "in particular (a) satisfy themselves that actions financed from the 
budget are actually carried out and to ensure that they are implemented correctly, (b) 
prevent and deal with irregularities and fraud, (c) recover funds wrongly paid or 
incorrectly used or funds lost as a result of irregularities or errors, (...)" (Financial 
Regulation Article 53 b.)  

 
44. It follows that the responsibility for the regularity of spending on Structural 

operations starts in the beneficiary Member State. But final responsibility is, as we 
know, anchored in the Commission.  

 
What can the Commission do if it should happen that Member States only partially 
fulfil their duties? 

 
Commission's corrective capacity 
45. The Commission's main instrument in assuring that the Member States spend the 

billions of euros in accordance with the rules is the "financial corrections" (Financial 
Regulation Article 53b, paragraph 4). Parliament has already expressed serious 
concerns about the efficiency of this instrument1 and rightly so.  

 
46. Financial corrections  

- often lead to very long legal procedures,  
- do not seem to have any relevant dissuasive effect,  
- are not always real financial sanctions, but only the recovery of some irregular 

expenditure; the real amount of irregularly spent money is not even known. 
- are often paid by the Member State and not by the final beneficiary whereby 

European taxpayers pay a further contribution to the budget 
- generally occur at the end of the programme when it is too late to correct system 

weaknesses. 
 

47. The Court of Auditors broadly confirmed these points in its 2005 Annual Report by 
stating: 

"(...) decisions on financial corrections taken in the area of shared management, 
recovering from Member States which have not implemented and/or operated reliable 
systems, do not make the underlying transactions any less illegal/irregular, even if 
they may have a dissuasive effect. Furthermore, as the financial corrections applied 
result from systems weaknesses, they cannot directly be related to errors at the level of 
underlying transactions. The effect of imposing financial corrections is to shift the cost 
of the (disallowed) illegal/irregular transactions from the EU budget to national 

                                                 
1 "Questions again if the current system of financial correction is sufficient to encourage Member States to 
combat fraud and irregularities;" Paragraph 78 in the 2002 discharge on 
http://europa.eu/eur-lex/pri/en/oj/dat/2002/l_158/l_15820020617en00030022.pdf 
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taxpayers." (Paragraph 1.65) 
 

48. The new regulation does not change this system. Articles 99 and 100 of regulation 
1083/2006 merely incorporate the provisions of Commission regulation 448/20011. 
The legal basis is strengthened, but the procedure remains the same.  

 
49. Furthermore, the 2006 discharge procedure has clearly shown that the Commission - 

and the Member States - not are in a position to give the discharge authority full and 
correct information on the amounts involved. With more than 308 billion euros to 
be used in the period 2007-2013 it is rather shocking that the financial correction 
system and the way of reporting on the state of play at any given time not has 
undergone serious improvements.  

 
50. What are the fundamental conditions for making "shared management" a reliable 

management method - if at all possible? - Is it to introduce heavy sanctions - not just 
'recoveries' - directly targeting the faulty beneficiaries and not European taxpayers in 
general?  

 
51. Could very heavy and dissuasive sanctions - together with strengthened guidance and 

training - be an important improvement of the financial management in the Union and 
therefore a step towards the much desired "positive Statement of Assurance"? Could 
these sanctions bring down the error rates which remained all the years very high?  

 
52. However, Member States seem to put more attention to avoid suspension of payments 

and ultimately financial corrections than to improve the financial management of the 
Union from the beginning. The pendulum keeps moving towards Article 5. 

 
Inside-out better than outside-in  
53. The new regulation continues in the tradition of requiring the Commission to look at 

Member States' systems from outside. The Commission has to use a lot of resources 
in order to find out and understand how Member States' systems work. In the event 
that systems do not work satisfactorily further resources have to be employed to 
explain this to the responsible national civil servants who of course will have 
difficulties in understanding why the Commission is not satisfied with their systems.  

 
54. It would probably be more efficient to allow the Member State itself to describe its 

systems in accordance with a common list of selected issues affecting the efficiency 
of the system. A self-assessment based on the principle of "I trust you, but I also have 
the right to come and check" and on common, recognised guidelines and standards 
would allow all partners to have sufficient information on which to make sound 
judgements.  

 
55. This inside-out approach is also part of Parliament's call for "national management 

declarations". It would be much cheaper than the current outside-in approach in as far 
as it would allow for preventive audits which could disclose system weaknesses at the 

                                                 
1 Commission Regulation (EC) No 448/2001 of March 2001 laying down detailed rules for the implementation 
of Council Regulation (EC) No 1260/1999 as regards the procedure for making financial corrections to 
assistance granted under the structural funds 
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beginning of the period where it would be possible to take remedial action. The price 
of an auditor/hour is very high. The earlier in the implementation process auditors are 
brought in, the more useful they are. 

 
No overall assurance statement 
56. The functions of the managing authority are described in Article 60 in 11 points (a-k). 

This is a mere enumeration of separate and unconnected activities and there are no 
requirements as regards the overall responsibilities and accountability of the 
managing authority. The managing Authority is required to submit to the Commission 
"the annual and final reports on implementation" (point (i)) but the content of these 
reports is not defined.   

 
57. It might have been expected that modern management reporting principles would 

have inspired the drafting of the reporting obligations of the Managing Authority 
requiring top managers to assume explicit responsibility for the Authority's activities 
by providing  reasonable assurance regarding  

- the effectiveness and efficiency of operations 

- the reliability of financial reporting 

- the compliance with applicable regulations, standards and guidelines. 

58. The fact that the Certifying Authority to some extent supervises the Management 
Authority should not reduce the responsibility and accountability obligations of the 
Managing Authority. 

 
59. The need for a different set-up, function and relation between the designated 

authorities is clearly stated in the Court of Auditors' 2006 Annual Report: 
"The main weaknesses in the functioning of the Managing Authority were the insufficient 
on-the-spot checks of the reality of expenditure and the failure to identify that cost 
statements were not supported by appropriate evidence. The main weakness in the 
functioning of the Paying Authority was the failure to identify that the Managing Authority 
had not carried out adequate day to day checks. The main weakness in the functioning of 
the Audit Body was the failure to carry out sufficient checks of appropriate quality on the 
expenditure of the programmes. (Paragraph 6.33). 

 
60. The audit results show weaknesses in the functioning of the three main bodies in the 

supervisory and control system. Will the Commission ever be able to ensure that these 
"weaknesses" will be corrected? Or is it more reasonable to conclude that it is the system 
as such which does not work?  

 
61. The Court concluded in its 2005 Annual Report that "the legislative framework as a 

whole should reinforce the mechanisms designed to provide assurance of the legality and 
regularity of expenditure" (Paragraph 6.45).  For the reasons explained below your 
rapporteur has some doubts about the soundness of the legislative framework. 
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Final remarks 
 

62. Shared management is a result of the tension between Article 274 and Article 5 of the 
Treaty. The consequent "collateral damage" means that full accountability does not 
exist. The tension between the two competing objectives gives Member States and the 
Commission plenty of room to blame each other for the weaknesses. 

 
63. The Member States on the one side and the Commission on the other try to come to a 

mutual "agreement" on "who is responsible for what" by specifying each others tasks 
- Article 70 and 71 specify "Responsibilities of Member States" and article 72 and 73 
specify "Responsibilities of the Commission"- but the result of that "division of 
responsibilities" could well be that nobody will in actual fact take the role of "final 
responsible". 

 
64. Does the new regulation interfere in the responsibilities of the Commission and the 

member states? The proof of the pudding is in the eating, so we have to wait for the 
results of the Court's audit of the implementation of the new regulation. Your 
rapporteur would like the Court's audit results to show that the financial management 
of the structural operations has improved under the new regulation.  

 
65. However, unless substantial modifications in the present system take place there are 

reasons to fear that the spending of the 308 billion euros for the period 2007-2013 
will suffer from the same weaknesses as in the previous period.  

 
66. A real improvement would be to demand national management declarations as 

suggested by Parliament, and to introduce strong sanctions in the case of non-
compliance with system requirements.  

 
67. In the longer term consideration should also be given as to whether it is sustainable to 

expect the Commission to carry ultimate responsibility for EU funds spent by 
hundreds of national, regional and local offices and departments in the Member 
States.  

 
63. It would probably be very healthy to reconsider current responsibility and 

accountability structures and the corresponding discharge procedures. Otherwise, it is 
difficult to see how the European Union can avoid repeating its negative experiences 
ad infinitum. 


