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,Curr~ncy amount for one unit: .' 

Belgian and .. United States dollar 0,920094' 
Luxembourg franc con. 44,3669 Swiss .franc ' 1,91858 

. Belgian and . . 
. Spanish peseta, 126,145 

.Luxembourg franc fin. 45,5492 

German mark 2,23831 
. Swedish krona 6,94165 

Dutch guilder 2,52244 
'Norwegian krone 6,65596 

Canadian dollar :.1,13282 
Pound sterling 0,632367 \ 

Portuguese escudo 90,1692 
Danish krone 7,94961 . 

Austrian schilling 15,7520 
French franc 6,71162 Finnish markka 5,044~1 

Italian lira 1333,45 Japanese yen 221,007 

Irish pound 0,708582 Australian dollar 1,0~185 

Greek drachma 77,2051 . New Zealand dollar 1.,41771 

The C~m~issi~nhas installed' atele~ with an automatic ans~ering device which gives the 
conversion rates in' a number of currencies. This service is available every day from 3.30 p.m. until 
1 p.m. the following day . 

. Users of the service should do' as follows: 
-=. . call telex ~umber, Brussels 23789; 
- give their own telex code; . . . 

.' 

- type the code ~cccc'~hich puts the automatic system into operation resulting in the transmission 
of the conversion rates of the EUA; .' '. . . . 

,~ the transmission should not be interrupted until the end of the message, which is marked by the 
, code offEr. ' . .'. '. . . ' '. . . . .', . 

Note: The Commission also has an automatic telex answering service (No 21791) providing daily 
. . data on' calculation of monetary compensatory amounts for the purposes of the common 

agricultural policy. 

(') Council Regulation (EEC) No 3180178 of 18~December 1978 (OJ No L 379,30. 12. 1978, p. 1). 
. Council Decision 80/1184/EEC of 18 December 1980 (Convention of Lom~) .(OJ No L 349. 

23. 12.1980. p. 34).' . ' .'. . . . . 
Commission Decision No 3334/80/ECSC of 19 December 1980 (OJ No L 349,23. 12. 1980, p. 27). 
Financial Regulation of 16 December 1980 concerning the general budget of the European 
Communities (OJ No L 345,20. ,12. 1980, p:23). . . . 
Council Regulat;ion (EEC) No 3308/80 of 16 December 1980 (OJ No L 345,' 20. 12. 1980, p. 1). 
Decision of the Council of Governors of the European Investment Bank of 13 May 1981 (OJ No 
L 311,30. 10. 1981, p. 1). . . . 

No C 88/1 

".,. 



"No C 88/2 Official Jou~nal of th~ 'European Communities 

: STATE AIDS 

, (Federal Republic of Germany) 

(Articles 92 to 94 0/ the 'Treaty establishing the European Economic, Comm~nity J 

Notice given in acc~rda~ce with the frrst subparagraph of Article 93 (i) of the Treaty to 
interested parties, other than Member States, regarding an ame~dment to the Eleventh 
General Plan pursuant to the Joint Task Scheme for the Improvement of Regional 

Economic Structure ' , 

1. The Commission has initiated the procedure of Aiticle 93 (2) of the EEC Treaty in 
respect of certain measures of assistance. They concern a 5 % increase' in ceilings for 

. aid to investments in the extension of establishments where granted in the labour 
market regions Itzehoe (including the areas in the Heide-Meldorf labour market 
region' added following adjustments by Land authorities), Grafschaft Diepholz­
Vechta, Alfeld,' Kleve-Emmerich, Holzminden:Hoxter, Buchen im' Odenwald, 
Aichach-Neuburg-Schrobenhausen, Landsberg am Lech, ,Tr~lUnstein-Bad Reichenhall, 
Miesbach; Garmisch-:Partenkirchenand Lindau. By means of the Notices published in 
Official Journal o/the European Communities No' C 316 of 4 December 1981 and No ' 
C ,~47 of 11 June 1982 the Commission raised objections to assistance for these 
regIons . 

. 2. Pursuant to Article 93 (2) of the EEG Treaty,. the' Commission hereby gi~es notice to 
, all interested parties . other, than Member States to' submit their comments on' the 
, . above measures within three weeks of the date of this Notice to: 

Commission of the European Communities; 
. rue de la Loi 200, , 

B-I049 Brussels. 

Commission COnlmunicati~n under Article 115 of the. EEe Treaty. : 
, , ' 

By' Decision' dated 28 March 19'83 the Commission has rejected an' application by the 
Italian Republic for authorization not to apply Community treatment to imports of. 
products falling within heading N.o 55.09 of the Common Customs Tariff (category 2), 
originating in South Korea and in free circulation in the other Member States. ' . 

~ , 
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'COURT OF AUDITORS 
, \ 

SPECIAL REPORT OF THE COURT OF AUDITORS 

, On the Community ,Inward Processing System 

- (Observations, Article ,206a of the EEC Tre;tty) 

.This report was adopted. by the Court of Auditors in its meeting of 16 September 1982, in 
application of Article 206a' of the EEC Treaty~ On 7 April 1982 it was sent for comment to the 
Commission of the European Comm~nities whose replies are attached. 

NB:' This text replaces the text jJUblished in· Official Journal 0/ the European Communities 
No C 286 dated 4 November 1982, which contained errors in some language versions 
(the errors. 'did, not apply to the English-language version which is therefore' 
~nchanged). 

INTRODUCTION 

, 1. Community industrial markets are protected by 
a common customs tariff applicable to imports from 
third countries. For agricultural markets protection is 
assured by a system of import levies supplemented, in . 
some cases, by customs duties. The duties and levies 
. at present constitute about half of the resources which 
go to finance the gene~al budget of the Communities. 

In pursuance of particular· industrial, commercial' or 
development aid policies, the,. Community . has 
4eveloped a series of special arrangements under 
which the level of tariff protection,is modified - by 
reduction, . exemption or suspension with a view to 
achieving desired economic or social objectives. 

These special regimes in~olve a cost (albeit hidden) to 
the Communities, in terms of revenue forgone or 
delayed. They therefore fall to be managed, as far as 
circumstances allow, within the confines not 'only of 

• 
-: legality and reguI.arity but also· of sound financial 

, management. . . 

vs,60ne such regime is the Comm·unity Inward 
~rocessi~g System: ,Under ,arrangements applicable: to ' 
this . system, import charges are not· imposed on 
. certain' goods brought· from outside the Community 
when the goods are destined to be processed within , 
the Community and later re-exported. ' 

The Court of Auditors, in the course of' its audit of 
'revenue, 'examined the operation of this regime in 
most of the Member States. The observations arising 
from this examination are set out below. 

DESCRIPTION OF SYSTEM 

'2. 'Before the adv~nt of the Customs Union in 1968 . 
it was common practice for countries to take special 

. measures to' ensure that national. tariff· barriers, 
. designed to pro~ect national markets, did not operate 

in s~ch a way· as to' create difficulties for thei~ own 
export industries~ These industries often experienced 
difficulties iri obtaining· supplies of certain materials 
from within the country and were compelled to seek 
supplies . from abroad.' It was recognized that~ since 
export . industri~s had· to sell their products on the 
world market, they should not be· disadvantaged, in 
,comparison with competitors located, in other 
countries, by having to bear. import charges 'on raw 
mater~als. which. they were compelled to import. The 
customs'. .regimes under which these arrangements 
took place were called ',inward processing 
arrangements'. The . national provisions were, of 
course, designed solely with national interests in view. 
Thus, for example, in some countries the. concession 
would not be allow~d in respect of imported materials 
where the same or similar materials could be obtained 
on reasonable terms from a home source. 

3. The installation of the Customs Union did 'not 
automatically put an end to these nationa\ practices in J 

the Member States.· However, as their continued 
- existence was at odds with the aims of the common 

market, studies were undertaken. with a 'view . to 
evolving a Community system which, while retaining 
the advantages of the national systems, would sub­
stitute Community interests for natio.nal interes~s. 

4.'. These studies culminated in the adoption 'of 
Council Directive 69/73/EEC (1) which introduced, 
with effect from· 1 qctober 1969, a Community 
inward processing system to replace the various 

.' na~ional systems then in operation.· Its purpose was to 
encourage and facilitate Community export industries 
by permitting goods from outside the Community to 

,be imported from third countries and processed,' 
within the Community without giving rise to customs 
duties or· agricultural levies 'where such goods were 

. (') OJ No L 58,8.3.1969, p. 1. 
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intended for export outside the. Comm~nity wholly or . 
. partly in the form of compensating products' (Article 

'2). In this, report, goods to be. processed . (inc~uding 
partly processed goods for further processing), are 

· referred to' ~s 'materials'. Goods resulting from the 
processing . of those goods are' referred to as 
'products'. 'Processing' can include working, fitting, 

· assembling or repairing goods or the use of goods as 
· catalysts, etc. . 

5. 'Relief may be granted in either of two ways. 
The first consists in suspending collection of import. 
charges during the processing- operation, and their 

'. collection only if and when the products are diverted 
to' the Community market. The Member State may 
require a security from the importer. The second 
requires the importer to deposit the import charges at 
importatioI1:~subject to repayment on exportation of 
the products. . I 

6.· All Member States have chosen to operate the 
suspension system, but some <?f them also operate the 
deposit System at the choice of the trader (1). In 

· Denmark, however, the deposit system is compulsory 
for, industrial products.' In certain other countries, 
notably. the United Kingdom and the Netherlands, 
the authorities refuse the suspension system in certain 
specific cases (for example, where they consider the 
trader's. accounting system to be insufficient' to allow 
satisfactory control) but permit the deposit system in ' 
such cases. . 

7. . The Directive allows the benefits of the system 
to be granted by tile competent authorities of the' 
Member States to processing industries established 
within the Community in cases where such benefits 

.' contribute towards providing' the most' favo~rable 
conditions for export of goods resultirig from 

, processing without conflicting with essential interests . 
of producers within the Community.· It spells out 
certain cases iri which the economic conditions 
justifying the use of imported materials are deemed to 
be met. .-

They are: 

(a) where the materials are not the pr~perty of the' 
_ processor, but, are supplied f~r processing ~y or 

(') Many traders. do, in fact, choose the deposit system, 
presumably because of the less rigorous accounting' 
requirements demanded by the customs authorities in, 
such cases, 

on behalf of. a person' established' In a third -' 
country; " 

(b) where the materials must be used in order to 
" comply with trade'ni~rks, p,atents, etc.; 

(c) where the goods are imported for repair; 

(dj where' themateri~ls are not produc~d 'within the 
Community or are not produced in sufficient 
quantities or cannot be made available in time; 

. '! . 

(e)' where simil~~' ~a{erials p~oduced' within the 
Community do not· have ,the desired qualities 
having regard to the technical requirements of the 
processor's clients; 

(f) where similar Com~~'nity materials' a~e shown to 
be so' costly as to. make the~r 'proposed com-
mercial use economically impossible. .' • 

Authorizations falling within categories (d), (e) and 
. (f) are subject to' review at Co'mmunity level in an 
attempt to ensure the uniform application of the. 
economic criteria. To that end, Member States must 
inform the Commission of all material cases auth­
orized by them which fall within the~e categories so 
that they can be commented upon by a .committee 
for Customs Processing Arrangements composed of. 
representatives . of the Member States and the 

, Commission. 

Furthermore, authorizations granted by a Member 
State on grounds other than those mentioned at (a) to 
(f) in the previous paragraph are valid initially' for a 

. maximum period of nine months. Before the end of 
the seventh month the Council, on a proposal from 
the' Commission, may forbid the renewal of the 

, authorization. 

8. . ~efore authorizing' an inward . processing 
operat~on the authorities must, among other things, 
satisfy themselves that the economic coriditions are 
fulfilled, that the compensating products are intended . 
for export outside the Community; that the rates of 
conversion from materials to products are correct and 

. ',that the accounting arrangements of the firm are 'sat-:­
isfactory. The authorization defines' among other 
matters the niaterials to be imported, the process to 
be performed, the rates of conversion approved, and 
the period within which the process is to be 
completed and the products exported. The . latter 
period' depends on the nature of the' process and 
normally varies from· several months to a year. 
Control is effected by means of periodical returns. 
sent by the processor to' the customs authorities and, 
by on-the-spot ·examination of processors" accounts 
~nd installations. ' 

• 
'I 
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9" In order, to allow a degree of flexibility in 
changing market conditions and 'where circumstances 
so warrant', Article 15 of the basic' Directive permits 
diversion to the internal Community market of 
materials imponed under inward processing' 
arrangements or of products processed' therefrom. 

'Such diversions are, under the suspension system, 
declared on the processor's periodical return or by, 
specific declaration and duty is paid at that stage by 
reference to the· original materials imponed. In any 

, , ca~e, if the products are not exponed within the time 
limit laid down, they are deemed to be divened ~o the 
Community market and the impon charges relating 
to imported material content become payable. The 
effect of these provisions, for goods imponed under , 
the suspension sys~em and placed on the Community 
market, is that proces~ors are allowed additional time 
for payment of impon duties over and above', that 
extended to imponers generally: 

New proposals of the Commission 

10. As pan of its general programme to' work 
towards greater uniformity and legal cenainty in 
customs legislation, the Commission transmitted to 
the Council, on 20 January 1981, a proposal (1) to 
conven the Directive into a Regulation which would 
be directly applicable in the, Member States. The 
Regulation will, among ot4er, things, spell out in 
more detail the duties of the national administrations 
operating the system and thus will, in some respects, 
reduce the disparities n~ted by the Coun. Cenain of 
the provisions ,of this proposal are discusse~ below~ 

(I) COM(80) 916 finaL. 

ECONOMIC EFFECTS 

11. A study of the general economic effects of th~ 
system would be' outside the scope of the present 
repon. Nevenheless, in its examination the Coun had 
regard not only to questions of financial legality and 
regularity but also to whether the system appeared to 
be achieving its main objectives, which are: 

(a) to provide the most favourable conditions for the 
ex:pon of goods resulting from the processing of 
imponed materials; 

, (b) to protect' the essential interests of Community 
producers generally" but especially of producers 
of materials of the same kind as those impon~,d. 

ABSENCE OF HARMONIZATION IN PRESENT 
'SYSTEM 

12. The Coun found d~ring its examination of the 
system a great variety of practices still persisting in 
the Member States. These differences have 
conse'quences not only for, the Communities' 
resources but also for conditions .of competition, 
within an' imponant pan of Community industrial 
activities. The' amounts involved,' in terms either of ' 
potential sales lost to. Community producers or of 
own resources, potentially at risk,. are sufficiently 

.' : attested by the volume of goods admitted under cover 
of inward processing arrangements ~ 14 050 million 
EUA jn 1978, 14 125 ,million EUA in 1979 and 
14936 million EUA in 1980, or 7,9, 6,5, and 5,5 %, 
respectively, of total' Community impons. For 1980, 
t~e breakdown ~y Member State is as follows: 

Inward processing , importS 1980 (million EUA) % of total imp0;ts 

Belgium/Luxembourg 1 181 ' 5,78 
Denmark 168 2,34 
Federal Republic of Germany 1527 2,13 
France " , \ 3173 6,37 
Ireland' 328 116,42 
Italy , 3323 8,24 
Netherlands 1 183 4,57 
United Kingdom 4053 7,71 

EUR9 14936 5,53 

Source: Eurostat. 
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Economic conditions 

13. The economic conditions . mentioned. at 
paragraph 8 are designed to strike a balance between 
the interests of exporters (to obtain materials on the 
most favourable terms and from outside - the 

. Community, if necessary) and of Commu~ity 
producers, (to supply', where possible, Community' 

,materials to processing industries in substitution for 
imported ma,terials). While own resources are . not 
directly at issue, the 'correct application of the 

, economic criteria is the chief safeguar~ of the 
interests of Community producers of materials. To 
this end, the national authorities h~ndling applications 
need a reliable source of information on the avail­
ability of Community materials. . The Directive' 
provides inter alia for an exchange of information at 
Community level on the granting or withholding· of 
'authorizations to use inward processing; The 
Committee for Customs Processing Arrangements, 
mentioned at paragraph 7, holds regular meetings to 
excha~ge views on this' information. Where it I turns. 
out that the authorization conditions were. not 

. fulfilled for a particular operation, permission is not 
renewed. Commission . officials' observed, in 
discussions with the Court, that this procedure, while 
being a step in the right direction, does not go far 
enough: while certain delegations to the, Committee 
play an active part in the exchange of information 
and keep in touch with the industries concerned, 
others 'contribute less to the procedure. 

14. In order to improve the inf~rmation flow the 
Commission proposes to set up a card index with . 
information fed in by Member States and from any 
o~her relevant sources. The card index would provi~e: 

(a) for, Member States, an infor~ation' source on 
Community' materials which might, be' 
recommended to processors for use in substitution 
for imported materials, and 

(b) for Community producers, or potential producers 
of materials, a data source on materials which are 
currently being imported under inward processing 
relief. ' 

Co-existence of suspension system and deposit 
system 

15. The suspension system confe~s a distinct cash 
flow benefit on eligibl,e processors as compared wi~h . 

. the dep.osit system. Under. the deposit system', the 
processor must deposit the full import charges when 
he imports the materials: the charges are refunded if 
and when the processed products are exported. The 
processor using the suspension system has some 
additional costs associated with the keeping' of 
detailed stock records for cust<?ms purposes' and, in 
some countries (see paragraph 24 below), with the­
provision of, security. But these are insignif~cant 
compared to financing costs involved in the deposit 
system. The' continuance of the two sys'tems side by 
side is, where the trader is allowed no choice, a most 
unsatisfactory. feature. Clearly, the deposit. system 
does not provide' the most favourable conditions for 
the e;xpOrt of processed products. . 

J?iversions to Community market 

16. The Directive does not require statistics on 
diversions of products to the Community market to 
be transmitted to the Commission, and Member' 
States, for the. most part, do not compile them .on a 
national basis. Nevertheles's, from dis~ussioris with 
natio~al officials and a test examination of documents 
in some Member States, the Court was able to obtain 
a picture of the situation which suggests. that the 
absence of strict limits in the Directive has led to 
widely different practices. In .. Germany, the United 
Kingdom, France and Italy,· for example, inward 
processing authorizations are limited to imports 
destined. for exportation as compensating products, 
and. diversions to the home market appear to I be 

. below 20 %. In the Netherlands diversions range up 
to a maximum 'of 30 _%. For Luxembourg, the average 
appears to be of the order of 50 0/0. In Ireland, it was 
learned that authorizations are granted if any part, 
however, small, of the imported goods is to be 

. exported as compensating products, though no 
overall ,statistics were available. In some cases 
diversions were as high as 90%. . 

'. 

17. The' diversion to the internal Community 
market of materials imported" under inward 
processing arrangements or of products processed 
therefrom, was intended, in the spirit of the Directive, , 
to. be an' excepti<;mal occurrence in cases where 
changing market conditions so warranted. Under the 
suspension system import charges then become 

I' 

" 
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payable on such diversions, by 'reference to the 
quantity or value, and tariff classification of the 
original materials and the 'rates applicable at the time 
they ,were first admitted to, inward processing. 

'However, no criteria or limits are laid down for 
allmving, such diversions. It could hardly have been " 

; , theintention,to favour those proceSsors selling on the 
Community, market', who uS,e third country raw 
materials, by granting them a delay of several months 
in the payment of import charges at the expense of 
the Community. To avoid such an outcome either 
stricter regulations should be introduced to limit 

, diversions, to' the minimum, or, alternatively, an 
'interest prov~sion should be considered, as suggested 
in paragraph 19. ' 

. ' 18. The proposals of the Commission referred, to 
in ,paragraph 10 will, if enacted,' oblige Member 
States to gather statistics on rat'es of diversion and to 
notify them' periodically to the Commission. 
However" the proposals do not lay d<?wn Community 
criteria for allowing diversions. In, these circum­
'stances, the distortions of, trade and delays in the, 
establishment of own resources inherent .. in the 
present system are, in the opinion of the 'Court, likely 

,. 

. ' . " ' to contmue. ' " 

Interest 

19. Article 15 of the Directive permIts, but does, 
not require', the charging 'of interest on import'duties -
which were not levied at the time of importation of ' 
materials' but which later became due when the' 
materials, or products processed therefrom, are 
diverted. Of the eight Member States reviewed, only 
Italy applies the provision consistently but uses a rate 
of interest ,well below market rates. In France interest 
may be charged where there is manifest abuse of the 
system. The Court suggests that,' as an alternative to 
'limitation of diversions, consideration should be given 
to making compulsory a charge of interest at market, 

, rates in such circumstances. Such a provision' would 
offset the cash, flow advantages ,inherent in the 
suspension system, and inward processors would, thus 
be put on the same footing as cther manufacturers 

,when ,they scld cn the Community market, but would 
be unaff~cted when they exported cuts ide ,the 
Ccmmunity, as the Directive clearly intends them to. 
~~ " " ' 

Accounting and control 

20., Beyond pr~)Viding that the processor shall 
submit to any measures cf inspecticn prescribed by 
the Customs (Anicle 10)', the Directive ccntains no. ' 
prcvisicns regarding acccunting and' control. . The' 
relevant national regulations and instructions were, 
acccrdingly, examined by the' Ccurt and, subject to. 
what follows, found to be generally s~tisfactory. 

21. In some Member States on-the-spot audit of 
processcrs' accounts was infrequent,· the controlling 

. officers tending to rely chiefly on their, familiarity 

. with the firms involved or on the ~etailed accounting 
extracts submitted by the processors. Since the Ccurt ' 
,is not authorized to perform its own checks in the 
premises of taxpayers (1), it was not possible to test 
directly the soundness of these practices. 

In Ireland, where the suspension system is applied 
exclusively, a test check on custcms files of processors 
in the Dublin regicn disclosed that the payment 
pattern in relation to diversions. was irregular. Most 
p~ocessors there, besides benefiting,. from the 
suspension of duty pending diversicn, were entitled to 

'the further period of, grace allowed by Ccuncil 
Directive 78/453/EEC (2) on the deferment of 
payment of duties. Thus, duty on diversions in mcnth 

. N would be due' cn cr before the 15th cf mcnth 
N + 'I. Despite these advantages,' scme traders were 
several weeks late in their payments and there was " 

'evidence of a'lack of vigorcus pursuit cn the part of 
the ccllecting agency of the customs. The Irish auth­
orities have since informed the Court that appropriate' 
steps have been taken to eliminate these delays., 

, 22. Denmark, which, cperates the depcsit system 
fcr industrial products, has no accounting machinery 
whereby 'duty payable 'to the Community on 
diversions 'of such products' can be ascertained, 
directly. Instead, the liability is derived globally 
month by month. Because of the methods employed, 

(1) Statement 2 apFended to the' 1975 Treaty a~e~ding 
certain Financia Provisions of the Treaties establishing 
the European Communities and of the· Treaty 
establishing a single Council and a single Commission of 
the European Communities. 

(1) OJ No L 146,2.6. 1978:p. 19. 

I 

, ~ 
I 
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the Court of Auditors is unable to verify' the 
correctness of the liability at any specific' time. Fur­
thermore, global procedures are not authorized in 
relevant Community provisions. The Court of 
Auditors understands that, the Commission has this 
problem under active examination: 

23. While a Directive, of its nature" might be 
expected to leave matters such as the foregoing 

\ (paragraphs 20 to 22) to be handled by the Member 
States,. the Court of Auditors considers that the 
proposed Regulation, 'as a directly applicable 
instrument, should attempt to improve the situation in 
this respect. Failing such provisions either in the 
Regulation itself or in implementing provisions" 
differing natio'nal practices will continue to operate in 
such areas as: " 

(a) the returns to be rendered' by processors, the 
information to' be contained therein and their 
frequency; 

(b) the minimum controls to ,be operated; 

(c) the precise time at which'goods are considered'to 
have been placed on the Community market. 

Securities 

24. ,Many Member States require an independent 
security from traders operating the suspension system. 
Securities are, in some countries, waived, where the 
authorities are satisfied that the risk 'of' abuse' is 
minimal. The extent of the guarantee varies widely., 
For ,example, in Luxembourg, it covers 100 % of the 
import charges at risk and in the Netherlands, it can 
be as low as 25 %. The United Kingdo'm is content 
with asking for a written undertaking from the trader 
that he will pay import duty on diverted goods; a 
practice which seems to add little to the security of 
the system since the trader is already legally bound to 
do so. Germany requires no security, but the, auth­
orities there stated that, they do not grant inward 
processing facilities where doubts exist as to the 
financial soundness, of the processor. 'The risks to 
own resources from the absence or insufficiency of, 
securities arising from defaulting traders or bank­
ruptcies are potentially serious because the ge'neral 
rules for establishing Community entitlements in such 
cases are not uniformly interpreted in the Member 

States. Some establish' the own resources and make 
them available to the Community while others, taking 

, a more liberal interpretation of Article 17 of Council 
ReguIation EEC, Euratom, ECSC 'No 2891/77 (')" 
regard such cases as' constituting force majeure, 
absolving them from making an establishment. The 
proposals of the Commission will make the lodging of 
a security mandatory, except in cases, to be defined in 
i,!11plementing measures, 'where the solvency, of the 

, operator is sat~sfactory. ' 

Conclusion ' 

25. The 'proposal to convert the Directive into a 
Regulation mentioned, in paragraph 10 will, if 

,adopted, bring about definite improvements in, the 
areas of: ' 

1. the' flow of informatio~ relati'ng to the availability 
of Community materials which might be used in • 

' substitution fo~ imported materials (paragraph 14),. 

2. the monitoring, at Community level, of goods 
diverted to the Community market (paragraph 18) 
and " 

3. the lodging of securities (par~graph 24) .. 

It is to be hoped that' the Co~mmission will, either by 
amending its proposals or by adopting implementing 
provisions, address itself to the other weaknesses of 
the present system noted i~ this report, viz., 

4. the trade distortions and inequity stemming from ' 
the co-existence of the suspension system and the 
deposit system (paragraph 15), 

5. the absence of' effective regulations' to ,limit 
diversions to the Community market (paragraphs 
16 to 18), ' 

6, as a~ alternative to (5) the possible need for a 
compulsory interest provision (paragraph 19), and 

7. the variety of practic~s in regard to establishment • 
and collection of own resources on . diverted 
products, and measures 'of accounting 'and control 
of processors (paragraphs 20 to 23). 

The. above comments were adopted by the Court 'of 
Auditors at its meeting of 16 Septemb~r 1982. 

Luxembourg, 20 October 1982. 

For the Court a/Auditors 

Pierre LELONG 

President 

(') OJ No L 336,27. 12. 1977, p. 1. 
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ANNEX 

. COMMISSION REPLIES 

To the Observations of the Courto£ Auditors on the Community Inward Processing System 
• , t,." .' 

6. In reply to the, observation that the conditions laid down by the customs authorities' 
as regards accounting procedures are less strict in cases where the import.charges are 
deposited, the Commission would point out that it does not matter at 'all from this 

. No C 88/9 . 

. point of view which of the two procedures provided for in Article 3 of Directive' 
69/73/EEC is used. . ' . . , 

.9. The <;ommission cannot' accept the Court of Auditors' simplistic finding that the 
effect of ,the PFovisions governing paYment of the charges on goods imported under 
the suspension system and placed on the Community market 'is that processors are 
allowed' additional time for payment of import' duties over and above that extended 
to' importers generally'. It draws the Court's attention to the fact that, although 
strictly speaking this effect does' occur, it is not the only facto'r to be taken into 
consideration, the problem being far more complex than the Court seems' to think: 

'the fact of noting only this ~ffect means that other important aspects, as indicated by 
the Commission in point 19, may well be' overlooked. .. ' '. ' 

12. The Court of Auditors rightly stresses the importance of the arrangements in 
question. The, Commission, however, feels that,. in, order to understand' the 
arrangements better, their economic impact must be furt~er emphasized. 

Thus the statistics for 1979 and 1980 show that the Community'S expo~s' under the 
inward processing arrangements account for some 8 % of the total value of exports 
to all countries. \The value of these exports is nearly twice that of imports under the 
'inward processing arrangements from' all countries. This value added includes in 
particular the Community labour input and the Community parts and components 
used in the working or processing. In absolute terms, it may be estimated at 18 000 
million EUA per year. '. . .: . '. . ,'. ' . . ' , 

In additiort, to appreciate the true scale' of inward processing traffic, the Commission 
points out that it would be misleading to take as a basis solely the statistics for all 
third countries, since a large proportion of raw materials, and semi-manufactures 
may be imported irito the Community free of customs duties under contractu a] or . 
autonomous preferences or other arrangements according duty-free entry. 

Generally speaking, the trader does not use. the inward' processing' customs 
procedure when importin'g such raw materials or se~i-manufactures. ' . 

Similarly, . in the· case of exports to a country' linked to the Community by. an 
" agreement which provides for reciprocal tariff preferences' and the 'no-drawback'. 

Clause, the Community trader who' imports the raw' materials and semi-manufactures 
~ in order to process them and export the originating products obtained to that 
country w,i~l, not use inward processing in every case.: .,',' 

Having ;aid that, in order to g~t so~e idea of, the economic i~pact of inward 
processing it is necessary to concentrate on trade with third countries whose raw 
materials and semi-manufactures are subject to customs duties upon importation: the' 
1979 and 1980 statistics for so·me of those countries show that exports from the 
Community under the inward processing arrangements may account for as much' as ' 
24 % or so of exports, and imports under inward processing arrangeme~ts fo·r some 
15 % of impoits~ " . 

In view of the above, the Commission feels that the' system cannot be studied solely , 
in tenns of' 'potential sales lost to Community producers or of own resources 
p·otentially at risk'. . 

13. The Commission t3:kes account of the fact that the conditions for examining the 
factors considered when granting authorizations vary appreciably from one Member 
State to another and will do its utmost to see that the present procedure is further 
improved. 
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,14. The Commission is able to confirm its intention of impmving ~he information flow. 

15. With regard to t~~ methods under which relief may currently be grant~d in respec~ , 
of inward processing operations on the basis of Article 3 of Directive 69/73/EEC, 
the Commission considers that the choice of one metho'd rather than the other 
cannot have substantial repercussions and cannot confer unfair advantages from the 
angle of authorization for release for free circulation, the time at which the latter is 
to take place or the accounting practices of the firm in question. Obviously, the 
choice of procedure must be left to the party concerned. 

The Commission will endeavour to have this possibility accepted 'when the proposal' 
'for a Regulation on inward processing is adopted. It also draws the Court's attention 
to the fact that this proposal reserves for the Commission the, right to lay down the 
implementing procedures -wh.ich by their nature constitute implem~nting 
provisions - under the procedure provided for in Article 18 of the proposal. 

, ' , , , .. 
16. The Commissioi-t 'does not share the Court of Auditor's view that 'the absence of ' 

strict limits in the Directive has led to widely different practices', for, as the Court 
remarks in the following point, diversion to the internal Community market is meant 
to be an exceptional occurrence. With ,regard to application of the relevant 

, provisions by the Member States, the Commission sees to it that they are respected. 
, The Irish practice has been examined within the Committee for Customs Processing , 

Arrangements and Ireland should cease to follow that practice. ' 

17. The Co~mi;sion proposal for a Regulation on inward processing clearly shows that 
the release for free circulation of compensating products must, as under Directive 

'69/73/EEC, remain an' exceptional occurrence. ,This is borne out by the general 
context of the proposed Regulation and in particular Article 9 (3) thereof, which 
stipulates that authorizations for release for free circulation, may, where-the circum­

. stances so justify, he granted by derogation from the general obligation to ~xport. 

The whole system of the Regulation is based ~n this obligation to re-export a'nd on 
the exceptional nature of release for free circulation. 

18. Under the p~wers, delegated to it in accorda'nce with Article 155 :of the Treaty the 
Commission will, as provided for in Article 18 of the proposed Regulation (1), adopt 

'the implementing provisions establishing 'when the circumstances justify release for 
free circulation. This will be a step forwar~ compared with Directive 69/73/EEC, 
which makes' no pr~vision for regulating this ~atter by implementing arrangements. 

19. With regard to interest on arrears, the Court of Auditors rightly, stresses the 
interdependence between the problem of such interest and the exceptional nature of 
release of compensating products for free circulation. ',_ 

" No pro~ision for such interest has been made in the proposed R~gulation on inward 
processing on the basis that release for free circulation. is an exceptional occurrence 
and that therefore the incidence of such interest' would be slight. Furthermore, since 
the, situation in the Member States is as described in the report, the 'economic 
implications of introducing interest on arrears would, given the exceptional nature of 

, release for free circulation, be to increase the'total cost of the processing operation, 
which in turn would be bound to be reflected in the price of exported products, on 
which (exce'pt in Italy) such a charge is a~ present not imposed. ' 

Consequently, when the Directive is converted into a Regulation, inward processing 
,would be less favourable to exporters than before. The Commission also takes 
account of the fact that; when authorized, release for free Circulation is effected in 

. certain 'Member States· subject to certain conditions as regards time limits which 
prevent major discrimination and the administrative complications which would 
result for the customs authorities from the introduction of interest on arrears, to say 
nothing, of the effect that the latter 'wo'uld have on the interpretation of the' 

, exceptional nature of release for free circulation,. '~ 

(1) In other cases the Commission has already specified by Implementing Regulation the circum­
stances which may justify a decision by the ~overnmental authorities as~ for instance, in Article 7 

,of Directive 7S/349/EEC implementing Articles 24 and 25 of Directive'69173/EEC. 
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20. The Commission is not in favour of including detailed provisions regarding controls 
in acts of Community customs legislation; It feels that the controls to be carried out 
by the relevant authorities must be so' ,operated 'as to ensure that the arrangements 

, "are applied correctly. " , 

With regard to' accounting practices, the Com:mission' feels' that any provisions 
needed should be adopted as part of the provisions for implementing the Regulation 
on inward processJng once that Regulation is adopted by the ~ouncil. 

22. The Commission shares the Court of Auditors' view regarding the impossibility of 
. verifying the correctness of the liability at any specific time under the system applied 
in Denmark. It confirms that the problem is being studied. ' 

No C 88/11 

With, regard to the differences, between the' proce'dures 'followed by the various 
Member States for establishing· the' Community's own resources, the Commission 
points out that, under Article 1 of Regulation (EEC, Euratom, ECSC) No 2891177", 
the own resources are established by the Member States in accordance with their 
laws, regulations and administrative provisions, which does not mean that the, 

, Commission should' not continuously· press the national authorities to achieve greater 
harmonization of these' procedures. On '24 October 1980 the Commission sent a 
letter to all the Member States spelling out clearly once and for all its position on 
virtually all ,the cases. Clearly the problems raised by ·the Court' of 'Auditors 
concerning the procedures for establishing own resources in the Communitys' 
inward processing arrangements may raise specific issues deserving detailed attention 
in the light of the information provided in the report. 

The Commission is about to draw its condusions from a number of checks made in 
all the Member States in. order to take account of situations which might not be 
covered by the solutions proposed in the abovementioned letter· regarding uniform 
establishment of own resources. As soon as those conclusions are available and have, 
been approved by the Commission the Court will be informed. ' 

23. The Commission considers that the proposal for a Council Regulation on inward 
processing arrangements, will reserve for it the possibility of adopting 'the 

. implementing provisions required to reduce the extent of' divergent national 
practices~ " 

25. The Commission considers that the proposed Regulati~n will be able to eliminate 
virtually all the'deficiencies en,countered under the present rules . 

, ' 
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