Brussels, 21 March 2017
European Parliament Workshop

European Court
of Auditors’ opinion
on the revision of

Financial Regulation

Lazaros S. Lazarou

ECA Member - Dean of ChamberV

_____________



Three key points

- One stop reporting accountability

- Moving from cost conditionality to performance
conditionality

- Streamlining budgetary arrangements
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(1) One stop reporting accountability

Objective:

- Bring Commission reporting truly into the modern age with a
one stop shop for Commission accountability

The Commission proposal:

- isreporting really “integrated”? .
...or publishing existing reports at the same time?




(1) One stop reporting accountability

Our proposal (paragraphs 7-11)

Produce a single accountability report incorporating:
- a President’s report;
- activities during the year;
- non-financial performance,
- operational and strategic risks;
- governance statement;
- report of the Audit Committee;
- financial statements discussion and analysis;
- the consolidated accounts;
- amid- and long-term fiscal sustainability statement; and
- budgetary implementation reports

Present in due time for audit of the accounts and consistency checks
on other information

Integrated Financial Reporting Package - positive move, but not
enough
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(2) Moving from cost conditionality to performance
conditionality (77-84)

» Performance based payments
» Checks and controls focused on outputs
« Commission-wide simplified forms of grants

We support the move to make the payments based on conditions
fulfilled or results achieved the preferred option across the EU budget




(2) Moving from cost conditionality to performance
conditionality (28-34)

» Abandoning the principle of no profit
We do not see the need for this requirement

* Recognition of volunteers work as eligible costs for co-financing
Could increase risk of ineligible spending

* Exemptions from the principle of non-cumulative award and no
double funding

Exemptions should be restricted to principle of non-cumulative
award




(3) Streamlining the budget (51-63)

- Holding funds in reserve
- ‘flexibility cushion’ for certain external aid instruments

Creating one additional reserve and one more exception
to the annuality principle

- 'negative reserve’
No strong justification for its increase

- Transfers from shared management to Union level
Could effectively represent a transfer of appropriations
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(3) Streamlining the budget (57-76)

- Budgetary carry overs (57-60)

Complicated and lengthy procedure which could be
simplified significantly

- Assigned revenue (69-76)

“Internal assigned revenue” should be accounted for as
general revenue
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Other points: new instruments

* Financial interventions (paragraphs 42-50)
- Single regulatory framework
Common provisioning fund
Performance based fees
Ex-ante evaluations required for financial operations
Single report on all financial operations

« Combinations of instruments

* Trust funds extension to internal policies (64-68)
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Closing point: Help the auditors help you!

- Respect our independence (16-17,106-108)
- Cross reliance on audit (100-105)

- Streamline the audit of EU agencies and public-private
partnerships (23-27)




Closing point: Help the auditors help you!

Save our special reports (18-22)

Observations 28

™~ Roleicomposition of Audit Progress Committze and selected audit committees
2 compared to best practices recommended by Good Governance In the Public Sector
A Framework
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1 Sources: World F Termmo of ref the Audit Commitee of the World Food Programme (November 2011}, Eurapear In-
wessLusit Basnik: Al CunsmnittesCliarkes Cuie 2007), World Bk, Grougs Wund Bannk Resulution Staiding Cunmillees(200, Amea A Tens
of Referance of the Audit Committes, UnitedNations: Terms of refarence for the Indedendent Audit Advisory Committes and strengthening
the Office of Internal Qversight Servicas {June 2007).
2 Source: ECA. The APC Charter it (see paragraph 30).
31 find 'Charter of
As stated in the Commissior communication on the APC Charter, ‘audit com- 3 Eﬂa"ﬁm@mm
ittaes play an increasingly impartant role in delivering the transparency and of the Eurcpean _ommission,
are ility ritizans and nthar stakeholdars rightly A of public hodiss™ P

The APC is currently the ‘audit committee’ of the Commission. We examined the
APC against the criteria of best pract ce (Box 8), ard international bodie: selected
as benchmarks (Table 2). Notably, all members of audit committeesin these n-
ternationa bodies are independant. In the case of Commission, seven out of nine
mambears of tha APC ara intarnal.
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Aligning internal controls and financial reporting with
international standards

The Commission chose the COSO framework as the basis for
Its internal control standards ...

Internal control

Box 9

‘Internal conirel is a process, effectzd by an entity's board of directors, management, and other person-
nel, designed to provide reasonablz assurarce of achieving oojectives relating to operating, reporting and
compliance™,

49 Definiton ofCOS0 Commil ‘ jzat mimission, 2011 C050 ntermal Contral - ntegrated framework.
© Committes of i fionsof the Treadway O sion IC050). All Lsad with pemmissh

32

The Commission modified its ntemal control (see Box 9) arrangemencs as part
of the Prodi reform (see Figure T and Box 3). The new arrangements represented
a significantdeparture from the previous system based on the centralised

PP (viza) of thefi ial C - The C ission based the control ar-
rangemznts on the CO50 1992 framework (sea Box 10 and introduced the COS0
definition of intarnal control into the Financial Feguation®.

50 Aicle32Zol kU,
Euratom) No

33

In 2001 the Commission introduced 24 control standards complemented by a sat
of baselne requirements defining the :pecfic practical actions which should
underlie each departmen:’s internal control system. It required DGs to assess
anc repart on thair level of ¢ ilance with the baszline requi each
year Thasa reparts rely nn infarnal reviews, management sel-assassmants aned
relevant audits perfomed by the [AS and the ECA. We reportad on prograss in
implementing these standards in our aanual reports from 2002 to 2008.
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Closing point: Help the auditors help you!

Save our special reports

13.10.2016
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THE COURT'S OBSERVATIONS

THE COMMISSION'S REPLIES

240.  The Commission made a high level of commitments in
2015, in part on appropriatians by forward from 2014.
COmMismen: w0 levels
(paragraphs 2.5 ro 219} Ammtsmbeﬁ.mé’rmﬁumﬁmm
bna tose to 339 billion euro. The Commission has noe
teﬂaashﬂuww!mwmgdmmtmwau
msss 210} Such a forecan would enable seake-
£0 3Nk

requiremenes and budges-
m@%mm

241, Cost claims submited for cohesion 2015 fll.
This led maredmmué’emledmmsmn dml\:%nummt.

t did noc vel of pﬂ}'ll;em’ﬁ made (see
parapraphs 2.14 and 2.15).

142, Continuing lmg:ﬁ delays berween initial commit-

menes and final clearings nrl-) jmmansﬂapm‘nsuf

spendin; mmw ond to changing budgeeary priorieies

and mr.%m nskmb documenearion i unavailzble 2=

closure (ses paragraphs 216 and 2.17.

143, Chm:anﬂmgcamnmnmm{mge&uw&lmmdmg
ESI Funds of the 2007-2013 MFF for som
a'l:berSmsmnnm hmdﬁ'quan{\u:eedlﬁ%af
genﬂalgom'nrrm e (paragraphs 119 w0 221},
144, Incressing amounes are held in financial inseuments
under indirect man. t. for such the FIB Group remains the

E;!{en'ed i instirion  for  the  managemen:
aragraph 1.23).

2145, Umed amounts of the financial instruments under
management remain high and zre concensraeed in zome
Member Seares (paragraph 231}

240.  The MFF is the tool ensuring medium- to [onp-term stabiliy
and prediceability of fisture poyment requirenents and budgetary

re lanp-term fm"\: con anly be exabliched taking into
implications

E'ﬁumﬁmlﬁgmmh have mt}ww camnat

The forecast for the post-2020 period will be presented in 2017[15
foreseen in point 9 of the Inter-instinurional Agreement on budpetary
discipline, on cooperdtion in budgetary marters and on sound finandial
management) and it will be an intepral part of the Commissian
propozals for the pos-2020 MFF (to before 1 Jamuary
2018 baied n Article 25 of the MFF Regulation).
The Commiszion already comemitted irself to presemting @ medium-term
ment forecact (in the framework of the Mid-term review af the
i [ which will me the sustinability of the
payment ceilings and evolution of RAL and de-commitments wntil
2020

242 The delgy berween commimmencs and payments are just
rﬂmmrﬁz&lmﬂ‘fawp@m Smepmyensml.my

mdpapm ||an Lrnua!or in rather It chind
ra.nnnﬁ

years should mot 2 a
mpm!arﬁnhmul ﬁzkgﬂi rknh[n_ggrﬂw s to

the relewane documentation for a certin period after the dozure.

245,  Ser reply to paragraph 2.31.
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THE COURT'S OBSERVATIONS

THE COMMISSION'S REPLIES

246. Esablishment of EFSI affeceed the launch of e CEF

. Although it affeces the assumptions dhe Commis-
sion made in it ex-ante assessment of use of financial
mserumenes CEF, this was not reevaluared. EFST will alio
impact upon the use mads of some other financial instruments

{zee paragraphs 2.32 to 2.38).

Recommendations
247, We recommend thar:

— Recommendation 1: the Commission thould s w0
reduce aumadu:%ommmﬁ exzmple,
decommismen:, whare appwpww:yﬁsm- dnch{ che
2007-2013 pmgnmms where ap J’W wider use of
net correction in cohesion, m:\ng cash held by
fiduciaries and the compilztion of payment mes and
forecases in those areas where Duﬁ!al\tﬂ:ﬂ
andod\erubl.igadmﬁ aresigniﬁﬂm{seepalaglaphs 2 5o
29, 219 and 2.28);

— mndmnnt:hetummu should prepare and
publish an annually updared cash flow forecast, spanning a
TEVEN ro ten year tme horizon, cmm'mghdgetar}' ceilings,
pa)nmlmds «capaciey consaines and pocentdal decom-

miements {paragraph 210

2_46 The EF5I did not the overall
:a.ftﬁ'nmi meduﬁ ﬁrrﬁzéguﬁmmﬂ-
mmm.ta ractructural projects, in gw‘ﬂmlm’mrtbr
To take into mm{}mwrmﬁ’ the CEF DI 'gih!n:ng
Committee in its first .ieﬁvwllfwmn inciples for providing
CFF and EF51 wi smmmhmﬂmrmplmmtm
Mwmu.mmnmwcﬁaanmmergr
pzpwntimmrz_f[m[l]dwhmmbmmw;mmimhmdm
CEF Equity Inctrumene in the CEF zectors, and (&) the market
devell upns—kFSihMThsu&kndmzwbzund«mdns
rmvpmmwdupmmuanumrmmsnmm
The coherence of CEF debe instrument with other EUJ imitiatives,
including EFSL, will be amsessed in the mid-term review of the CEF.

The Commizsion accepts the recommendation.

y measires taken by the Commision vis-d-vis the Member States,

ing efforts to outstanding commitments and make wider
ma_f'mam'mum cohesion must obviously comply with the
regulatery framewark

The Commizsion accepes the recommendation.

_fm':h: post- 2020 period will be presented in 2017 {az
of the Inter-mstiturional A, on budgetary

discipline, ozmmupmnmmwmmmmd’mmdﬁmmd
managemment) and it will be an integral parr of the Commizzion
propozais for the poz-2020 MFF (to
muswmmzsqumm
I addirion the Commission will present Ifmﬂ
asseszing the sustainabili gﬂzmmqpammhgs unttil the end

Mid-term review of the

before 1 Jamuary

qcthemmrMFFh
MFF.




Thank you for your attention!

Lazaros S. Lazarou
ECA Member
Dean of ChamberV
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