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1. This working document focuses on the budgetary aspects of Cohesion policy, which consists of the European Regional Development Fund (ERDF), European Social Fund (ESF) and Cohesion Fund (CF), with a specific focus on the 2011 budget. 

2. Given the deadlines for eligible expenditure for the 2000-2006 period, a very low level of payments in relation to the previous programming period is expected during 2011. Therefore, this working document focuses mostly on the 2007-2013 period, though your Rapporteur considers the swift closure of the 2000-2006 (and earlier) programming periods also as a priority.

State of play 

3. For the 2007-2013 programming period, the Member States (MS) are required to submit the following documents to the Commission for approval: an independent audit body’s compliance assessment report, an opinion
 about the system description of each operational programme (OP; total of 434 OPs among all MS), and an audit strategy. These elements are part of the 2007-2013 Management and Control System (MCS), the basic architecture of which consists of, at the national level, the Managing-, Certifying- and Audit Authorities, as provided for in the Regulation (EC) No 1083/2006
.
4. The Commission initially anticipated compliance assessments to be completed by the end of 2008, and the first interim payments to be issued in early 2009. However, Commission's approval of most MS’ MCSs, in accordance with Article 71 of Regulation (EC) No 1083/2006, was proceeding slowly and happened mostly in the second half of 2009, notably because of difficulties encountered at the national level with the transposition of complex EU regulatory requirements or the new organisational arrangements, which resulted in cumbersome procedures (see also below). This delay affected the level of payments to MS, and at the end of 2009, several MS had only received the pre-financing payments. At the same time, i.e. three years after the beginning of the programming period, the budgetary implementation rate for Cohesion policy was about half (12%) of that achieved at the same stage of the previous programming period. 

5. While the European Parliament (and also the Council) repeatedly underscored the importance of full and efficient use of the available appropriations, the low absorption rate of all EU structural funds in the past years led to an increasing gap between commitment and payment appropriations under this Heading (see table below) and a significant rise in outstanding commitments (RALs) over time. 
Budgetary implementation of Cohesion policy 2007-2013 (EUR)

	
	Outturn 2009
	Outturn 2008
	Outturn 2007

	
	CA
	PA
	CA
	PA
	CA
	PA

	13 03 16 ERDF - Convergence 
	22.417.259.853
	11.719.113.679
	22.214.199.721
	5.042.066.871
	20.980.317.541
	2.962.793.999

	13 03 17 ERDF - PEACE 
	31.466.303
	9.678.184
	30.849.316
	6.745.369
	30.244.428
	4.496.913

	13 03 18 ERDF - Regional competitiveness and empl. 
	4.633.542.658
	2.088.250.347
	4.988.612.298
	975.969.847
	5.325.424.141
	592.878.567

	13 03 19 ERDF - European territorial cooperation 
	1.044.712.714
	291.003.601
	1.148.761.991
	248.832.150
	884.635.554
	129.987.703

	13 03 20 ERDF - Operational technical assistance
	38.518.918
	28.402.091
	39.092.010
	41.100.334
	28.622.403
	1.290.670

	Total European Regional Development Fund
	28.165.500.446
	14.136.447.902
	28.421.515.336
	6.314.714.571
	27.249.244.067
	3.691.447.852

	 
	 
	 
	 
	 
	 
	 

	13 04 02 Cohesion Fund
	9.287.121.769
	4.302.640.240
	8.142.934.367
	2.797.798.864
	7.115.314.105
	1.582.788.048

	 
	 
	 
	 
	 
	 
	 

	04 02 17 ESF - Convergence
	7.305.903.755
	4.390.658.515
	7.007.279.761
	1.604.058.625
	6.759.975.961
	1.035.501.851

	04 02 18 ESF - PEACE 
	0
	0
	0
	0
	 
	 

	04 02 19 ESF - Regional competitiveness and empl.
	3.477.243.743
	2.616.162.792
	3.603.844.752
	764.099.609
	3.726.328.031
	478.419.579

	04 02 20 ESF - Operational technical assistance
	7.932.259
	3.678.982
	9.635.899
	2.084.758
	7.969.537
	31.999

	Total European Social Fund
	10.791.079.757
	7.010.500.289
	10.620.760.412
	2.370.242.992
	10.494.273.529
	1.513.953.429

	 
	 
	 
	 
	 
	 
	 

	TOTAL ERDF + CF + ESF
	48.243.701.972
	25.449.588.431
	47.185.210.115
	11.482.756.427
	44.858.831.701
	6.788.189.329


	(continued)
	Budget 2010
	Total outturn 2007-2009

	
	CA
	PA
	CA
	PA

	13 03 16 ERDF - Convergence 
	22.782.329.782
	14.884.200.000
	65.611.777.115
	19.723.974.548

	13 03 17 ERDF - PEACE 
	32.095.629
	15.600.000
	92.560.047
	20.920.467

	13 03 18 ERDF - Regional competitiveness and empl. 
	4.261.005.835
	3.330.700.000
	14.947.579.097
	3.657.098.761

	13 03 19 ERDF - European territorial cooperation 
	1.069.579.848
	520.400.000
	3.078.110.259
	669.823.454

	13 03 20 ERDF - Operational technical assistance
	50.000.000
	41.600.000
	106.233.330
	70.793.095

	Total European Regional Development Fund
	28.195.011.094
	18.792.500.000
	83.836.259.848
	24.142.610.325

	 
	
	
	
	

	13 04 02 Cohesion Fund
	10.185.294.880
	4.350.000.000
	24.545.370.241
	8.683.227.152

	 
	
	
	
	

	04 02 17 ESF - Convergence
	7.473.667.217
	5.256.700.000
	21.073.159.477
	7.030.218.992

	04 02 18 ESF - PEACE 
	p.m
	p.m
	
	

	04 02 19 ESF - Regional competitiveness and empl.
	3.343.826.311
	2.416.700.000
	10.807.416.526
	3.858.681.980

	04 02 20 ESF - Operational technical assistance
	10.471.454
	10.500.000
	25.537.695
	5.795.739

	Total European Social Fund
	10.827.964.982
	7.683.900.000
	31.906.113.698
	10.894.696.710

	 
	
	
	
	

	TOTAL ERDF + CF + ESF
	49.208.270.956
	30.826.400.000
	140.287.743.787
	43.720.534.187

	Outstanding commitments (only for the period 2007-2013)
	n.a.
	96.567.209.600


Source: Commission's reports on budgetary outturn, 2010 General Budget and own calculation

6. The commitments appropriations budgeted and implemented, as presented above, are those foreseen in the financial envelops, which were decided upon in advance for each year of the 2007-2013 period for all Funds. They are, therefore, well in line with the annual allocation to Heading 1b, as foreseen by the Multiannual Financial Framework.

7. The financial programming for Heading 1b for years 2010 and 2011 (commitments) is presented below. In this respect, as mentioned in your Rapporteur's previous working document on financial programming, it should be noted that a discussion on the margin in the sub-heading 1b is irrelevant, because the financial programming is adapted to the needs identified by each Member State.
Financial programming - Heading 1b (EUR million)

	 
	HEADING 1B - COHESION FOR GROWTH AND EMPLOYMENT
	 

	 
	 
	2010
	2011

	TSF
	Total Structural Funds
	39.191,847
	39.688,663

	TCF
	Total Cohesion Funds
	10.190,245
	10.961,150

	 
	
	 
	 

	 
	
	 
	 

	 
	Total programmes Heading 1B
	49.382,092
	50.649,813

	 
	
	
	 

	 
	Other expenditure
	5,500
	 

	 
	
	 
	 

	 
	TOTAL HEADING 1B
	49.387,592
	50.649,813

	 
	Financial framework ceiling
	49.388,000
	50.651,000

	 
	Margin
	0,408
	1,187


Source: European Commission

8. As compared to operational programmes, the situation of major projects is even more sensitive since they have the lowest MCS approval rate (101 out of 949 as of 1 March 2010) and therefore very low implementation rates. According to DG REGIO Director General
, the economic crisis and the resulting constraints on national budgets will probably result in the abandonment of some of them. 

9. The very slow start-up of the period was reported to be mostly due to:

· delays in agreements on the EU budget, the adoption of the Regulations and the negotiations of programmes,

· the requirement for national authorities to establish compliance assessments on Management and Control Systems

· the compulsory approval of MCS before making any interim payment,

· the work linked to management of the overlapping programming periods: national authorities still work on the conclusion of 2000-2006 programmes,

· in many cases, the unclear distribution of tasks nationally, insufficient experience or a lack of administrative capacity in both managing authorities and beneficiaries and internal reorganisation processes of public administrations
· the impact of the global economic recession that started in autumn 2008.

10. The table below shows the latest implementation figures available per MS (as of 24/02/2010) for all three Funds taken together. 

Absorption rates and figures by MS (all Funds) as per 24/02/2010 (EUR million)
	Country 
	Decided
	Committed
	Paid
	Paid / committed
	Paid / Decided

	AT
	1.204,479
	679,586
	245,575
	36,14%
	20,39%

	BE
	2.063,501
	1.276,387
	418,387
	32,78%
	20,28%

	CB
	7.815,225
	4.271,354
	791,157
	18,52%
	10,12%

	CY
	612,435
	480,393
	93,348
	19,43%
	15,24%

	CZ
	26.302,604
	14.035,435
	3.280,128
	23,37%
	12,47%

	DE
	25.488,616
	14.393,826
	4.915,749
	34,15%
	19,29%

	DK
	509,577
	282,512
	78,783
	27,89%
	15,46%

	EE
	3.403,460
	1.690,292
	780,239
	46,16%
	22,92%

	ES
	34.657,734
	21.649,371
	4.793,282
	22,14%
	13,83%

	FI
	1.595,966
	952,314
	279,693
	29,37%
	17,52%

	FR
	13.449,221
	7.456,226
	2.102,815
	28,20%
	15,64%

	GB
	9.890,937
	5.822,786
	1.754,316
	30,13%
	17,74%

	GR
	20.210,261
	11.761,802
	2.236,584
	19,02%
	11,07%

	HU
	24.921,149
	13.115,732
	3.298,703
	25,15%
	13,24%

	IE
	750,725
	572,948
	219,708
	38,35%
	29,27%

	IT
	27.965,315
	15.742,591
	3.367,328
	21,39%
	12,04%

	LT
	6.775,493
	3.418,579
	1.530,561
	44,77%
	22,59%

	LU
	50,487
	27,990
	7,210
	25,76%
	14,28%

	LV
	4.530,448
	2.272,505
	763,077
	33,58%
	16,84%

	MT
	840,123
	465,645
	98,987
	21,26%
	11,78%

	NL
	1.660,003
	920,315
	225,693
	24,52%
	13,60%

	PL
	65.221,853
	35.049,048
	9.555,918
	27,26%
	14,65%

	PT
	21.411,561
	12.034,498
	2.863,450
	23,79%
	13,37%

	SE
	1.626,092
	901,514
	262,692
	29,14%
	16,15%

	SI
	4.101,049
	2.250,815
	578,510
	25,70%
	14,11%

	SK
	11.360,620
	5.770,092
	1.302,742
	22,58%
	11,47%

	BG
	6.673,628
	3.189,422
	645,324
	20,23%
	9,67%

	RO
	19.213,037
	8.669,953
	1.982,597
	22,87%
	10,32%

	Sum:
	344.305,598
	189.153,933
	48.472,557
	25,63%
	14,08%


Source: DG Regional Policy

11. The reasons brought forward to explain the above differences in absorption rates between MS include the following:

· the strategies and content of the programmes vary. For example, programmes that include complex large infrastructures have longer lead times than others,

· differences in national administrative structures,

· MS were not at the same stage in the finalization of the programmes of the previous programming period and it has delayed the start of the new period. In addition, several extensions of the 2000-06 programmes' eligibility periods (until the 1 July 2010 for ESF and ERDF) still require resources from some of the MS, which would have otherwise been used for the 2007-13 period. 

12. In the joint declarations on the implementation of Cohesion policy of November 2008, April 2009 and November 2009, the three institutions underlined the necessity to further accelerate the implementation of structural and cohesion funds, notably through the request that the approval of MCS be sped up. 

13. In November 2009, the institutions also noted that the approval rates of MCSs and Major Projects (MPs) had gradually improved, but considered that the pace of approval was still too slow.

14. In its priorities for 2011 budget, the Parliament welcomed the submission of MCS descriptions by the MSs for almost all OPs, and the Commission’s 87% approval rate by the end of 2009. 
15. According to the latest update by the Commission (12 March 2010), almost all MCS reports had been submitted by MS (428 programmes out of 434). 94% of the programmes (406) had their MCS accepted and 87% of the programmes (377) have had at least one interim payment. The Commission's approval of the last MCS can therefore be expected to result in a considerable increase in interim payments in 2010 and 2011.

16. This is confirmed by the table below which provides a breakdown of these figures (at the same date) between the ESF and ERDF/CF. 

Payments by types until 12/03/2011 (million EUR)

	Fund
	Total allocation 2007-13
	Advance payments 2007-09
	Interim payments 2008 & 2009
	Interim payments 2010

	ESF
	76 253,0
	6 093,0
	4 795,9
	454,9

	ERDF/CF
	269 400,2
	23 290,4
	9 447,5
	4 920,3

	TOTAL
	345 653,1
	29 383,4
	14 243,4
	5 375,2


Source: Commission's reply to the Committee on Budgets' question in view of the 17/03/2010 Monitoring group meeting on Cohesion policy

17. This table shows that interim payments made during the first 70 days of 2010 already represent some 38% of those made in 2008 and 2009. This can be considered as an encouraging signal for the swift implementation of Cohesion policy in the coming months and in 2011.

18. Nevertheless, the Commission should continue to work closely, especially with those MS with low absorption rates during the previous programming period, in order to keep the momentum and further improve the situation.

Simplification, advance payments and recent legislative proposals

19. In spring 2009, the Commission launched the European Recovery Package with a series of measures to help speed up the implementation of the Funds. The initiative included a change of the legislative framework, which provided for additional advances of EUR 6.25 billion and contained a series of simplification elements which were intended to offer more flexibility in programme implementation (for example a full reimbursement of the state aid schemes prior their implementation). All advance payments under the European Recovery Package were paid to the MS in April 2009. 

20. In their November 2009 joint declaration, the European Parliament and the Council stated that they believed that opportunities provided by the use of structural funds could be employed for more targeted actions that facilitate overcoming the effects of the economic crisis, particularly those which support growth and competitiveness and limit job losses.

21. The recent and ongoing simplification exercise and the subsequent modifications of the regulations (notably the further increase in advance payments and the flexibility in the decommitment of 2007 appropriations) will have undoubtedly a positive impact on the pace of implementation in the MS and are expected to reduce the administrative burden for beneficiaries and the managing bodies
. 

22. From a technical point of view, further information could be requested on the method for applying the 1/6th of 2007 appropriations' 'recommitments' to spread over the years 2008-2013. Will this entail that no payment will be applied to 2007 appropriations and that first 2007-2013 payments will be made on 2008 appropriations? What will be the budgetary treatment of such a mechanism? Will this have an impact on the margin under the MFF ceiling?

23. Regarding the modifications linked to simplification, the ongoing modification proposal is a third one, following the modification of Art. 55 of the Regulation (EC) No 1083/2006 and the proposals made under the recovery package in spring 2009. All these simplification measures attempt to make the rules simpler, clearer and less bureaucratic, thus more attractive to the beneficiaries or potential beneficiaries. As a result, the Commission expects more project promoters to be attracted to apply for funding which should result in faster absorption.
24. However, it should be noted that difficulties were experienced at national level, for instance with the national transposition of EU regulatory requirements
, the new organisational arrangements (establishment of the Managing- Certifying- and Audit Authority), human resource aspects and the establishment of the required tools (electronic information and communication systems, implementation guidelines). In this respect, your Rapporteur would like to stress, as a matter of priority for the next programming period at the latest, that (further) structural improvements and simplification measures are needed to avoid recurrent under-implementation and to ensure that payment appropriations develop in an orderly manner compared to commitment appropriations.

25. Still, all in all, recent simplification exercises should, together with the mechanical effect of increased advance payments and that of still having 2007 appropriations available over the period, lead to an increased need for payment appropriations in 2011.

Prospects for 2011

26. The Cohesion policy accounts for 35,6 per cent of the financial framework for 2007-2013. For year 2011, the MFF ceiling for Heading 1b is set at EUR 50,65 billion at current prices.

27. Your Rapporteur would like to underline that, as far as the 2011 Budget is concerned, no real margin for manoeuvre will exist for commitment appropriations since they should amount to the annual pre-allocated envelops decided in the beginning of the period, subject to a possible adjustment, as foreseen by Art. 17 of the Interinstitutional agreement on budgetary discipline and sound financial management.

28. Besides, following the recent legislative modifications, some amounts stemming from 2007 non-decommitted appropriations will be available in 2011. The main question is therefore about the level of payment appropriations to be included in the budget. 

29. For the reasons presented above, payment appropriations will certainly require a significant increase as compared to previous years. Indeed, they should be sufficient to match the following needs: 

· to cover the possible increase of advance payments not already financed through 2010 budget appropriations,

· 2011 is likely to be the first full year for which all MCS will be approved and therefore interim payments made for all OPs: the programming period will finally come, in its fifth year of implementation, to the cruising speed,

· additional commitments will be available since 1/6th of 2007 commitments will be added for each of the years 2008-2013. This will give extra chances for unpaid commitments to be channelled on the ground
,

· in addition, those 2007 appropriations reallocated to years 2009 and 2010 may increase the level of appropriations carried over to 2011,

· the concrete implementation of projects can also reasonably be expected to increase, notably due to the simplification measures mentioned above,

· MS will be less and less distracted by the previous programming period.

30. However, since, due to urgency, no impact assessment of the last two Commission's simplification proposals was made, the additional funding to be granted over the coming years, and particularly in 2011, cannot be estimated with any certainty at the present stage. It should, however, be borne in mind that only the additional advance payments for ESF and Cohesion Fund for 5 MS are estimated at EUR 775 million. It cannot indeed be guaranteed that payments budgeted for 2010 will be sufficient, which would put an extra pressure on the 2011 budget.

31. Still, for all the above reasons, your Rapporteur is of the opinion that Heading 1b will require a much increased level of payments in 2011. 

Quality of Cohesion policy implementation

32. According to the Parliament's priorities for the 2011 budget, improving the implementation and the quality of spending should constitute a guiding principle for achieving the optimal use of the EU budget and evidence-based policy making. Improved monitoring and evaluation systems are crucial in this respect, with due consideration to clearly defined objectives, targets and intervention logics. In this respect, the Commission's strategic synthesis report, expected in April 2010, might provide significant contributions to the evaluation of the implementation of Cohesion policy on the ground. 

33. The aim would be to achieve a better balance between, on the one hand, the rules and procedures required for ensuring the legality and regularity of EU expenditure and, on the other, making cohesion policy more performance-oriented and cost-efficient, in line with EP priorities for the 2011 budget. Indeed, some observers and actors at the national level consider that 2007-13 regulatory requirements are still inclined towards control rather than content issues (i.e. control deflects, to some extent, attention from content). As a result, Structural Funds managers dedicate more time to assessing compliance with financial management and control requirements than to achievement of programme objectives.
34. There appears, therefore, to be a need for creating a stronger focus on the achievement of objectives as opposed to the legality and regularity of the absorption of funds. The changes brought to the legislative framework in 2009, which attempted to reduce the control burden on the MS without derogating from the key rules as regards to sound financial management, and the ongoing action plan on structural funds
 should be considered in this context.

35. In its replies to Committee on Budgets' questions in view of the 17 March Monitoring Group meeting on Cohesion policy, the Commission underlined that it did not follow up on the use of advance payments in itself
. The increases in advance payments foreseen by the recent changes in the regulation imply therefore that a greater amount of Structural Funds will stay less monitored or unmonitored at all, which raises some concerns. While Commissioner Samecki recently sent a letter to invite the MS to report on the absorption of additional advances, the Commission may still be invited to further address this problem through enhanced scrutiny of the advance payments. It may also be asked to report to the EP on their use, in line with EP priorities for the Budget 2011 requesting that full and updated information be delivered to the budgetary authority in time. 
Preliminary conclusions: achieving EU priorities

36. In the context of the new EU-2020 Strategy, the Commission already underlined the significant contribution that could be brought by Cohesion policy, as was the case in the current and previous programming period regarding Lisbon Strategy for growth and jobs. It committed itself to aligning the Cohesion Policy objectives with the Europe 2020 vision in terms of promoting smart, greener and competitive growth of regional economies based on knowledge, innovation and resource efficiency, also by reinforcing combined efforts and taking advantage of synergies among related community policies. 
37. The Commission mentioned that, within the EUR 350 billion envelop devoted to Cohesion policy for the 2007-2013 period, between EUR 200 and 250 billion would be earmarked towards EU-2020 objectives
. 

38. In addition to the reasons presented above, the last comment makes, in your Rapporteur's view, the need for an appropriately ambitious payment allocation to Cohesion policy in the 2011 budget even more pressing. 2011 will indeed be the 5th implementation year in the current programming period and OPs will reach a level of maturity that implies their speedy execution. 

39. Based on the above considerations, your Rapporteur would like to highlight below the pending questions and requests in view of the next budgetary procedure:

· the Commission should continue to work closely especially with those MS with a low absorption rate during the previous programming period, in order to keep the momentum and further improve the situation,
· further structural improvements and simplification measures may be needed to avoid recurrent under-implementation,
· the Parliament should be kept informed about the content of the possible adjustment to the financial envelops foreseen by Art. 17 of the Interinstitutional agreement,
· the Commission should present the method for applying 1/6ths of 2007 appropriations' 'recommitments' to be spread over the years 2008-2013. How will 2007 non-decommitted appropriations be made available in 2011? Will this entail that no payment will be associated to 2007 appropriations? What will be the budgetary treatment of such a mechanism? Will this have an impact on the margin under the MFF ceiling?
· since it cannot be guaranteed that budgeted payments for 2010 will be sufficient to cover additional advance payments and interim payments, Parliament should be kept regularly informed about the budgetary implications of both: any possible amending budget in 2010 and any possible extra pressure on the 2011 budget,
· the Commission should propose how to better focus on the achievement of objectives as opposed to the legality and regularity, without derogating from the key rule as regards sound financial management,
· the Commission should address the issue of the weak control arrangement in the start-up phase, notably through enhanced scrutiny of the advance payments, and report back to the EP on their use.

� Article 71 (2) of Regulation (EC) No 1083/2006


� Laying down general provisions on the European Regional Development Fund, the European Social Fund and the Cohesion Fund


� BUDG Committee's Monitoring group meeting on Cohesion policy, 17 March 2010





� As an example, MS can now start implementing large scale projects and even be reimbursed before a formal submission and adoption by the Commission of the given project.


� In this respect, some observers recommend that regulatory impact assessment be carried in order to ensure that national transposition does not add to complexity (cf. best practice in Latvia).


� This will also mechanically increase the gap between CA and PA, as well as the level of RAL which should have decreased following automatic decommitments. However, this is expected to be compensated by the higher pace of payments.


� Now integrated in the 'Joint Audit Strategy' for Structural Actions for 2009-2011


� Rather the Commission focused on monitoring financial implementation of the programmes through its participation in the monitoring committees, the annual implementation reports transmitted by the Managing Authorities, annual review meetings and the processing of the applications for interim payments made by national authorities.


� It also committed to raise awareness and ownership of EU 2020 objectives by national and regional authorities responsible for Cohesion Policy funds while facilitating a swift and efficient utilisation of Community aid in this field.
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