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1.1.

SUMMARY

In the 2012 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 2013 reporting exercise and to report to the European Parliament and to
the Council.

Diverse approaches to fraud

The information provided by Member States is a key contribution to the
Commission's endeavour of ensuring the best possible protection of the European
Union's financial interests. The constant exchange of information between the
Commission and Member States enables the former to both draw on and expand the
latters capacities, expertise and experience as a means to achieve maximum
harmonisation, consistency and, as a result, maximum effectiveness in the Union's
fight against fraud.

As the 2012 Report showed, the approaches of Member States remain very diverse,
with a group of six countries (Czech Republic, Denmark, Germany, Italy, Poland and
Romania®) leading in terms of fraud detection capability in the expenditure area and
five countries (Belgium, Germany, Greece, Italy and Spain®) leading the way in
relation to the revenue (traditional own resources) side.

Results for the remaining Member States are more homogeneous in the area of
revenue than in the area of expenditure, where significant beneficiaries of EU
resources, such as Greece, France and Spain, show a very limited capacity to detect
fraud.

Member States approach and address the detection of fraud in different ways. The
explanations for these divergent approaches lie mainly in legal and organisational
differences, which vary not only between Member States but also between
administrations in the same country.

Recommendation 1

The identification of national coordination services for the fight against fraud
would increase the consistency in approach between and within Member States.

Member States are invited, where not already done, to quickly designate or
establish their Anti-Fraud Coordination Service (AFCOS).

In response to the request to promptly establish an Anti-Fraud Coordination Service
(AFCOS), the results demonstrate the recommended action was largely implemented.
However, certain states are still setting up an AFCOS, debating where in their public
administration to locate it, or have not taken steps to set up an AFCOS. Spain,

Their results representing 75 % of the total number of irregularities reported as fraudulent.
Their results representing 79 % of the total number of irregularities reported as fraudulent.
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Greece, Luxembourg, Sweden and the United Kingdom are currently establishing
AFCOS. Ireland outlined its intention to comply by the inaugural AFCOS meeting
but has yet to identify where within its public administration to place AFCOS.
Denmark has yet to make a final decision on establishment but this is under active
consideration.

Germany intends to continue the national coordination of OLAF matters via the
Federal Ministry of Finance, Unit EA6 and believes that the structure of a
coordination service, as outlined in the OLAF guidelines, is incompatible with the
separation of powers that exists between the German Federal Government and
Lander administrations.

Belgium has designated its AFCOS but would like more information on what its
AFCOS is expected to do.

Adoption of common rules on fraud

Currently, sanction levels for fraud are so low in some Member States that they
cannot be said to have any deterrent effect at all. Many cases of fraud affecting the
Union's financial interests go unpunished because the time that is allowed by law to
investigate and prosecute fraud has lapsed.

The proposal for a Directive on the protection of the EU financial interests by means
of criminal law addresses these problems by providing for a minimum statute of
limitation. Serious cases of fraud should be punished with a minimum penalty of at
least six months and a maximum penalty of at least five years.

Recommendation: 2

Member States should ensure that sanctions for fraud have a deterrent effect
and investigations and prosecutions can be pursued for a sufficient period of
time. Member States should quickly adopt and implement the Directive on the
protection of the EU financial interests by means of criminal law.

Almost half of Member States® reported that they already have in place minimum
penalty of at least six months of imprisonment in cases of serious fraud. In general,
they highlighted that fraud against the EU budget is equated with that at domestic
level and the crime is subject to the equivalent punishment.

The Czech Republic outlined its intention to increase criminal penalty for fraud
involving amounts exceeding CZK 5 million to 10 years imprisonment. The duration
under which prosecutions can occur in the Czech Republic has already been
prolonged. In 2012, the crime of budgetary fraud was codified in Hungary. Further
clarifications to the definition of its 2012 law were made in July 2013. Efforts to
accelerate the pace of legal proceedings, with the aim of having these completed
within a two year timeframe, have been initiated. Hungary only extends the two
month window to investigate a case of fraud in exceptional circumstances. The
concept of statute of limitations does not exist in Cypriot law but this should not be a

Bulgaria, Germany, Estonia, Greece, Spain, Croatia, Latvia, Portugal, Romania, Slovenia, Slovakia.
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barrier to the initiation of proceedings against perpetrators of fraud. In Malta, the
prescribed period in which a prosecution can occur does not begin to elapse until the
originator of the fraud is identified.

France reiterated its objections in principle to the introduction of minimum penalties.
Its support for the provision is in relation to the establishment of a European Public
Prosecutor’s Office (EPPO). France believes its three year window from the date of
the offense to be a sufficient period of limitation.

The most significant risks are confirmed

As in previous years, one of the main problems identified by the authorities in
relation to fraudulent irregularities detected is the infringement of public
procurement rules. Corruption has also been identified in a limited number of cases
linked to this type of violation.

Recommendation 3

The package on the reform of public procurement directives should be
approved by the legislator and rapidly implemented by Member States in order
to react to the heightened risk identified in this area.

Belgium, Bulgaria, Denmark, Germany, Estonia, Greece, France, Malta, Portugal,
Slovakia and Sweden outlined their commitment to implementating the package of
reforms to Public Procurement Directives, as soon it is adopted, and indicated that
transposition of the Directives is advancing. Public procurement measures have not
been implemented in Finland and no progress was reported in 2013.

Malta reported that it undertook policy development but has not yet been enacted
measures. Ireland identified the transposition of these rules as a priority but
implementation has not yet occurred and no measures were taken in 2013. Sweden's
objective is to transpose the directive by Spring 2016. In 2013, Spain established a
Directorate-General for Streamlining and Centralising Public Procurement, which
includes a Centralised Procurement Board, a body which will be procurement body
for the state centralised procurement system. Spain also enacted laws promoting the
use of electronic billing in the public sector and the creation of a register of invoices.

In Lithuania, following a 2013 ammendment, contracting entities are now obliged to
publish procurement contracts, the winning tender and any later amendments to the
procurement contract in the information system. The value of electronic procurement
in Lithuania in 2013 was 90% of the overall value of published procurements. As of
January 2014, contracting authorities must acquire goods and services via the central
contracting authority.

Slovenia stated that it ammended its Public Procurement Act to reduce the risk of
corruption and fraud. Some delays were reported in enacting changes at the level of
contracting authorities but Slovenia envisages that 2013 will have seen a reduction in
the number of negotiated procedures without prior publication of contract notices,
thereby reducing the risks associated with this practice.




Romania compiled a guide to the main risks in public procurement to be used by
managing authorities and intermediate bodies. Mechanisms to detect ex ante and ex
post conflicts of interest were enacted by Romania to address the shortcomings of
management and control systems.

In line with previous years’ analysis, cohesion policy (in particular operational
programmes linked to the convergence objective) remains the area where the
greatest number of fraudulent irregularities has been detected.

Recommendation 4

In view of the low reporting of fraudulent irregularities as regards some
Member States in the area of Cohesion Policy, the Commission recommends in
particular to Greece, France and Spain to strengthen their efforts to detect
fraud.

Three Member States were specifically referenced for low reporting of fraudulent
irregularities in Cohesion Policy.

Greece drew attention to updates undertaken to its internal procedures resulting in
substantial progress in this area as a result, significant progress has been observed.

Spain is currently examining the implementation of a more integrated approach to
combatting fraud for the 2014-20 programming period, with a particular focus on
risk analysis mechanisms. In reference to the 2007-2013 period, Spain outlined that it
has an annual monitoring plan to verify the quality of management and control
systems adopted by intermediate bodies operating projects involving ERDF and the
Cohesion Fund. The quality control plan is drafted annually by the relevant actors,
incorporating concerns raised by various intermediate bodies and/or the Commission,
the Audit Authority or Court of Auditors.

France replied that ineligible expenses are usually incurred due to a lack of
awareness of procedures or incorrect application of legislation. This usually does not
involve fraudulent intent and therefore France believes there is no need to report to
OLAF. In France, irregularities are classified as fraud when the act in question is
deemed to be a criminal offence. France stressed that Commission and Court of
Auditors’ checks did not make any finding of suspicion of fraud where expenses
were deemed ineligible.

With further regard to the cohesion policy, considering the period 2008-2012, until
2010 the number of fraudulent irregularities detected was higher in relation to the
ESF than in relation to the ERDF. Since 2011 it has been the other way around.
Looking at the financial impact of these cases, the priority areas most affected are
those where the greatest investments are made: transport, environment and
investments in social infrastructure.

Recommendation 5




Competent authorities should take the results of the analysis included in the
report and its accompanying staff working documents into account when
planning their checks and controls.

Most Member States” stated they take account of analysis included in the report and
the accompanying staff working documents (SWD) when planning checks and
controls in Cohesion Policy.

Cyprus was the only Member State to report that its audit authorities have no formal
procedures for taking the SWDs and accompanying documentation into account but
outlined its intention for changes in this regard, within the framework of the Anti-
fraud Strategy under development. Slovakia considers this recommendation as
unreflective of risk areas in need of targeting by the Audit Authority in the Slovak
Republic, Italy, Latvia, and Romania outlined changes made as a result of the
report’s SWDs.

Estonia reported that its Managing Authority for Cohesion Policy plans to include
some of the risks highlighted by the PIF Report in its control plan. The trends and
indications of new fraud patterns are analysed and incorporated into the annual
training plan, legislative amendments and risk management systems.

The rate of fraud detection in relation to rural development remains fairly stable
compared to 2011, but lower than that for similar instruments implemented in the
previous programming period (under structural funds and pre-accession assistance).
Authorities’ attention seems still to be focused on the European Agriculture
Guarantee Fund (EAGF).

Recommendation 6

Member States should step up their efforts on rural development investment
projects in relation to the elements of risk highlighted by similar findings in the
previous programming period.

In response to the request to step up efforts in relation to risks highlighted in rural
development investment projects, Sweden reported major progress in 2013 to
systems and payments, after ‘serious or very serious shortcomings’ were identified
following a 2012 review of procedures. Improvements to the identified
shortcomings, which included a lack of documentation and incomplete proof of
payments, is ongoing. Spain reported advances in a number of fields including
selection criteria, cost evaluations, applicant eligibility and risk criteria for on-the-
spot checks, following recommendations of the Commission and Court of Auditors.

Slovenia conveyed the results of a 2013 report on infringements that found
significant weaknesses in areas including public procurement documentation and
beneficiaries claiming payments for work or services that were not approved.
Slovenia prepared seminars aimed at improving procedural processes occurred in
2013 and are planned for 2014.

Belgium, Bulgaria, Czech Republic, Germany, Estonia, Ireland, Spain, France, Croatia, Italy, Latvia,
Luxembourg, Hungary, Malta, Poland, Romania, Slovenia, Slovakia, Sweden, United Kingdom
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Germany reported the implementing of special action plans in the EAFRD since
early 2013. The Netherlands reported progress in 2013 in tightening up the
implementation of administrative checks and the area of monitoring, following a
2011 recommendation in the certifying audit report. Estonia undertook additional
control activities of EAGF and EAFRD measures with the goal of uncovering fraud
networks and detecting fraud patterns. Belgium’s reply stated that there are no rural
development programmes in the Brussels Capital Region but reports that a number of
‘urban farms’ and sustainable food projects will receive funding in the 2014-2020
programming period.

Anti-fraud bodies and law enforcement agencies remain the most effective in
detecting fraudulent irregularities...

On the revenue side, customs controls proved important for the detection of fraud
cases at the time of clearance of goods.

Recommendation 7

When developing customs control strategies, in parallel with the their post-
clearance customs control activities, Member States should ensure that they
have effective systems of risk assessment in place allowing them also to carry
out checks targeted at high-risk imports at the time of clearance.

In relation to revenue and customs control for high risk imports, almost all States
believe themselves to have adequate risk analysis systems and no changes have
occurred changes since 2012. Sweden is currently undertaking enhancements to its
IT capability and aims to comply with the Union Customs Code. Spain uses a
computerised system in processing all types of customs declarations and this system
is being gradually improved. Romania believes its 2010 Risk Management
Framework (RMF) application can be used for EU/national customs risk profiles for
potential financial risks.

Bulgaria will employ a risk information exchange system with the ability to gather,
store and exchange information for the purposes of risk analysis, to facilitate control
activities and document the results of controls already undertaken. France
comprehensively outlined a revamped audit policy. Germany believes it has
undertaken risk management measures that far exceed EU requirements. Ireland
implemented a new Customs Risk Intervention Selection Programme (CRISP) in
2013, aimed at targeting non-compliant imports for post-clearance intervention.
Greece began operating a new Integrated Customs Information System (Icisnet)
which permits the use of tools and data that enables detections, in the area of exports,
of dangerous goods or customs offences. Spain’s computerised risk analysis system
is constantly updated with necessary improvements, within the parameters of the
powers of its customs and excise authorities.

Hungary reported no changes to its integrated risk management system since 2012
but it developed an integrated risk assessment and network visualisation accounting
instrument in 2013, in order to identify company relationships and tax risks. This
enables the viewing of customs risk assessments and audits.




On the expenditure side, the successful detection of fraud (in particular, where there
is a high financial impact) remains to a significant extent the result of investigations
run by anti-fraud bodies or law enforcement agencies; their positive impact is
particularly evident in Member States that have tried to structure cooperation
between the administrations primarily responsible for the management and control
of EU funds and law enforcement bodies.

... but the role of managing and audit authorities is increasing ...

Detection of fraud by administrative bodies in Member States is improving,
especially as regards less complex cases. Some Member States reported introducing
checks and controls based on risk analysis and the use of IT tools to enhance fraud
detection. Targeting checks and controls with a specific focus on fraud is
particularly important in relation to the costs connected with this type of check, in
order to maximise effectiveness.

Recommendation 8

The Commission recommends that all Member States adopt and develop checks
and controls, in particular, structuring and improving cooperation between
managing authorities and anti-fraud bodies as well as improving risk analyses
and IT tools.

A structured cooperative relationship between Managing Authorities and relevant
anti-fraud bodies is in place for the most part. An outline of the cooperative
arrangements and the role played by MAs was provided by many Member States”.
Cyprus, Latvia, Romania and Slovenia® responded that cooperation occurs on a case-
by-case basis. Finland’s Audit Authority, Managing Authority and Paying Agency
cooperate on the basis of an action plan drafted for 2014.

With regard to specific IT tools for analysing the risk of fraud, Belgium’s ESF
Flanders reported its intention to use ARACHNE in the forthcoming programming
period. Denmark highlighted that the use of ARACHNE is under consideration in the
area of Structural Funds and it will endeavour to utilise IT tools in Agriculture’.

Estonia is at the ‘pre-preparation phase’ of compiling a common strategy between
relevant partners” on protecting the EU financial interest. Estonia does not have in
place IT risk assessment tools but plans to develop a new system for implementing
measures in the EAGF and EAFRD. Representatives of AFCOS Malta are receiving
training in the use of ARACHNE to identify operations most at risk and this will be
used in conjunction with existing IT tools. Slovakia is engaging in efforts to ensure
its systems of collecting and evaluating data is compatible with ARACHNE for the
2014-2020 programming period. Cyprus is reviewing the ARACHNE tool and
foresees the development of IT tools for the 2014-2020 programming period.

Bulgaria, Czech Republic, Estonia, Greece, Spain, Croatia, Italy, Lithuania, Hungary, Malta,
Netherlands, Poland, Portugal, Sweden, and the United Kingdom

The exception to this is the cooperation agreement between the Slovenian Managing Authority and the
Corruption Prevention Commission.

Danish Business Authority (Structural Funds), AgriFish (Agriculture)

Police, prosecutors, tax and customs officials, etc.



In relation to Cohesion, Ireland outlined its intention to develop checks and controls,
aimed at improving the cooperation between Managing Authorities and anti-fraud
bodies. The Memorandum of Understanding with Ireland’s Paying Agency for
agriculture was revised in the past year to assist in the quicker reporting of
potentially fraudulent activity.

Germany rejects requirements outlined in the guidelines (or regulations and
delegated legislation subject to implementation), such as ARACHNE, that go beyond
the legal requirements of Regulation 1303/2013.

Luxembourg questioned the rationale for formalised exchanges with regards this
recommendation on the basis that there is an ESF central database with project
financial information, including audits and checks carried out.

... in particular in connection with fraud prevention.

In this period of budgetary constraints, the importance of fraud prevention measures
should not be underestimated and the role of managing authorities, agencies and
bodies should be strengthened by specific provisions in regulatory proposals for the
Multiannual Financial Framework 2014-20.

Recommendation 9

The Commission recommends that the legislator adopt the MFF provisions on
fraud prevention in their current formulation and that they be quickly and
correctly implemented at national level.

Preparations are advancing or underway in most Member States’ for the
implementation of the Multiannual Financial Framework 2014-2020. Finland noted
that the Regulations covering Structural and Investment Funds were only adopted in
late December 2013.

Malta underscored its awareness of the need to introduce effective and proportionate
anti-fraud measures, in addition to its existing measures. Sweden identified internal
outstanding issues its Government Offices must resolve before implementation.
Hungary does not have an anti-fraud strategy outlined in a single document but ‘anti-
fraud instruments’ are used to protect the financial interests of the European Union.
Croatia adopted a National Anti-Fraud Strategy in the field of the Protection of EU
Financial Interests for the period 2014-2016.

Lithuania stated that appropriate anti-fraud measures for the 2014-2020
programming period will be adopted when creating the relevant management and
control systems. A survey among Managing Authorities is currently being conducted
to assess what measures are needed to improve the management and control system
for EU Structural Funds.

Belgium, Bulgaria, Czech Republic, Denmark, Estonia, Ireland, Spain, Cyprus, Latvia, Lithuania,
Malta, Poland, Portugal, Romania, Slovenia and Slovakia.
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Luxembourg stated that as the ESF Managing Authority carries out checks in 100%
of cases, fraud will be detected at the first level; therefore it believes the Commission
is not at risk of any fraud. Germany is unable to provide information in relation to
MEFF as it awaits the Commission’s approval process for its partnership agreement, a
condition for the granting of Structural Funds for the 2014-2020 funding period.
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