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DISCLAIMER:

OLAF’s report features case studies

for illustrative purposes only. In particular,

the fact that OLAF presents such case studies
does not prejudge the outcome of any judicial
proceedings; nor does it imply that any particular
individuals are guilty of any wrongdoing.



Executive summary

In 2013, the European Anti-Fraud Office (OLAF) re-
ceived the highest amount of incoming information
since its creation: 1294 items. This reflects the con-
tinued commitment of EU citizens, EU institutions
and other partners to reporting suspected cases of
fraud and also shows sustained confidence in OLAF.

The selection of cases in OLAF lasted on average 1.8
months in 2013. OLAF succeeded in keeping the se-
lection phase short despite the higher volume of in-
coming information.

In 2012 and 2013, OLAF opened more investigations
than in the preceding years (431 and 253 respectively),
marking a new record high in a decade.

The average duration of investigations in 2013 re-
mained low at 21.8 months (23.6 months in 2012). The
results of the last two years mark a clear improvement
compared to previous years. This demonstrates the
priority given by OLAF to improving the efficiency of
its investigations and to reducing the overall duration
of its cases.

In 2013, OLAF issued 353 recommendations for action
to be taken by the relevant EU institutions, bodies, of-
fices, agencies or competent authorities of the Mem-
ber States. This is an unprecedented high number
since 2006, and a substantial increase (+77%) com-
pared to 2012.
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On 1 October 2013, Regulation No 883/2013 on investi-
gations by OLAF entered into force. It brought signifi-
cant changes to the work of OLAF and to its relations
with various stakeholders. The Regulation further de-
fines the rights of persons concerned, introduces an
annual exchange of views between OLAF and the EU
institutions and requires that each Member State des-
ignate an Anti-Fraud Coordination Service.

OLAF’s Director-General adopted new Guidelines
on Investigation Procedures for OLAF staff which
entered into force on the same day as the OLAF
Regulation.

OLAF and its Supervisory Committee have agreed
on new Working Arrangements following the entry
into force of Regulation No 883/2013. These Arrange-
ments notably cover the modalities of how OLAF
shares information with its Supervisory Committee.

During 2013, OLAF has contributed greatly to the
Commission’s efforts to fight against cigarette smug-
gling. It will continue to consider this as a priority area.

OLAF contributed to the adoption by the Commis-
sion of a proposal for establishing a European Public
Prosecutor’s Office responsible for investigating and
prosecuting offences of fraud affecting the EU.

‘OLAF’ is the acronym of its title in French, Office européen de lutte antifraude

Communicating with OLAF on

olaf.europa.eu

D How to report fraud to OLAF ec.europa.eu/anti_fraud/investigations/report-fraud/index_en.htm

D How to complain about OLAF investigations ec.europa.eu/anti_fraud/investigations/complaints-
on-olaf-investigations/complaints_on_olaf_investigations_en.htm

D How to contact OLAF and ask for general enquiries
ec.europa.eu/anti_fraud/contacts/general-enquiries/index_en.htm
OLAF -European Commission - Rue Joseph Il, 30, 1000 Brussels, Belgium

D How to request a visit to OLAF ec.europa.eu/anti_fraud/contacts/request-visit/index_en.htm

D Media contacts ec.europa.eu/anti_fraud/contacts/media-enquiries/index_en.htm


olaf.europa.eu
ec.europa.eu/anti_fraud/investigations/report-fraud/index_en.htm
ec.europa.eu/anti_fraud/investigations/complaints-on-olaf-investigations/complaints_on_olaf_investigations_en.htm
ec.europa.eu/anti_fraud/investigations/complaints-on-olaf-investigations/complaints_on_olaf_investigations_en.htm
ec.europa.eu/anti_fraud/contacts/general-enquiries/index_en.htm
http://ec.europa.eu/anti_fraud/contacts/request-visit/index_en.htm
ec.europa.eu/anti_fraud/contacts/media-enquiries/index_en.htm
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Foreword

It is with great pleasure that | introduce this Annual Report of the European Anti-
Fraud Office (OLAF). The last year was important for us because 2013 was the first
full reporting year following the major reorganisation of OLAF in 2012. The reorgan-
isation aimed to improve the overall efficiency of our investigative activity. We can
now see that it has yielded excellent results.

In 2013, OLAF received more information of potential investigative interest than ever
before. This reflects the continued attention given by citizens, institutions and other
partners to fraud issues and shows increased confidence in OLAF’s investigative
capacities. We succeeded in assessing this information in a short time — 1.8 months
on average — before deciding whether to pursue a case or not.

In 2013, we opened a high number of investigations, 253, confirming that the last two
years mark a new record in OLAF investigations. In parallel, we worked on reducing
the overall duration of our investigations, in order to increase the chance that OLAF
cases lead to meaningful results on the ground, with better possibilities for prosecu-
tion, recovery and avoidance of prescription.

OLAF also issued the highest number of recommendations in the last five years,
with 353 recommendations for judicial, financial, administrative or disciplinary
action to be taken. We are hopeful that the results triggered by these recommenda-
tions will become apparent in the coming years when the competent authorities
take the relevant measures.

Beyond these promising results, last year has also been busy for OLAF on the
policy side. The new OLAF Regulation No 883/2013 came into force. It defines more
clearly the rights of the persons concerned by OLAF investigations and facilitates
cooperation with our operational partners within and beyond Europe. In line with
this regulatory reform, we adopted new Guidelines on Investigative Procedures
for OLAF staff. OLAF entered into a number of cooperation and working arrange-
ments with a series of partners, which will help strengthen OLAF’s outreach. Last
but not least, OLAF assisted the European Commission with the development of
anti-fraud policies and legislation. We contributed to the Commission’s proposal
on the establishment of a European Public Prosecutor’s Office. We will continue to
work on this file throughout the legislative process, contributing to the creation of
a European area of justice.

In addition, OLAF continued to fight against tobacco smuggling, a harmful phenom-
enon that causes huge annual losses to the EU and Member States’ budgets. You will
find a focus chapter on this topic in this year’s Report.

Looking back over 2013, we have done our best to make OLAF an increasingly ef-
ficient and engaged Office at the service of European citizens. We stepped up our
investigative efforts, contributed to key policies and further developed the coop-
eration with our operational partners. This was achieved with virtually the same
resources as in previous years. | would like to conclude by thanking OLAF staff for
their commitment, dedication and hard work.

Giovanni Kessler
Director-General of OLAF
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1. OLAF’s role and responsibilities

Mission statement

The mission of the European Anti-Fraud Office (OLAF)()
is threefold:

It protects the financial interests of the European
Union (EV) by investigating fraud, corruption and any
other illegal activities;

It detects and investigates serious matters relating to
the discharge of professional duties by members and
staff of the EU institutions and bodies that could re-
sult in disciplinary or criminal proceedings;

It supports the EU institutions, in particular the
European Commission, in the development and im-
plementation of anti-fraud legislation and policies.

By performing its mission OLAF contributes to the ef-
forts made by the EU institutions to guarantee that the
best use is made of taxpayers’ money.

The legal basis for EU action against fraud is Article
325 of the Lisbon Treaty. OLAF’s main role and remit for
carrying out its administrative investigations is defined
principally in Regulation (EU, EURATOM) No 883/2013 (%)
(the OLAF Regulation) which came into force on 1 Octo-
ber 2013, after its adoption by the European Parliament
and the Council of the European Union.

For investigations concerning members and staff of EU
Institutions, bodies, offices and agencies (internal in-
vestigations), OLAF also derives its mandate from the
inter-institutional agreement between the European
Parliament, the Council and the Commission(3) and
from Staff Regulations ().

(") OLAF is also referred to as “the Office” in this report

(3 Regulation (EU, EURATOM) No 883/2013 (referred to as the
OLAF Regulation in this report) of the European Parliament
and of the Council of 11 September 2013 concerning
investigations conducted by the European Anti-Fraud Office
(OLAF) and repealing Regulation (EC) No 1073/1999 of
the European Parliament and of the Council and Council
Regulation (Euratom) No 1074/1999.

() http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=0J:L:19
99:136:0015:0019:EN:PDF

(*) No 31(EEC), 11 (EAEC) of 1January 2014.

While OLAF is part of the European Commission,
under the responsibility of the Commissioner in charge
of Taxation and Customs Union, Audit and Anti-Fraud
(from 2010 to 2014), it has an independent status for its
investigative function.

Action taken by OLAF to protect the financial inter-
ests of the EU covers the entire expenditure side of the
budget. On the revenue side of the budget, OLAF focus-
es particularly on “traditional own resources”, including
customs duties and sugar sector levies that represent
around 14.1% of the revenue side of the EU budget.

Figure 1: EU budget 2013 - Expenditure side

EUR150.9

billion

14 %

- Sustainable growth

Natural resources: market related
expenditure and direct aid

Natural resources: rural development,
environment and fisheries

- The EU as a global player

- Administration

Citizenship, freedom, security and
justice


http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:1999:136:0015:0019:EN:PDF
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:1999:136:0015:0019:EN:PDF
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Regulation No 883/2013 on
investigations conducted by OLAF

The OLAF Regulation (5) strengthens the rights of the
persons concerned by OLAF investigations, provides
clarifications on investigation procedures and updates
the information requirements to OLAF’s Supervisory
Committee. It also clarifies the information require-
ments between OLAF and the EU institutions, bodies,
offices and agencies, as well as between OLAF and the
EU Member States; it contains provisions on cooper-
ation with EU law enforcement bodies and with third
countries. Further information on three specific fea-
tures of the OLAF Regulation is provided below.

The OLAF Regulation requires the Director-General to
adopt guidelines on investigation procedures. These
are internal rules to be applied by all OLAF staff in order
to ensure that OLAF investigations are carried out in a
consistent and coherent manner. The guidelines cover:

The conduct of investigations;

The procedural guarantees;

Details on the internal advisory and control pro-
cedures, including legality checks;

Data protection.

They recall that all investigative activities are carried
out in full respect of EU Treaties, the Charter of Funda-
mental Rights of the EU and EU legislation. In addition
investigations are conducted in an objective and impar-
tial manner ensuring procedural fairness, in accordance
with the highest professional standards and in full re-
spect of the rights of all persons involved.

Due to the adoption of the OLAF Regulation, the new
guidelines come to application on 1 October 2013 (°).
They replace the OLAF Instructions to Staff on Investi-
gative Procedures adopted in 2012.

() For further details, please refer to : http://ec.europa.eu/anti_
fraud/about-us/legal-framework/memo_en.htm

(®) For further details, please refer to : http://ec.europa.eu/anti_
fraud/documents/gip/gip_18092013_en.pdf

All Member States are required under the OLAF Regu-
lation to designate an Anti-Fraud Coordination Service
(AFCOS) to facilitate effective cooperation and an ex-
change of information, including information of an op-
erational nature, with the Office. OLAF is providing the
necessary assistance and advice to the Member States
to support the national administrations in designating
their AFCOS. The importance of the implementation of
the AFCOS is twofold:

At the EU level it will lead to better information ex-
change between OLAF and the Member States. In
turn this will contribute to more effective trans-
national efforts to combat fraud;

At the national level it can allow for better coordin-
ation between the anti-fraud authorities and improve
the fight against fraud.

By the end of 2013 more than half of all Member States
had designated an AFCOS.

The OLAF Regulation introduces an annual exchange of
views at the political level between the European Par-
liament, the Council, the Commission and the Director-
General of OLAF, with the participation of the OLAF
Supervisory Committee. Representatives of the Court
of Auditors, Eurojust and/or Europol may be invited to
attend on an ad hoc basis (7).

The exchange of views provides a forum for discussing
aspect of OLAF’s policy relating to methods of pre-
venting and combating fraud, corruption or any other
illegal activity affecting the financial interests of the
EU. The possible topics include the strategic priorities
for investigation policies and the effectiveness of the
work of the Office, with regard to the performance of
its mandate, as well as the relations between OLAF and
other institutions and authorities in the EU, its Member
States or third countries. The discussion must not, how-
ever, interfere with the conduct of OLAF’s independent
investigations.

(7) See Article 16 of the Regulation No 883/2013 of 11 September
2013.


http://ec.europa.eu/anti_fraud/about-us/legal-framework/memo_en.htm
http://ec.europa.eu/anti_fraud/about-us/legal-framework/memo_en.htm
http://ec.europa.eu/anti_fraud/documents/gip/gip_18092013_en.pdf
http://ec.europa.eu/anti_fraud/documents/gip/gip_18092013_en.pdf
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2. OLAF’s investigative activities

In 2013, OLAF saw the first results flowing from the In addition, the Office was further reinforced by the
major reorganisation of the Office in the previous year  entry into force of Regulation No 883/2013 and the
which aimed to improve the overall efficiency of its  adoption of Guidelines on Investigation Procedures for
investigative activity. This reform has started to yield  OLAF Staff.

results allowing OLAF to step up the fight against fraud,

while at the same time, dealing with more incoming in-

formation than ever before and shortening the overall

duration of its investigations. -

Figure 3a: OLAF’s investigative activity in 2013
353

RECOMMENDATIONS
ISSUED

34

COORDINATION
CASES OPENED
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415
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" COORDINATION
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Figure 3b: OLAF over the last five years: increase in incoming information, more investigations
opened and concluded and a higher number of recommendations issued

W Recommendations issued
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M Investigations opened

[ Incoming information
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2.1 Incoming information

The reception of information of possible investigative
interest is the starting point for OLAF’s investigative
activity.

INFORMING OLAF IN 2013:
ALL-TIME RECORD SINCE THE CREATION
OF THE OFFICE

In 2013, OLAF received the highest number of incoming
information items since its creation: 1 294 items. This

Figure 4: Incoming information by source

[ Public sources

Private sources

2006 2007
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reflects the continued commitment of EU citizens, EU
institutions and other partners to reporting suspected
cases of fraud and also shows continued confidence in
OLAF.

The largest amount of incoming information relates to
the Structural Funds (8). The Agricultural Funds and EU
Staff sectors also represent an important share of the
incoming information.

There were also 248 incoming information items that
did not fall into OLAF areas of competence.

2009 2010 20M 2012 2013

Structural ~ Agricultural ~ EU Staff  External Aid Centralised ~ Customs  Tobacco and New Not
Funds Funds Expenditure and Trade  Counterfeit  Financial Applicable
goods Instruments

(®) The Structural Funds sector includes the Cohesion Fund and
Fisheries Funds. The Customs and Trade sector also includes
precursors.
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Two-thirds of the 1294 information items received by
OLAF in 2013 arrived from private sources, whether
known or anonymous (9).

About 44% of the incoming information from public
sources in 2013 has led to the opening of an investiga-
tion or coordination case, this figure amounts to only
10% for incoming information from private sources.

Based on Regulation No 883/2013, OLAF may open
an investigation when there is a sufficient suspicion
that there has been fraud, corruption or any other il-
legal activity affecting the financial interests of the
EU, also on the basis of anonymous information.

Case study: Processing incoming
information swiftly - Detection of fraud

through reporting mechanism (Fraud
Notification System)

In September 2011 OLAF received anonymous but well
substantiated allegations via its Fraud Notification Sys-
tem (fns.olaf.europa.eu/) and opened an investigation.
The allegations focused on possible conflict of inter-
est, tender manipulations and irregularities in the ten-
der application (list of experts supplied). These were
identified in relation to EUR 3.8 million provided to a
Member State as technical assistance funding from the
European Regional Development Fund.

In the course of its investigation OLAF uncovered
evidence of falsified documentation and signatures
in the tender procedure which confirmed the alleged
irregularities.

In early 2013, OLAF issued Recommendations to
both the administrative and judicial authorities of
the Member State concerned. This led to the opening
of a national police investigation. A financial recom-
mendation for the recovery of EUR 3.8 million of EU
funding was also issued to the Directorate-General of
Regional Policy of the European Commission.

In 2013, information from public sector sources was up
by 8%. The increase was driven by a higher amount of
information received from EU institutions, bodies, of-
fices or agencies (+19 %). This can be attributed to bet-
ter cooperation with these institutions and bodies and
to the implementation of anti-fraud strategies in the
Commission services.

At the same time, there was a 17 % decrease in the num-
ber of information items received from Member States
compared to 2012. However in a medium-term per-
spective, the incoming information coming from Mem-
ber States authorities remains stable.

As Member States share with the Commission the man-
agement of around 80 % of EU funds, they have a respon-
sibility to send to OLAF any relevant information relating
to possible cases of fraud, corruption or any other illegal
activity affecting the financial interests of the EU.

Figure 6: Incoming information items from the public sector

M Other public sources

[l Member State

EU Institution, body, office or agency

2009 2010 20M

(®) Including sources that provided insufficient contact details.

375

2012 2013


fns.olaf.europa.eu

Figure 7: Incoming information from

Member States

Germany 38
Italy 7
Greece, Spain 6
Belgium 5
France, Lithuania, United Kingdom 4
Bulgaria, Ireland, the Netherlands, Romania 3
Czech Republic, Portugal 2
Austria, Croatia, Malta, Poland, Slovakia, 1
Slovenia

Cyprus, Denmark, Estonia, Finland, Hungary, 0
Latvia, Luxembourg, Sweden

Total 96

Figure 7 shows the distribution among the number of
items reported by the Member States which is an indi-
cator of the degree of cooperation with the Office.

The amount of information items coming from third coun-
tries in 2013 was 13, up from 10 during 2012. The number
of items coming from international organisations was 4 in
2013 compared with 5in 2012.

Case study: Investigation unveils misuse
of multi-million fund from the EU budget

The EU is one of the biggest aid suppliers in the world.
Among the different aid mechanisms and instruments
the Commission also provides budget support to part-
ner governments in third countries. In 2012, OLAF re-
ceived information about the alleged misuse of the
EU’s budget support programme funds and serious
financial irregularities in a third country.

In the course of its inquiry, OLAF obtained central
pieces of information from an independent source
and from a Ministry in the country concerned. These
helped to establish that there had been serious mis-
management and that funds had been diverted to-
wards non-contractual and non-agreed use. Most of
the amounts provided did not enter the revenue of
the national budget, but were funnelled to an account
and used to finance other costs. In consequence, this
funding was outside the budgetary control of the na-
tional Parliament and was excluded from the financial
circuit of the competent Ministry.
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As a result of this investigation, OLAF issued a rec-
ommendation for financial recovery to the European
Commission’s Directorate General for Development
and Cooperation for approximately EUR 40 million.

2.2 Selection phase

During the selection phase, the unit in charge of Inves-
tigation Selection and Review analyses information of
possible investigative interest and provides an opinion
to the Director-General on whether an investigation or
coordination case should be opened.

SELECTION OF CASES IN OLAF

Under Regulation No 883/2013, cases

are selected based on the existence of

sufficient suspicion that there has been

fraud, corruption or any other illegal activity
affecting the financial interests of the EU.

The decision whether to open an investigation

also takes into account:

D the investigation policy priorities (annexed
to the management plan of OLAF (*°))
and the principles of subsidiarity and
proportionality as well as the need for
efficient use of the Office’s resources;

D all the relevant information and the
opinion provided by the Selection and
Review unit. When a case is dismissed,
the source that had submitted the
information may be informed.

OLAF has made considerable efforts to reduce the
overall duration of the selection phase in the last two
years, with excellent results in 2013, confirming the
trend of 2012.

DURATION OF THE SELECTION PHASE
REMAINS SHORT IN 2013

In 2013, the duration of the selection phase was 1.8
months (Figure 8), despite the higher volume of incom-
ing information. This result is below the two-month max-
imum target established in OLAF’s Management Plan.

(°) http://ec.europa.eu/anti_fraud/documents/about_us/mgmt_
plan/olaf_mp_2014_en.pdf


http://ec.europa.eu/anti_fraud/documents/about_us/mgmt_plan/olaf_mp_2014_en.pdf
http://ec.europa.eu/anti_fraud/documents/about_us/mgmt_plan/olaf_mp_2014_en.pdf
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Figure 8: Average duration of case selection phase (in months) (')

2004 2005 2006 2007 2008 2009 2010 20m 2012 2013

In 2013 the volume of selections completed remained  The figures regarding selections also show that OLAF

at a high level. is increasingly focusing its resources on investiga-
tions. Eighty-eight per cent of the cases opened in
2013 pursuant to a selection were investigations while
only 12 % were coordination cases.

Figure 9: Results of the selection process

[ Investigation cases opened
-l Coordination cases opened
Dismissed

1007

2009 2010 20M 2012 2013

(") Note that the average for 2012 was calculated for 11 months following the reform of 1 February 2012.
If January is included the average duration of the selection phase would be 3.9 months.
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2.3 Investigations

A RECORD NUMBER OF INVESTIGATIONS
OPENED IN 2012 AND 2013

The analysis of data confirm OLAF’s efforts to focus on
investigations. In 2012 and 2013, the Office opened more
investigations than in the preceding years (see Figure 10).

DECREASE IN THE DURATION OF
INVESTIGATIONS AND CORRESPONDING
SELECTION PHASE

Investigations are being completed in less time. The
2013 results confirm the trend of 2012, and mark a net
improvement with respect to previous years. This re-
flects the priority given by OLAF to improving the ef-
ficiency of its investigations and to reducing the overall
duration of its cases.

In addition, in 2013, the average duration of the selec-
tion phase in investigation cases was 4.3 months, a
record for the five previous years.

The figures provided in the Figure 11 include the aver-
age duration of investigation cases closed during 2013
or still open at the end of 2013, as well as the duration
of the selection phase corresponding to these investi-

Figure 10: Investigations opened (%)

2004 2005 2006 2007 2008
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gation cases. Therefore the duration of the selection
phase shown in Figure 11 (4.3 months) differs from the
average duration of the selections conducted in 2013
(1.8 months - Figure 8)

Figure 11: Average duration of investigations
(with selection)

[T Average duration of investigation cases

Average duration of selection linked to these
_investigations

-29.3

2009 2010 20M 2012 2013

431

253

2009 2010 201 2012 2013

(") The figures for 2012 include 219 investigation cases, already previously under evaluation,

opened as a result of the reorganisation of 1.2.2012.
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As shown in Figure 12, a total of 484 investigation cases
were ongoing at the end of 2013. The Structural Funds
sector accounted for the highest number of investiga-
tions (149 in 2013 compared to 134 in 2012), followed
by the Agricultural Funds (82 in 2013 compared to 59 in
2012) and External Aid (80 in 2013 compared to 106 in
2012) sectors.

Case study: On-the-spot-check
and interviews lead to discovery of
irregularities in an ERDF project

In late 2011 OLAF received information from a private
source about possible irregularities concerning a pro-
ject funded through the European Regional Develop-
ment Fund (ERDF) in an overseas region of a Member
State. A non-governmental organisation had been
granted EUR 1.3 million for the construction of a shel-
ter for young people and adults in social difficulties.

Complaints had already been submitted to the na-
tional authorities and certain judicial steps had been
taken. Given that the EU was the biggest donor to the
project, it was OLAF’s responsibility to carry out a
thorough investigation.

OLAF opened an investigation including an on-the-
spot check and interviews with the informant, the
beneficiary and regional authorities. The investigation
revealed that the building had never been used for the

Figure 12: Ongoing investigations per sector
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intended purpose since the completion of the works. In
addition, a valid permit for construction and the nec-
essary administrative authorisations had not been ob-
tained by the beneficiary. The local government’s tech-
nical service raised concerns at an early stage, but the
managing authority disregarded them. The national
co-financing authorities, which were also responsible
for overseeing the project, should have noticed the red
flags earlier.

OLAF recommended to the Directorate-General for
Regional Policy the full recovery of the ERDF subsidy
given that the terms of the project’s grant agreement
had not been respected. The EUR 1.3 million was de-
ducted from the final balance of the project.

Case study: Investigation leads to
the discovery of complex anti-dumping
duties fraud

This case is an example of a particularly compre-
hensive investigation involving many stakeholders,
including Member States, third countries and com-
panies. This type of investigation requires consider-
able investigative and multinational legal expertise,
available only in OLAF. Member States’ capacities
alone would have been insufficient to conduct such
investigations.

Structural Agricultural  External Aid  Customs and
Funds Funds Trade

EU Staff Centralised  New Financial Tobacco and
Expenditure  Instruments  Counterfeit
goods



A product is considered as being dumped if its export
price to the EU is less than its normal value (). To pre-
vent negative effect to its industries, the EU may apply
an anti-dumping duty (ADD) for such products. OLAF
is competent for investigating cases where EU import-
ers evade such duties. The OLAF investigation below
established evidence which enabled 18 Member States
to start recovery proceedings for EUR 26 million in
evaded ADD and conventional customs duties.

The focal point of the investigation was the traffic
of Chinese-produced fasteners (such as screws and
bolts) via Batam Island (Indonesia) to the EU. The
traffic commenced following the imposition of an
ADD on Chinese fasteners. The island is part of a free-
trade zone and, as such, is closely monitored by Indo-
nesian customs. Based on import and export records,
together with transport documentation obtained
from the maritime freight carriers, OLAF found that
the finished fasteners had been imported from China
into Batam and, following cross-stuffing of contain-
ers, were re-exported to the EU. On importation into
the EU, the EU importers declared the goods as ori-
ginating in Indonesia and presented Indonesian cer-
tificates of preferential origin to customs officials.
The Indonesian exporters had obtained these certifi-
cates on the basis of incorrect information provided
to the issuing authorities.

The evidence was collected in joint OLAF/Member
States missions conducted in Indonesia in close coop-
eration with the Indonesian authorities. OLAF made
financial recommendations to Member States’ cus-
toms authorities to collect the evaded duties.

This investigation is among several which concern
fraudulent imports of fasteners originating in China.
It is also an example of good cooperation with Indo-
nesia even in the absence of a customs agreement.

() Council Regulation (EC) No 1225/2009 of 30 November 2009
on protection against dumped imports from countries not
members of the European Community.
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2.4 Coordination activities

OLAF AS CENTRAL POINT

Within the framework of a coordination case, OLAF
provides assistance and contributes to investigations
carried out by competent authorities in the Member
States. This facilitates the collection and exchange of
evidence and ensures investigation synergy among the
relevant competent authorities.

Due to the more limited role of OLAF in coordination
cases in recent years, the tendency has been to open
more investigations and fewer coordination cases.

Figure 13: Coordination cases opened (**)

287

73

o |

2009 2010 20Mm 2012 2013

Most coordination cases were opened in sectors linked
to the collection of “traditional own resources”: the To-
bacco and Counterfeit Goods sector followed by the
Customs and Trade sector. In these sectors especially,
OLAF can bring added value in the context of a coord-
ination case because it holds information of a European
or international dimension, which national authorities
may lack. In the case of the fight against tobacco smug-
gling, for example (see also Chapter 3), OLAF can assist
its partners with operational information on the trans-
port of containers and can put at their disposal a IT co-
ordination centre in its Brussels headquarters.

() The figures for 2012 include 200 coordination cases, already
previously under evaluation, opened as a result of the
reorganisation of 1.2.2012.
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2.5 Recommendations

THE HIGHEST NUMBER OF
RECOMMENDATIONS IN FIVE YEARS

In 2013 OLAF closed the highest number of cases with
recommendations in the last five years (Figure 14). In
addition the Office confirmed the trend of 2012 and
issued a high number of recommendations - 353 - an-
other record since 2006.

The Director-General of OLAF issues recommendations
based on the results of investigations, for action to be
taken by the relevant EU Institutions, bodies, offices,
agencies or competent authorities of Member States.

A recommendation may be for administrative, discip-
linary, financial or judicial action to be taken, and sever-
al recommendations may be made in a single case. The
results of OLAF's investigations may also be transmit-
ted to the competent authorities in third countries.

These recommendations are the main outcome of OLAF
investigative activities. Indeed, it is mainly through is-

suing recommendations that OLAF can contribute to
the efforts made by the EU Institutions to ensure that
EU funding reaches the projects it is intended for or is
recovered to the EU budget; that the reputation of the
EU Institutions is safeguarded; and that any misconduct
of EU staff is promptly addressed.

As demonstrated in Figure 15, the majority of recom-
mendations issued in 2013 were financial recommenda-
tions and were almost double those of 2012, followed
by judicial and disciplinary recommendations.

Financial recommendations are usually
directed at the EU institutions, bodies,
offices or agencies providing or managing
the EU funds. However they can also be

directed at the competent authorities of
Member States, such as national customs
authorities, e.g. for the collection of evaded
import duties.

Figure 14: Investigation and coordination cases closed with or without recommendations

Cases closed 2009
with recommendations 106
without recommendations 82
Total 188

2010 201 2012 2013
98 108 100 164
91 100 365 251
189 208 465 415

Figure 15: Number of recommendations issued by type in the last five years

M Administrative
Disciplinary

M Judicial
Financial

2009 2010 20M

"353

2012 2013



In 2013 OLAF recommended that a total of EUR 402.8
million be recovered by the competent authorities,
compared to EUR 284 million in 2012.

Figure 16: Amounts recommended by OLAF for
recovery in 2013

Sector Amount (EUR million)
Structural Funds m.7
External Aid 100.4
Customs and Trade 84.9
New Financial Instruments 66.3
Agricultural Funds 34.4
Centralised Expenditure 4.5
EU Staff 0.6
Total 402.8

Case study: Financial and judicial

recommendations issued in a fraud case
involving a tender procedure

The Structural and Cohesion Funds are the financial
instruments of EU regional policy, which are intend-
ed to narrow the development disparities among re-
gions and Member States. There are two Structural
Funds, the European Social Fund and the European
Regional Development Fund (ERDF). In late 2010,
OLAF received detailed information alleging that in
2003 and 2004 there were irregularities in the pub-
lic procurement procedures for the procurement and
construction of water purification plants in Member
State. 75% of the costs were financed by the ERDF.
There were also allegations regarding the regularity
of the Technical Assistance related to these projects.
The informant claimed that the local authorities did
not investigate the initial allegations prior to OLAF’s
involvement.

OLAF opened an investigation and conducted a series
of on-the-spot controls. Based on its findings OLAF
concluded that the project tendering procedures
were irregular for a number of reasons, including:

The tender requirements were not directly

related to the purpose of the contract and were

discriminatory;

D The award/solvency criteria were not in line with
public procurement rules;

D The successful tenderer was in possession of

confidential information.

The OLAF report 2013

D Disproportionately low weighting was given to the
“price” criterion.

These abuses were intended to favour the successful
tenderer over the other competitors. With regard to
the Technical Assistance contract OLAF also found
that this was seriously flawed both in its preparation
and its execution.

In 2013, OLAF made financial recommendations to
the Directorate-General for the Regional Policy that
the total of EUR 10.2 million in EU funding provided
for the projects be returned to the EU budget.

Later that year, the national judicial authority opened
acase against the defendant following OLAF’s judicial
recommendation. Judicial proceedings are ongoing.

Case study: OLAF’s internal investigation

reveals an EU official’s misconduct

OLAF is the only body with the competence to inves-
tigate officials from all European Union institutions,
bodies and agencies. As such it is instrumental in safe-
guarding the integrity and reputation of the EU and
its civil servants.

In 2009, based on information flowing from an ex-
ternal investigation, OLAF opened an internal case
investigating irregular relations between a company
under investigation and a European Commission of-
ficial. The investigation revealed that the official may
have been involved in professional misconduct, in-
cluding a conflict of interest relating to the subcon-
tracting of services for contracts that he managed.

Following its investigation, OLAF made a judicial
recommendation regarding the possible passive cor-
ruption and other irregular activities of the official.
Currently, judicial proceedings are ongoing and the
personal immunity of the suspect has been waived.
In these proceedings the Commission seeks financial
compensation for financial loss and restoration of its
reputation. Furthermore the disciplinary recommen-
dations to the relevant European Commission body
indicated a conflict of interest and other professional
misconduct. As a result, the individual was found to
be in breach of European Commission Staff Regula-
tions and has been dismissed from duty.
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Implementation of
recommendations

OLAF is monitoring a total of 1 267 recommendations
issued in previous years, including the 353 recommen-
dations issued in 2013.

OLAF’s primary role in protecting the financial interests
of the EU is to investigate fraud, corruption or other ill-
egal activities affecting these interests. Where the results
of such investigations establish a financial liability, all ap-
propriate recovery actions must be undertaken. It must
be underlined, however, that OLAF has not been em-
powered to recover EU monies. Consequently, any recov-
ery actions following the results of OLAF investigations
fall under the responsibility of competent authorities (EU
institutions, bodies, offices, agencies or Member States).

In 2013, OLAF helped recover EUR 117.05 million to the
EU budget.

The figures on amounts recovered indicated by sector
in Figure 17 are those available at the time of adoption
of this report. For expenditure sectors, the recovery
data was provided to OLAF by the competent Commis-
sion services and other EU institutions, bodies, offices
and agencies. With regard to the Customs (traditional
own resources) sector, the recovery data was extracted
from the OWNRES database which Member States use
to report frauds and irregularities over EUR 10 000 to
the Commission.

Amounts recovered (*) by the
competent authorities following OLAF’s
recommendations (in million)

Customs Fraud 33.9 76.5
Structural Funds 33.4 33.7
Agricultural Funds 14.3 3.2
External Aid 12.8 25
EU Staff 0.05 0.8
Centralised Expenditure 0.04 0.05
EU funding through 0.003 0.3
International Org and

Bodies

Total 94.493 117.05

The results of actions taken following OLAF judicial
recommendations transmitted between 1)anuary 2006
and 31 December 2013, in total and by Member State,
are presented in Figure 18a (). It covers recommenda-
tions issued by OLAF as a result of investigation activ-
ities conducted.

These statistics reflect progress in as much as more than
half of OLAF’'s recommendations have led to results.
However there continue to be considerable disparities
in the follow-up given by the Member States to OLAF’s
judicial recommendations.

The heterogeneous treatment of OLAF’s judicial
recommendations in the Member States and the need
to further speed up the judicial decision making confirm
the urgency to set up a EU body in the field of criminal
investigation and prosecution. As a result, the investi-
gation and prosecution of fraud against the EU budget
would be more equivalently handled in cooperation
with national judicial authorities.

For this purpose the Commission proposed, in July
2013, a Regulation on the establishment of a European
Public Prosecutor’s Office (EPPO) (7) to improve the
fight against offences affecting the Union’s financial
interests. Its exclusive task would be to investigate,
prosecute and, where relevant, bring to judgement, in
Member States’ courts, crimes affecting the Union’s fi-
nancial interests.

(®) In the context of this report, the term “recovery” includes
the results of recovery orders issued by the Commission,
offsetting of debts, de-commitment of EU finances from
projects or programmes, debt liability apportionment between
the Commission and Member States in certain sectors and
recoveries of EU funds (e.g. import duties) from economic
operators by Member States. Not all of these recovery
transactions are individually identifiable in the Commission’s
accounting system.

(%) In Figure 18a a recommendation issued to different authorities
was counted as several different recommendations based on
the number of authorities that it was directed to. However,
one recommendation could concern several individuals and it
would still be counted as one recommendation.

() COM(2013) 534 final
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Figure 18a: Rate of indictment following OLAF’s judicial recommendations

Number No decisions taken Decisions taken Rate of
Indictment

of judicial
recommendations period investigation

436 37 138 261 121 140 54%

Reporting Ongoing criminal Total Dismissal Indictment

Figure 18b: Actions taken by national judicial authorities following OLAF judicial recommendations per
Member State between 1 January 2006 and 31 December 2013

Number of No decisions taken Decisions taken Rate of
judicial Reporting Ongoing criminal  Total Dismissal Indictment Indictment
recommendations period investigation

Austria 5 = 2 3 1 2 67 %
Belgium 43 = 14 29 15 14 48%
Bulgaria 27 2 7 18 8 10 56 %
Cyprus 4 = 3 1 = 1 100 %
Czech Republic 7 2 1 4 1 3 75%
Denmark 4 1 2 1 1 = 0%
Estonia 2 = ° 2 1 1 50%
Finland 1 = ° 1 1 ° O%
France 20 = 6 14 4 10 7%
Germany 30 = 6 24 7 17 %
Greece 22 4 8 10 1 9 90 %
Hungary 4 = 3 1 = 1 100 %
Ireland 1 = 1 ® - - O%
Italy 71 2 26 43 18 25 58%
Latvia 1 = 1 = = = O%
Lithuania 5 = 1 4 3 1 25%
Luxembourg 8 = 6 2 1 1 50 %
Malta 6 1 - 5 - 5 100 %
Netherlands 16 1 2 13 7 6 46%
Poland 17 2 4 n 5 6 55%
Portugal 10 = 3 7 5 2 29%
Romania 70 17 31 22 12 10 46 %
Slovakia 9 3 1 5 5 = 0%
Slovenia 1 = ° 1 - 1 100 %
Spain 30 = 7 23 14 9 39%
Sweden 3 1 = 2 = 2 100 %
United Kingdom 19 1 3 15 1 4 27%
Total 436 37 138 261 121 140 54%
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3. Focus on: The fight against illicit trade in
tobacco products and the role of OLAF

The illicit trade in tobacco products is a harmful phe-
nomenon that deprives the EU and Member States’
budgets of considerable resources, with estimated
tax losses of EUR 10 billion each year (). It is an ever
more globalised, multi-faceted phenomenon, subject to
constant change (). This is why the fight against the
illicit trade in tobacco products can only be successful
if Member States’ customs authorities and the EU co-
ordinate their action through a variety of policy and law
enforcement measures.

OLAF’s work in the fight against illicit tobacco trade in-
volves investigative activities and policy measures.

In order to address the significant challenges stemming
from the need to step up the fight against illicit tobacco
trade OLAF has deployed important resources over the
last five years as detailed Figure 19.

Figure 19: OLAF staff dealing withiillicit trade in
tobacco (*)

OLAF is focusing its work on the following areas:

Investigations by OLAF and coordination of Member
States’ investigative activities;

Joint Customs Operations coordinated by OLAF;

Contributions to the development and implementa-
tion of policy and legal instruments.

INVESTIGATIONS BY OLAF AND
COORDINATION OF MEMBER STATES’
INVESTIGATIVE ACTIVITIES

On its own initiative or at the request of Member States,
OLAF conducts or coordinates investigations into allega-
tions of tobacco smuggling, often involving investigative
missions in third countries as well as in the EU. These
activities are supported by tracking and tracing infor-
mation combined with other market information from
the four major cigarette manufacturers with whom the
EU and Member States have agreements (see section
below). Europol is a partner in these activities.

Figure 20 shows the number of investigation and co-
ordination cases that OLAF has opened in the last five
years.

Figure 20: Investigation and coordination cases opened in the sector of illicit trade in tobacco

products in 2009-2013

Investigation cases opened 0

Coordination cases opened 14

(*®) This figure has been estimated on the basis of the total
seizures of cigarettes in the EU, the assumption that
enforcement authorities are able to seize 10 % of the products
traded illicitly and the EU average loss in excise and VAT taxes
and applicable duties.

(") This phenomenon has been further explained in the
Commission’s Cigarette Communication of 6 June 2013
(COM (2013) 324).

(%°) The figures include staff involved in investigation and policy.



Case study: OLAF coordinates
multi-national efforts to curb cigarette
smuggling

The following case started in 2010 is a good exam-
ple of OLAF’s coordination efforts in fighting illicit
tobacco trade. The Czech customs authorities re-
quested OLAF’s coordination in an investigation of a
structured cigarette smuggling network. The network
had direct contacts with the producers of counterfeit
cigarettes in China and used other criminal networks
to traffic these into the EU.

Czech customs also provided information about the
activities of this group in Spain. OLAF shared this in-
formation and helped coordinate the investigations
in Spain and in the Czech Republic. Spanish customs
identified a large, structured criminal group respon-
sible for smuggling cigarettes from China into Spain
and Portugal. The group was also suspected of laun-
dering the profits of these illegal activities.

OLAF coordinated actions across Europe, including
controlled delivery (*), and more than g0 million cig-
arettes were seized. OLAF also coordinated activities
between judicial and customs authorities in Spain, the
Czech Republic, Portugal, Andorra, Romania, Poland
and the Netherlands. It supported the investigative
bodies of each Member State involved and prepared
the requests for international judicial assistance to-
gether with Eurojust. Through the cooperation facili-
tated by OLAF, several Member States were able to
carry out investigations and actions simultaneously.

The criminal network was identified and dismantled in
Spain, Portugal and in the Czech Republicin 2010. The
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competent services in the Member States, together
with OLAF, are still in the process of confiscating the
assets obtained through these illegal activities.

As aresult more than EUR 7 million of potential losses
in unpaid customs duties were prevented.

JOINT CUSTOMS OPERATIONS COORDINATED
BY OLAF

In the context of Joint Customs Operations (JCO) OLAF
coordinates the work of several national customs au-
thorities exchanging information and acting jointly
against internationally organised contraband (*?).

Figure 21 illustrates the number of JCO related to the
illicit trade in tobacco products OLAF that worked on
during the last five years.

RESULTS OF OLAF’S INVESTIGATIVE
ACTIVITIES AND JOINT CUSTOMS
OPERATIONS

As shown in Figure 22, OLAF’s investigative activities
and the JCO it has coordinated have contributed to sig-
nificant amounts of cigarettes seized in the EU.

CONTRIBUTIONS TO THE DEVELOPMENT AND
IMPLEMENTATION OF POLICY AND LEGAL
INSTRUMENTS

OLAF is involved in negotiating and drafting of inter-
national and EU legislation. The Office is the lead ser-
vice responsible for the conclusion of the Protocol to
Eliminate lllicit Trade in Tobacco Products, the first
Protocol to the Framework Convention on Tobacco
Control (FCTC Protocol), and contributes to the imple-

Figure 21: Joint Customs Operations conducted by OLAF in 2009-2013

Year 2009 2010 20M 2012 2013
JCO 3 1 2 0 2
Figure 22: Number of cigarettes seized with the support of OLAF’s activity in 2009-2013
Year 2009 2010 201 2012 2013
Coordination and investigation cases 125037 600 212040100 156 213400 155749 000 280 680 400
JCOs 81944400 74816 400 1741726 0 68 137 676
Total 206 982 000 286856500 157955126 155749 000 348 818 076

(*") Law enforcement authorities’ tracking of suspected shipments
through one or more Member States.

(#?) For further information about JCO see Chapter 4.1, OLAF’s
cooperation activities with its partners.
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mentation of the EU Tobacco Products Directive. OLAF
furthermore contributes to the implementation of the
Cigarette Communication of 2013. It also participates
in the negotiation and implementation of agreements
with the four major tobacco manufacturers.

THE FCTC PROTOCOL

The FCTC Protocol is an international treaty annexed
to the WHO Framework Convention on Tobacco Con-
trol. The EU signed the Protocol on 20 December 2013.
The Protocol (33) will enter into force once 40 States
have ratified it. Currently one state (Nicaragua) has
ratified the Protocol. Some of its rules, like the in-
troduction of a tracking and tracing regime, need to
be implemented within five years after the entry into
force of the Protocol.

The Protocol aims at combating illicit trade in tobacco
products by a variety of measures. These include inter
alia an obligation for all tobacco manufacturers to re-
cord information allowing the tracking and tracing of
their product, access of officials to that information
and the reporting of that information upon request
to a global information sharing point. Moreover, the
Protocol foresees rules on the licensing of manufac-
turers and persons involved in the import and export
of tobacco products and due diligence obligations for
the manufacturers of tobacco products relating to the
compliance of their customers with the applicable laws
and regulations. These supply chain control provisions
are complemented by provisions on offences, on law
enforcement cooperation, mutual administrative and
mutual legal assistance, extradition and international
cooperation also with regard to free zones and Internet
sales.

OLAF significantly contributed to the signature of the
FCTC Protocol by the EU on 20 December 2013 and is
now working on furthering its conclusion by the EU and
its Member States. OLAF is equally promoting the rati-
fication of the FCTC Protocol by other countries, mainly
by those from which the EU illicit trade in tobacco prod-
ucts originates.

(®) http://apps.who.int/iris/
bitstream/10665/80873/1/9789241505246_eng.pdf?ua=1

THE CIGARETTE COMMUNICATION

The Communication on stepping up efforts to fight
against cigarette smuggling and other forms of illicit
trade in tobacco products (the Cigarette Communica-
tion) of June 2013 proposes a comprehensive EU strat-
egy for fighting illicit trade in cigarettes (>4).

The Communication proposes measures to reinforce
the cooperation with the main source and tranship-
ment countries. It also proposes measures to reinforce
the control of the supply chain of tobacco products
such as tracking (monitoring the movement) and tra-
cing (to detect at which point the product fell off the
legal supply chain). Another priority is enhanced infor-
mation and intelligence gathering and sharing among
the competent authorities inside the EU, including the
agencies and bodies at EU level. Furthermore, measures
are proposed to organise targeted customs operations,
to increase enforcement capacity with more coord-
inated financing, technical assistance and training, as
well as sharing of best practices. Attention is moreover
given to address corruption, to decrease the incentives
created by the gaps and loopholes in the excise legisla-
tion, to strengthen the disincentives (sanctions) and to
raise awareness in the public about the risks associated
with consuming illicit cigarettes.

Council conclusions were adopted by ECOFIN on
10 December 2013 concerning the fight against the il-
licit trade.

OLAF is coordinating the implementation of the Cig-
arette Communication and will publish annual reports
on the state of play of its implementation.

THE AGREEMENTS WITH CIGARETTE
MANUFACTURERS

OLAF contributed significantly to the conclusion of bind-
ing agreements between the EU and four tobacco manu-
facturers (PMI, JTI, ITL and BAT, hereafter named “Coop-
erating Manufacturers”) (%) . The Agreement with PMI
was concluded in 2004, that with JTI in 2007, and the
agreements with BAT and ITL in 2010. All Member States
which were Members of the Union prior to the accession
of Croatia have acceded to the cooperation agreements,
with the exception of Sweden, which has not concluded

() COM (2013) 324

(*) The texts of the agreements are available at: http://ec.europa.
eu/anti_fraud/investigations/eu-revenue/cigarette_smuggling_
en.htm .
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Annual and seizure payments by the Cooperating Manufacturers in 2009-2013 in Euro

Annual Payments 89 000 000 114342777 101507 738 88190 862 84229703
Seizure Payments 11784 835 8 411 615 11289 669 6345782 3727 226
Total 100 784 835 122 754 392 112 797 407 94 536 644 87 956 929

the agreements with BAT and ITL. Croatia has joined the
agreements on 7 April 2014.

The agreements foresee a variety of compliance
commitments of the Cooperating Manufacturers in
addition to private law and the applicable EU laws and
regulations. The commitments include strong anti-
money-laundering provisions and a global tracking and
tracing of their product until it has been sold to their
first customer and to subsequent customers as tech-
nology develops. They include provisions requiring to
know their customer and to globally apply due diligence
in proactively avoiding that their product ends up on
theillicit market.

The agreements also foresee that Manufacturers co-
operate with OLAF and the national police and customs
authorities by providing relevant information to sup-
port investigations against the criminals behind the il-
licit trade in tobacco.

The agreements provide for annual and seizure pay-
ments to the EU’s and the Member States’ budgets. A
share of 9.7% of the annual payments is allocated to the
EU’s general budget while the rest goes to the Member
States’ budgets. Seizure payments are an incentive for
the manufacturers to control the chain of distribution
by obliging them to make payments in the event of
seizure in the EU of their genuine products above defined
quantities. Their allocation to the EU’s and the Mem-
ber State’s budgets is made on the basis of a complex
formula taking into account the EU’s share of customs
duties and VAT which would have been due for the
seized cigarettes.

OLAF is investing significant resources to ensure the
smooth implementation of the agreements with the
Cooperating Manufacturers.

In the Cigarette Communication of 2013, the Commis-
sion undertook to address the remaining challenges
in fighting illicit trade in tobacco products. Improving
the availability and accuracy of independent informa-
tion sources is of great importance, since such sources
are needed to analyse trends and thereby better focus
the OLAF’s policy and investigation resources. The im-
plementation of the agreements with the Cooperating
Manufacturers continues to be a priority for the current
monitoring of the supply chain of illicit cigarettes. Since
illicit cigarettes seized in the EU often originate from
countries outside the EU and are not destined for the
EU market, EU legislation needs to be complemented
by effective investigations, international agreements
(like the FCTC Protocol) and the agreements with the
Cooperating Manufacturers to curb the illicit trade in
tobacco products.
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4. Policies to fight against fraud

4.1 OLAF’s cooperation
activities with its partners

OLAF conducts investigations in the EU institutions,
Member States and worldwide, wherever there is a sus-
picion of fraud against EU funds. It also supports the
Commission and other EU institutions and bodies as
well as Member States in the development and imple-
mentation of anti-fraud legislation and policies.

The institutions and authorities in the EU and across
the globe cooperate with OLAF in sharing information
on suspected fraud and corruption, providing oper-
ational assistance and monitoring the implementation
of its recommendations.

COOPERATION WITH EU INSTITUTIONS AND
BODIES

Among the EU institutions, OLAF strengthened in par-
ticular its cooperation with the European Parliament,
with the signature of Practical Arrangements on 29 July
2013. This document aims at ensuring the effectiveness
of investigations led by OLAF and enhancing cooper-
ation between OLAF and the European Parliament. Dis-
cussions on the signature of similar arrangements are
ongoing with other EU institutions.

The OLAF Regulation puts a specific emphasis on de-
veloping cooperation with Europol and Eurojust, im-
portant partners of OLAF in the fight against fraud,
corruption and any other illegal activity affecting the
financial interests of the Union.

OLAF and Europol are working on a practical arrange-
ment to reinforce their cooperation and information
exchange based on work done so far.

In order to build a stronger relationship with Eurojust,
the OLAF Director-General adopted on 18 October
2013 new internal guidelines for OLAF investigators re-
garding the transmission of case-related information to
Eurojust (*¢). The guidelines aim at developing a consist-
ent and coherent practice for the cooperation between
the two bodies through, for instance, information ex-
changes and training events.

(%) In 2013, OLAF and Eurojust cooperated in four common cases
(which correspond to four cases registered in OLAF and six
cases registered in Eurojust). In 2013 OLAF attended two
Eurojust coordination meetings.

OLAF has an established practice on cooperating with
Eurojust on cases that need additional attention from
national prosecutors.

The following case is an example of good cooper-
ation between OLAF and Eurojust, but also shows the
limits of OLAF’s scope of intervention. In 2010, OLAF
established that a network of individuals located in
several Member States was possibly smuggling fresh
garlic from China into the EU via Norway. Import of
fresh Chinese garlic to the EU is subject to a 9.6 % ad
valorem duty and a specific amount of EUR 1200 per
tonne (net weight).

OLAF carried out a fact-finding mission to Norway
and a Member State helped quickly to disrupt the
alleged fraudulent activities. A load of garlic was
seized. Initially the national prosecutor refused to
dedicate resources to the criminal investigations and
the subsequent prosecution of all persons involved
in this smuggling activity (57 truckloads of garlic had
been smuggled into the EU by this group in 2009 and
2010). After more than a year and the intervention of
Eurojust, a new criminal investigation was opened by
a different national prosecutor.

OLAF assisted the national prosecutor’s office in pre-
paring and executing mutual legal assistance requests
in various Member States, but OLAF recognised its
current limits to intervene. It took more than three
years before an indictment had been issued. The
evaded customs duties are estimated at EUR 1.6 mil-
lion and the loss of a further EUR 170 0oo was pre-
vented following the disruption of the operations in
June 2010.

This is an example of a case where an initiative by the
European Public Prosecutor’s Office could have re-
sulted in a quicker and more successful ending.

COOPERATION WITH MEMBER STATES

In its role as coordinator in the fight against fraud at EU
level, OLAF cooperates closely with the Member States
in order to ensure a rapid exchange of information and
swift follow-up actions.



In 2013 the Advisory Committee for the Coordination of
Fraud Prevention (COCOLAF) and its working parties,
where relevant Member States’ authorities are repre-
sented, were restructured along the lines of different
fraud prevention and control areas, such as:

legislative and policy issues;

general issues of investigative cooperation, irregu-
larities, protection of the Euro;

external communication.

The aim of this re-structuring was to provide a clearer
overview of activities and relations with the Member
States’ authorities.

Member States are now required to designate an anti-
fraud coordination service (AFCOS). In Member States
that have joined the EU since 2004, AFCOS are already
operational and assisting OLAF in its investigative and
policy activities. At the end of the year 2013, 15 Member
States had designated AFCOS and others have taken
steps to do this in 2014.

As part of its extensive cooperation with AFCOS, OLAF
organises an annual AFCOS conference together with
the candidate countries. In 2013 this took place in An-
kara, Turkey.

Among the Member States that have
designated AFCOS, the following have decided
to place it as a constituent body within the
Ministry of Finance: Croatia, Cyprus, the Czech
Republic, Estonia, France, Latvia, Hungary, the
Netherlands, Slovenia and Poland.

Bulgaria and Lithuania have placed it within
the Ministry of Internal Affairs.

Finally, in Malta, Romania and Slovakia the
AFCOS is set up as an independent body
within the national government.

All of the above were designated by

31 December 2013, while a number of other
AFCOS have already been designated in the
course of 2014. It is expected that all Member
States will have an AFCOS in place before the
end of 2014.

While EU legislation provides sufficient basis for coop-
eration with Member States’ authorities, the Office will
also sign Administrative Cooperation Arrangements
to further facilitate the working relationship between
OLAF and the respective authority.
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OLAF signed the following Administrative Cooperation
Arrangements in 2013:

the Swedish International Development Cooperation
Agency (SIDA);

the Prosecutor General’s Office of Latvia;

the General Prosecution Office of the Italian Court
of Auditors.

COOPERATION WITH NON-EU COUNTRIES
AND INTERNATIONAL ORGANISATIONS

Cooperation with non-EU countries and international
organisations is an important component of OLAF’s
work. Through the signature of Administrative Coop-
eration Arrangements with partner services in non-EU
countries, international organisations and financial
institutions, OLAF has managed to establish in recent
years, a solid network of partners throughout the
world. This approach was pursued in 2013 when OLAF
signed arrangements with the Palestinian Anti-Corrup-
tion Commission, the Moldovan Customs Service, the
Ukrainian Ministry of Revenue and Duties and the Aus-
tralian Customs and Border Protection Service.

OLAF signed an Administrative Cooperation Arrange-
ment (ACA) with the Moldovan Customs Service on
reinforcing the cooperation in fighting trade customs
fraud and especially the illicit trade in tobacco prod-
ucts. The ACA came as a result of good cooperation,
exchanges of information and assistance received on
a regular basis from Moldovan Customs.

In 2013 the Moldovan Customs Service informed
OLAF about a number of illegal factories in different
EU countries, running under the coordination/activ-
ities of a Moldovan organised crime group. This group
specialised in supplying machines for manufacturing
cigarettes and providing technical assistance in the
use of these machines. On the basis of the information
received, OLAF coordinated a joint investigation into
illegal factories located in Bulgaria, Greece and Poland.

As a result of this coordination case, tobacco contain-
ers were seized, three illegal factories shut down and
the Moldovan criminal organisation was dismantled
with the individuals concerned arrested.
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AN EXAMPLE OF TARGETED AND EFFICIENT COOPERATION: OLAF COORDINATED
JOINT CUSTOMS OPERATIONS IN 2013

In the implementation of the policy to fight against
the smuggling of excise goods, Joint Customs
Operations (JCO) are specifically targeting
smuggling and customs fraud in high-risk areas or
along identified trade routes. These operations
also improve cooperation between the countries
involved in tackling these illegal activities. JCOs do
not only safeguard the EU’s financial interests, but
also protect citizens and legitimate businesses by
intercepting illegal products entering the EU.

In 2013 OLAF provided substantial conceptual,
operational and financial inputs to two operations.

The first operation, ROMOLUK, was carried

out in the context of the EU Action Plan to

fight smuggling of cigarettes and alcohol along

the Eastern border of the EU. It was jointly
coordinated by OLAF and Romanian Customs, with
the participation of the Ukrainian and Moldavian
authorities, EU-BAM, FRONTEX and EUROPOL.
OLAF provided its expertise, as well as analytical
and logistical input.

The second operation, WAREHOUSE, was
carried out in close cooperation with Lithuanian

4.2 Implementation
of the Commission
Anti-Fraud Strategy:
OLAF’s contribution

2013 was a significant year in the implementation of
the Commission Anti-Fraud Strategy (CAFS). The pri-
ority actions announced in the CAFS were completed
in 2013 as well many supporting actions.

PRIORITY ACTIONS

In the CAFS, three issues were addressed as a matter of
priority related to fraud prevention:

To insert adequate anti-fraud provisions in Commis-
sion proposals on spending programmes for the pro-
gramming period 2014-2020. Provisions have been
included in all relevant funding programmes which
provide for a reference to OLAF’s investigative com-
petence.

tax authorities to target excise and VAT fraud
specifically, as well as customs fraud. During the
entire operation, OLAF provided organisational,
logistical, financial and technical support to allow
for an exchange of information and intelligence in
real time.

OLAF put its newly designed application Virtual
Operational Coordination Unit (V-OCU) at the
disposal of the Member States to allow real-time
exchange of information and intelligence through a
secure customs network during the JCOs.

The development of anti-fraud strategies at Com-
mission Service level. OLAF developed a method-
ology to support Commission Services in the elab-
oration of their strategies and organised workshops
with groups of services active in similar policy areas.
Most Directorates-General adopted their strategies;
a few are finalising theirs.

The revision of the procurement directives by the
Directorate-General for Internal Market and Ser-
vices. The new rules on public procurement and con-
cession contracts entered into force in April 2014.

SUPPORTING ACTIONS IN 2013

OLAF provided training to Commission officials and
auditors in particular on the detection of fraud and
fraud indicators and on reporting suspicions of fraud.
The training has led to increased fraud awareness with-
in the Commission and will lead to a stronger focus on
the prevention of fraud and detecting fraud at an early
stage.
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OLAF also supported the Commission Services on 4 3 Financial Support
fraud risk management. Fraud risk assessment is an

important part of the methodology for the elabor-
ation of an anti-fraud strategy. By identifying and as-
sessing fraud risks within a Commission Service, anti-
fraud measures can be directed at areas with a higher
fraud risk, thus enabling a proportionate and effective EUR

> 1m|II|on\
means of fraud prevention.

Figure 24: OLAF budget for programmes in 2013

The Fraud Prevention and Detection Network (FPD-
Net), a network of representatives from all Commis-
sion Services aimed at exchanging experience and
best practices in fraud prevention had four meetings

EUR
14 million

Total

in 2013. Among the discussed topics were the ethics EUR
structure in the Commission and the anti-fraud meas- %1:7
ures to prevent and detect corruption and irregular million

activities of EU officials.

OLAF ANTI-FRAUD STRATEGY

In December 2013, OLAF adopted its own Anti-Fraud
Strategy for 2014-2017 to strengthen the anti-fraud
measures already in place in the Office. Taking into ac-
count the fraud risk assessment, the control environ-
ment, the procedures in place and OLAF’s mission, it
was decided to focus on two main objectives:

~ARs [ Ppericles

Hercule

Maintaining a high level of control for funds managed
by OLAF;
Promoting the highest level of integrity of OLAF staff.

HERCULE PROGRAMME

The Hercule programme offers funding dedicated to
preventing and fighting fraud, corruption and any other
illegal activities affecting the financial interests of the
Union, including the fight against cigarette smuggling
and counterfeiting.

A set of actions was proposed and will be implemented
in order to achieve these objectives.
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The Hercule Il programme (¥) had a budget of EUR 14
million in 2013 for funding actions to strengthen the
operational and administrative capacity of customs and
police forces in the Member States, and for training
activities and conferences as well as for IT support.

In 2013, the Commission supported more than 40
technical assistance actions, for an amount of almost
EUR 8.5 million, undertaken by law enforcement agen-
cies in the Member States. The actions consisted of, for
example, the purchase of x-ray scanners deployed at
the Union’s external borders to examine containers, lor-
ries and other vehicles. The scanners proved to be help-
ful in the detection of substantial amounts of smuggled
and counterfeit cigarettes and tobacco but also helped
in revealing the presence of liquor, drugs or arms.

Hercule funding was further provided for organising con-
ferences and training seminars in 2013 in order to pro-
vide an opportunity to law enforcement staff from dif-
ferent Member States and third countries to meet and
to share information on the best practices in the fight
against irregularities, corruption and fraud. The Hercule
programme continued to provide funding in support of
digital forensics training sessions for law enforcement
staff from Member States and some third countries.

Lastly, one of the programme’s operational objectives
consists of enhancing the development of legal and ju-
dicial protection of the financial interests against fraud
by promoting comparative legal analysis.

A new Hercule 11l Regulation for 2014-2020 entered into
force in January 2014. The budget for this programme
amounts to EUR 104.9 million over the seven-year
period and at least 70 % will have to be spent on Techni-
cal Assistance actions.

(%) Decision 878/2007 of 23 July 2007 for the period 2007-2013

(%®) http://www.mpicc.de/eucrim

The Anti-Fraud Information System (AFIS) is a set of
anti-fraud applications operated by OLAF under a com-
mon technical infrastructure aiming at the timely and
secure exchange of fraud-related information between
national and EU competent administrations. It encom-
passes two major areas: Mutual Assistance in Customs
Matters and Irregularities Management.

The programme’s budget for 2013 was EUR 6.7 million
including human resources and IT costs.

OLAF manages, on behalf of the European Commission,
the Pericles programme: an exchange, assistance and
training programme to protect the euro against coun-
terfeiting. The amount allocated to the programme in
2013 was EUR 1 million. In 2013, 13 projects to protect
euro banknotes and coins against counterfeiting were
funded in the framework of the Pericles Programme.

In 2011 the Commission presented a proposal for a new
Pericles programme for 2014-2020. The negotiations
between the Commission, the European Parliament and
the Council were successfully concluded in 2013. The
budget for this programme amounts to EUR 7.3 million
over the seven-year period.

Results of the study “Identifying
and reducing corruption in public
procurement in the EU”

At the request of the European Parliament, a
study was commissioned by OLAF on behalf
of the European Commission and carried out,
using a special budget line, between March
2012 and June 2013 by PwC and Ecorys, with
the support of the University of Utrecht.

It concluded that corruption had a very
detrimental effect on public resources and
therefore the transparency of procurement
projects and procedures should be
strengthened as a priority (*9).

(*°) http://ec.europa.eu/anti_fraud/documents/anti-fraud-policy/
research-and-studies/identifying_reducing_corruption_in_
public_procurement_en.pdf
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Data protection

The year 2013 marks an important milestone for data
protection at OLAF and in all of the EU institutions,
bodies, offices and agencies: it is the tenth anniversary
of the appointment of the European Data Protection
Supervisor (EDPS), responsible for overseeing their
implementation of data protection requirements. The
OLAF Data Protection Officer (DPO) and OLAF Con-
trollers have collaborated extensively with the EDPS,
and as a result, data protection has permeated every
aspect of OLAF’s work. OLAF has set up a system for
data protection compliance based on the accountability
principle.

Some of the most significant achievements of the last
ten years are the following:

As OLAF is processing operations related to investiga-
tions that require the EDPS review, it has submitted ap-
proximately 50 notifications for prior checking. These
notifications describe OLAF’s most sensitive data
processing operations, including internal and external
investigations, the Fraud Notification System, intel-
ligence, mutual assistance on irregularities, and moni-
toring by the OLAF Supervisory Committee. The EDPS
has issued a total of approximately 25 prior checking
opinions (having treated several notifications together
in some of the opinions), and each opinion contains a
number of recommendations which OLAF has had to
implement.

OLAF has submitted a number of consultations to the
EDPS over the ten-year period, seeking advice on legis-
lation being drafted, internal rules on data protection,
and important issues of policy or procedures to be fol-
lowed. An example of an important issue with respect
to which OLAF sought advice from the EDPS is the data
protection clauses to be attached to OLAF’s adminis-
trative cooperation arrangements with third countries
and international organisations. Through meetings and
discussions, model data protection clauses have been
agreed for transfers of personal data to recipients in
third countries and international organisations.
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The EDPS has conducted several inspections and on-
the-spot visits at OLAF. These occurred in 2006, 20m
and 2013 to verify the reality regarding the measures
taken with respect to the EDPS opinions concerning
OLAF investigations and mutual assistance. In each in-
stance, the EDPS staff selected at random a group of
case files, and verified whether they reflected the com-
mitments OLAF had made. The EDPS issued a report
following each inspection (the 2013 inspection report
is expected in early 2014) suggesting, when necessary,
ways to strengthen data protection.

Following all the prior checks, OLAF has developed and
implemented a system for ensuring compliance by each
investigator in each case. This is achieved through the
OLAF instructions to staff on data protection, OLAF
work forms and the OLAF Data Protection Module
in the Case Management System. The instructions to
staff on Data Protection were adopted by the Director-
General in April 2013, replacing Guidelines that had
been in force for several years. The instructions take
account of a number of the EDPS recommendations
indicating what OLAF case handlers must do in order
to meet data protection requirements. The OLAF work
forms contain privacy statements and data protection
transfer clauses, ensuring that the recipients of letters
from OLAF are correctly informed of their data protec-
tion rights or obligations. Case handlers are obliged to
record relevant information about their observance of
data-protection requirements in the OLAF data-protec-
tion module, which was updated in 2013.

The first decade of collaboration between OLAF and
the EDPS has been a period of great change. The excel-
lent collaboration between the EDPS and the various
actors at OLAF - the DPO, the management and the
investigators — has resulted in a practical implementa-
tion of the requirements in this complex environment.
The result is that data-protection for all data subjects
involved in OLAF investigations is rigorously applied.
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Supervisory Committee

The mandate of the Supervisory Committee to monitor
OLAF’s investigative function in order to reinforce its
independence is outlined in Article 15 of Regulation (EU,
Euratom) No 883/2013.

The Committee is composed of five members, appoint-
ed by the common agreement of the European Parlia-
ment, the Council and the Commission. In carrying out
their duties the members do not take instructions from
any government, institution, body, office or agency.

In 2013, the members of the Committee were: Mr Jo-
han Denolf (Chair, elected as of 8 October 2013 for an-
other one-year term), Mr Herbert Bésch, Ms Catherine
Pignon, Mr Tuomas Pdysti (as of 27 March 2013) and Mr
Jens Madsen (as of January 2013) (3°). In February 2014
the Supervisory Committee welcomed a new member,
Mr Dimitrios Zimianitis, who replaced Mr Jens Madsen.
According to the OLAF Regulation the term of office
of the members is five years, not renewable and two
members should be replaced alternately to preserve
the Supervisory Committee’s expertise (3 .

In 2013, OLAF allocated to the Supervisory Committee
the necessary resources for performing its mission. In
addition, during the year, the number of staff members
assigned to the Supervisory Committee Secretariat in-
creased from 6 to 8.

The Supervisory Committee delivers opinions or, when
appropriate, recommendations to the Director-General
of OLAF. These can be delivered on its own initiative, at
the request of the Director-General or at the request
of an EU institution, body, office or agency without in-
terfering with the conduct of investigations in progress.

In 2013, the Supervisory Committee delivered two
Opinions to the Director-General of OLAF related to
OLAF’s Preliminary Draft Budget for 2014 and to the
Establishment of an internal procedure for complaints.
During the year, the Supervisory Committee requested
and was granted access to 18 cases. Additionally, ac-
cess to 351 documents relating to investigations was
requested. All requests were honoured by OLAF. The
Committee received information on all cases transmit-

(%% Supervisory Committee’s dedicated section on OLAF’s
website : http://ec.europa.eu/anti_fraud/about-us/supervisory-
committee/index_en.htm

(") Article 15.3, Regulation (EU, Euratom) No 883/2013

ted by OLAF to national judicial authorities and OLAF
reported to the Supervisory Committee all the required
information on the duration of cases.

With the entry into force of Regulation (EU, Euratom)
No 883/2013, OLAF and its Supervisory Committee
agreed on new joint Working Arrangements which were
signed on 14 January 2014. The text is available on the
OLAF website (32).

The Working Arrangements marked a significant step
forwards in the working relations between both parties.
They set out:

The general information to be provided to the Super-
visory Committee concerning the investigative activ-
ity of OLAF;

An agreed methodology for providing extensive in-
formation on OLAF investigations, whilst fully re-
specting the rules concerning the confidentiality
of information and personal data contained in the
relevant case files;

A timeframe for the provision of this information,
taking into account the monitoring needs of the
Supervisory Committee to have regular and reliable
information on the investigative function of OLAF,
while reducing the burden of continuous reporting
for the Office.

The Working Arrangements aim at strengthening the
relationship between OLAF and its Supervisory Com-
mittee, by enhancing the support for OLAF’s investiga-
tive function and to its independence and improving
the cooperation practices.

(*?) http://ec.europa.eu/anti_fraud/documents/legal-framework-
agreements/working_arrangements_olaf_supervisory_
committee_en.pdf
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7. Resource management

7.1 OLAF’s Budget

In 2013 OLAF’s administrative budget, EUR 57.7 million, was allocated as follows:

Figure 25: OLAF administrative budget in 2013
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7.2 Human Resources

On 31 December 2013, almost 80 % of OLAF’s total staff (350 out of 440) was working
on activities related to OLAF’s investigative functions.

Figure 26: Overview of OLAF personnel on 31 December 2013

Permanent and External Total
Temporary posts  Personnel
Fight against fraud 306 44 350
Administrative support for the European Anti-fraud Office 32 6 38
Policy strategy and coordination for the European Anti-fraud Office 46 6 52
Total 384 56 440
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Training

As a follow-up to the entry into force of OLAF Regu-
lation, in-house training was organised on the implica-
tions of this new regulation on the investigative pro-
cedures and practices.

The main focus on investigative training was reinforced
by a set of new training sessions delivered exclusively by
experienced investigators. The topics of these sessions
were Interviewing techniques, Gathering of evidence,
On-the-spot checks, Report writing and Inspection of
premises. These training sessions were organised to
maintain and improve further the high standards of
OLAF in the investigative field and led to the identifica-
tion of best practices.

OLAF’s forensic experts and operational analysts regu-
larly participate in a number of highly specialised exter-
nal training sessions.

Furthermore, OLAF’s staff was trained by the Directorate-
General for Agriculture and Rural Development and
by the specialist EU agency for judicial cooperation in
criminal matters, Eurojust, in order to enhance their
knowledge on specific relevant subject matters.

A management training programme was developed in
2013 to enhance management competencies via group
coaching. The importance of ethics in OLAF was ad-
dressed in an awareness campaign including a lunch
debate, along with the drafting of an OLAF Ethics guide
and a revamp of the intranet page dedicated to Ethics.

A mentoring session was organised in order to prepare
staff members interested in middle management pos-
itions. Special attention was paid to gender balance and
equal opportunities issues.

OLAF is contacted regularly by other Commission ser-
vices, institutions or bodies and external organisations
to give presentations on specific topics relating directly
to its competences, expertise or methods of work. In
the framework of the Commission’s Anti-Fraud Strat-
egy, OLAF supports the Commission services and EU
agencies in their efforts to raise awareness about fraud
issues and develop appropriate anti-fraud training.
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Outlook: 2014 and beyond

OLAF is looking forward to continuing its active in-
volvement in all the relevant investigation activities and
policy initiatives linked to its mandate.

Improving cooperation with partners will remain
a key priority for OLAF in the years to come. OLAF
intends to conclude cooperation arrangements with

The Office will strive to further consolidate the posi-
tive results achieved in the investigative field.

The first exchange of views between the European
Parliament, the Council, the Commission and the
Director-General of OLAF took place on 8 April 2014.
OLAF welcomes this new process as a good opportu-
nity to improve further the relationship and dialogue
with the institutions on matters of general anti-fraud
policies which are the focus of the exchange.

the Commission and the other EU institutions; deep-
en cooperation with Eurojust and Europol and sign
further Administrative Cooperation Arrangements
with Member States and third country authorities, as
well as with international organisations.

OLAF will continue to actively support the negoti-
ations on the Commission’s legislative proposal on
the establishment of a European Public Prosecutor’s
Office. As the legislative process further advances, it
will be necessary and important to reflect on the spe-
cial relationship between OLAF and the future EPPO.
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