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SUMMARY

In the 2011 Report on the protection of the European Union's financial interests, the
Commission made certain recommendations to the Member States. The Commission has
followed up the implementation of these recommendations by the Member States as part of
the 2012 reporting exercise.

1. CASES REPORTED AS FRAUDULENT

1.1. Expenditure

Shared management (Agricultural and cohesion policy expenditure)

In 2011, in the agriculture domain, Bulgaria reported the highest number of fraudulent
irregularities in this area, with 37 cases followed by Romania with 25. Certain big-spending
Member States such as France, Germany, Spain _and the United Kingdom continue to
report a very low number of irregularities as fraudulent. This raises the question whether the
low number declared as fraudulent is due to non-compliance with reporting principles,
including their interpretation of the terms ‘suspected fraud’ and ‘established fraud’, or to the
ability of the control systems in place in these Member States to detect fraud.

In 2011, in cohesion policy domain, trends highlighted in previous years were confirmed:
Poland, Germany and Italy reported most of the cases and Germany remains the most
successful Member State at completing criminal proceedings to establish fraud and impose
penalties. Six Member States reported no irregularity as fraudulent in the area of cohesion
policy in 2011: Belgium, Cyprus, Denmark, France, Malta and the Netherlands. It is still
not clear why this was so in larger Member States, like France.

The Commission invited Member States to explain the low number of “suspected fraud”
cases reported in the agriculture and cohesion policy areas, and to report on the way in
which their control systems target high-risk areas to improve fraud prevention and
detection.

In the area of shared management, it a fact that several Member States continue to report
extremely low levels of suspected fraud in either agriculture or cohesion policy leading to
continued concern about their fraud detection systems, although most contend that this can be
attributed to the quality of their fraud prevention and low actual levels of fraud.

Agriculture and Rural development Spain replied that they consider most irregularities are
unintentional, due the complexity of the sector. However the Spanish authorities consider that
they devote considerable resources to detecting suspected fraud and argue that the frequency
and carefulness of the checks that they undertake guarantee that fraud and irregularities will
be detected. France reiterated many of the arguments made last year to defend the low levels
of fraud they detected in Agriculture, namely that their ex-ante checks are very strong and that
there is no relationship between the amounts of aid received and the level of fraud. France
does not consider definitional differences are a factor as their definition of fraud is consistent
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with the EU definition." Germany stated that its management and control system is efficient
and that all cases detected are reported. The UK responded that the low number of cases of
fraud reflects the high standard of checks which they carry out and consequent low levels of
fraud®.

Cohesion policy: Cyprus and Malta considered that their strong multi-layered system of
prepayment checks should detect most irregularities. Cyprus replied that their definition of
suspected fraud is based on the EU's definition and considers that the distinction made in the
last year's report on fraudulent and non-fraudulent irregularities is more restrictive that the
definition of 'suspected fraud'. Nevertheless, Cyprus declared that the prescribed procedures
are followed and those cases that fall within the definition of 'suspected fraud' are reported
accordingly Denmark replied that all suspected fraud cases in the area of cohesion policy are
investigated, so they do not make a cost benefit analysis, this suggests that they are not
targeting checks on the basis of risk analysis until suspicions emerge. Belgium reported
increased checks in the Brussels Capital Region and that an EU systems audit's findings were
satisfactory in the German speaking region. However the questionnaire response only referred
to the ESF and did not include responses from the administrations of the two most populace
administrative areas.

Malta's response was also to attribute the low levels of fraud to prepayment checks which are
carried out by the Treasury as well as the line ministry on invoices and public tenders to
ensure errors are detected early. In addition desk checks and on site document checks are
carried out on 100% of invoices received. The Netherlands also emphasise their pre-payment
checks, implicitly as a reason for low levels of fraud, these checks focus more on face to face
meetings with the beneficiaries.

Many countries outlined how they target their fraud prevention and detection efforts on the
basis of risk analysis.’ In the area of cohesion policy United Kingdom and Cyprus targeted
vulnerabilities to irregularities in general rather than specifically focussing on fraudulent
irregularities. Slovakian authorities sought to improve their risk analysis with new obligations
for managing authorities to take account of media reports and complaints from the public.

Various Member States outlined measures to target the vulnerabilities which were identified.
Romania is now piloting a system of ex-post checks to look for fraud and conflicts of interest.
In 2012, Bulgaria updated the Law on State Financial Inspection. The amendments mandated
new financial inspections by the Public Financial Inspection Agency on the awarding and
implementation of public procurement contracts especially in areas highlighted by risk
analysis. In 2012 the Bulgaria Public financial inspection Agency discovered 36
infringements and frauds in public procurement.

1.2 Pre-accession funds

In the case of the Instrument for Pre-Accession Assistance (programming period 2007-2013),
the nine irregularities reported as fraudulent were divided between the five different

! Set down in the Council Act of 27 July 1995 "drawing up the Convention on the protection of the

European Communities’ financial interests "Official Journal C 316".

However, the recently published Report of the House of Lords stated that staff absences and problems
with using EU IT system have impeded reporting efforts in the field of agriculture.

For agriculture and cohesion policy: Greece, Spain, France, Latvia, Lithuania, Hungary, Poland,
Romania, Slovenia, Slovakia. Stated for Agriculture not mentioned for Cohesion policy: Denmark and
Cyprus. Only mentioned for Cohesion policy: Bulgaria, Estonia. Ireland, Luxembourg, Portugal and the
Netherlands.
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components. Irregularities in all five were reported by Turkey, while a single case concerning
the cross-border component was detected in Italy, part of the Adriatic Cross-Border
Cooperation Programme. In this area, only Turkey is using IMS for the reporting of
irregularities, while Croatia still does not, despite the training and support provided.

The Commission invites Croatia to complete the implementation of the IMS and to
improve the reporting quality; the Commission invites FYROM to implement the
system.

In the pre-accession area Croatia reported that they have completed the implementation of the
IMS in October 2012.

2. CASES NOT REPORTED AS FRAUDULENT
2.1 Revenues -Traditional own resources (TOR)

In recent years the Commission has laid special emphasis on Member States' customs control
strategies in its TOR inspections. The Commission is closely monitoring Member States'
action in response to the observations made during Commission inspections. In 2011, in the
area of traditional own resources (TOR), both the number of cases of irregularities reported in
OWNRES as fraudulent and the amounts involved were lower than in 2010.

The Commission recommended that Member States' customs control strategies should
intensify targeting high-risk imports, thus further improving the detection rate of cases
of irregularities and fraud in TOR.

The majority of Member States' stated that their customs authorities use risk analysis to target
their endeavours.” Others either did not reply or did not comment.” Luxembourg responded
that the question was not applicable. The general nature of some replies made further
assessment difficult and represents a missed opportunity to share experience.

Belgium, Ireland, France, Italy, Hungary and Sweden have all improved their IT capabilities
either through new systems or adding new features to existing programmes. [T improvements
were sometimes made in order to manage high risk imports which have already been
identified for example Belgium added specific categories, for automatic declaration of
agricultural products. France added an automated element in its customs declaration
procedure for determining whether or not the release of goods needs to be delayed pending
checks. By processing information according to existing analysis this ensures high risk goods
are checked and allocates random sampling of medium risk goods, whilst speeding up the
procedure for low risk goods, such as those on which no duties apply. Finland have a similar
system as does Hungary, however the latter mentioned that staff have the discretion to carry
out checks even if the system does not detect risk. Ireland introduced a new IT tool the
Customs Risk Intervention Selection Programme (CRISP) which will select high risk non-
compliant imports for post-clearance primary audits. Sweden is developing new risk
management systems.

4 Bulgaria, Czech Republic, Germany, Ireland, France, Italy, Cyprus, Latvia, Hungary, Malta, Poland,

Netherlands, Romania, Slovenia, Slovakia, Finland, Sweden, United Kingdom.
Spain, Austria and Portugal.
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Organisational or procedural measures were also introduced. Hungary carry out a small
number of completely random audits on the basis of an ECA recommendation that there
should be a possibility that all entities will be checked. Hungary's annual ex-post audit plan
aims to cover an estimated 90% of high risk entities, 5% of medium and small risk operators
and 5% completely randomly (although Authorised Economic Operators are exempted).
Presumably the 5% of completely random checks are also useful to evaluate how effective the
risk analysis targeting has been.

Some Member States took measures to increase their staff's capacity or increase the guidance
provided to them in order to better target risky imports. Estonia reorganised its staffing
structure to allow personnel to specialise more on one of the following issues, customs
classification of goods, customs value of goods and origin of goods. Hungarian authorities
have made a risk analysis data sheet for carrying out audits on those operators permitted
simplified transit procedures; they intend to make its use compulsory for all customs
authorities. Check lists for when these audits are carried out have also been designed.

Member States often have different approaches to risk targeting. France emphasised specific
economic operators and separately goods. Greece focused attention on geographical risk,
especially goods movements via Bulgaria, as the removal of border customs offices since
Bulgaria's accession heightened risk. Italian customs authorities reported success in
recovering considerable amounts of TOR by targeting under invoicing during import value
declarations.

Hungary stated that EU and national level efforts to simplify and speed up customs
procedures, lead to increased reliance on ex-post checks. Generally document and systems
audits on the operator rather than checks on the goods movements. France and Hungary
mention procedures for auditing trusted operators who have been granted simplified
procedures.

Romania reported that the measures taken by the authorities have resulted in an increase in the
number of cases of fraud/irregularities detected exceeding EUR 10,000.

Bulgaria, Hungary, the Netherlands and Slovakia considered products which were subject to
anti-dumping duty merited closer scrutiny, as these tariffs are relatively high increasing the
incentive to avoid them. The Netherlands is taking part in a pilot of the European Commission
ConTraffic project to address this. Hungary considered textiles, clothing, shoes and other
footwear were vulnerable and so increased ex post checks on these products, Bulgaria
targeted cigarettes.

Some Member States® stated that increased compliance was an important aim. Bulgaria
considered that this increased compliance led to a drop in detection and Netherlands predict
the same effect. Sweden considers that many errors are unintentional and so have launched a
guidance programme to help operators comply. Denmark considers that slow world trade
might account for the decrease in irregularities and fraud reported by some MS although they
detected an increase in 2011. Germany also increased detection in 2011.

Several Member State mentioned the importance of information exchange with other Member
States and third countries to help identifying imports for which fraud or irregularities are
likely. Finland also mentioned that they make use of the EU community risk management
system and EU common priority control areas database. Cyprus mentioned the usefulness of

6 Bulgaria, Italy, Hungary, Netherlands and Sweden.
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information received from OLAF and TAXUD and via information exchange with Member
States and third countries in making their risks analysis. Bulgaria also stated that information
from the EU's Customs Risk Management System (CRMS-RIF) and intelligence received via
AFIS were useful. Germany considers that if all Member States bring their customs controls
up to the standards of the highest performers, the overall level of detected fraud at EU level
would rise considerably.

2.2 Cohesion policy

Irregularities not reported as fraudulent in cohesion policy still account for the largest share of
those affecting the various areas of expenditure under the EU budget, though the prevalence
of this sector is decreasing in relation to the previous year (approximately 50 % of all cases
reported in 2011, in comparison with 70% in 2010).

The majority of these irregularities are infringements of rules applicable to public
procurement and eligibility of expenditure. This shows that management and control systems
can still improve in this area.

The Commission encouraged Member States to pursue their efforts to improve the
efficiency and effectiveness of their management and control systems in the area of
cohesion policy.

In the area of cohesion policy, the Commission invites France to finalise implementation
of the IMS system by the end of 2012.

Most Member States reported that they have improved their management and control systems
for Cohesion policy.” Generally Member States have paid special attention to the areas of
public procurement and eligibility in accordance with the Commission's observations that
these areas were particularly error prone.

Bulgaria described putting in place procedures for managing authorities to take to ensure
adequate management and control of public procurement. These include sending experts to
observe project evaluation committees and making examinations of all stages of a particular
public procurement procedure. Poland cited the complexity of procurement rules as a key
reason, Estonia and the United Kingdom called for simplified EU procurement rules. Finland
however introduced measures to simplify eligibility checks.

Various Member States’ reported on legislative measures taken. For example Lithuania
amended relevant legislation to protect the EU's financial interests and improve recoveries.
Bulgaria changed the law on preliminary controls by the Procurement Agency so that it now
looks at calls to tender before their publication, makes recommendations and then produces a
report for all authorities concerned which considers the extent to which the recommendations
were complied with once the tender was published. The procurement authority in Cyprus
carry out checks on all procurement processes co-funded by the EC including controls before
the call for tenders is launched.

Belgium, Bulgaria, Czech Republic, Germany, Estonia, Greece, Italy, Cyprus, Latvia, Lithuania,
Luxembourg, Hungary, Malta, Netherlands, Poland, Portugal, Romania, Slovakia, Finland, Sweden.
Bulgaria, Estonia, Cyprus, Latvia, Lithuania, Luxembourg, Hungary, Netherlands, Portugal, Poland,
Romania, Slovakia, Finland.

Belgium, Bulgaria, Estonia, Latvia, Lithuania, Romania.

EN



EN

To prevent irregularities and improve financial oversight Lithuania, Poland and Romania,
clarified or amended the division of responsibilities between the different agencies and
administrative services'’. Many countries issued new rules, procedures and guidelines often
around the areas of procurement and eligibility''. Lithuania made new guidelines on amongst
other things on calculating financial corrections, tackling systematic irregularities and
reopening investigations when new facts come to light. Hungary is elaborating a new anti-
fraud strategy for Cohesion policy; this will also address fraud and irregularity prevention and
will be sent to the Commission for approval.

Training measures for staff involved in managing funds and overseeing compliance were also
cited as important by Bulgaria, Germany, Estonia, Lithuania Portugal and Italy. Italy
considers systems to detect fraud, must be complimented with effective means of preventing
fraud and irregularities happening in the first place. Therefore through the Hercule II
programme, Italy exchanged best practices with Italian authorities and other Member States
including via training sessions and a guide book.

Ex-ante checks were cited as an effective way of preventing irregularities from occurring by
Cyprus, Latvia and Poland. Hungary found that quality control reports on tender documents
by the Public Procurement Supervision Department (KFF). at the initial stage allowed
beneficiaries who initially might have submitted ineligible documents to provide sufficient
information to eventually secure approval, equally irregularity procedures could be started if
recommendations were ignored. Systems audits were used to test the strength of management
and control systems and recommend improvements in several Member States.'? In Bulgaria
systems audits cover preventative measures, corrective action and reporting of irregularities.
Bulgaria also cited the role of their certifying authority preventing irregular expenditure from
being submitted to the Commission. The Certifying authority provides broader oversight over
managing authorities and operational programmes assessing their systems and carrying out
additional checks on programmes where audit reports have detected problems, as well as on
the basis on sampling. Denmark works with an external auditor to check projects as well as
the accounts covering all Regional Fund and ESF spending. Ireland reported that before
expenditure is submitted to the Commission it must pass a series of checks. Ireland declared
bearing any cost of funds which they discover were paid out in error.

Poland mentioned updating its inspections and approach to operational programmes according
to the recommendations made by the Commission. Denmark, Greece and Hungary reported
on sample based checks, used to ensure reasonable coverage . This can also help risk analysis
remain responsive to emerging challenges. Various Member States cited using risk analysis to
identify areas, processes or actions where systems are vulnerable and focus more checks on
these areas. For instance Latvia reported on the development of a risk management system to
establish where conflicts of interest, corruption or operations with high error rates are likely,
in order to target particularly thorough auditing accordingly. Operations with an error rate of
zero are also considered high risk under the Latvian system, as it is likely that systems and
practice are insufficient at identifying irregularities. Slovenian authorities consider that in the
previous programming period no fraud was because insufficient resources were dedicated to
fraud prevention and protecting the EU financial interests, however they consider efforts to
address this and international frauds, will probably lead to an increase in the fraudulent and
non-fraudulent irregularities committed.

Hungarian authorities also consider it is important that implementing authorities and managing agencies
amend risk analysis/ according to their own experience when targeting on the spot checks.

Bulgaria, Estonia, Latvia, Hungary, Poland, Portugal, Slovakia.

Bulgaria, Estonia, Greece, Hungary, Poland.
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Some Member States explicitly such as Germany, Ireland and the Netherlands and consider
their management and control systems do not need much improvement, others imply this
through replies that are vague (Spain, Czech Republic) or non-existent (Austria, United
Kingdom) to this recommendation.

Luxembourg and Latvia reported efforts to improve audit trails. Malta reports that managing
authorities ask beneficiaries to explain their systems for controlling and monitoring
expenditure, before agreeing systems for reconciliation at the beginning of the project, above
and beyond those already foreseen in the contract. .

Finally, with regard to the specific recommendation addressed to France, they responded that
they have completed the implementation of IMS for Cohesion Policy. Additionally, France
reported deploying the management tool for automatic processing of goods seized. Altogether
70 allegations were sent via IMS in 2012 (45 for ERDF and 25 for the ESF).
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3. RESULTS OF THE QUESTIONNAIRE ABOUT CONTROLS TO COMBAT
IRREGULARITIES AND FRAUD AGAINST THE FINANCIAL INTERESTS OF
THE EU IN THE AREA OF COHESION POLICY

The Member States’ responses to the questionnaire show that further progress is needed on
monitoring the results of the administrative and criminal anti-fraud investigations, including
recovery of the amounts concerned.

It is also clear that better fraud statistics are necessary so that the Commission and the
Member States can focus their efforts in higher-risk areas. In that respect, the Commission
intends to put more emphasis in the reporting in this area.

The Commission invited Member States to monitor the results of criminal investigations
and improve their fraud statistics.

Various Member States describe measures they are currently implementing in response to the
recommendation'®. In December 2011 the Greek Ministry of Justice set up a Working Group
on reorganising and modernising the system for collecting and processing judicial statistics.
The Working Group has issued recommendations which amongst other things propose the
compilation of statistical data relating specifically to fraud affecting the EU budget. In
addition, Greece and Hungary are undertaking substantial reforms in their anti-fraud
mechanisms, which are expected to lead to overall improvements in monitoring and
cooperation in the field of fighting fraud affecting EU funds as well as asset recovery. In
Greece the SDOE' annual action plan includes improving the statistics on recovery and
encouraging public bodies to pursue recoveries in the case of fraudulent or non-fraudulent
irregularities.

Hungarian and Slovakian AFCOS and the Latvian managing authority and agricultural paying
agency, have organised workshops and working groups for the judiciary to reinforce the
communication and exchange of information between the institutions, in order to improve the
monitoring of judicial investigations and recoveries. In Slovakia special attention has been
paid to coordination between AFCOS, the courts and the managing authorities, this is
important to ensure that the managing authority reacts to prosecutions in a timely manner by
initiating recovery procedures.

Bulgaria, Latvia and the UK pay particular attention to collecting statistics and monitoring the
results of criminal investigations in the agricultural sector. In April 2012, the UK's Rural
Payment Agency has set up a system to monitor the results of criminal investigations. The
Bulgaria Stated Agricultural fund also keeps detailed statistics on these matters which it
communicates to OLAF.

Countries such as Italy, Lithuania, Greece and Hungary are currently developing relevant IT
tools for collecting statistics on the results of criminal investigations and/or recoveries. Since
2011, these Member States reported that they put in place or began putting in place IT
systems to improve their fraud statistics. For example, in June 2012 the Italian Ministry of
Justice has issued a special measure reforming the judiciary's IT system to enable
disaggregation of fraud cases involving EU funds from all other criminal proceedings.
Similarly, an integrated information system on criminal procedure was set up in Lithuania in

13
14

Greece, Italy, Latvia, Lithuania, Hungary, Romania, Slovenia, Slovakia and Romania, and UK.
Financial and Economic Crime Unit (SDOE).
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2012 and is due to be launched by July 2013. It will incorporate key information relating to
criminal procedure. Czech Republic and Luxembourg'” stated that they were also working to
improve their fraud statistics.

Germany, and Finland seemed satisfied with the systems they have in place for collecting
statistics on fraud cases and their monitoring of criminal investigations.'®
Sweden also expressed this opinion but detailed the number of on-going and completed
investigations. Belgium outlined relevant cases under investigation but did not respond
further. Romania's AFCOS detailed their judicial statistics which show a 100% increase in
indictments, as well as an increase in judicial decisions and a 300% increase in recoveries,
demonstrating the importance of accurate monitoring in this area.

Other Member States described certain aspects of their practices in terms of monitoring the
results or criminal investigations and collecting fraud statistics. Bulgaria outlined the work of
the special units set up within the Prosecutor's office and Police since 2008, which are
designed to monitor, co-ordinate and conduct the investigation of EU fraud. The Supreme
Cassation Prosecution Offices meets with managers of operational programmes annually to
ensure lessons are learnt from fraud cases; AFCOS is updated about cases, it then passes the
information onto OLAF and managing authorities. Estonia noted that whilst no cases are
closed until all procedures are completed, updates about cases are recorded in IMS. Poland
reported promoting information sharing between law enforcement bodies and also that they
share relevant information via IMS, as does Spain. In Spain the Directorate General for the
Management of European Funds monitors the results of judicial investigations. In Cyprus the
intermediate authority referred to monitoring the results of investigations and passing its
findings onto AFCOS, however this year no fraud was detected in the area of Cohesion
Policy. Portugal reports that the ESF managing authorities IGFSE is tasked with updating a
database with all information on cases related to that fund.

Meanwhile Slovenian authorities agreed with the Commission's recommendation and outlined
how their inter-ministerial working group on cooperation with OLAF was working to address
the issue. Spain also declared that they work with OLAF missions on improvement of judicial
statistics including by providing national staff to assist in the process. Hungary acknowledged
the need to improve judicial statisitics so that they are readily available and correctely
classified. Recalling that this had been noted by the Commission, OECD and Moneyval. Next
year several steps will be taken to improve the relevent statisical databases.

The Netherlands reported that they did not detect any case of fraud. Ireland agreed with the
recommendation but stated low levels of fraud detection meant their activity was not very
intensive in this area. Denmark, France and Austria have not provided feedback on the
recommendation.

Hungary is considering creating specific legislation to more appropriately reflect situations
where EU funds under shared management are misused, currently there are occasions when
the agency which funded a beneficiary is not recognised as an injured party. It is planned to
address this matter as part of the Hungarian Anti-Fraud Strategy. Poland also reported
problems for competent authorities to obtain some relevent information when they are not
considered the injured party in a case.

The ESPON 2013 programme undertakes to report any programme fraud identified and thereby
contribute to improving fraud statistics."

o Germany and Finland.
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