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Dear President, 

Dear Rapporteur, 

1 would like first to thank you for the fruitful discussion and contribution that the budgetary 
control committee provided during the debate last Tuesday in preparation of the draft 
resolution for the 2011 discharge. 

With this letter, 1 would like, on behalf of the Commission, to present the concrete and quite 
extensive measures identified in response to the four priority actions outlined by the 
Rapporteur. The requests are addressing serious issues and deserve all our attention. The 
Commission will assume its full responsibility in responding to them in accordance with its 
Treaty obligations as regards the execution of the European budget. Of course, the other 
requests will also receive the necessary answers in a timely manner so to enable the discharge 
authority to evaluate the follow up given to its recommendations before the start of the next 
discharge procedure. Finally, I would also like to present at the end of this letter the 
Commission views in relation to the voluntary national declaration foreseen in article 59 of 
the Financial Regulation applicable to the EU Budget. 

The first priority action requests the Commission to present a Communication on the 
protection of the EU budget, with a view to making public all the amounts recovered in the 
course of the preceding year through financial corrections and recoveries for all management 
modes at the level of the Union and by Member States (MS). 
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The Commission shares your views that the protection of the EU budget is of paramount 
importance. The information is already available in various documents prepared by the 
Commission, and its services. I refer in particular to note 6 to the EU consolidated accounts 
and the Annual Activity Reports (AARs) from the Directorates-General responsible for the 
main European programmes and funds. With this said, the Commission agrees that a more 
user-friendly presentation of the existing information is needed and this is why it will work on 
a specific communication on the topic. The intention is to have the communication adopted 
and transmitted to other European institutions before the beginning of the 2012 discharge 
procedure. The communication will cover both the subject of preventive and corrective 
actions, and wherever possible, their impact on lasting improvement of the management and 
control systems as reflected in the error rates. 

The second priority action invites the Commission to deal with the following six general 
issues related to error rate in shared management and three specific issues concerning 
Agriculture, Regional Policy and Research: 

- to harmonise the practices concerning the interruption/suspension of payments when 
significant deficiencies are detected at the level of the supervisory and control systems of 
the MS. 

The information contained in various Commission reports1 shows that interruptions and 
suspensions are intensively used and it is the Commission's firm intention to continue to use 
all these tools. The Commission's actions in this regard have also been further harmonized in 
2012, in particular in the area of Cohesion policy where both DG REGIO and EMPL now 
apply a fully aligned approach. As regards interruptions and suspensions in agriculture, the 
Commission will pursue the possibility of amending the respective Commission rules to allow 
for more flexibility. However, a full harmonisation of interruption and suspension activities 
across all policy areas is not possible under the current legal framework. For the new 
programming period 2014-2020, the Commission's proposal for common provisions on the 
Funds foresees a further harmonisation of the interruption of payments for all these Funds2, 
including Rural Development. A further harmonisation of suspensions would require an 
amendment of Article 43 of the Commission proposal for the horizontal regulation which is 
currently under consideration in Council and Parliament. This amendment would enable the 
Commission to suspend payments when serious deficiencies are detected3. 

- to require the MS to communicate to the Commission services the draft eligibility rules in 
order that it may verify their compatibility with the relevant Union rules. 

The Commission shares your views on the importance of this issue. The purpose of defining 
rules at national level in the current programming period - as agreed by the legislative 
authority - is to allow MS to use the same national, regional and local rules for both purely 
national schemes or EU funded projects, thus avoiding additional complexity and addressing 
the criticism that EU rules were not familiar to the MS administrations in charge of EU 
programmes. 

1 Among other things: quarterly reports addressed to the CONT Committee, note 6 to the 2011 EU consolidated 
accounts, 2011 AARs of DG REGIO and EMPL. 
2 See Article 74 of the proposal for common provisions for EU Cohesion Policy in 2014-2020 
(COM(2011) 615 final). 
3 Proposal for a regulation of the European Parliament and the Council on the financing, management and 
monitoring of the common agricultural policy (the Horizontal Regulation) (COM(2011)628 final/2). 
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However, í can confirm that the Commission takes the necessary actions when it detects 
national eligibility rules that are either too complex or not compliant with EU regulations. For 
instance, as regards the ESF, progress is being made on spreading the use of simplified cost 
options with a view to replacing in full or in part detailed and sometimes burdensome national 
eligibility rules. Experience shows that the use of these options reduces administrative burden 
on beneficiaries and cost of implementation, and provides a contribution to lowering error 
rates. These simplified cost options are promoted for the ERDF co-funded programmes as 
well, when appropriate. 

Experience also shows that, despite their potential benefit, these simplifications are still not 
yet optimally used in all MS, and this is why the Commission will continue its efforts: it will 
in particular further develop the options included in the proposals for all European Structural 
and Investment Funds for the 2014-2020 programming period. Under the proposal for a future 
rural development legal framework, the use of simplified cost options would be possible for 
all measures. In addition to actions to promote their use, the proposal could be amended by 
the co-legislators in order to establish their application as default option. If duly justified. 
Member States could still be given the choice not to apply the simplified cost options. 

In any case, the Commission is committed to address pro-actively the issue of complex 
national eligibility rules, by promoting best practices and enabling peer reviews where 
appropriate, at the various events that it is organising together with Member States when 
launching the next generation of programmes. It will in particular work with these programme 
authorities where it has evidence of complex rules. 

- to collect information from MS concerning the degree to which national rules render Union 
legislation on budget management unnecessarily complicated ("gold-plating"). 

The Commission shares your concerns regarding the so-called gold-plating effect, which 
significantly contributed to the 2011 error rate. However, this is relevant in particular for the 
ESF since the ERDF and the Cohesion Fund are more affected by infringement of public 
procurement rules. To limit as far as possible the effect of "gold-plating", the Commission 
proposals for 2014-2020 include a clear requirement for all MS to reduce administrative 
burden for the beneficiaries4. This view is strongly supported by the Council in its discharge 
recommendation for the budgetary year 2011. 

Concerning Cohesion policy, the Commission is discussing bilaterally with MS ways of 
improvement both in the course of implementing the 2007-2013 programmes and during the 
preparation for the 2014-2020 programmes, when it detected unnecessarily complicated 
administrative rules for beneficiaries. As explained above, the Commission will continue 
working bilaterally with Member States to seek possibilities to apply more systematically 
simplified cost options. 

4 See item 5.1.8 of the explanatory memorandum and the relevant articles of the proposal for common provisions 
for EU Cohesion Policy in 2014-2020 (COM(2011) 615 final). 

3 



I would also like to mention the proposal for a future Rural Development legal framework, 
and the specific proposal5 according to which MS would be required to ensure that all the 
rural development measures they intend to implement are verifiable and controllable. This 
proposal could be amended by the co-legislators to also require Member States to ensure that 
measures are designed in a way that does not create undue risk of errors. 

- to support the management and control authorities of the MS in identifying the systemic 
sources of errors and give guidance to those authorities in their simplification efforts. 

This is a critical and permanent action of the Commission services. For instance, in Cohesion 
policy, comprehensive guidance was - and still is - provided in the area of simplified costs, 
implementation of public procurement issues and on retrospective projects by DG EMPL and 
REGIO. Furthermore, in the case of ESF, for example, DG EMPL launched in 2011 a pilot 
action plan focussed on specific MS faced with systemic errors which has resulted in concrete 
legislative changes streamlining national rules on employment aid and in the implementation 
of simplified cost options in education measures, both sources of recurring errors in the past. 
In the case ofERDF and Cohesion Fund, remedial action plans were implemented in the past6 

or are on-going7 in specific MS in order to address the systemic non-compliance with public 
procurement rules, and good results were already noted in some cases. 

As regards Rural Development, the Commission has already started to inform all Member 
States' administrations in different events about root causes identified and possible corrective 
actions. Hence, a discussion in the Council took place on 29 November 2012 on basis of an 
information note provided to the Ministers that has been provided to the Parliament as well. 
The European Network for Rural Development will similarly be used to raise further 
awareness of the issue. DG AGRI requested all MS to analyse the root causes of the errors in 
their programmes and propose corrective actions by 20 February 2013. Some Member States 
(Portugal, Spain, Bulgaria and Italy) have already amended their rural development 
programmes in order to reduce the risk of errors in the implementation. The Parliament and 
the Council will be informed of the main results of this review. Moreover, DG AGRI will, 
through the Rural Development Committee, continue to provide enhanced guidance to the MS 
for the formulation of the future Rural Development programmes. 

5 Article 69(1) of the Proposal for a Regulation of the European Parliament and of the Council on support for 
rural development by the European Agricultural Fund for Rural Development (EAFRD) 
(COM(2011)627 final/2). 
6 Greece and Spain. 
7 Czech Republic, Slovakia, Hungary and Romania. 
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- to harmonise the criteria for making reservations in the AARs and the different 
methodologies used to quantify public procurement errors in the two policy areas agriculture 
and cohesion policy. 

The Commission shares and supports this call for greater coherence. As a follow-up to the 
2010 discharge, DG REGIO launched an exercise to update the existing quantification used 
by the Cohesion Policy services. The aim is to prepare a decision - to be adopted by the 
Commission - for all shared management services and possibly other services as well. This 
exercise is on-going and the Commission should be in a position to adopt this decision in the 
second half of 2013. In addition, in November 2012, the Commission horizontal services 
updated their internal guidance for the determination of error rates and the criteria on whether 
to qualify the declaration of assurance with a reservation in the case of errors linked to public 
procurement procedures. This guidance, which took into account the changes in methodology 
introduced by the Court, was aimed at ensuring transparency and comparability as well as at 
producing a realistic calculation of the actual financial exposure while adequately considering 
the possible reputational impact of serious procedural errors. This guidance is to be applied by 
the Commission DGs for the first time in their AARs for 2012. The Commission will reassess 
the need for revising its guidance with the closure of the 2012 reporting cycle. 

- to speed up the audit and financial correction procedures and in particular consider 
merging the different stages of the 'contradictory' procedure leading to a financial correction. 

The Commission would like to point out that this is already the current practice since 2012 in 
the Cohesion Policy area. This concerns in particular the closure of contradictory procedures 
earlier than planned, enabling about 100 operational programmes to be timely closed for 
launching the financial correction procedure still in 2012. The details of this new approach 
will be provided in the annual activity reports of the Services concerned. Other policy areas 
will follow but for the next financial period, a lot depends on the sector-related legislation. 
Concerning Agriculture, fully merging the different stages of the procedure would not be 
compatible with the right to conciliation. The Commission will consider other procedural 
changes which might speed up the procedure (notably stricter deadlines for each step of the 
procedure). 

Also under the second priority action, DG AGRI is invited "to align its practices for the 
suspension/interruption of payments, (...) to report by the end of June 2013 on the progress 
made by the working group and (...) to support the MS' efforts to eliminate from their 
programmes those conditions that are intrinsically prone to creating implementation and 
control difficulties". Regarding the requested alignment, the Commission recalls that for the 
current programming period the potential for a further harmonisation of interruption and 
suspension practices is limited due to differences in the corresponding basic rules for 
Agriculture and Cohesion (see first part of reply to the 2nd priority action). All other actions 
requested are part of the action plan mentioned above, and the Commission will indeed report 
on the progress made by the working group by June 2013. 
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Still under the second priority action, DG REGIO is invited to fully implement all existing 
preventive and corrective measures, and also insist on the principles of net financial 
corrections as proposed for the next generation ofprogrammes. The rapporteur also asks the 
Commission to defend its position on retrospective projects. On all these issues, the 
Commission would like to reiterate its firm vigilance and commitment to have recourse to all 
existing tools whenever needed. Regarding the so-called retrospective projects, the 
Commission is taking specific actions to mitigate their inherent risks by providing guidance 
and advice to the limited number of concerned MS, by requesting national auditors to target 
these riskier projects. For 2014-2020 the Commission adopted an even stricter approach by 
proposing that operations shall not be selected for support by the European Structural and 
Investment Funds where they have been physically completed or fully implemented before 
the application for funding. I can also confirm that the Commission will continue to defend its 
proposal as regards net financial corrections. 

Finally under the second priority action DG Research is requested to report by the end of June 
2013 on the impact of the simplification measures announced in the Synthesis report for the 
year 2011 on the error rate in research policy. The Commission agrees to present a report 
reviewing the results of the simplifications measures and of the improvements in respect of 
the audit strategy - in particular as regards the measures taken to reduce the audit burden -
and in respect of the guidance given to beneficiaries and auditors. Given the still on-going 
exercise of collecting data and the nature of the measures in question, the Commission will 
present, by the end of June 2013, a report to the European Parliament assessing the impact of 
the simplification measures introduced in 2011. 

Given the concerns expressed by the Parliament about the possible lack of coherence in the 
implementation of FP7 due to the large number of Commission services involved, the 
Commission will address in this report also the actions taken to ensure a harmonized 
implementation of FP7 across the Research family. 

The third priority action concerns the Evaluation report (Article 318 TFEU) and contains a 
request to the Commission to place the emphasis on the progress made in the achievement of 
the (EU 2020) flagship initiatives. It also calls for an enhanced use of performance audits. 
The Commission understands that this third priority action is a reply to its invitation to the 
discharge authority to provide its views on the article 318 evaluation report and welcomes the 
willingness to closely link this report with the implementation of the EU 2020 flagship 
initiatives. 

Regarding the performance measurement, I would like to recall the fact that the Commission 
included in its proposals for the new generation of programmes several elements aimed at 
delivering a stronger performance framework, which would be more focused on efficiency 
and effectiveness in the attainment of the overall objectives of the different financial 
programmes. The Commission relies on Parliament and Council as co-legislators to ensure 
that the new multi-annual financial framework contains the simpler, stronger framework 
proposed by the Commission. 
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The next multi-annual framework also provides the opportunity for stronger monitoring and 
evaluation arrangements to feed better reporting. The envisaged improvements, however, will 
only start to show results over coming years, particularly as evaluations normally look back 
over several years of activity. Reporting on progress made towards the achievement of the 
objectives of financial programmes would produce information on progress towards the 
attainment of Europe 2020 flagship initiatives. This reporting should continue to follow the 
structure of the different budget headings, thereby covering the internal and external policies 
and actions. 

The fourth priority action relates to Revenues and traditional own resources. The Commission 
is invited to provide Parliament with an evaluation of the cost of postponing the full 
application of the Modernised Customs Code (МСС). The Commission closely follows this 
issue. As you know, it fully participated in the preparation and finalisation of a study-
commissioned by the European Parliament in 2012. According to this study, the estimated 
deadlines for the implementation of the Customs Code range from 31 December 2017 (most 
optimistic scenario) to March 2033 (most pessimistic scenario). The 2020 deadline proposed 
by the Commission can therefore already be considered as very ambitious. All stakeholders 
(including the EP in the Sal vini report of 1 December 2012) unanimously agreed to postpone 
given that MS were not in a position to commit to the development of the necessary IT 
systems. Inter-institutional negotiations on the proposal for the Union Customs Code do 
neither question the postponement, nor the date proposed by the Commission. However, the 
Commission is ready to follow the rapporteur's request and to provide the Parliament with an 
estimate of the costs related to postponing of the full application of the Modernised Customs 
Code. 

Concerning the request to collect reliable data on the customs and VAT gap in the MS, I 
would like to recall two different and on-going initiatives: on the one hand, the study 
"Levelling the Playing field on the Single Market" commissioned by the EP, and the active 
participation of the Commission services in the elaboration of this study. To reply to the 
rapporteur request, the study on the estimation of the VAT gap8 will be updated and made 
available by 30 June 2013 to the other European Institutions. It is the Commission's intention 
through this update to publish a new estimate of the VAT GAP for all 27 Member States 
following the same approach as in 2009, that is to say by comparing accrued VAT receipts 
with a theoretical net VAT liability for the economy as a whole. 

8 http://ec.europa.eu/taxation customs/resources/documents/taxation/tax cooperation/combating tax_frauci/reck 
on report sep2009.pdf 

7 



This priority action invites as well the Commission to identify actions which would increase 
the effectiveness and efficiency of the collection of customs duties and VAT in the MS and to 
identify the channels and schemes allowing for tax evasion and tax avoidance and promote 
appropriate countermeasures. On 6 December 2012, the Commission adopted a 
comprehensive and ambitious action plan on fighting tax fraud and tax evasion. A series of 
measures are proposed to better fight against tax fraud and evasion, including VAT fraud. The 
plan includes the Quick reaction Mechanism against VAT fraud that the Commission 
proposed in July 2012. It provides that Member States would be able to apply a "reverse 
charge mechanism" which makes the recipient of the goods or services liable for VAT. This 
would significantly improve the Member States capacity of effectively tackling complex fraud 
schemes, such as carrousel fraud. In order to deal with possible new forms of fraud in the 
future, it is also foreseen that other anti-fraud measures could be authorised and established 
under the Quick Reaction Mechanism. Moreover, the action plan was accompanied by two 
recommendations to Member States which promote specific countermeasures to deal with 
aggressive tax planning and to treat the issue of tax havens. As for customs duties, the 
Commission is thoroughly following up the recommendations made by the European Court of 
Auditors in the context of past and recent audits9. 

The Commission also put forward an ambitious proposal for a Directive on the fight against 
fraud to the EU's financial interests by means of criminal law10. The new rules, when adopted, 
would harmonise and strengthen notably the protection of EU revenue. 

This priority action also raises the issue of the impact of uncollected revenues on the 
availability of the Union Own resources. The Commission would like to reassure you that, 
wherever relevant, it will reiterate the general imperative of effective revenue collection. 

I would like to conclude this letter by reiterating the Commission's strong commitment to the 
fulfilment of the so-called two step-approach regarding national declarations. As I wrote to 
this committee in February and March 2011, the Commission strongly believes that the 
overall assurance process as regards the management of EU funds needs to rely on effective 
and reliable assurance statements from all actors, at both European and National levels. The 
Commission is pleased with the results of the negotiations on the Financial Regulation and the 
introduction of a reinforced mandatory reporting in shared management, including the 
compulsory management declarations, the accounts and the enhanced annual summaries, as 
well as the introduction of voluntary national declarations. The Commission considers that the 
reinforced mandatory reporting should provide the Commission with substantial additional 
assurance as to the use of EU funds by MS and contribute to a more effective reporting by the 
MS. As this reinforced reporting is introduced and eifectively implemented, the conditions 
would be set for further promoting the issuance of political national declarations. In the 
meantime and in order not the loose the political momentum following the adoption of the 
new Financial Regulation, the Commission is willing to propose to the European Parliament 
and Council the setting up of an informal working group on national declarations. The 
working group should meet as soon as possible. 

9 In particular the European Court of Auditors Special Report No 13/2011 "Does the control of customs 
procedure 42 prevent and detect VAT evasion?" 
10 COM(2012)363. 
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I would like to thank you, the Rapporteur and the Members of the budgetary control 
committee for the very cooperative working relationship that has been established since the 
beginning of the budgetary discharge procedure. That said, the Commission acknowledges the 
importance of the issues put forward by the rapporteur and will endeavour to provide the 
expected follow up in a timely and effective manner, in accordance with the responsibilities of 
the Commission in executing the European budget. Many of the Commission replies to the 
Rapporteur's priority actions will depend on the outcomes of the current negotiations on the 
next generation of EU programmes. In their preparation the Commission has strived to 
identify and address problems, which can be attributed to the current EU legislation. This is 
particularly the case for all proposals aiming at reducing the administrative burden for final 
beneficiaries and delivering a stronger performance framework. 

The Commission counts on the legislative authority to support these proposals, taking into 
account Commission's strong commitment to simplification and improving delivery of EU 
funds11. 

I hope that the information provided in this letter indicates the strong commitment of the 
Commission to work to achieve better spending and will be of help for the forthcoming work 
of this committee, and I remain at your disposal should you require any further clarification 
on the points made above. 

Yours sincerely. 

11 See Communication "Simplification Agenda for the MFF 2014-2020", COM(2012) 42, with subsequent 
Scoreboards. 


