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EXECUTIVE SUMMARY

In the 2015 Report on the protection of the European Union's financial interests, the
Commission made a number of recommendations to the Member States. More specifically,
two recommendations for the revenue side of the budget and two recommendations for the
expenditure side as follows:

A. Revenue

(1) Requested Member States to strike the right balance between trade facilitation and the
protection of the EU's financial interests, invited them to exchange experiences on detecting
fraud or irregularities at clearance, requested them to incorporate information received
through CRMS, AFIS or OWNRES systems into risk management and invited them to
cooperate closely with one another;

(2) Invited them to adapt their customs controls strategies taking into account the outcomes of
voluntary admissions;

B. Expenditure

(3) Requested Member States to further improve the quality of information submitted via IMS
and,

(4) Invited Member States to plan and focus their audits and controls on the basis of risk
analysis and performing IT tools and encouraged the Member States to use tools such as
Arachne, IMS and Fraud Risk Assessment.

As stated in the previous report, 2015 has been a year of consolidation for several initiatives
taken by the Commission and the Member States in previous years. Several Member States’
reported that the balance between trade facilitation and the protection of the EU's financial
interests is ensured while some Member States? are implementing measures to ensure this
balance. Belgium reassured control system's efficiency via the National Operation Plan,
Germany and France via a detailed risk analysis operating system, Spain and Italy's control
system is based on an entirely computerised system of control. Greece's report demonstrates
the efficiency of the reformed framework of ex post checks as well as the improved results in
comparison to 2015, as regards seizures by the Customs Authorities. Hungary has provided a
particularly successful example of efficient risk analysis and trade facilitation via a bilateral
cooperation with Slovenia which resulted to targeted checks in both countries on the payment
of customs duties. Poland and Romania have been achieving this balance via implementation
and development of new systems and checks on Traditional Own Resources. Bulgaria ensures
efficiency via implementing the EU Customs Competency Framework and expanding the
functions of the Customs Intelligence and Investigations directorate while maintenance,

! Belgium, Bulgaria, Germany, Spain, France, Italy, Cyprus, Hungary, Poland, Romania, Finland,

Sweden.
Denmark, Slovenia.
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improvement and upgrade of the information system took place in 2016. Bulgaria provided
two case examples of particular success in detecting fraud and irregularities at the time of
clearance.

With regards to the first recommendation, information received from Member States or the
Commission departments is well considered into risk management systems in most Member
States®. Moreover, a number of Member States* have provided information as regards to
having close cooperation amongst each other in relation to exchanging information over post-
clearance controls/audits to prevent fraud related trade diversion. Belgium reported that
already integrated CRMS, AFIS or OWNRES in national work procedures of risk
management. Bulgaria has provided examples where information received via CRMS created
27 financial risk profiles. Eighteen Member States® are forwarding information received from
other Member States or the Commission departments to their national competent bodies for
risk assessment and analysis. Furthermore, Bulgaria provided examples of success stories
related to close cooperation with other Member States in detecting fraud and irregularities at
the time of clearance. Spain informed on the close cooperation with France and Portugal,
Croatia about cooperating with Slovenia, Italy and Hungary, Italy reported on the increase of
relations and cooperation with Germany, the United Kingdom, France and Belgium, Romania
is exchanging information with Hungary and informed about a Romania-Moldova-Ukraine
trilateral cooperation on cross-border exchange of information of illicit trafficking. Hungary
and Slovakia informed about their cooperation with the Visegrad countries®. Finland and
Sweden are cooperating within the group (Denmark-Finland-Sweden) on risk management
keeping a close cooperation with Germany on control plans and authorisation.

In relation to recommendation two, a number of Member States’ reported that they have taken
good consideration of the Commissions’ recommendation to adapt their yearly planning of
staff and resources required for ex-post verification of information received by voluntary
admissions and to take account of the types of irregularities revealed by voluntary admissions.
Several Member States® reported that they have included information on voluntary admissions
to risk analysis and management to minimise risk and use it for post clearance examination.
Denmark has set up a specific unit to deal with companies' voluntary admissions. Lithuania
reported that it does not have staff planned for voluntary admissions but has a specific system
used namely, the Risk Assessment and Control System, to produce risk indicators with
regards to imports declarations and risk assessment of economic operators. Malta stated that a

Belgium, Bulgaria, Czech Republic, Denmark, Estonia, Ireland, Spain, France, Croatia, Italy, Cyprus, Lithuania,
Hungary, the Netherlands, Poland, Romania, Slovenia, Slovakia, Finland, Sweden.

Bulgaria, Spain, Croatia, Italy, Romania, Hungary, Slovakia, Finland, Sweden.

Czech Republic, Denmark, Estonia, Ireland, Spain, France, Croatia, Italy, Cyprus, Lithuania, Hungary, the
Netherlands, Poland, Romania, Slovenia, Slovakia, Finland and Sweden.

Czech Republic, Poland, Hungary and Slovakia.

Belgium, Denmark, Germany, Estonia, Ireland, Greece, Spain, France, Italy, Cyprus, Hungary, the Netherlands,
Poland, Slovakia, Sweden.

Belgium, Germany, Estonia, Spain, France, Italy, Cyprus, Hungary, the Netherlands, Poland, Sweden and the
United Kingdom.
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voluntary admission is considered to fall under the situation of traders quoting the wrong
currency and informing the customs afterwards. Finland reported that not much focus was put
on voluntary admissions, but to the recoveries made based on risk analysis and audit by the
Customs.

With regards to the third recommendation and the low level of reporting of irregularities, six
Member States® that were specifically recommended to strengthen their systems in relation to
detecting and/or reporting fraud, responded on changes made for improving their national
system. The United Kingdom reported that they have a zero tolerance approach to fraud
against national and EU funds. Two Member States'® specifically and in detail referred to the
measures undertaken to improve the reporting of irregularities. Spain reported that there was
actually an increase in irregularities reported due to the efficiency of the detection system.
Seven other Member States™* highlighted their efforts in reporting fraudulent irregularities via
improving their systems and organising trainings. The remaining Member States** assumed
that this recommendation was not applicable to them.

In relation to the fourth recommendation on the use of risk analysis and performing IT tools
(Arachne, IMS and the Fraud Risk Assessment Tool), several Member States™ reported that
they make use of some of these tools combined with national tools, whereas, some other
Member States* reported that they mainly make use of their own established alternative
tools. In particular, some Member States™ have incorporated Arachne into their manuals of
procedure and some other Member States'® are currently evaluating a potential use or are in
the process of implementing Arachne. Two Member States'’ reported that they do not find
Arachne complying with their management systems at the moment. The Irregularity
Management System (IMS) is widely used from all Member States'® that have provided
detailed information regarding this recommendation. Lastly, nine Member States reported that
they have made use of the Fraud Risk Assessment Tool*.

Spain, France, Lithuania, Austria, Finland and the United Kingdom.

France, Lithuania

Bulgaria, Denmark, Estonia, Croatia, Latvia, Poland, Slovenia

Belgium, Czech Republic, Germany, lIreland, Greece, Italy, Cyprus, Luxembourg, Hungary, Malta, the
Netherlands, Portugal, Romania, Slovakia, Sweden.

Belgium, Bulgaria, Czech Republic, Denmark, Germany, Estonia, Greece, Spain, France, Croatia, Italy, Cyprus,
Latvia, Lithuania, Luxembourg, Hungary, Netherlands, Poland, Portugal, Romania, Slovenia, Slovakia and the
United Kingdom.

Ireland, Malta, Finland, Sweden, United Kingdom.

Belgium, Bulgaria, Czech Republic, France, Croatia, Italy, Luxembourg, Hungary, Romania.

Denmark, Ireland, Latvia, Lithuania, Malta, Netherlands, Poland, Slovenia, Slovakia, Finland.

Germany, Estonia.

Belgium, Bulgaria, Czech Republic, Denmark, Germany, Estonia, Ireland, Greece, Spain, France, Croatia, Italy,
Cyprus, Latvia, Lithuania,Luxembourg, Hungary, Malta, Netherlands, Poland, Portugal, Romania, Slovenia,
Slovakia, Finland and Sweden.

Bulgaria, Estonia,Greece,Croatia,Cyprus, Luxembourg,Netherlands, Poland, Romania.
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1. FOLLOW UP BY RECOMMENDATION

Introduction

In the 2015 Report on the protection of the European Union's financial interests, the
Commission made a number of recommendations to the Member States. As part of the 2016
reporting exercise, the Commission has to follow up on the implementation of these
recommendations by the Member States and to report to the European Parliament and to the
Council.

The role of the Member States is pivotal in ensuring that the financial interests of the EU are
adequately protected. Indeed, as Member States collect or manage and spend the greatest
share of the resources of the EU budget, they also have a specific responsibility in ensuring
that the principles of sound financial management are duly applied and respected. Member
States have the obligation to ensure that fraud and irregularities affecting the EU's financial
interests are detected and corrected, and in the case of fraud, adequately prosecuted.

11 Revenue
1.1.1  Improved Coordination and Cooperation: a new impetus in the fight against fraud

The adoption of Regulation (EU) No 2015/1525 has improved the current framework for
detecting and investigating customs fraud at EU and national level, significantly
strengthening the analytical capabilities of both OLAF and national customs authorities in
detecting fraudulent operations.

Against this background, the results from detections in the traditional own resources area
show a slightly downward trend, partly influenced by the high values of detections in 2014.

The detection of irregularities and fraud concerning solar panels (many of which were
detected following mutual assistance notices issued by OLAF) underlines:

. the importance of investigations conducted by OLAF in the detection of irregularities
in transactions with certain types of goods; and

. the added value that coordination and cooperation at EU level can generate in the
fight against fraud.

Customs control strategy is a combination of different types of controls. Post-clearance
controls are the most effective method of detection both in terms of the number of cases
detected and in terms of amounts. However, controls at the time of clearance of goods and
inspections carried out by anti-fraud services are indispensable for detecting certain types of
fraud and new fraud patterns.

In many Member States, budget constraints have led to the reduction of staff in charge of
controls. Some Member States operate with remarkably few customs staff. Reduced controls
may boost inward trade flows but this could be at the cost of effective controls and the
protection of the EU’s financial interests.
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Recommendation 1:
Given the current budget constraints, Member States are:

* requested to strike the right balance between trade facilitation and the protection of
the EU's financial interests, which are also national interests considering the national
taxes collected at import and considering that Member States are compensated for
collecting traditional own resources;

* invited to exchange experiences on instances where customs authorities were
particularly successful in detecting fraud or irregularities at the time of clearance;

* requested to incorporate information received from other Member States or the
Commission departments through the CRMS, AFIS, or OWNRES systems into risk
management and complement the national populations used for risk management
purposes;

* invited to cooperate closely with one another and exchange information beyond the
borders over post-clearance controls/audits and to prevent fraud-related trade
diversion from one Member State to another. When determining which companies are
to be checked, attention should be paid to those that are established in one country but
which clear all their imports at customs offices in other Member States.

The Commission believes that the role of Member States is pivotal in ensuring that the
financial interests of the EU are adequately protected, via striking the right balance between
this concern and trade facilitation. In addition, close cooperation between the Member States
and exchange of information beyond the borders for purposes of customs controls is
welcomed. A positive observation is that several Member States' replies indicate that
information received from other Member States or the Commission departments is already an
integral part to risk management and supplements the national populations used for risk
management purposes. 2°

To be more specific, several Member States have responded in relation to measures taken to
strike a balance between trade facilitation and the protection of EU's financial interests and
how they ensure efficiency of the control systems given any budgetary cuts affecting the level
of staff at control level. In accordance with information provided, nine Member States** have
reported that budgetary cuts did not have an impact on the level of staff at control level
whereas five Member States? reported that budget cuts affected their level of staff at a certain
extent.

As regards to measures taken in order to strike a balance between trade facilitation and the
protection of the EU's financial interests, the Member States reported the following:

2 Belgium, Bulgaria, Czech Republic, Spain, Denmark, France, Croatia, Ireland,, Italy, Lithuania, Hungary, the

Netherlands, Poland, Slovenia, Slovakia, Finland, Sweden
Belgium, Czech Republic, Germany, Estonia, Croatia, Latvia, Luxembourg, Netherlands, Sweden
Ireland, Spain, Italy, Cyprus, Malta.

21
22
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Belgium assured balance via a risk-oriented approach, implementation of AEO certificates
in the control procedures, investments in ICT and the establishment of the service
"Enforcement™. The control system's efficiency is ensured via the National Operation Plan.

Bulgaria reported that recently expanded the functions of the Customs Intelligence and
Investigations Directorate. In 2016, maintenance, improvement and upgrade of the
functionalities of the information system took place along with launching the
implementation of module management and administration of the information systems of
the 'Customs Agency of Activity' to ensure compliance with the EU requirements. Bulgaria
provided two case examples where customs authorities were successful in detecting fraud
or irregularities at the time of clearance.

Denmark reported that the number of FTEs in SKAT has been declining in recent years
due to improvements in efficiency via digitalization, new working methods and data based
control.

Germany reported that financial risk analysis is used to strike a balance between economic
promotion i.e., freest possible movement of goods, and the protection of EU's financial
interests.

Greece reported that the results stemming from the 2016 customs checks and detected
infringements demonstrating a good target level of ex-post documentation checks. The
customs service carried out an effective control both at clearance and ex-post control
stages. Furthermore, the information provided reveals an improved performance of
taxation measures taken as well as an increase rate on customs seizures and commitments
of certain goods.

Spain ensures balance between trade facilitation and the protection of financial interests via
control at the time of customs clearance which is based on an entirely computerised risk
analysis, supplemented by ex-post controls. Spain provided examples of reports from the
Spanish administration to OLAF involving anti-dumping duties related to the origin of
solar panels and citric acid.

France reported that the control system in place, which is based on a detailed risk analysis,
effective targeting and three supplementary levels of control (ex ante and first and second
level ex post checks), provides for highly effective coverage of all customs operations and
operators.

Italy reported that it's Customs and Monopolies Agency has always aimed to achieve a
balance between the need to protect the budget (EU and National) and public security and
the need to expedite and facilitate legitimate trade. Therefore the choice was to keep both
online and ex-post controls at a constant level and to support these activities with a robust
risk analysis and digitalisation task. This has led to a fully computerised management of
customs clearance procedures and selection of online checks, along with the development
of special procedure, also based on centralised risk analysis to identify sensitive sectors to
undergo ex post controls.

Cyprus has reported that the right balance between budgetary cuts, trade facilitation and

the protection of EU's financial interests has been ensured via random controls at ports,
airports and warehouses or other premises, performed by Customs Administration.

8
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e Hungary reported that on the balance of trade and EU financial interests' protection, central
risk analysis activities develop risk profiles as well as local risk assessments and case
specific decisions taken by the customs body. A particularly successful example was the
bilateral cooperation with Slovenia in the exchange of information regarding the use of
customs procedure 42, which led to targeted checks in both countries on the proper
payment of customs duties (mainly VAT on imports).

e Poland is bringing together the Customs Service, Tax Administration and Treasury Control
to form a national tax authority from March 2017. This aims at increasing the efficiency
and effectiveness of the checks carried out, including checks on Traditional Own
Resources.

e Romania reported that the balance between the need to facilitate trade and the protection of
the EU’s financial interests has been achieved through the implementation and
development of new systems for selection for control of customs operations.

¢ Slovenia reported taking the following measures: the customs and tax administrations were
merged into a single Financial Administration of the Republic of Slovenia in 2014. This
was followed by a staff rationalisation which resulted in optimisation and fewer customs
inspectors. Three competent units are in charge of inspections that were created in 2016
with a view to increasing efficiency.

e Finland reported that generally, the Customs has been developing more efficient and more
sophisticated electronic declaration systems and IT tools for risk management purposes.

e Sweden reported putting trade facilitation and the protection of EU's financial interests as a
high priority for the Swedish customs who are participating in the EU common priority
control areas (PCA).

e The United Kingdom reported that the approach to control continues to be effective and
proportionate, using a risk based approach and a range of tools to address the spectrum of
non-compliant behaviours. Striking the right balance via working hard to understand their
customers and their behaviours to enable them to continue to do so.

Moreover, regarding information received from other Member States or the Commission
departments through the CRMS, AFIS or OWNRES systems into risk management, the
Member States have reported the following:

e Belgium reported that the integration of CRMS, AFIS or OWNRES is already set in
national work procedures of risk management services.

e Bulgaria has provided an example where information received from other Member States
via the CRMS, 27 financial risk profiles were created. A total of 34 notifications from
OLAF were received via AFIS-mail, along with reports on administrative missions
conducted by OLAF in third countries in 2016. In addition, in 2016, a total of 16 cases of
fraud and irregularities were registered in the OWNRES system.

e Czech Republic reported that the Czech customs administration forwards information
received from other Member States and OLAF via AFIS to the JESSICA application which
is also available to the public to report suspicious incidents. In addition, information from
the OWNRES system is not used retroactively and information from the new CRMS-RIF

9
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reports is processed by the Ruzyne Communications Centre, which operates 24 hours per
day.

Denmark reported that the SKAT unit receives risk information (RIF) on new trends
concerning possible areas of fraud from the Commission or other EU customs authorities
via CRMS. Then, the unit assess all the RIFs and creates the relevant ones in the import
system with a risk profile. The financial RIFs are sent to a customs operations unit for
further processing.

Estonia reported that information via CRMS, AFIS and OWNRES is received on a daily
basis and it is analysed by the risk analysts.

Ireland reported that information supplied by the EU or other Member States is made
available to their Risk Unit and their Prosecutions and Investigations department.

Spain reported that all information received through the relevant applications is analysed in
the central services of the Department of Customs and Excise and is taken into account,
where appropriate, for the purposes of activating a risk profile or the ex-post control
measures that are deemed most appropriate in the light of the information received.

France receives and provides information from other Member States for monitoring
foreign operators clearing customs in France via IMAA, RIF and SCENT messages and
MA communications.

Croatia receives information from other Member States in the framework of the mutual
assistance, including both requests for mutual assistance and spontaneous information.
Those are being analysed and in case where such information is of the interest, and if it is
important for further proceedings for customs officers it is integrated in the risk
management system. Information received from the Commission departments through
CRMS, AFIS and OWNRES systems is analysed and the results are taken into account and
incorporated in risk management systems.

Italy reported that the exchange of information with other customs authorities of the
Member States and with the police forces and courts are being constantly improved. The
General Headquarters — Division Il of the Guardia di Finanza is continuously monitoring
the information forwarded by the Member States via the AFIS system.

Cyprus reported that customs officers involved in risk analysis and information exchanged
have access to CRMS and AFIS systems. The information is processed and accordingly is
decided to create national profiles in the electronic risk analysis systems, send alert
messages to front line offices, disseminate the information to the appropriate sections or
provide feedback. OWNRES is managed by the post control section.

Lithuanian customs exchange information on the customs procedures for imports of
economic operators which is relevant to risk management with other Member States via
AFIS, CRMS and OWNRES systems. This information is subject to regular analysis and
assessment.

Hungary reported that information received by other Member States or Commission

departments is constantly analysed and evaluated during risk analysis which may result in
customs inspections.
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The Netherlands reported that all clearance controls are risk based and information from
other Member States is taken into account. Most noteworthy information is shared via the
CRMS system. Also, pursuant to the Regulation, all relevant findings of cases of fraud and
irregularities are reported in OWNRES. A recent example is the CRMF information
exchanges relating to anti-dumping fraud with solar panels.

Poland makes extensive use of available information received from other Member States or
Commission departments through CRMS and AFIS systems in risk management.

Romania reported that Information on risks identified in international trade operations
received via the CRMS-RIF, AFIS mail and OWNRES systems are examined at national
or local level, as relevant, and risks identified as being applicable in Romania are subjected
to customs surveillance measures implemented at national level in the RMF IT system in
the form of risk profiles or in the ADIS system in the form of alerts.

Slovenia reported that all information received through the CRMS system is evaluated,
processed and recorded in the national risk analysis record. Additional information may be
requested through the CRMS system, if needed, for the purpose of risk analysis. Any
useful information transmitted through the AFIS system is also entered in the national risk
analysis record where it is further processed and analysed to create risk profiles. Entries in
the OWNRES application mainly concern additional payments following controls.

Slovakia reported that information received through the systems is analysed and
incorporated into the national risk profiling system and information from the CRMS
system is monitored and processed continuously in a unit which operates 2 hours per day.
Cases reported via CRMS represent information base on identification of trends in
violation of customs legislation. AFIS application is a permanent tool which allows to the
analytical units to have data coming from various sources in a real time. Information from
AFIS enables the relevant authorities to identify transit operations where any doubts of
data authenticity exist. The Slovak Republic also makes use of AREP and FIDE
applications

Finland reported that CRMS and AFIS are everyday tools in risk management's work.
OWNRES is used less frequently.

The Swedish customs uses the information obtained through the CRMS, AFIS and
OWNRES insofar as it is relevant to their priority risk areas. Such information serves as a
basis for identifying new priority risk areas.

The United Kingdom maximises the effective use of resources to assure compliance
through systems based control and a sophisticated and mature risk management and
intelligence led approach that targets the highest compliance risks. The UK uses
information stored in the AFIS system to identify risks and to direct actions towards high
risk traders.

Furthermore, a number of Member States have provided information regarding close
cooperation with other Member States in relation to the exchange of information over post-
clearance controls/audits to prevent fraud related trade diversion. To be more specific, several
Member States have reported in relation to cooperation with one another. It can be observed
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that there is a tendency of neighbouring Member States to tend to cooperate closely and on a
usual basis.

e Bulgaria provided examples where customs authorities were particularly successful in
detecting fraud or irregularities at the time of clearance. Those involved 110 cases of
diversion of goods from transit and unlawful completion of transit operations that affected
seven Member States. The second example related to a seizure of a total of 196 kg of
heroin and 380 packets of victory deluxe slim cigarettes without excise duty fiscal stamps.

e Spain reported on close cooperation with France and Portugal giving examples of
implementing information exchange and cooperation on the basis of controls carried out by
Spanish customs on undervaluation and warning bout cases of a risk diversion.

e Croatia reported on the cooperation with the neighbouring countries (Slovenia, Italy and
Hungary) and participates in the Quadrilateral meetings where big numbers of
irregularities are being detected.

e Italy reported increase in relations and cooperation with customs officers from certain
countries such as Germany, the United Kingdom, France and Belgium. Italy also reported
on close cooperation with Germany and Austria where important investigative and
cooperative activities were carried out involving the Agency and Italian judicial authorities
and the corresponding customs and judicial authorities of other Member States (Austria,
Belgium, Germany, the Netherlands, Poland, the United Kingdom and Hungary). A
particularly successful example was the bilateral cooperation with Slovenia in the
exchange of information regarding the use of customs procedure 42, which led to targeted
checks in both countries.

e Romania reported using OLAF’s AFIS platform for the exchange of information between
Romania and Hungary on import transactions under procedure 42 approved in those two
Member States, information which can be used to tackle VAT fraud. Furthermore, at the
border customs office of Giurgiulesti, the Romania-Moldova-Ukraine trilateral contact
centre also operates, for the operational cross-border exchange of information with a view
to combating more effectively the phenomenon of illicit trafficking at the EU’s eastern
border.

e Hungary and Slovakia reported on the cooperation in the framework of the regional
customs cooperation of the Visegrad countries (Czech Republic, Poland, Hungary and
Slovakia). In addition, exchange of experiences also takes place amongst Croatia, Italy,
Slovenia and Hungary — the Q4. Information is about the work done and the results
achieved in the well- functioning and active Visegrad expert groups.

e Finland reported about the Permanent Customs 2020 project group (Denmark-Finland-
Sweden) concerning risk management and control of own resources, established in 2016 in
order to exchange information regularly on post-clearance controls/audits, irregularities at
the time of clearance as well as the tools, methods and results of risk management.

e Sweden reported about cooperation with Germany on control plans and authorisation.

e One successful example provided by the United Kingdom was Operation Octopus 2016.
The United Kingdom worked in cooperation with OLAF and French Customs to provide

12

www.parlament.gv.at



near real time information on consignments of textiles travelling under CPC42. This was
followed up with debriefing of the findings with our French and other partners.

1.1.2  Yearly planning of staff and resources to include voluntary admissions

In 2015, “voluntary admissions’ became a more important source of irregularity detection. In
the light of this, the outcomes of voluntary admissions need to be taken into account when
planning future control strategies, in particular for post-clearance controls but also when
adapting the control strategies and so that it is possible to conduct oversight on self-assessed
operators in the future. Above all, ex post adjustments of customs value need to be taken
thoroughly into account.

Recommendation 2:

Considering the increasing number of cases of voluntary admission and the related
amounts, Member States are reminded of the need to adapt their customs controls
strategies, taking into account the outcomes of voluntary admissions and are therefore
invited to:

* adapt their yearly planning of staff and resources required for ex post verification of
information received by voluntary admissions;

* take into account customs risk management and, if required, take into account in
control plans the types of irregularities revealed by voluntary admissions;

* extend customs controls to other economic operators with businesses or operations
identical or comparable to those having made voluntary admissions.

In relation to Recommendation 2, most Member States reported that in information on
voluntary admissions is taken into consideration and it is dealt within their respective risk
management process. However, some Member States have little to zero entries relating to
voluntary admissions resulted in detected irregularities.?* More specifically:

e Belgium reported that there is a marginal phenomenon in Belgium regarding voluntary
admissions. Thus, the risk analysis activities were extended from a transaction based on an
integrated approach of "transactions and economic operators".

e The Czech customs administration's adaptations of the control strategy are ensuring a more
effective targeting of post-clearance controls.

e In Denmark, SKAT has set up a unit to deal with companies' voluntary notifications.

e Germany includes information from voluntary notifications to the national risk analysis
and control strategy. Germany also provided a survey result of OWNRES database here for
the first half of 2016 it was revealed that out of 10 363 records only 184 cases were marked
as 'voluntary notification'.

Bulgaria, Croatia, the Netherlands, Slovenia
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Estonia provided the procedure followed in this particular Member State, when there is a
voluntary admission notification.

Ireland reported that they only had a small number of voluntary admissions and when it
occurs, the relevant authorities carry out checks to see if that issue has arisen or could arise
in other importers' transactions, and accordingly implement necessary changes to the
customs controls strategies.

Greece reported that in the last quarter of 2016 Greek Customs completed a quantitative
and qualitative upgrade of staff in Customs Administration.

Spain reported that all voluntary admissions are recorded in the IT system and are taken
into account in the risk analysis and drafting of control plans.

France is concerned that risk analysis is a key element of the revised control policy of their
administration and therefore constitutes an important aid to decision making for planning
and targeting first and second level ex ante and ex post controls. In France, 'voluntary
admissions' are taken into account when preparing the risk analysis and scheduling the
inspections.

Italy reported that ‘voluntary admissions' are taken into consideration for ex post controls
with instrumental analysis that aims to minimising risk.

Cyprus reported that when there is a 'voluntary admission the competent authorities
proceed to a risk management to establish whether similar cases existed in the past. The
findings of this risk management are evaluated and then an Emergency Action Plan for
Post Clearance Control and Audit is prepared and executed. However, there is no concrete
or legal definition of 'voluntary admissions' in Cyprus.

In Latvia, the Customs Board of the State Revenue Services informs that the merchant has
been put request for large scale of corrections to be made for goods. The control procedure
is done as far as to obtain assurance whether the risk has been corrected. The Customs
Board in practice does not impose extensive measures for merchants that have been
requested the corrections for the goods customs applications.

Lithuania does not have staff for 'voluntary admissions' planned. Ex post verification on
this issue is carried out by the same customs unit that carries out post clearance on the
customs initiative. There is a specific system used, namely, Risk Assessment and Control
System (RACS) which is used to produce risk points with regards to imports declarations
and risk assessment of economic operators.

Hungary reported that the annual control plan developed with a view to achieving the
principal objective that the inspection of the activities of operators identified as presenting
a genuine risk should give a picture of lawful and unlawful practices related to the field
targeted by the control activities. The risk information obtained by the customs authority
includes information resulting from checks carried out following voluntary admissions.
Such information is analysed, evaluated and processed. Therefore, 'voluntary admissions'
are dealt as part of the risk management process.
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e Malta reported having a number of cases when traders quote the wrong currency in correct
values and inform the customs. This is what they consider a voluntary admission which
exonerated the trader from being subjected to additional fines.

¢ In the Netherlands, voluntary admissions would fall to the general risk management.

e Poland reported that depending on the assessment of the risk of irregularities detected as a
result of voluntary declarations, there are plans to step up analytical activities concerning
risks identified in customs proceedings instigated at the request of the party concerned.

e Slovakia reported that with the creation of their annual planning of controls, information
on 'voluntary admissions' was taken into consideration. However, they only registered
three cases of voluntary admissions notified via OWNRES to the European Commission.

e In Finland, the analysis of post clearance recoveries is one of the criteria of the risk
management and audit but the focus has been rather on the recoveries made based on risk
analysis and audit by the Customs and not so much on voluntary admissions.

e Sweden reported that if the voluntary declarations are initiated by the customs, this
information is passed forward to the analysis unit where the result is then used for post
clearance examination.

e The United Kingdom reported that it has always reviewed Customs Debts of any type,
including voluntary admissions, through our risking and intelligence service. The United
Kingdom uses this data on every project commissioned via the National Work Programme.
This data feeds all cases and the United Kingdom’s assessment of associated potential risk.
The UK has run specific projects around trade statistical errors where voluntary admissions
were included. The most recent project resulted in recovery of £4 million across 129 cases,
with an associated hit rate of 33%.

1.2 Expenditure
1.2.1 Increasing detection: results and open issues

On the expenditure side, the fluctuation in the number of fraudulent irregularities reported
over the last five years is difficult to interpret. However, whereas the overall number of
detections has remained fairly stable over the last three years, the amounts concerned have
regularly increased. There is a significant difference between:

a. spending programmes which are multiannual and for which the level of detection
follows their cyclical nature; and

b. direct payments and market support (agricultural policy), where payments and actions
follow an annual cycle and the detection of fraud and irregularities shows a certain
consistency and stability over time.

Fraud detection practices still differ between Member States. The number of Member States
detecting and reporting a significant number of fraudulent irregularities has increased,
showing their commitment to the fight against fraud affecting the EU’s financial interests.
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Recommendation 3

Member States are requested to further improve quality control of the information
submitted via the Irregularity Management System (IMS), in particular information
on:

- the description of detected irregularities;

- the priority areas concerned;

- the localisation of the projects/actions affected by fraud and irregularities.

As some Member States report a very low number of fraudulent irregularities, in
particular in relation to the amount of funds allocated to them, the Commission
recommends strengthening their work on detecting and/or reporting fraud:

¢ in agriculture: Finland, Austria and the United Kingdom;

* in cohesion policy: Spain, France and Lithuania.

The Commission remains concerned about the low number of potentially fraudulent
irregularities reported by some countries. In particular, the progress noted in the 2014 Report
for certain Member States came to a standstill or even regressed in 2015. Although
satisfactory, the quality of irregularity reporting could be further improved to allow more in-
depth analysis of the underlying phenomena.

The two Member States®* explicitly invited to strengthen their work in relation to detecting
and/or reporting fraud in the area of agriculture, took significant steps in doing so. Austria has
drawn up a comprehensive monitoring system to detect irregularities and fraud, encompassing
all stages, from the submission of an application to disbursement. Also, Austria has reported
putting a high number of administrative checks in this sector with the aim of the non-
occurrence of fraud cases. Finland reported about a new information system with reporting
tools which allow more specific statistical analysis. In addition, Finland has continued anti-
fraud training in the area of agriculture as part of the EU Paying Agency’s training activities
and has made efforts to raise the level of fraud awareness among the controllers and auditors
of the funds. The UK reported that they have a zero tolerance approach to fraud against
national and EU funds. There are robust management controls and systems in place that seek
to prevent incidences of EU budget fraud.

While the Commission welcomes the significant steps made by France, Spain and Lithuania
in reporting on cohesion policy irregularities, it noted considerable room for improvement.
Spain reported that in 2016, the Spanish NAFS adopted criteria on the classification and
procedure in relation to dealing with irregularities and suspected fraud in operations subject to
criminal proceedings addressed to all authorities which report via the IMS system. These
criteria contributed to having a large number of irregularities in 2015 having been classified
as suspected fraud which shows that in the context of cohesion policy, there is an increase in
irregularities reported as suspected fraud in 2016, in comparison with the ones reported in
2015. In addition, Spanish NAFS and the National Audit Office plan to organise trainings in
2017 regarding the validation of reports and irregularities before they are sent to OLAF.

% Austria, Finland and the United Kingdom

16

www.parlament.gv.at



France has implemented various measures to improve the quality of the information submitted
on irregularities in detecting and/or reporting fraud. The national audit authority for EU Funds
in France (CICC) has developed new instruments ensuring proper use of the ARACHNE tool
in particular cases of public procurement and has developed trainings aimed at raising
awareness on fraud detection. Other specific actions reported in 2016 include the
formalisation of alert procedures in the event of suspected fraud, the implementation of a
specific approach to fraud risk in the EMFF, the improvement of knowledge sharing in
respect of cases of fraud or suspected fraud via sharing of factsheets with all stakeholders, the
development of an area dedicate to dealing with fraud risks and stepping up cooperation
between the paying agency and the external control bodies.

Lithuania reported that the measures implemented in 2016 included: the EU structural funds
administration system 2014-2020, adjusting the procedure for the provision of information on
pre-trial investigations to the Managing Authority and the Working Group of the EU funds
irregularities inspectors having incorporated the STT representatives as observers. Anti-fraud
and anti-corruption measures as well as actions to be taken upon suspicion of criminal
offences were also implemented.

Bulgaria, Denmark, Estonia, Croatia, Latvia, Poland and Slovenia have highlighted their
efforts to report fraudulent irregularities. Such efforts entailed updating and improving
guidelines for managing irregularities. Denmark revised the reporting procedure. In the case
of Croatia, a new version of Guidelines on Irregularity Management in the context of
Structural instruments and ESI funds was adopted by the Minister of Finance in 2016,
organised workshops on the use of IMS for the relevant users. Latvia reported various
improvements impacting the Managing Authority for EU structural funds and the cohesion
funds. Poland has implemented uniform national procedures and guidelines for individual
reporting for the period 2014-2020 and Slovenia reported that emphasis is put on
improvements to the register of fraud indicators via the Agency for Agricultural Markets and
Rural Development of Slovenia.

The remaining Member States which did not reply to this recommendation assumed that it
was only applicable to six named Member States.

Recommendation 4

* Given the complexity of the operations managed and the high number of beneficiaries
concerned, Member States (managing authorities/paying agencies and audit/control
authorities) are invited to plan and focus their audits and control activities on the basis
of risk analysis and performing IT tools.

* The Commission has developed and put at the Member States' disposal systems and
tools such as Arachne, IMS and the Fraud Risk Assessment tool. The Commission
encourages Member States to use these systems and tools more systematically and
efficiently, unless other comparable alternatives are already available to them.
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The role of managing and paying authorities in detecting fraud has grown since 2012 and
should be further enhanced in the coming years under the new regulatory framework for the
2014-2020 period. The Commission believes that this role could be further enhanced if these
authorities make systematic use of appropriate tools.

Regarding this recommendation, Member States replies mainly focused on providing an
overview of their audit and control systems in different sectors where the relevant authorities
are dealing with EU Funds, giving information on the specific tools they are using to perform
relevant control and audit activities.

Several Member States® reported that they make use of the Arachne system and incorporated
it into their manuals of procedure. Some Member States® are currently evaluating a potential
use or are in the process of implementing Arachne whereas other Member States?” do not find
Arachne complying with their management systems at the moment. IMS information system
is widely used through the Member States as well as the Fraud Risk Assessment Tool.
However, several Member States established their own alternative tools.

To be more specific, Belgium reported that their Managing Authority is set to use the Arachne
system as a tool for identifying operations liable to exposure to risk of fraud, conflicts of
interest or irregularities.

Bulgaria reported that all relevant bodies conduct fraud risk assessment. IMS, Managing and
Monitoring Information System for the Operational programmes 2014-2020 under ESIF and
Integrated Administration and Control System for the Agriculture funds are used. For the
purposes of risk assessment in the context of monitoring, including the risk of fraud at project
level, the respective authorities have taken on a commitment to use the special risk scoring
tool Arachne. Its use is expected to enable the bodies responsible for the management and
monitoring of funds to raise efficiency on project selection, verification and audit and further
improve the identification, prevention and detection of fraud.

Czech Republic reported that both relevant Managing Authorities and the audit authority used
the Arachne information system in the 2007-2013 programming period as a pilot and for the
2014-2020 period Arachne is already incorporated into the management and control system of
all operational programmes. Regarding the IMS, Czech Republic reports that this system is
mainly used y the LKB and the AFCOS central contact point for forwarding information
relating both to newly detected irregularities and to the acquisition of up-to-date information
concerning developments in the investigation of previously reported irregularities detected in
connction with the implementation of EU funds externally.

Denmark has launched, in 2016, the process for analysing data through the Bl and Tableau IT
systems. IMS tool is systematically used by the relevant Danish authorites and there is

5 Belgium, Bulgaria, Czech Republic, France, Croatia, Italy, Luxembourg, Hungary, Romania. United Kingdom.

Denmark, Ireland, Latvia, Lithuania, Malta, Netherlands, Poland, Slovenia, Slovakia, Finland, United Kingdom.

o Germany, Estonia.
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constant communication between the Commission and Denmark regarding Arachne and its
potential launching.

Germany reported that alongside IMS, standard Office programmes such as Excel and Word
are used for risk assessment.

Estonia reported the use of the Fraud Risk Assessment tool which gave general results. The
implementing bodies can use national methods of risk-based controls named MIS, which
gives an overview of all irregularities detected and information on the fraud risks.

The Irish customs too, namely, the Customs Risk Intervention Selection Programme (CRISP)
carries out an analysis of all available data and the results outline the riskiest declaration in
relation to post clearance checks and riskiest traders in relation to customs audits. However,
Ireland reported that is currently evaluating the potential implementation of Arachne as a risk
analysis tool for the Structural Funds programme.

Greece reported that regarding to actions taken for the programming period of 2014-2020, the
implementation of procedures is supported by certein IT systems and tools which are: the
Monitoring Information System, the Risk Assesment Tool and the Irregularity Management
System (IMS).

Spain uses a national tool named ex ante matrix which is a reporting and prevention tool
which aims to identify the risk level associated with each case for the management of the
ESF. There is also, as reported, an ex-post matrix is a tool which identifies and quantifies the
risks occuring by operation.

France reported that the Managing Authorities had decided to use the Arachne tool and had
incorporated into their manuals of procedure, protocols for use of the tool on the basis of the
results of the risk mapping.

Croatia has a number of systems and tools at its disposal in order to perform efficient risk
analysis varying from Arachne risk scoring tool, IMS, ESIF MIS, risk assessment
methodologies, Irregularity and Fraud Risk Management Methodology as well as
methodology for ex ante and ex post verifications.

Italy's national authorities use the Arachne system, pending completion of a antional anti-
fraud database being developed by Italian AFCOS. In addition, Guardia di Finanza has
recently developed an IT tool to enhance action to combat fraud in the receipt of Community
funds (SIAF).

Cyprus' Managing Authorities has designed and fully implemented a Management and
Control system regarding European Structural and Investment funds and the fraud risk
assesssment is carried out using the Fraud Risk Assessment Tool.

Latvian authorities are working on integrating the Arachne risk scoring tool into the
management verification processes for the 2014-2020 pogramming period. The Managing
Authority in Latvia is planning to use European Commission's Arachne information system as
an additional inspection tool in cases when the possibility of fraud exists within the process of
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checks and as soon as the system will be implemented. Further, auditors are consulting the
national EU Funds Management Information System (for project information), the Arachne
tool (for related persons, companies and red flags) and State Revenue Service's databases (for
company owners, employees, business areas, related persons and VAT areas).

Lithuania reported that the Ministry of Finance is taking into consideration the Commission's
recommendation on the use of Arachne and has thus been organising, in 2016, several
trainings and exchange of information to familiarise the relevant bodies with Arachne's
functionalities. Lithuanian customs currently use the RACS sub-system "Verification of
Individuals™ to carry out risk assessment concerning individuals and customs declarations for
post clearance verification and record verifications, results and residual risk assessments. The
National Paying Agency under the Ministry of Agriculture regularly repots irregularities to
OLAF via IMS.

Luxembourgish Managing Authorities currently implemented Arachne and is currently
discussing with the EU Commission on the management of their internet platforms used by
promoters to upload relevant information. Further, INTERREG Authority has recently taken
the decision to implement Arachne as well and also has been making use of the Risk
Assessment Tool in the framework of the establishment of their management control system.
Its procedures have been drafted and adapted based on the results from the Risk Assessment
Tool.

Hungary reported that the Directorate-General has applied for access to Arachne data analysis
tool to be used as a database to provide useful information and increase audit efficiency. In
addition, a number of public databases are applied. Regarding Arachne, the software has been
installed for all Managing Authorities. At the Paying Agency, the client risk assessment
geared toward argiculture and rural development, is implemented in the framework of the
Client Risk Analysis, Social Network Project.

The Maltese Audit Authority is planning to introduce an IT audit software for the new
pogramming period 2014-2020 and also to use Arachne as a risk scoring tool.

The Netherlands reported that the ESF wants to use Arachne and the ERDF is investigating
Arachne's suitability. The Netherlands is preparing a new fraud register incorporating some
Arachne functions. The ERDF, the Fisheries Fund and the Agricultural Funds efficiently use
IMS version 5.0 as a matter of routine. In addition, for the programming period 2014-2020 an
‘irregularities map' is being produced to integrate IMS user instruction with definitions and
criteria for notificatons. Further, the Audit Authority is running the Fraud Risk Assessment
tool and the EMFF is using a totally new ICT system: the Implementation Platform (IP) along
with a risk-analysis list that records identified risks , follows up and acts upon.

Poland reported that all competent national institutions use IMS for planning and managing
audits and controls. The Fraud Risk Assessment Tool is used to directly implement
operational programmes for European Structural and Investment Funds (ESIF). Furthermore,
some institutions use alternative IT tools such as solutions povided by economic intelligence
servicew, databases for analysing information on tender procedures or risk assessment spread
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sheets as an element in the method for sampling projects for audits. The Arachne financial
fraud risk scoring tool is currently being tested by some institutions.

Portuguese authorities are collecting data for audit control data from the IMS and an
information system regarding suitability, reliability and debt of the beneficiaries. The
information system they have at their disposal aims to provide the various parties concerned
with a tool for detecting early warning signs (red flags) and indicators of fraud.

Romania reported that the majority of Managing Authorities use IT systems such as Arachne,
Fraud Risk Assessment Tool as well as AFIS and IMS.

Slovenia reported, as regards to agriculture and rural development, that the Control Unit uses
the information on cases reported through the IMS in order to select applications for on-the-
spot controls under different measures. Development and European cohesion policy is
considering possible use of Arachne tool.

In Slovakia, the Central Contact Point for OLAF quarterly reports the irregularities through
the IMS. The Slovak national authorities are currently incorporating guidelines on Arachne to
national legislation and the Certification Authority plans to use Arachne in relevant cases to
browse and analyse data to identify possible fraud risk, irregularities and on-going
investigations during the certification of expenditures to the European Commission. Apart
from MS Excel, the Supreme Audit Office of the Slovak Republic uses its own specialised
information system that includes the tools for risk identification and assessment and provide
support for strategic and annual planning. The Supreme Audit Office used Arachne in 2016
but it is not in full operation and still missing support at national level. Further, the
Agricultural Paying Agency does not use any IT tool for internal audits planning.

Finland 's Managing Authority is considering the use of Arachne as a tool and this system is
currently being tested with national data from Structural Funds.

Swedish Customs uses three national IT systems called TDS Sparr, Selection of the flow of
goods SIV and LEGO, to help select information in the import, export and transit declarations
and the manifests.

The United Kingdom reported that the tools mentioned in this recommendation are used
across different UK Managing Authorities, though Gibraltar uses a different system which has
specifically been designed to take the small programme size and the limited amount of
projects into consideration. They will therefore not be using the Commission tools as and
they feel that they already have an effective system in place. For those MAs that were using
the tools, they were broadly considered positively, though did have some concerns. In answer
to the systems and tools used to perform a risk analysis, the UK reported that most of the MAs
and DAs have their own audit strategies. DWP utilise the Fraud Risk Assessment Tool.
Whiles Scotland have a Management and Control System in place that includes processes for
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setting levels of management and administrative verification and relate these to their risk
mechanism.
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