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By Andrew Judge and Gareth Roberts, Phil Wynn Owen’s private office, and Rosmarie Carotti

Szabolcs Fazakas, ECA Member; Maroš Šefčovič, Vice-President 
for Energy Union, European Commission; Vítor Caldeira, ECA 
President; Phil Wynn Owen, ECA Member

On 5 May in Brussels, the European Court of 
Auditors held a conference on EU energy security, 
providing stakeholders from the EU institutions, 
Member States, the energy industry and academia 
with a neutral, independent platform to discuss the 
energy security challenges facing the EU. 

ECA President Vítor Caldeira opened the 
conference, and Vice President of the Commission, 
Maroš Šefčovič, delivered the keynote speech.  ECA 
Members Szabolcs Fazakas and Phil Wynn Owen 
chaired the conference, which included panel 
discussions focused on two key areas: the obstacles 
to completing the internal energy market, and 
Ukraine’s key role in European energy supply as a 
major transit route.  

Why did the ECA host a conference on EU energy 
security? 

President Caldeira explained that the ECA hosted 
this conference because the EU is facing a number 
of important, interrelated challenges in this area. 
They include developing an internal energy market 
to improve the competitiveness of the European 
economy, tackling climate change; and reducing 
EU dependence on external energy supplies, now a 
pressing concern given the situation in Ukraine.

For its part, the ECA is also increasingly focusing 
its audit work on energy and climate issues. The 
ECA has already produced special reports on 
topics such as energy efficiency and renewable 

EU Energy Security Conference features 
stimulating discussions on obstacles to 
internal energy market and gas transit via 
Ukraine

energy, and is currently carrying out performance 
audits of the security of energy supply, and of 
EU assistance to Ukraine.  President Caldeira 
emphasised that the ECA is aiming to add value to 
EU energy governance, and signalled that, with this 
conference, the Court is also seeking to facilitate 
democratic debate on these issues.

R.C.: Commissioner Šefčovič, how do you see 
the added value of the ECA? 

Maroš Šefčovič: The added value of your 
institution is to make sure that the taxpayer’s 
money is spent well, that it is spent efficiently 
and it brings the best value for the European 
budget. 

R.C.: Today’s conference is on energy. What 
do you think the ECA can contribute in this 
context? 

Maroš Šefčovič: We are going through very 
important energy transformations in Europe. 
This is what the energy union is all about and, of 
course, we expect huge investment coming into 
energy infrastructure where we expect to pay a 
lot of attention to energy efficiency, and where 
we hope to mobilise public and private money. 
Therefore I am sure that the European Court 
of Auditors will play a crucial role in making 
sure that this investment is well intended, well 
executed and the money is well spent.

Obstacles to completing the internal energy 
market

In his keynote speech, Vice-President Šefčovič 
emphasised that the Commission is committed 
to creating an interconnected internal market. 
For that to happen, Europe needs to create the 
regulatory and physical conditions so that energy 
can flow freely. European regulators have a crucial 
role to play, especially in cross-border relations, 
when national regulatory systems interact with 
each other. Mr Šefčovič also hopes there will 
be further progress in common methodologies 
for traders and transmission systems operators.  
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Looking to the future, he argued that Europe 
needs better integrated markets and smarter grids 
transporting energy. Smarter grids will optimise 
the distribution of energy, and give customers the 
power to decide when and how, and at what price, 
they want to buy energy

In the case of gas, Vice-President Šefčovič is 
working on an action plan for South East Central 
Europe which he hopes to have approved in July 
2015 to ensure that, through the construction 
of interconnectors, the traditionally isolated 
countries will get access to gas from more than 
one source. He cited Northern and Western Europe 
as an example of good practice which should be 
replicated in the South-East of Europe.

In the panel discussion on the internal energy 
market Alberto Pototschnig, the Director of the 
Agency for the Cooperation of Energy Regulators 
(ACER), highlighted some areas where progress 
has been made towards integrating the wholesale 
electricity and gas markets. He raised the question 
of whether the benefits of market integration are 
being delivered to all consumers, and discussed 
the potential for expanding ACER's role over the 
coming years. He was followed by Leigh Hancher, 
Professor of European Law at Tilburg University, 
who made the key point that a successful internal 
energy market requires both the right ‘software’ 
and the right ‘hardware’. In short, if legislation and 
other pieces of ‘software’ have gaps or are not fully 
implemented, then this can lead to uncertainty and 
unpredictability, which has a negative impact on 

'hardware', such as infrastructure development. 
Dr Aleksandra Gawlikowska-Fyk, Head of the 
Energy Project at the Polish Institute of International 
Affairs, suggested that key difficulties may be that 
the obstacles to creating an internal energy market 
are too big, and the tools in place for creating it are 
too weak. She also argued that implementation 
is no longer the main obstacle, but rather the 
reassertion of national energy policies. Erki Must, 
task leader for the ECA’s ongoing ‘Security of 
Energy Supply’ performance audit, closed the 
panel discussion by describing some of the issues 
emerging from ECA visits to several Member States 
for the audit.

 
Ukraine’s key role in European energy supply as 
a major transit route 

In his keynote speech, Vice-President Šefčovič 
also discussed Ukraine, which has been a major 
gas transit country between Russia and the EU for 
several decades, with half of Russian gas imports to 
the EU in 2013 transiting through Ukraine. He said 
that the EU and Ukraine have a common interest to 
ensure that Ukraine has a modern and functioning 
energy infrastructure. The Commission is 
supporting the efforts to modernise the Ukrainian 
gas transit system and, last year, the European 
Investment Bank and the European Bank for 
Reconstruction and Development signed a first set 
of loan agreements, €300 million in total, to support 
rehabilitation of the main East-West pipelines. 
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As of this year, the Ukraine is required 
to implement the third energy package 
and to fulfil the obligations under the 
Energy Community treaty, to which 
Ukraine acceded in 2011. There also are 
ongoing trilateral talks between the 
Commission, Ukraine and Russia on gas 
supplies. The last winter passed without 
major gas shortages and Vice-President 
Šefčovič wants to build on this positive 
experience and agree on a summer 
package. 

The panel discussion on Ukraine 
touched on many of these issues.  
Francis Joret, Head of ECA’s unit dealing 
with Pre-accession and neighbourhood 
countries, discussed the ECA’s approach 
to auditing EU assistance to Ukraine and 
some potential, but as yet preliminary, 
findings. Péter Balás, Head of the 
Support Group for Ukraine, explained 
the political and financial support of the 
EU and the International Monetary Fund 
to Ukraine. He said that the convincing 
start made by the new leadership 
has been important and emphasised 
the need to progress beyond the previous, often 
“patchy”, reforms which, with multiple energy tariff 
systems and remunerations, could become a source 
of corruption. László Varró, Head of the Gas, Coal 
and Electricity Markets division at the International 
Energy Agency, placed Ukraine’s energy sector in 
the broader context of the European gas supply 
system and global trends in the energy sector. 
He pointed out that Ukraine has proven to be a 
reliable and important transit country, despite 
the recent political and economic challenges 
and the significant decline in the overall volume 
transported. The recent legislative changes in 
Ukraine, transposing the relevant EU regulations, 
are contributing to solving the country's internal 
supply challenges and helping it to continue 
serving as a significant transit corridor, particularly 
for EU Member States in Central Europe.

Deputy Director-General of DG Energy, Gerassimos 
Thomas, provided some concluding remarks.

We would like to thank all those who contributed or 
participated in the conference.

EU Energy Security Conference features stimulating 
discussions on obstacles to internal energy market and gas 
transit via Ukraine continued
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Control challenges in the EU’s own 
resources system
By Rosmarie Carotti

Joint hearing of the Committee on Budgetary Control and the Committee on Budgets in the European 
Parliament. Co-rapporteurs were Ingeborg Gräßle and Inés Ayala Sender for the Committee on 
Budgetary Control and Jean Arthuis for the Committee on Budgets. The ECA was represented by 
Milan Martin Cvikl, ECA Member responsible for performance audit and Pietro Russo, ECA Member 
responsible for revenue. 
5 May 2015, Brussels

The context

A High Level Group on Own Resources chaired by 
former Italian Prime Minister and EU Commissioner 
Mario Monti (The Monti Group) was established 
in February 2014 to prepare the ground for the 
reform of the EU’s own resources after 2020. Final 
recommendations shall be presented by the Group 
by 2016.

In the hearing, the state of play of the current 
financing of the EU budget was discussed. It 
comprises traditional own resources which consist 
mainly of customs duties on imports from outside 
the EU and sugar levies, own resources based on 
value added tax (VAT), own resources based on 
GNI and other minor resources like tax and other 
deductions from EU staff remunerations, interests, 
donations etc.. 

Until the introduction of the GNI-based own 
resource in 1988, the VAT was the predominant 

resource. At present the VAT call rate is 0.3%. 
According to the single market text, this uniform 
rate is levied on a statistically harmonized VAT base 
of each Member State. But harmonization never 
succeeded. 

Further adjustments penalized the poorer Member 
States and today VAT can still be seen as revenue 
transfer and not direct payment from the consumer 
to the EU. National contributions currently account 
for more than 80% of the budget while, in the spirit 
of its founding father, the EU should be financed by 
real own resources.  The real obstacle for that is the 
net payer debate. The accounting calculations on 
which it is based are arbitrary and do not reflect the 
real net benefits and costs of the EU budget.

It also is difficult to calculate the VAT gap, i.e.  the 
difference between the collected VAT and the VAT 
which could be collected. This leads to vulnerability, 
to fraud and black economy.

Milan Martin Cvikl, ECA Member CONT - BUDG Committes Joint Hearing : Jean Arthuis, Ingeborg Gräßle, 
Ivailo Kalfin, Janusz Lewandowski, Ines Ayala Sender 
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How can the present system be changed and to 
what extent? In what fields can the EU deliver added 
value? Can a new pure EU tax be introduced? This 
was the core of the debate.

The debate

In the opening remarks Jean Arthuis for the 
Committee on Budgets explained that the traditional 
own resources result directly from the existence of a 
unified customs area and are collected by Member 
States.

The VAT-based own resource is not levied directly 
on the final consumers but on the net VAT revenue 
collected, corrected and adjusted in order to obtain 
a harmonised VAT base. In other words, this resource 
comes from national budgets. Moreover, the capping 
mechanism in place on this resource (currently 
50% of GNI) directly transforms it into a GNI-based 
resource.

 GNI-based own resource is a fixed percentage of 
Member States’ GNI. Initially created to play the 
role of balancing the EU budget, this resource has 
grown to represent more than two thirds of the total 
revenue.

It is important not to neglect the revenue side of the 
budget, said Ingeborg Gräßle for the Committee on 
Budgetary Control and acknowledged that the ECA 
had repeatedly stressed this in its reports, hence 
the importance of a joint hearing within the two EP 
Committees and the ECA.

Januz Lewandowski, MEP, looked at how to prepare 
the ground for the reform of own resources after 
2020.  GNI is strongly influencing the debate on the 
annual budget. The aim is therefore to reduce GNI 
contributions without increasing the expenses but 
national parliaments have to agree on that.

Stefan Lehner, Director of DG Budget, presented 
reform options for the VAT own resource. In a single 
market, VAT favours consumption and is considered 
fair. But the harmonisation never succeeded. Today 
VAT penalises the poorer Member States and remains 
mainly a revenue transfer.

The second part of the hearing referred to the 
control of the GNI and VAT own resources and 

was led by Inès Ayala Sender, Committee on 
Budgetary Control. She acknowledged that the 
ECA had identified the complexity of the VAT tax, 
the incongruity of statistics and how audits in 
the largest harbours could not stop fraud. The 
ECA’s special reports have shown this. To sum up, 
European Parliament asks to have the same powers 
as the Council in taxation. 

The complexity of statistics was, last but not least, 
illustrated by Silke Stapel-Weber, Eurostat Director, 
who discussed how to include cross-border 
income and how to monitor the application of 
ESA (European System of National and Regional 
Accounts) using a more structured and risk based 
approach.

Fraud was the subject of Jannetje Bussink, DG 
TAXUD who made the point that the division 
of responsibility between Member States and 
the Commission needed to be respected. The 
Commission is not a tax collector but is monitoring 
what Member States do, and helps and assists them. 

The view of the High Level Group

Ivailo Kalfin, Member of the High Level Group on 
Own Resources described the problems Europe 
has in the composition of the revenue side of 
the European budget. The problematic comes 
from unsustainability of the EU policies. There is 
no room in the European budget to address new 
developments like the recent Juncker Plan with its 
Fund for Strategic Investment (EFSI). 

There is insecurity in the national budgets and 
no Member State knows at the beginning of the 
fiscal year how much it will contribute to the EU, 
firstly because there is there is some discrepancy 
between the fiscal procedures at national level and 
at European level, and secondly because of calling 
provisional resources from the national budgets. 
The underfinancing of the EU budget also leads to 
the wrong debate of return from the EU budget in 
which the GNI based resource, which was supposed 
to an additional one, has become the main 
resource.

One can talk about many reasons for this situation 
but the main one is the lack of resources in the 
national budgets. National legislators therefore 

Control challenges in the EU’s own 
resources system continued
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think about a number of ways to decrease and 
minimize their contributions to the EU budget.

Within the multiannual framework the payment 
decision is taken by the Member States 
unanimously, they know the amount due and 
during all the years the European budget has stayed 
much below the maximum of 1.23% of GNI which 
was decided in the own resources directive.

The High Level Group is debating the different 
types of sources for the budget, mainly the GNI 
based resource, which was supposed to be an 
additional one when it was invented, and the VAT. 
The problem is not only the small percentage of 
genuine own resources but also how to calculate 
the VAT and the GNI resources.

There is a true problem with the transparency of 
the system of financing the EU budget, how much 
and why the citizen is paying to the EU budget. The 
system is not efficient and it lacks flexibility to allow 
new developments.

There is a clear lack of visibility of the benefits of a 
VAT union and the just return debate ignores that 
many benefits of the EU cannot be expressed in 
monetary terms. It also is very difficult to calculate 
cash flows in both directions and to make the net 
position in terms of benefits for each Member State.

In its final report, the High Level Group on Own 
Resources will introduce the principles of simplicity, 
transparency, equity and democratic accountability. 
In addition to that, it will look at European added 
value, how to constrain self-interest and how to 
take into consideration the subsidiarity principle 
and the fiscal sovereignty of the Member States. 
There will be no transfer of fiscal competences with 
the changing of the financing of the EU budget 
and no attempt to increase in a hidden way the EU 
budget. The issue is to create a more autonomous 
European budget. 

Other issues within the debate being held in the 
High Level Group are to create a genuine fiscal 
instrument to be used in the Eurozone and whether 
GNI based resources are genuine own resources. 
If the latter were, the EU would have more powers 
over this budget which today practically depends 
on national decisions.

Whatever new instruments are proposed, the 
discussion is poisoned by the question of rebates. 
The problem is that there is a number of rebates 
and exceptions in the EU budget which are 
absolutely inexplicable and the result of power 
games. Many Member States are not ready to raise 
whatever question including VAT simplification, 
which was proposed by European Commission.

The Commission therefore changed the debate to 
lump-sums but most Member States also rejected 
those. For creating additional income, the Member 
of the High Level Group proposes to concentrate on 
areas where the EU is creating additional value. 

The ECA at the hearing

As the EU auditor the ECA can only indirectly 
contribute to the work of the High level Group by 
presenting its audit finding. As far as legality and 
regularity is concerned, the EU revenue is a low 
risk area. The agreed forecast GNI data and the 
harmonised VAT base prepared by the Member 
States are nevertheless taken by the ECA as the 
starting point for its financial audit.

 Only in its performance audit, explained Milan 
Martin Cvikl, ECA Member, the ECA addresses issues 
concerning whether the GNI and VAT parts of the 
own resources system perform in a fully satisfactory 
manner and examines whether the system is fully 
efficient, effective and economically sound.

The ECA found weaknesses in the current system, 
among which are complexity and budgetary 
uncertainty, and highlighted them in:

- Special Report No 11/2013: Getting the gross 
national income (GNI) data right: a more structured 
and better-focused approach would improve the 
effectiveness of the Commission’s verification. 

To summarise the work on GNI control risks, the 
ECA found that the Commission’s verification may 
well improve the quality of Member States’ GNI 
data to an extent. However, the ECA concluded that 
this verification was not sufficiently structured and 
focused. Specifically, several examples of failure 
to apply ESA95 (European System of National and 
Regional Accounts 95) rules correctly were found. 
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-Special Report No 13/2011: Does the control of 
customs procedure 42 prevent and detect VAT 
evasion?, Milan Martin Cvikl summarised the findings  
concerning the VAT gap assessment and informed that 
Chamber IV, where he is Dean, is undertaking an audit 
on Anti-VAT fraud.

 
- Opinions No 7/2014, No 2/2012, No 2/2008, No 
2/2006, No 4/2005 and No 7/2003;

- Opinion 2/2012 examined all the proposals of the 
Commission for the current financial perspective.  
 
The ECA would be in favour of more simple and clear 
methods to assess the Member States’ contributive 
capacity and the ECA criticises the existing VAT own 
resource for the complexity of its calculation which 
involves significant administrative resources, and its 
lack of a direct link to the tax base. 

To sum up, the auditors work shows that there is a 
need to improve control over GNI and VAT based 
resources.  

At the end of the event the participants were asked 
to identify the three most important next steps. 
Milan Martin Cvikl, in a personal capacity, said that 
he considers the following issues to be the most 
important:  

- First, to return to the Commission's proposal for a 
new VAT based own resource (less complex and a 
resource based on actual VAT); 

- second on VAT own resource - to improve 
cooperation between Member States  in VAT and tax 
area at large, implement recommendations and, if a 
new own resource cannot be agreed then, perhaps 
just increase  the (new)  VAT own resource above by 
increasing the rate; 

- and third on GNI own resource -to implement the 
ECA's recommendations and to shorten verification 
process and reduce the importance of GNI own 
resource.'

Control challenges in the EU’s own 
resources system continued
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Why did the ECA decide to carry out this reform 
programme?

We are all aware of the pace at which the EU’s policy 
landscape, political and economic environment is 
changing.  The European Union and its Member 
States are facing constant economic and fiscal 
challenges and there is a shift in the EU institutional 
landscape: for example EU institutions increasingly 
support Member State activities outside of the 
EU framework (such as the European Stability 
Mechanism). Some institutions - like the ECB – are 
tasked with additional roles and responsibilities.  

The European Court of Auditors – the external 
watchdog of the European Union budget – needs 
to remain vigilant of these developments. We must 
respond to the changing and increasing needs and 
expectations of our key stakeholders. 

Therefore, the Court has decided in March last year 
to reorganise the way it works in order to be able 
to anticipate and respond to the challenges of a 
rapidly evolving external environment. The Court 
tasked a Reform Steering Group and project team 
in July last year with the implementation of all 
necessary steps in its internal reform process.

Could you summarise in a nutshell what are the 
key elements of this internal reform?

The Reform Steering Group has identified three 
main areas of action. These are:

• First, to make sure that our products achieve 
maximum influence by implementing the 
communications and stakeholders relations 
strategy;

• Second, to change and shorten the 
performance audit process so that we can 
deliver reports quicker, and to update our 
annual financial and compliance audit (‘the 
DAS’);

The ECA reform programme  
Questions to Kersti Kaljulaid, ECA Member
By the Reform Project Team

The European Court of Auditors is currently carrying out a wide ranging reform to maintain and 
increase its relevance by contributing pro-actively to EU accountability through delivering high 
quality audit products on time. Mrs. Kersti Kaljulaid - ECA Member and Chair of the Steering 
Committee tasked with the implementation of the reform – provides an overview of the reform and 
its key elements.

• Third, to transform the ECA into a lean and 
fit task-based organisation - an organisation 
which directs its resources swiftly and 
flexibly at the most relevant priority tasks; 

So one of the key elements of the reform is to 
streamline audit procedures. Which parts of the 
audit process needs to be streamlined at the 
Court?

Streamlining performance audit procedures and 
reforming the Court’s compliance and financial 
audit – the yearly DAS exercise – will help us deliver 
reports quicker and provide relevant and high 
quality information to our key stakeholders. The 
Court has decided to adjust nearly all elements of 
the performance audit process (audit preparation 
and planning documents, the way we report and 
clear our findings, the quality control procedures, 
the procedure for clearing findings with the 
auditee) and to diversify its audit products (with 
more focused quick special reports and landscape 
reviews).

More specifically:

• We have limited the use of preliminary 
studies so that preparatory work for audit 
assignments will not be required to be 
formalised in preliminary studies and 
formally discussed in audit chambers.

• We have also enhanced our audit planning 
documents so that they focus on core 
issues. Audit tasks may be split if the scope 
is too wide and bigger teams may be used 
if necessary to speed up reports.  Also, 
planning documents should consider how 
to use less resource intensive approaches to 
gather evidence.

• During audit reporting we have replaced 
our Statement of Preliminary Findings 
with shorter, fewer and more factual 
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management letters. In addition we 
are encouraging the use of electronic 
communication for sending audit 
documents and asking for replies. Reports 
are published in the drafting language and 
electronically as soon as possible.

• When feasible and necessary we use quick 
special reports in order to respond to 
urgent priorities. A quick special report 
is where the Audit Planning Document is 
replaced by a simple engagement letter, the 
audit is narrowly targeted and there are few 
or no missions.

Could you describe how the Court will function 
as of 1st of January 2016. That’s the date when 
the Court will start to work as a task based 
organisation, right?

Yes, all the new policies, structures and processes 
will need to be in place by the end of this year so 
that the Court can start functioning as a lean and 
fit task based organisation as of 1st of January 2016. 
But in practise some changes will have to be already 
implemented well before so in fact it will be more of 
a gradual change. We are also happy to notice that 
all Chambers are already during 2015 trying out the 
possibilities of the new flexible organisation model 
in their own domain. These trials will no doubt 
inform the reform project so that the best practices 
will be carried forward. 

A first prerequisite of a well-functioning task-
based organisation is the capability to assign 
resources flexibly to high priority tasks in order to 
respond better to developments in our external 
environment.   The Court needs to be able to 
choose tasks only based on their importance and 
not based on existing resource allocations at unit 
or Chamber level1.  In order to attain a flexible 
resource allocation we will do two things: we will 
enhance our resource allocation process and we 
will reorganise the way tasks are managed within 
Chambers.

1 The Court is currently organised around four audit chambers 
responsible for specific policy domains and a horizontal chamber 
responsible for coordination, evaluation, assurance and audit 
development. Each audit chamber has around 100 auditors and 
from 3 to six audit units.

What do you exactly mean by enhancing the 
resource allocation process of the Court?

The Court wants to work towards achieving its 
priorities seamlessly without taking into account 
the existing distribution of resources.   All of the 
audits the Court undertakes must fulfil the Court-
wide objectives the Court has set itself.   

The Court’s 2013-2017 strategy has already led to an 
enhancement of the Court’s annual programming 
procedure: the previous bottom-up process was 
changed to a top-down programming system 
with a Court- wide perspective.  When adopting its 
strategy the Court will decide on its multi-annual 
strategic objectives and the audit domains and 
resources to be allocated to each Chamber for 
the period of the strategy (a period of 7 years in 
general).

The annual programming exercise translates these 
multi-annual objectives through a policy and risk 
review into annual priorities and tasks. If there 
are imbalances between priorities assigned to 
chambers and resources available the Court has a 
possibility to shift resources between chambers.

Finally, there will still be a possibility to reassign 
staff if workload imbalances arise due to 
unexpected events during the implementation of 
the annual work programme. 

You were also referring to a change in the way 
audit tasks will be managed by Chambers. Could 
you spell this out a bit more?

As I have mentioned before, currently the 
Court is organised in units. Each unit is usually 
responsible for a specific audit domain.  The natural 
consequence of more prioritisation at Court level 
is introducing a Court-wide pool of resources 
assigned to Chambers. In other words, audit tasks 
will be managed by Chambers and no longer by 
units. Therefore, units will cease to exist and so will 
the function of Head of Unit. The current heads 
of unit will become Principal Mangers.  You can 
already guess that this will mean a change in the 
roles and responsibilities of managing individual 
audit tasks.

We will also streamline the way of managing each 
individual task.  This graph illustrates well the new 
organisation chart for audit tasks:

The ECA reform programme 
Questions to Kersti Kaljulaid, ECA Member continued
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On the left side you see our current model for 
managing audit tasks: audit team members are 
led by a team leader who reviews and supervises 
their work. Documents submitted by the audit 
team leader are first reviewed by the Head of Unit, 
then the Director and are finally approved by the 
Reporting Member.

Currently, we have a very complete and maximalist 
approach providing more than sufficient assurance 
in terms of supervision. This might not be a problem 
in itself – in line with audit standards quality control 
procedures should be established for each audit. 
However, what we see is that this model is applied 
for all audit tasks irrespective of the complexity of 
the tasks, the risks involved and the experience of 
persons working on this task.  

Our objective is to introduce a more flexible 
model which better accommodates differences 
between audit tasks.  On the right side you can 
see the planned new organisation chart for audit 
tasks. The baseline model will be the following: 
for each task the Director will designate a Head of 
Task and a team of auditors. The Head of Task will 
be directly accountable to the Reporting Member 
for delivering the audit on time and in line with 
standards. 

The Director and the management team (a group 
of Principal Managers) will still be responsible 
for ensuring quality control procedures. But the 
level of quality control will be tailored to fit the 
characteristics and risk profile of each audit. So in 
practise for each audit task the planning document 
will define an individual support and quality control 
profile.  We consider that it will lead to a more 
efficient use of the Court’s most senior resources.

Are there any other elements of the reform 
which you like to draw attention to?

 Yes, I would like to draw attention to two key areas 
which according to my opinion will be crucial for 
the effective functioning of our organisation.

The Court will strive to place an increased emphasis 
on motivating and developing colleagues 
through variable career paths and personal 
development measures.  Everyone at the Court will 
have a role to play in this. The Court will recognise 
and reward those who perform better and take 
responsibilities. 

The framework for sharing and managing 
knowledge will be further enhanced. The Court 
will aim to foster a culture of creating and sharing 
knowledge. The Court is in possession of a huge 
amount of expertise which is spread over all of its 
staff. We will aim to capture, channel and leverage 
on this knowledge through groups of policy 
experts. Our objective is to constantly develop our 
audit and policy expertise so that we can deliver 
audit products which are relevant and of high 
quality.

Everyone is invited to be proactive in developing 
their own career path in the Court, seek the options 
to expand and develop their knowledge by moving 
between different audit subjects and audit types.  I 
believe it will be much more fun to work this way 
and will give everyone the assurance that they are 
in charge of their own career here. By definition, 
better match of personal interests to organisational 
objectives means a more effective and constantly 
learning organisation.  
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INTOSAI Financial Audit Subcommittee  
annual meeting 
Luxembourg, 29-30 April 2015

By Rosmarie Carotti

Kevin Cardiff, ECA Member, hosted the meeting 
of 28 representatives from 16 Supreme Audit 
Institutions and international organisations which 
was chaired by the SAI of the United Arab Emirates. 

Amongst other functions, INTOSAI establishes 
the International Standards for Supreme Audit 
Institutions (ISSAIs). The ISSAIs covering financial 
Audit are based on the private sector International 
Standards on Auditing (ISAs) issued by the 
International Auditing and Assurance Standards 
Board (IAASB), a branch of the International 
Federation of Accountants (IFAC). The ISSAIs for 
financial audit consist of the ISAs plus a practice 
note drawn up by FAS which provides guidance as 
to how the ISAs should be interpreted in the public 
sector context. The main point on the meeting 
agenda was to examine the changes that will 

be necessary to the ISSAIs in the light of recent 
significant changes to the ISA on audit reporting 
(which will come into effect in 2016/2017). 

ECA participated in FAS Sub-Group3 «Update on 
ISSAI revisions» and was represented by Paul Sime, 
CEAD-B auditor and Neil Usher, CEAD director. The 
financial audit subcommittee has been working 
for a year in the working groups preparing the new 
INTOSAI standards. The meeting was an important 
step in reviewing the work done so far, and leading 
to the next step, the modifications to the standards.

The ECA will be examining the implications of the 
changes of the audit reporting. The new reporting 
package can be consulted on the IFAC website.

An important element is that in future auditors will 
have to report on key audit matters and change 
the way in which they report on ”going concern”. 
Reporting on key audit matters will be a major issue 
for public audit. It means that auditors might give a 
clean audit opinion while pointing out key matters 
which arose during the audit and to which attention 
should be paid. 

It is the role of the subcommittee to provide advice 
on these matters in its practice notes.

By Rosmarie Carotti

Interview with Khalid Hamid, (UAE) Arab Emirates

R. C.: Sir, you are the permanent chair of the 
Financial Audit Subcommittee and Executive 
Director at State Audit Institution. You are of 
Indian descent but today you represent the Arab 
Emirates. Please say a few words about yourself.

Khalid HAMID: I started my audit career in 
the National Audit Office in the UK, I was there 
for ten years. Then, I spent eight years in the 
Auditor General’s Office in South Africa. While 
in South Africa I did a lot of development work 
in Mozambique, Tanzania, Botswana and other 
countries. I have now been seven years in the 

United Arab Emirates working as executive director, 
reporting directly to the President of State Audit 
Institution.

R. C.: The UAEA SAI is quite ambitious, I am told, 
and will be hosting the 22d INCOSAI Congress.

Khalid HAMID: It will be held in Abu Dhabi in 
December 2016. Because of that we will also 
become the chair of INTOSAI for the following three 
years, 2016 to 2020. In that regard we are trying to 
become active and take the responsibility that we 
believe should go with the role. We are trying to 

Khalid Hamid, chair 
of the Financial Audit 
Subcommittee and 
Executive Director 
at State Audit 
Institution and 
Vítor Caldeira, ECA 
President
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look at how we can improve how things work in the 
huge animal INTOSAI, to get change, and to make it 
more responsive to the needs of SAIs.

R. C.: What are these needs of the SAIs? Do you 
have a vision?

Khalid HAMID: We are very fortunate. The timing 
is excellent, because also simultaneously at the 
Congress we will adopt the strategic plan for 
2017-2022 of INTOSAI. We participate actively in 
the task-force for the strategic planning. The main 
priorities of INTOSAI at the moment will be around 
professionalism, which fits in with the Financial 
Audit Subcommittee, how we are going to respond 
to the sustainable development goals which 
will be issued by the United Nations.  There is an 
expectation from inside to do something. Actually, 
there is a project on which we are working and we 
will gain assistance and support from the ECA on 
that.

 The issue of independence, supporting SAIs 
to become more independent, is still going to 
be there. We have not been actively involved 
in that area. INTOSAI is trying, as can be seen 
from the recent UN resolution, to get support in 
international law.

R. C.: Is the ECA involved in that?

Khalid HAMID: I am not aware that the ECA 
is involved in that but the ECA is very heavily 
involved obviously in its fantastic support they give 
technically both to the performance, compliance 
and financial subcommittees, across the board, 
and not just in this forum. They are instrumental 
in assisting strategically and bringing it down to 
reality.

R. C.: What is the ECA’s role in the Financial Audit 
Subcommittee? What the added value of its 
work?

Khalid HAMID: We have one fundamental 
responsibility in the FAS, that’s to apply the 
international standards, which are accepted 
globally, from the financial private sector standards. 
IFAC, the International Federation of Accountants, 
have the International Accounting Standards Board. 
They issue the standards and then we add the 
public sector perspective through a practice note 
and comment on the underlying development of 

the actual standard. We form subgroups and task-
teams to look at certain matters and in all of the 
task-teams there is representation from the ECA. 
In many cases ECA is actually leading the projects. 
They are a fundamental and active partner.

The big project that we are looking at tomorrow, 
and the ECA is leading on that project, is the 
development of ISSAI 1000, which is a concept of 
how to implement, “how to”, because everything wo 
do in standards is “what to”. Would you know, as a 
small organisation and SAI, how to implement? It is 
really a roadmap we need for ISSAI implementation. 
That’s what the ECA has volunteered and tomorrow 
they will be leading a session on the ISSAI 1000 
implementation.

R. C.: For the ECA, particularly new audit 
reporting is an important issue. 

Khalid HAMID: That’s on the maintenance of the 
standards. In the past, audit firms and external 
auditors only had to give an opinion on the 
accounts. Now, one breaking introduction is that 
they also have to say what they are worried about, 
what they did about it, and include it into the 
report.

It is quite a massive content shift in the field of 
accounting. For the ECA, this could mean that in the 
future, when it issues an opinion on financial audit, 
it will have to consider what the key audit matters 
are and give a small narrative to the users.

R. C.: What are the key risks to be addressed?

Khalid HAMID: The main risk in any audit is that 
you come to a wrong opinion. Now, you are saying 
that you did not come to a wrong opinion because 
this is what you are really worried about and what 
you did. It’s quite a transparent process and it going 
to require a lot of thinking.

R. C.: Could key audit matters therefore 
strengthen the political weight of an audit 
institution?

Khalid HAMID: Yes. It comes back to how we define 
the change and that’s what we are doing in our 
meeting. 

R. C.: Are you optimistic about the outcome of 
the meeting?
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Khalid HAMID: I am. At this stage the energy is 
positive. There is definitely energy of “can do”. The 
proposed change would be giving more clarity on 
what was worrying. It simply gives a new emphasis.

R. C.: It seems that there are fundamental audit 
issues that are covered by sharia law for Islamic 
financial institutions and that are not covered by 
conventional auditing. What are the differences?

Khalid HAMID: If you audit, you have to account. 
So, accounts first. Sharia implications in accounting 
and financing are still developing. At the moment 
there are specialisms but they are not coming into 
the realm of external auditing, yet.

R. C.: Will there be a resolution at the end of this 
Financial Audit Subcommittee annual meeting? 

Khalid HAMID: We are a subordinate committee to 
the Professional Standards Committee. Where we 
recommend, we have to submit to the Professional 
Standards Committee for their consideration. We 
should be quite far down the line in terms of the 
audit reporting because we also would like to issue 
new standards regarding audit reporting by the 
time of the INCOSAI Congress. And we also have to 
do a project proposal on ISSAI 1000. There, the task 
is just to re-align the ISSAI and the revised text does 
not have to go to the usual approval process with 
the Professional Standards Committee.

We only took over the chairmanship of the Financial 
Audit Subcommittee last year, in January 2014. 
Previously Sweden held the chair. One of the things 

we are going to do here in our annual meeting is 
trying to improve the project management side 
streamlining the administrative side.

R. C.: A last question about INTOSAI audit 
standards. What international audit standards 
are still missing or need to be updated?

Khalid HAMID: First of all, you need to understand 
when an audit is an audit and when it is an 
investigation. An audit is really about organisational 
accountability. But when it is individual 
accountability, a breach to law or circumvented a 
process and needs to remedied, that’s not audit, but 
it is a very fundamental part of many SAIs’ culture. 
We do not touch that area really.

The second issue is that we are totally silent 
about IT audit standards. The world is moving 
so fast, the risks to security and identity theft 
are immense. There are new risks coming and 
which I do not believe we are really addressing. 
We also do not audit non-financial information, 
KPIs, on a systematic basis. The audit of an annual 
performance statement is also not really covered.

 In the end, what is an audit? An audit is trying to 
tell from the outside of an organisation what is 
going on inside and you cannot do that if you do 
not have the whole picture. Is it better to do more 
and wider and get a perspective or do this little bit 
perfectly? That’s the debate.

Financial Audit Subcommittee (FAS)

Interview with Khalid Hamid (UAE)  
Arab Emirates continued
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On 16 March, Pietro Russo, Member of the ECA, 
went to Italy to present the annual report of the 
European Court of Auditors for the year 2013.

The presentation took place in the Hall of the Joint 
Sections of the Corte dei Conti in Rome, with the 
participation of Raffaele Squitieri, the President of 
the Corte dei Conti, Vannino Chiti, the Chairman of 
the Italian Senate’s XIV Permanent Committee on 
EU policies, Paolo Tancredi, Vice- Chairman of the 
Chamber of Deputies’ XIV Committee on EU policies, 
Carmine Di Nuzzo, the General Inspector of IGRUE 
(General inspectorate for financial relations with 
the EU at the Ministry of Economy and Finance), 
Ennio Colasanti and Giovanni Coppola, judges at 
the Corte dei Conti and respectively President of 
the Audit Section for Community and international 
affairs and Head of the international Affairs Office. 
The meeting was well attended, with the presence 
of numerous dignitaries.

After his initial greeting, Raffaele Squitieri recalled 
and stressed how the relationship between 
the Corte dei Conti and the ECA could now be 
considered historical, and had been consolidated 
over time in part because of specific bilateral 
agreements and the strong impetus given by the 
Lisbon Treaty in 2009. 

He said that the presentation of the annual report 
to the national supreme audit institutions had 
been a widespread practice for some time, and 
was based on the partial overlap in the institutions’ 
audit tasks with regard to European funds, which 
- logically more than legally - naturally required 
cooperation between them. The European 
Court of Auditors, with its own observations and 
recommendations concerning the regularity and 
quality of management, was a partner that could 
supply useful information not only in the context of 
relations between the European Parliament and the 
European executive, but also at the national level.

After introducing the statement of assurance 
concerning the annual accounts, Pietro Russo 
commented upon the results obtained with regard 
to the legality and regularity of the underlying 

Presentation of the 2013 annual report 
to the Italian authorities

transactions, where, once again in 2013, there 
was an error rate above the materiality threshold. 
Moving on to look at the problems in the most 
important areas of expenditure in the budget, it 
emerged that, for many of the errors found, the 
national authorities had had sufficient information 
to detect and correct at least some of the errors 
before certifying the expenditure. If this information 
had been used correctly before the expenditure had 
been declared to the Commission, the estimated 
error rates would have been considerably lower for 
the various policies. 

The discussion then moved on to performance. 
A number of speakers stressed the fact that the 
2007-2013 legal framework tended to emphasise 
the compliance of expenditure with the regulations 
in force rather than performance. They therefore 
said that the relevant legal framework for the 
next financial programming period needed to be 
simpler, as correct financial management requires 
rules that are likely to lead to virtuous behaviour.

In the course of the presentation and the 
various interventions, mention was made of the 
“challenges” that had to be faced to obtain better 
results from the EU budget, such as for example 
youth employment, the fight against fraud and 
the role that the various audit institutions played 
in it, and the Member States’ capacity to absorb 
EU funds, with particular emphasis on the Italian 
situation.

At the end of the presentation, Raffaele Squitieri 
congratulated Pietro Russo and, through him, the 
European Court of Auditors, for its effective role in 
relation to the financial management of the EU. He 
went on to state that the ECA’s analysis provided 
good pointers for the national audit institutions and 
constituted a precious source for their activities. 
In this delicate and critical phase, not only for Italy 
but for all of Europe, the activities of the national 
audit institutions, together with those of the ECA 
were essential for a revival and recovery of the 
whole system, insofar as it could help improve the 
use of resources that were currently under or badly 
utilised, but were essential for growth.

By Chiara Cipriani, head of private office

From left to right: Giovanni Coppola; Paolo Tancredi; Pietro Russo; Raffaele Squitieri; Vannino Chiti; Ennio Colasanti; 
Carmine Di Nuzzo
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By Augustyn Kubik, ECA Member

Between 19 and 22 April, a Delegation of the 
ECA’s Members visited Poland. The Delegation 
was headed by Vítor Manuel da SILVA CALDEIRA, 
the ECA’s President, and comprised several ECA 
Members: Rasa Budbergytė, Iliana Ivanova,  Igors 
Ludboržs, Henri Grethen,  Pietro Russo, Kevin 
Cardiff, Klaus-Heiner Lehne and Augustyn Kubik. 

The purpose of the visit, in line with the ECA strategy 
and its communications and stakeholder relations 
strategy, was to promote the ECA’s work and to 
raise its visibility in Poland, but also to open deeper 
dialogue with Polish authorities. 

In Poland, ECA is not always a recognisable EU 
institution. This visit helped to widen the circle of 
people and authorities who can benefit from the 
ECA’s work. It also allowed us to show the ECA’s image 
as an institution interested in exchanging knowledge 
and experiences with national authorities which are 
involved in the management of EU funds. 

The Delegation held parallel meetings in three 
ministries: finance, infrastructure and development, 
agriculture and rural development. The goal of these 
meetings was not only to present the relevant results 
of the most recent ECA landscape reviews and audits 
but also to discuss the best practices of the Polish 
administration. 

Moreover, in the Polish Senate, in the presence of the 
representatives from the Polish and the European 
Parliament, NIK and academia, the ECA Members 
participated in a debate about accountability and 
public control. The discussion, which was based 
on the ECA’s Landscape review on this matter, had 
as objective to encourage the participants from 
different institutions to explore how to better use 
the audit work to improve the national and European 
accountability systems.

A separate meeting with the Speaker of the Polish 
Sejm, Radosław Sikorski, to discuss these issues was 
also organised.

ECA visit to Poland 

Furthermore, a meeting was held with the Head of 
Chancellery of the Prime Minister, Minister Jacek 
Cichocki and the President of the Government 
Legislation Centre, Mr Maciej Berek, who, on 
behalf of the Prime Minister, discussed Polish 
experiences in managing EU funds. They underlined 
the importance of EU support for Poland, the 
substantial progress achieved in different areas of 
state functioning and the relentless efforts to get 
better results in managing of public funds. 

The host and the main interlocutor of the ECA’s 
Delegation was the Polish SAI (NIK), which offered 
its invaluable support and help in organising this 
visit. The discussion in the NIK, which opened the 
visit, was devoted to the prospect of cooperation 
between both audit institutions. The Polish 
delegation clearly expressed an interest in having 
collaborative projects in the future. A recent 
example of a joint ECA audit mission to Poland 
already proved to be a valuable experience for both 
sides and should be analysed in the context for 
potential similar undertakings. 

The ECA’s Delegation was also received by the Polish 
President, Bronisław Komorowski, who awarded ECA 
President Caldeira with the Commander’s Cross of the Order 
of Merit of Republic of Poland.

ECA President, Vítor Manuel da SILVA CALDEIRA; NIK President, 
Krzysztof Kwiatkowskiand; Augustyn Kubik, Polish ECA Member 

As a final word it is worth mentioning that the 
Delegation also visited two EU funded projects: 
Copernicus Science Centre and aquaculture project 
in Gołębiówka. Both projects were carefully chosen 
to demonstrate the best practices in spending EU 
money. An interested reader may have a look at 
the Centre’s website to read about one of the most 
successful EU funded projects in Poland.

(www.kopernik.org.pl)
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Special Report n°4/2015 
Technical Assistance: what contribution has it 
made to agriculture and rural development?

This special report (No 4/2015) entitled “Technical 
assistance: what contribution has it made to 
agriculture and rural development?” focuses on 
the management of technical assistance and its 
contribution to the core agriculture and rural 
development policy objectives. 

Our auditors examined:

- which activities were supported by TA 
funding at the Commission and in the 
Member States;

- whether the costs claimed were eligible and 

- whether the arrangements for measuring 
TA performance were appropriate and 
effective. 

We examined the use of technical assistance funds 
in agriculture and rural development during the 
2007-2013 programming period. 

Some background

Technical assistance (TA) relates to the provision 
of specific expertise and funding to support 
government departments with the objective of 
developing administrative capacity and the costs 
associated therewith. While administrative costs 

Presentation to the CONT Committee - 4 May 2015
By Kersti Kaljulaid, ECA Member 

may be covered, TA funding should not be seen as a 
substitute for spending on administration if it does 
not bring with it that additional capacity-building. 

In the audited area, Member States were entitled 
to use TA funding from the EU budget, for certain 
broadly defined activities, up to a ceiling of 4% of 
the national rural development envelope. For the 
2007-2013 period, the Member States planned to 
use €1.5 billion in this way. For the new programme 
period (2014-2020), that figure has increased to 
around €1.9 billion.

How is money for technical assistance actually 
spent at Member States level?

Before 2007, TA funding under the CAP was used 
essentially for capacity-building activities, and 
administrative costs in the Member States were 
explicitly excluded from all support. At present, 
the scope of TA funding is sufficiently flexible to 
accommodate varied administrative capacity 
development needs. However, ensuring flexibility 
should not mean losing sight of the traditional 
understanding of technical assistance, or of how 
funding is to be used in practice. Furthermore, in 
order to ensure that TA funding provides added 
value, it should not replace the administrative 
expenditure that would anyway be incurred by 
national or EU administrations in their day-to-day 
management of public support schemes.

However, in most of TA spending, resources 
intended for capacity-building have often been 
used to shore up general administrative budgets. 
TA funding has helped Member States to cover 
their payroll needs in rural development at a time 
when administrative budgets have been squeezed 
throughout Europe. Four of the five audited 
Member States explicitly reported administrative 
costs as making up the largest share of their actual 
spending on technical assistance.

How is money for technical assistance actually 
spent at the Commission level?

The largest share of the Commission's internal 
TA allocation during 2007-2013 was spent on 

Kersti Kaljulaid, ECA Member
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operational, or capacity-building, activities. 
However, there are some alarming indications that 
the Commission is going to finance more and more 
administrative costs from its TA budget. Spending 
on IT maintenance in particular is an increasingly 
prominent part of the TA budget. 

 From 2014 the Commission’s DG Agriculture and 
Rural Development decided to finance its IT system 
in agriculture and rural development entirely from 
the TA allocation, citing this goal of a “constant 
decrease in the usage of the administrative budget”. 
As IT maintenance is generally non-operational 
or not programme-specific, the decision amounts 
in effect to formal recognition that general 
administrative expenditure is eligible for TA 
spending. 

Assigning IT maintenance and other essential costs 
to budget headings which do not reflect their 
true nature blurs the distinction between what is 
administrative and what is operational, which has 
an adverse impact on budgetary discipline. At the 
Commission, it has reduced transparency about the 
nature and benefits of TA spending and contributed 
to false economies. 

How is money for technical assistance actually 
spent- Conclusion

Both in the Member States and at the Commission, 
EU auditors found that a number of activities 
chargeable to regular administrative expenditure 
were actually funded as TA. 

While the legislation does not explicitly prohibit 
using TA in this way, the ECA considers that 
spending money on national administrative 
payroll and other day-to-day running costs does 
not constitute the best possible use of TA funding. 
Using TA in this way raises questions about its 
specific contribution to overall programme goals. 

Crucially, this money could otherwise have been 
used for rural development projects on the ground, 
so there is clearly an opportunity cost of excessive 
TA use – less real investment in the agriculture 
sector.

This broad understanding of technical assistance 
is by no means specific to agriculture and rural 
development but also occurs in other areas of EU 
funding. A recent report on the financing of payroll 
from the Structural Funds concludes "… all Member 
States have used TA to co-finance staff. More 
precisely, the majority of the Member States uses TA 
to co-finance mainly salaries."

How is money for technical assistance actually 
spent - potential conflict of interest

Use of EU funds in this manner, though relatively 
minor in percentage terms, diverts substantial 
sums from the key objectives of funding. Allowing 
administrative costs under technical assistance 
places both the Commission and the Member States 
in a position of conflict of interest. As managers of 
the CAP, they decide how much should be spent 
on different measures, including TA, with the aim 
of achieving the best value for money. At the 
same time, as beneficiaries of TA paid in respect of 
administrative expenditure, they have an incentive 
to maximise payments towards the necessary costs 
of programme management.

Rural networking activities – best potential for 
acceptable TA use

The ECA considers that the financing of rural 
networking activities offered the best potential for 
acceptable TA use in the rural development budget. 
Rural networks, which aim to increase cooperation, 
knowledge-sharing and innovation in the 
agricultural sector, are a very suitable vehicle for TA.   

Eligibility issues

The audit revealed many cases of irregular funding 
from Pillar II technical assistance in the five audited 
Member States. The main problems relate either 
to the use of funding for activities shared by both 
pillars (and thus not eligible in full) or to issues with 
contracting and procurement. 

Because administrative costs are often shared 
between Pillar I and Pillar II, there can be confusion 
over the correct allocation of expenditure to a 

Special Report n°4/2015 
Technical Assistance: what contribution has it made to 
agriculture and rural development? continued
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specific fund. This problem has mainly arisen 
in the Member States, where there is largely no 
entitlement to TA co-financing under Pillar I. The 
fact that administrative costs are eligible under 
Pillar II only or (at the Commission) have to be 
divided between the two pillars has meant complex 
administrative procedures to justify the way they 
are allocated, and these are not always adequately 
applied.

Monitoring and evaluation framework of TA 
spending

The ECA found that neither the Commission nor 
the Member States have established a suitable 
performance framework to demonstrate the 
necessity and effectiveness of TA funding.

The imprecision with which technical assistance 
was cast in the regulations for 2007-2013 allowed 
managing authorities to exclude it from this 
essential aspect of sound financial management. 
Because the bulk of TA spending is not operational, 
it is largely considered to be annual expenditure 
and did not appear in the common monitoring 
and evaluation framework. As a result, it is 
characterised by inadequate multiannual planning 
and lacks a proper needs assessment, leading to 
imprecise objectives and no performance-oriented 
monitoring and evaluation. 

By not defining its own TA needs as part of a 
performance framework, and by not insisting that 
the Member States do likewise, the Commission 
has deprived itself of a tool for assessing the global 
impact of TA spending and targeting funding where 
it will be most beneficial. The potential effectiveness 
of TA funding is thus severely compromised.

Overall conclusion

Overall, the ECA concludes that owing to the 
absence of a suitable performance framework for TA 
expenditure in agriculture and rural development, 
neither the Commission nor the Member States are 
able to demonstrate how well technical assistance 
has contributed to the general policy objectives of 
the CAP.

What do we recommend?

The ECA recommends that:

•    the Commission clarify the scope and application 
of technical assistance from Member States in the 
area of rural development. This would improve 
transparency about the ways funding can be 
used. The Commission should closely monitor 
the Member States’ implementation of TA and 
take appropriate measures to ensure that general 
administrative expenditure is not charged to its 
own technical assistance budget lines;

•    the Commission, in future, require Member 
States to report administrative / “budget support” 
costs for rural development separately so as to 
make it more transparent that part of TA funding is 
spent on such support;

•    the Commission and the Member States establish 
a suitable performance framework for TA funding. 
In particular, the TA needs of the Commission and 
of the Member States should be properly assessed 
and there should be a mechanism in place to set 
objectives and measure progress towards them.
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Special report N° 5/2015 
Are financial instruments a successful and 
promising tool in the rural development area?

The report focuses on whether financial instruments 
(loan and guarantee funds) were well designed and 
managed in the 2007-2013 programming period 
and to what extent the changes introduced for 
2014-2020 were likely to have a significant impact 
on the key shortcomings identified. The auditors 
mainly examined whether financial instruments 
were set up and capitalised properly, performed 
well and whether adequate exit conditions were in 
place in the 2007-2013 period.

Why was such a report needed?
Financial instruments have been used in almost all 
major areas of the EU budget. So far, the ECA has 
audited financial instruments predominantly in the 
cohesion policy area1. The European Parliament 
requested the ECA to audit them over all policy 
areas2. This report responds to this request with 
regards to the rural development area. 

1 See e.g. Special Report No 2/2012 “Financial instruments for 
SMEs co‑financed by the European Regional Development Fund”.
2  Resolution of the European Parliament of 10 May 2012 (on 
discharge in respect of the implementation of the general budget 
of the European Union for the financial year 2010).  
3 In the chronological order: Lithuania (loan fund [LF] in 2009), 
Latvia (LF in 2010), Romania (guarantee fund [GF] in 2009), Italy 
(GF in 8 regions between 2010 and 2014), Bulgaria (GF in 2011), 
France (in Corsica in 2012) and Greece (LF in 2013).

Box 1 - A limited interest in financial instruments
In the area of rural development, 7 Member States established 11 guarantee funds and 3 loan funds 
between 2009 and 20143  and the EU and the Member States had invested around 700 million euro in 
them by the end of 2013. Financial instruments were not considered useful by most Member States. The 
limited interest in financial instruments in the 2007–13 programming period is illustrated by the fact that 
only around 1.5 % of the EAFRD amounts spent for the relevant rural development axes (1 and 3) was paid 
out via financial instruments.

Chamber I also found it relevant to assess 
the financial instruments at the end of the 
programming period 2007-2013. Lessons were 
learnt from real experience before the new 
generation of financial instruments start to be 
implemented in the programming period 2014-
2020. 

During the planning phase, it was found that there 
was limited interest in financial instruments in 
the area of rural development (see Box 1). It was 
therefore important to understand why this was 
the case as financial instruments are generally 
considered as having the potential to improve 
the use of scarce public money. At a time of fiscal 
constraint on public budgets, financial instruments 
may provide funding for more investments with the 
same budget.

By Bertrand Tanguy, team-leader

From left to right: Jolanta Zemailaite, auditor; 
Ioannis Papadakis, auditor; Bertrand Tanguy, 
team leader;  Roberto Resegotti, auditor; Kersti 
Kaljulaid, ECA Member; Helder Faria Viegas, 
head of unit; Jan Huth, deputy team leader; 
Christine Kleinsasser, auditor;
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How financial instruments function in the rural 
development area?

Financial instruments are EU budget tools used 
to enable beneficiaries to obtain funding in the 
form of loans or guarantees of a loan.  They differ 
from grants mainly because they are repayable as 
illustrated below:

Source: Interact, Financial Instruments in European Territorial 
Cooperation Programmes, 2013

The five main actors are the Commission (DG 
AGRI), the managing authority of the rural 
development programme (RDP), the fund 
manager, the financial institution (e.g. a bank, 
credit institution) and the final recipient. 

The Commission appraises and approves the 
rural development programmes prepared and 
submitted by Member States. 

The managing authority is involved in the 
design and supervision of financial instruments. 
It should set up the selection procedure of the 
fund manager, establish the funding agreement 
between the managing authority and the fund 
manager, appraise the business plan to be 
submitted by the fund manager and then monitor 
its implementation.

The fund manager, as financial intermediary, is 
required to establish the business plan and activity 
plan, to determine a selection procedure of final 
recipients of financial instruments, to ensure 
an audit trail of the transactions, to verify the 
achievement of the investments according to the 
intended purposes, to monitor the management 
costs (which are limited in general to 3 % of the 

paid-up capital on a yearly average or 2 % for loan 
funds) and to ensure that resources returned to the 
operation or interests generated by payments from 
rural development programmes to funds are re-
used according to the funding agreement.

The financial institution, predominantly a bank, 
runs the contracts with the fund manager (or with 

the fund established within the existing 
institution) setting the conditions 
between those two partners, e.g. 
agreements are to be established to 
ensure that the financial institutions 
notify the fund manager about any 
event that might result in a credit risk. 

The final recipients enter into a contract 
(loan or guarantee) with the fund 
manager and the financial institution 
and are responsible for executing 
their investments and reimbursing the 
financial institution in accordance with 
the terms of these contracts.

The specific responsibilities and tasks 
of the various actors depend also 

upon the type of financial instruments used, as the 
functioning of a loan fund is partially different from 
the functioning of a guarantee fund. For instance, 
flows of money go out of loan funds, which is not 
the case for guarantee funds, unless the recipient 
defaults.

Simplified standard structures of a guarantee fund 
and of a loan fund are illustrated below:
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Main findings of the report
The report found that financial instruments 
had so far been unsuccessful, mainly because 
they were overcapitalised4 and had not fulfilled 
their potential in terms of the desired leverage5

 

3 and revolving64effects. As for 2014-2020, the 
ECA concluded that the new framework has the 
potential to improve these instruments, but 
obstacles to a more extensive use remain.

The ECA finds that no clear case was made for 
setting up financial instruments in the 2007-2013 
programming period. Furthermore, there was no 
reliable quantifiable information to justify the type 
of financial instruments established, determine 
demand for financial instruments in the field of 
agriculture and show that the amount of capital 
earmarked for the fund was appropriate. This 
resulted in guarantee funds being overcapitalised 
by 370 million euro at the end of 2013. 
 
Financial instruments are meant both to attract 
additional public and/or private capital (leverage 
effect) and allow the initial allocations of funds to 
be recycled (revolving factor). The ECA concludes 
that they did not work as expected in this regard 
(see Box 2). Furthermore, neither the Commission 
nor the Member States introduced appropriate 
monitoring systems to provide reliable data to 
show whether the instruments had achieved their 
objectives effectively.

4 Overcapitalisation occurs when the amount paid into the capital 
of a financial instrument is too large in relation to the amount 
provided to final recipients in the form of loans or guarantees 
issued
5 Leverage is calculated here in terms of how many euros in 
(public and/or private) funding have been guaranteed or paid out 
for rural activities for each euro of public (EU and Member State) 
funding.
6 Guarantee funds are said to ‘revolve’ because, as individual 
projects pay back their loans, the guarantees are released and new 
guarantees can be issued. Loan funds are said to ‘revolve’ because 
money becomes available for new loans as individual projects pay 
back the previous ones.

Box 2 – Expected effects of financial 
instruments were not achieved

Leverage effect rarely occurs

The ECA’s audit visits showed that no leverage 
was achieved, for example, in Latvia, Lithuania 
and Italy (Sicily), as the implementation of 
the financial instruments did not attract any 
additional private capital to rural development 
projects. A certain degree of leverage was 
observed in France (Corsica), Italy (Puglia) and 
Romania, for the non-guaranteed part of the 
loans7 provided to final recipients. Greece and 
Italy (Umbria)8 were the only Member States 
where the funds had been explicitly designed to 
achieve leverage. In Greece, it was expected that 
a certain level of leverage would be attained as, 
in addition to the public contribution a private 
bank acted as part-financing partner9. However, 
as at mid-2014 no leverage had actually been 
achieved as no loan had been issued.

Financial instruments performed poorly in 
revolving money

For guarantee funds, revolving effects were 
insufficient to date as only in three of the 11 
existing guarantee funds (in Italy (Campania, 
Molise and Puglia)) were more guarantees 
provided than fund capital, generating only a 
slight revolving effect.  

For loan funds, the revolving effect was equally 
low. According to the ECA’s data, for the two 
operational loan funds at the end of 2013 (in 
Lithuania and Latvia), the amount paid out to 
final beneficiaries as at 31.12.2013 amounted 
only to 3/4 of the maximum amount paid into 
the fund until 31.12.2013. In those two countries, 
the loan funds worked in a discontinuous 
manner, as not one single contract had been 
signed since the third quarter of 2012. In Greece, 
no loans were actually provided until mid-2014.

7 Example: the guarantee in France (Corsica) covers 65 % of the 
loan, while in Romania this can go up to 80 %. 
 

8 In Italy (Umbria), for a guarantee fund which was not audited on 
the spot, the business plan states that at least 20 % of the resources 
for the fund must come from the private sector.  
9 The full capital invested in the loan fund was 253.025 million 
euro, out of which 115 million euro was the public part and 
138.025 million euro was the private part invested by the Piraeus 
Bank.

Special report N° 5/2015 
Are financial instruments a successful and promising tool in 
the rural development area? continued
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For the 2014-2020 programming period, it was 
found that persistent overcapitalisation and the 
risk of a continued dependence on grants were 
amongst the possible remaining obstacles to a 
more extensive use of these instruments. 
 
The ECA’s main recommendations to the 
Commission and the Member States are that:

• better incentives should be given for Member 
States to set up financial instruments for rural 
development and stimulate demand from 
farmers or other beneficiaries (for instance by 
setting aside a certain share of the available 
budget for rural development for financial 
instruments and making them more attractive 
than grants), and

• the effectiveness of financial instruments 
should be improved for the 2014-2020 
programming period for instance by setting 
appropriate standards and targets for leverage 
and revolving effects.

Recent developments – Potential impacts

In recent developments the “Juncker plan” 
created a favourable context for this report. In its 
communication “An Investment Plan for Europe”1075 
the Commission states that it intends to maximise 
the impact from EU funds. It therefore invites 
Member States to increase significantly their use of 
financial instruments in key investment areas under 
the ESI Funds11

6 for the programming period from 
2014 to 2020 in order to achieve at least an overall 
doubling of expenditure. Financial instruments co-
financed by EAFRD in the area of rural development 
are within the scope of these ESI Funds.

In the RDPs put forward thus far, only modest 
provision has been made for using financial 
instruments, owing in part to a lack of familiarity 
with them. In late March, the EU executive and EIB 
put forward a plan to boost financing opportunities 
in agriculture and rural development in the EU. 

10 COM(2014) 903 final of 26 November 2014.
11 The European Regional Development Fund, European Social 
Fund, Cohesion Fund, European Agricultural Fund for Rural 
Development and European Maritime and Fisheries Fund.

They presented a ‘model guarantee instrument’, 
which Member States and regions will be able 
to adapt and use to set up financial instruments 
funded by their RDPs to secure loans for 
investments in farm performance, processing and 
marketing, business start-ups together with many 
other areas. 

Financial instruments are clearly on the current 
agenda of the EU Agriculture Commissioner, Mr Phil 
Hogan. He urged EU governments to use financial 
instruments more intensively, for example in areas 
where farmers face market shifts or restructuring 
challenges, as in the dairy sector who entered into 
a new era following the end of the longstanding 
quota system. 

Main stakeholders can therefore use conclusions 
and recommendations of the report in order to 
avoid replicating the weaknesses observed in the 
previous period and help stimulate the future 
use of financial instruments in the area of rural 
development.



24

N° 06 - June 2015

FocusE
FOCUS

A

E
FOCUS

A

The EU ETS is the cornerstone of the EU’s climate policy and 
is often quoted as a model for emerging climate change 
policy in the world. The Court found significant weaknesses 
in implementation during phase II (2008-2012) and problems 
with the robustness of the framework for protecting market 
integrity. Market regulation and oversight, the legal status of 
allowances, and systems for processing fundamental EU ETS 
information needed improvement. Member States should 
enhance their implementation of the control framework and 
sanctions. The Court makes a number of recommendations 
aimed at improving the integrity and implementation of the 
scheme. 
 

The integrity and implementation of the 
EU ETS

Special Report N°/62015 

The ECA says:
 
Hello to: 
Coral MARTINEZ ISCAR 

Goodbye to:  
Bozena GULIJA
Mary KERRIGAN 
Robert KUNDE 
Jelena MAGERMANE 
Isabela NEGOITA 
Charles SEIBERT 
David SHARROCK 
Jean-Luc VERBRUGGEN

Nous avons le regret d’annoncer le décès de Jean-Aimé Stoll, survenu le 18 mai 2015.  
Jean-Aimé Stoll était de nationalité luxembourgeoise. Il a travaillé à la Cour de 1978 à 1989.

In memoriam

E
FOCUS

A
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Postgraduate Research Grants on European 
Public Finances - 2015 Edition

The landscape of European public finance is 
changing fast. New instruments and tools of 
economic governance are being created.  

The global economic and European financial crisis 
have brought serious political challenges and raised 
fundamental questions about accountability and 
auditing in the European Union. In fact, there have 
been six decades of European public finance. The 
institutions and bodies that manage and control 
European taxpayers’ money, and the policies and 
programmes through which it is spent, have been 
evolving over this time. 

• What have been the key issues that have 
shaped European public finances over time? 

• How can we explain present-day arrangements 
to deliver public audit and control in the EU? 

• What are the historical links between 
EU politics, administration, audit and 
accountability?

• What can we learn from the past that can help 
us manage today’s risks to taxpayers’ money?

Two grants are available for researchers in the 
field of European public finance

The European Court of Auditors in Luxembourg 
and the European University Institute (Historical 
Archives of the European Union) in Florence (Italy) 
have set up a grant scheme for researchers in the 
field of European public finance and the EU budget. 

• The scheme is open to academic researchers 
from a range of disciplines, including law, 
political science, economics, sociology, 
public administration and history. 

• The aim is to promote original research into 
EU’s public finances and the impact thereof, as 
well as into the development of the "external 

control" function of the EU, in addition to forging a 
community of researchers in this field.

• Each year two grants of € 5,000 are available to 
enable researchers to visit the newly-housed 
archives in Florence.

• The Historical Archives of the European Union 
contain a wealth of primary documents deposited 
by the EU institutions, many of which have never 
been closely examined by researchers.

• The grant scheme is open to postgraduate 
students (master’s and doctoral candidates) and 
to postdoctoral students, as well as to university 
teachers who have completed their master's 
degree or doctorate within the past five years and 
who currently hold an academic post.

The scheme began in 2007 and has since enabled 
original research in many areas: the role of the 
EU institutions, the evolution of compliance, 
the development of audit methodology, shared 
management in policy implementation, multi-level 
governance, regional policy, the emergence of 
institutional norms and values, etc. 

Application procedure and deadline for 2015

15 June 2015

Informal enquiries can be made by email to: Gilberto.
MOGGIA@eca.europa.eu

You are warmly encouraged to apply here :

http://www.eca.europa.eu/en/Pages/
GrantsProgramme.aspx

http://www.eui.eu/Research/HistoricalArchivesOfEU/
PostgraduateResearchGrants.aspx
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The EU: from the outside looking in

The context

This presentation was the third in a series providing 
ECA staff with an insight into how the European Union 
is perceived by external countries.

Relations between the Republic of India and the EU 
began in the earliest days of European integration, 
with agreements stretching back to the 1960s. Since 
2004, the EU and India have forged a solid strategic 
partnership, which aims to push the global agenda on 
enduring and emerging challenges, including climate 
change and terrorism.

His Excellency Manjeev Singh Puri Ambassador of 
India has already met ECA President Caldeira twice 
since becoming India’s Ambassador accredited to the 
EU. 

His Excellency sees in all of this a new openness on 
the part of the Indian Supreme Audit Institution 
and opportunities of interacting with and learning 
from other SAIs. The new relationship will also be 
based on fundamental shared values. In India, the 
audit institution has a very high profile; its role is not 
perceived in terms of bookkeeping but rather in terms 
of being the conscience of the people of the nation 
along with the Parliament and the judiciary system.

The Ambassador then articulated his thoughts and 
views about the EU from the perspective of a large 
developing country and described India’s expectations 
of its relationship with the EU. The EU and India are 
bound together by democracy.

His Excellency then dealt with different facets of India’s 
relations with the European Union like trade, politics 
and human rights. He contrasted the European Union 

By Rosmarie Carotti

His Excellency Manjeev Singh Puri Ambassador of India to the European Union, Belgium 
and Luxembourg visits the ECA on 27 April 2015

with a Europe of individual states, and characterised the 
EU as being based on necessity and reality: European 
States are small and need to be together to be strong.

Inclusiveness is the absolute mantra

India perceives the EU and Europe as playing a leading 
role in the world, in particular on social values. 

India is the only G20 member whose per capita income 
is less than 1500 USD. The mean per capita income of 
the countries in the United Nations is 5000 USD but 
because India is 1.2 billion people strong its overall 
annual GDP is nearly 2 trillion USD, so in purchasing 
power parity terms, India is now the world's third largest 
economy after the US and China.

In 2000, the five largest economies of the world 
included two, if not three, European countries. By 2030, 
the chances are that not a single European country will 
qualify for that category. For His Excellency this means 
that togetherness is absolutely central for European 
countries.

India looks at Europe as a partner, not just because of its 
global economic power but also because of its overall 
wealth, academic progress, abilities and capabilities. 
India aspires to all of that. Europe is also democratic, 
which is why the European template is the one India, as 
a large developing country, looks to adopt. 

It is increasingly important for India that “inclusiveness” 
applies to every part of society. India, for example, is 
trying to set up around four million bank accounts to 
ensure that even the poorest individuals have a bank 
account so that they can participate in the modern 
economy. 

Cooperation with the EU in development

Europe is an important player because of its role in 
global forums; global trade deals were basically built 
between the US and Europe. India seeks partnership 
with Europe but asks Europe to be less prescriptive, 
and in order to retain its high credibility, to take better 
account of societal differences. 

His Excellency believes that the EU is, because of its 
values, an absolutely essential player in a multipolar 
world. In these difficult financial times, the European 
Union needs to provide an alternative example for 
developing countries.

Vítor Caldeira, ECA President; Manjeev Singh Puri Ambassador of 
India and Eduardo Ruiz García, ECA General Secretary
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The axiom

The axiom is that Europe has achieved financial 
stability, that there is plenty of liquidity everywhere 
but that Europe is lagging behind in long-term 
investment. Today’s level of investment is 15-16% 
lower than at the beginning of the financial crisis, in 
2007. In money that means €300 billion per year.

As the Commission does not have taxation power, it 
cannot stimulate money in-flow but has to create a 
more long-term oriented investment environment 
together with the Member States. That’s why the 
Commission focuses with the Juncker Plan on 
structural funds. 

The three elements of the Juncker plan

There are three elements in the Juncker plan. The 
most important part is the widening of the Single 
Market. There are still areas in Europe in which 
there is not yet a well-functioning and harmonised 
internal market, for example for digital commerce 
or in the energy sector. Europe also needs to 

The «Juncker Plan », a stimulus for 
investments in Europe

By Rosmarie Carotti

Participants (from left to right):

• Jyrki Katainen, Vice-President of the European Commission, responsible for Jobs, Growth,     
   Investment and Competitiveness 
• Werner Hoyer, President of the European Investment Bank 
• Claude Turmes, Member of European Parliament 
• Michel Wurth,  President of the Luxembourgish Chamber of Commerce 

Moderator:  Jean-Michel Gaudron,  Editor-in -chief,  Paperjam

progress with the capital market union and in a few 
months’ time the Commission will put forward first 
proposals of law harmonisation for SMEs, in order to 
widen opportunities.

The second part of the Juncker Plan is a pipeline or 
European registry of projects brought in by public/
private promoters. That way they can get better 
visibility for their projects in order to attract money. 
Investment banks claim that they are capable and 
willing to invest in European infrastructure but that 
is very difficult to find well-structured projects.

EFSI, the European Fund for Strategic Investment 
is the third element and shall fill the gap of risk-
sharing in Europe. The European budget provides 
€16 billion and the EIB will contribute €5 billion to 
high risk infrastructure projects. The EFSI is a “niche” 
fund for private sector investment or public/private 
investment. 

Luxembourg and the EIB

Luxembourg is willing to contribute more than 
€8 million and there has been some discussion 
whether Luxembourg itself will benefit from this. 
The local authorities would like to establish the 
investment platform which would manage €80 
million. These €80 million could be leveraged 
to another level through equity financing for 
SMEs, cross-border investments together with 
other countries or other strategic investments in 
Luxembourg.

The European Investment Bank has been mandated 
by the European Council to administer the EFSI. The 
European Investment Bank is based in Luxembourg 
and has already had a role in innovation in Europe 
for the last decade and a half. The fact is that after 
the financial crisis Europe invests 1.5-1.8% of GDP 
less into education, research, development and 
innovation, which contributes to the worrying 
reduction of competitiveness in the globalising 
world.

27 April 2015, Chamber of Commerce in Luxembourg
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Claude TURMES, Member of European Parliament, 
supports the Juncker Plan, let alone for the new 
jobs it will create within the EIB, but regrets the 
few resources pinned for energy efficiency and 
renewable energy, and that most of the money 
for EFSI comes out of Horizon 2020, the research 
programme of the EU.

Vice-President Katainen replies that the 
Commission has only proposed to take €2.7 billion 
from the €80 billion of Horizon 2020, which is the 
world’s largest research programme.

The EFSI

The question of risk-taking is also a question of 
confidence and the EFSI will not work without the 
continuation of the budget consolidation in Europe 
and the continuation of the structural reform 
process in Europe, and with courageously reducing 
regulation and cutting red-tape, says  Werner 
HOYER, President of the European Investment Bank.

With the EFSI the Commission has accepted a shift 
for a small part of the budget from subsidies to 
guarantees and, if applied wisely, this shift may 
make a big difference.

In April 2015, in Riga, the EIB presented at its own 
risk the first project of the EFSI. This was in effect a 
pre-financing of the Juncker Plan, as the regulations 
are not in place yet. 

Private investment

Commission Vice-President Katainen feels that the 
EIB is doing an excellent job in public financing. 
But one should not focus only on public money. 
Now the EIB is asked to act for higher risk private 
investments. The aim is not to maximise public debt 
but to create a better business environment for the 
private sector and create more certainty for private 
investors. 

In normal times the private sector is a main driver of 
investment. The Juncker Plan is not a magic tool but 
it will bring a permanent change in the European 
economic world, says Vice-President Katainen. 
And EIB President Hoyer stresses that no private 
bank is better equipped technically and financially 
scrutinising projects. The expertise of the EIB is 
unique in the world and therefore will normally 
attract private investors.

Michel WURTH, President of the Luxembourgish 
Chamber of Commerce also points out that the 
investments to be made should not depend on a 
political decision. And they need to come fast in 
order to bring innovation and growth.

Risk-sharing

There are huge investment needs in Europe in the 
next years, both in the private sector and in the 
public sector. It is time to change the risk-sharing 
inclination of people. Commercial banks in Europe 
are suffering from the financial crisis. As Europe has 
to go more into innovation and boost competition, 
before giving a grant, it is important to ensure that 
the investor is willing to enter a more risky field, 
says EIB President Hoyer.

The Juncker Plan is not a speculative new 
instrument. It has already been tested successfully 
by the EIB in the past. The EIB already managers a 
portfolio of €45 billion per year. With the Juncker 
Plan it will be far more. That is the difference.

The «Juncker Plan », a stimulus for investments in Europe 
continued

Jyrki Katainen, Vice-President of the 
European Commission; Lazaros Lazarou, 
ECA Member responsible for the EFSI 
opinion
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