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Foreword by the Director of OLAF, Franz-H. Briner

Following my reappointment for a second 5-year term in February 2006, | was able to
proceed with the reorganisation of the Office to take account of the lessons learned in the
previous 6 years during which OLAF had more than doubled in size and greatly increased its
efficiency.

The objective of the reorganisation is to place more emphasis on OLAF' s operational work, to
improve communication within the Office, and to strengthen its management. The new
structure came into effect on 1 September 2006. It provides for two operational and
investigation Directorates, one dealing with investigations internal to the Institutions and
other bodies and with fraud in expenditure programmes managed directly by the European
Institutions; and the second dealing with investigations and operations in those area of the
Budget where responsibilities are shared between the Commission and the Member States
(Own Resources, agriculture and structural actions). A third Directorate brings together the
units which provide specialist operational support, such as intelligence, legal advice on
criminal law, and the infrastructure for joint Customs operations. The fourth Directorate
covers personnel, finance, management, information services and most of the policy issues on
which | report to the College.

At the same time, negotiations were launched with the Commission and with the Staff
Associations to identify a mutually acceptable arrangement for assuring the continuity of
OLAF s staffing. This was essential, since large numbers of operational staff employed on
fixed term temporary contracts were approaching the end of those contracts or were under
pressure to return to national administrations. | am pleased to say that a solution was found
early in 2007 in the form of a package of measures which included both a mechanism for
giving qualified OLAF temporary staff indefinite contracts and the gradual reduction in the
ratio of temporary to permanent staff. This agreement should end the uncertainties and
instability about future staffing which were increasingly disrupting the operational work of
the Office. In addition, it has at last proved possible to fill a significant number of vacant
posts following the completion of various selection procedures. Priority was given to the
recruitment of staff from the new Member States.

These developments, taken together, mark the end of what has been for OLAF a period of
transition between the initial difficult years after the Office was set up and its transformation
into a mature organisation which is consolidating the progress that it has made in the fight
against fraud to the detriment of the EU’ sfinancial interests.

In 2006, for the first time, the number of investigations which OLAF conducted on its own
account equalled the number of casesin which OLAF was assisting Member State authorities.
| expect to see yet more concentration of OLAF resources in the coming years on major,
complex fraud cases, both within the Institutions and in sensitive areas of the Budget such as
procurement and external aid. Greater and more effective cooperation both between
European bodies and internationally will be an essential part of this process.

| am delighted to say that, within Europe, OLAF' s cooperation with Europol and Eurojust in
operational mattersisincreasing. Beyond Europe, OLAF has forged an effective partnership



with its sister agencies in the United Nations and the World Bank, reinforced by the
secondment of experienced OLAF staff. OLAF s ability to add value in the coordination of
international operationsis now well established.

On the revenue side of the Budget, where very large sums of money are at stake, | am pleased
to report that the agreement reached between the Commission and Philip Morris on the
prevention of cigarette smuggling is working well. All but one Member States have now
joined the agreement and are benefiting both from the increase in cooperation in suppressing
illegal cigarette trafficking and from the flow of payments provided for by the agreement.
However, the refusal of some Member States to allow OLAF the means by which to
demonstrate its potential in the fight against VAT fraud is as disappointing as it is difficult to
understand.

Finaly, | would like to thank the members of OLAF Supervisory Committee for their support,
encouragement and advice. Since their appointment in November 2005, the members of the
Committee have taken a close interest in all aspects of OLAF s work, making a constructive
contribution both to the improvement of operational procedures and to the quality of
management. The Committee remains an essential element in the defence of OLAF's
operational independence.

F.H.Brtner
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1 OLAFsMISSION AND WORKING METHODS

1.1 Mission statement

The mission of the European Anti-Fraud Office (OLAF) is to protect both the financial
interests of the European Union, and therefore of its citizens, and the reputation of the
European Institutions. It achieves this by investigating fraud, corruption and any other illegal
activity affecting those interests, and misconduct within the European institutions, by
assisting Community and national authorities in their fight against fraud; and by means of
deterrence, prevention and strengthening legislation, making it more difficult for fraud and
irregularities to occur and so contributing to public trust in the European project.

OLAF performs its activities with integrity, impartiality and professionalism respecting
individuals' rights and freedoms.

1.2 Themain competencies of OLAF

OLAF's task is to conduct in full independence, interna and external administrative
investigations as provided for in Articles 3 and 4 of Regulation (EC) N° 1073/99'. The
Community legal basis for action against fraud is established in Article 280 of the EC Treaty.

e OLAF isempowered to conduct internal investigations based on Regulation 1073/99,
and on the internal decisions which the Community institutions and bodies have
adopted in accordance with the Inter-institutional Agreement's Model Decision®
concerning the terms and conditions for internal investigations conducted by OLAF.

e OLAF is empowered to conduct external investigations based on the applicable
regulations, and in particular on Regulation (Euratom, EC) N° 2185/96 which allows
OLAF to conduct on-the-spot checks and inspections on the premises of economic
operators who may have been involved in, or concerned by, an irregularity, and on the
relevant sectoral rules. OLAF s investigators also comply with the national procedural
rules of the Member State in which they conduct an investigation. They work in close
cooperation with the competent Member State and third countries authorities. The
specific legal basisis aways identified before an investigation is launched.

e OLAF aso organises close cooperation between the competent authorities of the
Member States in order to coordinate their investigative activities. OLAF provides
Member States, accession countries and third countries with the necessary support and
technical know-how to help them in their anti-fraud activities, and cooperates closely
with international organisationswith parallel interests.

Since OLAF is part of the Commission, it is able to exercise Commission powers. However,
OLAF is endowed with budgetary and administrative autonomy, designed to make it
operationally independent. The legal framework includes two structures to reinforce OLAF's

1 0JL 136, 31. 5. 1999, p. 1 and 8. Where reference is made to Regulation 1073/99, it also applies to the
equivalent Euratom Regulation .
20JL 126, 31. 5. 1999, p. 15.



operational independence: guarantees associated with the post of OLAF s Director General,
and the Supervisory Committee.

As regards its investigative activities, OLAF is independent of the Commission. The opening,
conduct and closing of a case is a matter under the exclusive competence of the Director
Genera of OLAF. OLAF investigators operate under his hierarchical control.

OLAF staff act as agents of the Commission subject to its internal rules and powers. This
concerns activities such as genera administration, participation in the Commission’s
legislative and policy initiatives and international cooperation.

A Supervisory Committee composed of outside experts provides independent oversight of
OLAF's operational activities. The Committee monitors the implementation of OLAF's
investigative function without interfering with operational activity. OLAF accordingly
cooperates with the Committee under the authority of the Director General.

1.3 OLAF’ snew organisational structure

OLAF was restructured in September 2006 to take account of the main lessons drawn from
the experience gained since its creation in 1999. The new Directorates A and B both dea with
investigations and operations. Each operational Director is now assisted by an Adviser
responsible for Case and Board Management.

A third Directorate (C) provides support functions to investigations and operations, such as
intelligence, legal and technical advice, and the follow-up of cases. It also draws on the
Office’s increasing operationa experience to improve fraud prevention and other anti-fraud
actions. A fourth Directorate contains OLAF s general management and policy functions, but
also contributes directly to operations by maintaining a dedicated database and other record
systems.

Most of the resources are now deployed in OLAF s core remit: investigations and operational
activity. About 70% of OLAF staff® is occupied with tasks related to the Office' s operational
activity including administrative support for operational activity (63% if administrative
support staff are excluded). On 31st December 2006 there were 388 persons working in
OLAF* of whom 313 were statutory staff.

OLAF s new organisation chart can be found at Annex |I.

1.4 Thelnvestigations and Operations Executive Board

The Investigations and Operations Executive Board (“the Board”) assists the Director General
by giving advice on the handling of cases. Board members include representatives of the

3 Approximate figure based on an estimate of the time devoted by each member of staff to a task which contributes to the
achievement of the Office's operational activity. Some OLAF staff carries out both operational tasks and tasks which are
related to OLAF's other activities. This is the case in particular of units working on follow-up, administration and
intelligence.

4 Excluding 29 I T staff employed from contractors.



relevant Directorates. The Board considers evaluation reports prepared by the relevant units
and recommends whether or not a case should be opened. The Director General or one of the
Directors acting on his behalf decides whether to accept the recommendation.

The Board considers and advises the Director General on each mgjor stage in the lifecycle of
cases. opening; decisions on “non-cases’; changing case types; closing; opening new follow-
up paths; and closing follow-up. Where relevant the Board is informed of the associated
activities of external investigative, judicial and other partners associated with a case.

Once the operational activity has been completed in an open case in accordance with specific
formal procedures and approved by the Board, the case moves to the follow-up stage® if
necessary. Follow-up includes various activities designed to ensure that the competent
Community and national authorities have carried out the administrative, financia, legislative,
judicia and disciplinary measures recommended by OLAF. Once all measures have been
taken and the follow-up of the case has been completed, the follow-up stage is formally
closed and any associated EC entities® or other parties are informed of the outcome.

Since the reorganisation of OLAF in September 2006, the Board has met in two separate
formations, one for each operational Directorate.

A. Evaluation of initial information

Every item of initial information received by OLAF is assessed in order to make a
recommendation as to whether a case should be opened and, if so, which category of case.
The initial evaluation of a case should normally be completed within two months of receiving
theinitial information, but can be extended if circumstances so justify.

B. When the Board recommendsthe opening of a case:

When the Board recommends that a case should be opened, it is classified under one of the
following four categories:

e |Internal investigations. Internal investigations are administrative investigations within
the Community institutions and bodies for the purpose of detecting:

o] fraud, corruption, and any other illegal activity affecting the financial interests of the
European Communities,

0 serious matters relating to the discharge of professional duties that constitute a
dereliction of the obligations of officials and other servants, members of the
institutions and bodies, heads of offices and agencies, or members of staff, and liable
to result in disciplinary or criminal proceedings, or an equivalent failure to discharge
obligations on the part of members of institutions and bodies, heads of offices and
agencies or members of the staff of institutions, bodies, offices or agencies not subject
to the Staff Regulations.

® In some circumstances follow-up activities may take place before the formal closure of the investigation stage.
® Institutions, bodies, offices and agencies.



e External investigations: External investigations are administrative investigations outside
the Community institutions and bodies for the purpose of detecting fraud or other irregular
conduct by natural or legal persons. They may be carried out under either horizontal or
sectoral legidation. Cases are classified as external investigations where OLAF is
providing the majority of the investigative input.

e Coordination cases. OLAF contributes to and focuses investigations carried out by
national authorities or other Community departments by facilitating and stimulating the
gathering and exchange of information and contacts, as well as by encouraging authorities
to work together through coordinated action. This ensures operational synergy between
the relevant national and Community departments.

e Criminal assistance cases. Crimina assistance cases are cases within the legal
competence of OLAF in which competent authorities of a Member State, candidate
country or third country carry out a criminal investigation and request OLAF' s assistance
or OLAF offersits assistance. No investigation activities may be undertaken.

C. When the Board recommends not to open a case

If the Board is of the opinion that a case should not be opened, it may recommend either
undertaking a monitoring action or classifying the matter as a*“non- case”:

e Monitoring action: OLAF may decide not to open an external investigation but rather to
monitor investigations carried out by national authorities, when the financial interests of
the European Community are at stake. Monitoring actions are those where OLAF would
be competent to conduct an external investigation, but in which a Member State or other
authority is in a better position to do so (and is usually aready doing so). Monitoring
actions are passed directly to the authority deemed competent to handle them. No OLAF
Investigation resources are required, but, as the interests of the EU are at stake, OLAF will
follow up with requests for reports on developments at regular intervals. Updates would
normally be requested at least once every six months. Once a monitoring action has been
opened, control of this action within OLAF passes directly to the appropriate follow-up
unit. If the follow-up units consider that there are indications that the Member State or
other authority is not dealing with an individual case in an appropriate way, then the
matter should be referred back to the operations Directorate with a clear recommendation
for re-evaluation on the basis of specific facts. No investigation activities may be
undertaken.

e Non-cases. A matter is classified as a non-case where there is no need for OLAF to take
any investigation, coordination, assistance or monitoring action. Non-cases result from
evaluations that conclude that EU interests appear not to be at risk from irregular activity,
or other relevant factors indicate that no case should be opened. This process may result in
the transmission to Member States of information about possible offences not related to
the protection of EU interests.

Where information is received which clearly and unequivocally does not fall within the
competence of OLAF, then the responsible Head of Unit may propose not to refer the
information for evaluation. This information does not reach the Board and is classified as a
“non case primafacie’. Thisiswhat is known as the simplified procedure.



The diagram below presents the whole process from the initial stage in which the information
is received by OLAF to the final stage in which the decision is adopted by the Director
General.

[ Evaluation of incoming infor mation ]

Non-Case Prima Facie ]_

Executive Board

[ Recommends the opening of a case ] [ Recommends not opening a case ]

_[ Internal investigation case ] _[ Monitoring action ]
_[ External investigation case ]
_[ Coordination case ]

[ Criminal assistance case

[ Non case ]

1.5 TheCase Management System (CMYS)

The CMS is used by operational staff to manage operational cases and related activities. The
system contains information relating to OLAF s new, ongoing and closed operational cases. It
is the primary source of operational information within the Office; this information is also
used for intelligence and management purposes. Monthly management reports are produced
and circulated to the management team. These reports were restructured in 2006 to allow
managers to focus on key performance indicators, which were revised after the
recommendations of the European Court of Auditors (ECA) in itsreport 1/2005.

The CMS consists of the following modules:

The Case M odule provides a single source of case-related information covering the work
of al operational and follow-up units. Case handlers can use this part to manage their
cases through each operational phase, to generate standard letters and notes and to
organise electronically all case related documents.

The I ntelligence Request Module is used to manage all requests to the intelligence units,
including both those originating from within OLAF and those originating from external
partners,

The Investigations and Operations Board Module (see paragraph 1.4) is used by the
management team to manage weekly meetings of the Investigations and Operations
Executive Board. It facilitates preparation, circulation and follow-up of documents;

The Mutual Assistance Moduleis split into two sub-modules: the first is used to organise
and record the information OLAF sends to the Member States, and to show the progress
of investigations that take place in the Member States; the second is an address book that
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records the names and coordinates of the various contact persons in the Member States
and third countries,

e The Legal and Judicial Advice Module is used to manage and record internal requests
for legal advice. This module enables case-handlers to request advice on specific cases
and gives the legal experts access to the relevant case file, thus ensuring that advice can be
based on afull understanding of al the issues concerned,

e The Greffe Library Module is used to manage the transmission of origina case-related
documents within OLAF. These documents are normally retained centrally by the OLAF
Greffe under the supervision of the Document Management Officer.

Access to the data contained within the CMSis strictly controlled.

1.6 Reform of Regulation (EC) N° 1073/1999 of the European Parliament and of the
Council of 25 May 1999 concerning investigations conducted by the European
Anti-Fraud Office (OLAF)

European Parliament and Council Regulation (EC) 1073/1999 and Council Regulation
(Euratom) 1074/1999 confer on OLAF both powers to conduct internal investigations and all
of the Commission’s powers to conduct external investigations

On 24 May 2006, the Commission adopted a proposal for the amendment of this Regulation’.
This proposal is aimed at improving the governance and effectiveness of the Office and its
procedures. It is currently being examined by Parliament and the Council under the co-
decision procedure. Revision of OLAF's legal framework should strengthen the legal basis
and procedural safeguards for the activities of the Office.

1.7 The implementation of recommendations made by the European Court of
Auditorsin itsreport on the European Anti-Fraud Office

Special report n°1/2005,2 concerning the management of the European Anti-Fraud Office,
adopted by the Court of Auditors on 9 June 2005, put forward a number of recommendations
for improving of the organisation and working methods of OLAF. 2006 was the first complete
year after the adoption of this Report. OLAF made considerable effort to address the
challenges identified by the Court, and alarge part of the recommendations have already been
implemented.

The organisational structure of OLAF has been changed to enable it to focus on core activities
and to improve the management and supervision of its operational work (see paragraph 1.3).
In order to enhance the efficiency of operations and investigations, OLAF has refined
performance indicators against which the achievement of objectives is measured and has
improved operational statistical data and final reporting. Actions are also being taken to

" Proposal for a Regulation of the European Parliament and of the Council amending Regulation (EC) No
1073/1999 concerning investigations conducted by the European Anti Fraud Office (OLAF) COM(2006) 244.
final.

8 Special report n°1/2005 concerning the management of the European Anti-Fraud Office (OLAF), together with
the Commission’s replies. OJ C 202, 18.8.2005

11



control the average duration of cases. The limited strategic intelligence resources are being
targeted at the identification of high risk sectors where new cases may be identified. Training,
particularly of investigators, has been increased.

Some issues remain to be tackled in 2007. These include reassignment, within the European
Commission, of the financial follow-up function to the authorising Directorates General in
order to allow better use of OLAF's resources for achievement of its key objectives,
introduction of the Time Management System for the whole Office to measure better the
staff’s actual workload as well as properly to align the workload (put in place on 1 April
2007); and definition of investigative procedures in the new OLAF Manual (see annex I1). An
agreement was reached early in 2007 with the Commission and with the relevant staff
associations on a package of measures to ensure the stability of staffing, notably through
making indefinite contracts available to OLAF temporary agents in certain circumstances.

The implementation of a number of other actions recommended by the Court will depend on
the adoption of the reform of Regulation N°1073/1999 (see paragraph 1.6 above).

12



2 STATISTICAL TRENDSIN OPERATIONAL ACTIVITI ES(2002—2006)9
21 General trends

The volume of information received by OLAF has risen steadily since 2002. In parallel, the
average length of the standard evaluations by the Board is declining overal. Since the
introduction of the simplified procedure for “non cases prima facie”, more information is
assessed in less time. The Board is more efficient because it is only required to assess
substantive information.

For the first time the number of OLAF' s own investigations equals the number of cases in
which OLAF assists nationa authorities. The trend observed is that OLAF's activity is
moving gradually towards areas in which Member States do not exercise specific
responsibilities. Direct Expenditure cases (including external aid) represent a significant and
growing proportion of the new cases opened by OLAF over time.

The proportion of cases closed with follow-up has increased which is also an indicator that
OLAF is focussing increasingly on substantive cases. The majority of follow-up work still
concerns financial recovery and judicial activities which accounted for more than 70% of the
total follow-up activities undertaken by OLAF in 2006. However, the number of
administrative follow-up™cases is gradually increasing.

More informants are coming forward. The number of referrals from this source increased by
10% in 2006. This encouraging trend may be interpreted as the result of an improved
perception of OLAF among the general public.

2.2 Trend analysis

Table 1 shows the level of incoming information over the past five caendar years. Thereis a
difference in the data on incoming information this year. As the accounting convention has
been changed in relation to previous reports in order to remove duplicate information, there
are some differences in the data from the previous year’ s reports.

The volume of information received has steadily increased since 2002. The volume of
information rose for the fourth consecutive year but not as significantly as in the previous
year. This rise has also been supported by an increase in referrals from the general public
detailed in Table 11 of thisreport.

Table 1: Number of initial items of information received per year
2002 2003 2004 2005 2006
529 559 662 802 826

° The last five calendar years (2002-2006) have been chosen as a reference period for identifying the main trends
in OLAF s operational activity
19 An explanation of administrative follow-up is provided in paragraph 3.4.1
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Each initial information item received is subject to a process of evaluation. The purpose of an
evauation is to anayse the information received by OLAF in order to make a
recommendation as to whether a case should be opened and, if so, which category of case.

The evaluation period is calculated from the date of receipt of the information to the point
when the Board makes its recommendation to the Director General. The declining number of
evaluations by the Board should not be interpreted as a decline in its activity. On the contrary,
as shown by Figure 1, this is due to the introduction of the “simplified procedure” explained
earlier (see paragraph 1.4).

Figure 2 confirms the positive trend in the consistent reduction in the average length of
standard evaluations in relation to years 2002 and 2003. It fell from 10.6 months in 2002 to
5.2 months in 2006. This shows that resources are being better utilised to evaluate information
in respect of which OLAF has a clear competence. The increase in the average duration of the
evaluations from 2005 was to be expected because the Board has dealt with more substantive
and serious cases since the introduction of the simplified procedure in 2004.

Figure 1: Number of evaluations including and excluding “non case prima facie’ ™
information completed in each calendar year

900
800
700 -
600 —e— Evaluation completed
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" The “non case primafacie’ wasintroduced in 2004.
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Figure 2: Average duration in months of evaluations excluding “ non case prima
Facie’ information in each calendar year
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Table 2 below shows the type of decisions taken at the end of the evaluation stage. While the
number of decisions adopted declined over time, the share between the different types of
cases shows that OLAF is tending to concentrate on its own investigations, rather than simply
assisting national authorities. Opening decisions in coordination and criminal assistance cases
are still tailing off over the five years as shown below. The increasing number of monitoring
actions is an indicator of closer cooperation with the relevant authorities in the Member
States.

“Non case” decisions under standard evaluation procedure fell from 273 in 2005 to 210 in
2006. (256 in 2004).

Table 2: Decision taken at the end of the evaluation stage in each calendar year

Type of decisions ‘ 2003 2004 2005
Internal investigation case 50 27 23 40 37
External investigation case 158 127 87 121 112
Co-ordination case 107 86 81 36 26
Criminal assistance case 49 68 28 17 20
Monitoring action 28 39 29 42 59
Non case 178 261 256 273 210

Investigation created in IRENE 78 19 0 0 0

Total 648 627 504 529 464

The investigations created in IRENE refer to cases which had been classified in UCLAF's IRENE database.

Table 2 above shows that 195 cases were opened in 2006 (internal, external, co-ordination
and criminal assistance).

As shown in Table 3, a significant proportion of the new cases opened in 2006 related to the
direct expenditure area of the EC budget (65 cases out of 195 cases, i.e. one in three cases).
This overall figure seems to confirm the trend that OLAF s activities are moving towards
areas in which Member States do not exercise specific responsibilities. For organisational
purposes, cases involving funds directly managed by the Commission (or, occasionaly, other
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EU bodies) are divided into two categories: “direct expenditure” within Member States and
“external aid”. Although there was a sharp increase in the number of cases in the external aid
area, “direct expenditure” casesfell significantly in relation to 2005 as shown by Table 3.

Table 3: Number of direct expenditure and external aid cases opened

Sector | 2002 2003 2004 2005 2006
Direct expenditure 39 23 23 28 11
External aid 95 56 30 36 54

Thistrend is borne out by Table 4 which shows external investigations, cases opened in which
the cooperation of Member States is essential, and monitoring actions. For the first time the
number of OLAF's externa investigations equalled the number of cases in which OLAF
assisted national authorities, including monitoring actions.

Table 4: Ratio between cooperation cases with Member Sates, including monitoring actions, and
cases’ owned” by OLAF in the sectors of Agriculture, Customs and Structural Funds by calendar

year

Investigation type 2002 2003 2004 2005 ‘ 2006
Co-ordination cases 106 86 81 36 26
Criminal assistance case 27 40 14 10 7
Monitoring actions 14 15 21 25 22
67% 69% 76% 59% 50%
External investigation cases 73 64 37 50 55
33% 31% 24% 41% 50%

Table 5 below shows that the number of cases completed has been declining over time and
that the average duration of the active stage increased dightly from 24 months to 27 months
in 2006. OLAF has taken action to monitor the duration of its investigations although a
significant part of this duration is due to factors which are out of its control. Since the
introduction of the “simplified procedure” in 2004 along with other changes in operational
policy the decision to open a case is targeted more and more on the most serious cases, which
are often very complex and take along timeto finalise.

Tableb: Cases completed and duration of active stage completed in each calendar year

2002 2003 2004 2005 2006
Cases completed 668 500 339 233 216
Average duration (months) 37 24 22 24 27

Table 6 shows the number of cases closed with and without a follow-up recommendation at
the end of the open stage of the case. The proportion of cases closed with follow-up is till
growing. Cases closed with follow-up accounted for more than 60% in 2006. This is a

12 The statistics on duration of active stages only include those stages closed in the reporting period. They do not
include estimations for those stages which are ongoing at the end of the year.
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positive development which demonstrates a proportional increase in substantive results from
OLAF soperational and investigative work.

Table 6: Cases closed with or without follow-up

Type of closure

in each calendar year

Follow-up 290 205 157 133 132
No follow-up 380 288 182 100 84
Grand Total 670 493 339 233 216

The result of a case may involve several types of follow-up activity: administrative, financial,
legidlative, judicial or disciplinary follow-up. Table 7 demonstrates how many follow-up
activities are related to the cases closed in each of the last five years. For instance, for the 132
cases closed with follow-up in 2006, 249 follow-up activities have commenced. Thisis dueto
the fact that there can be more than one follow-up activity for each case.

opened
2004

s) of follow-up
2003

Table 7: Cases closed with Follow-up
Type of closure

2005 2006

Cases Closed with follow-up

Administrative 29 29 42 45 60

Disciplinary 12 5 5 9 10

Ao G Financial 233 144 94 93 102
Activity

Judicial 157 132 115 91 76

Legislative

315 259 239 249

The bulk of follow-up work concerns financial recovery and judicial activities. These account
for over 70% of the follow-up activities undertaken. There is however a constant upward
trend in administrative follow-up cases (see paragraph 3.4.1). Such cases accounted for amost
25% of the total follow-up actions in 2006 compared with less than 10% just three years ago
(2003).

For monitoring actions a similar pattern of activity emerges as indicated in Table 8. The
importance of the administrative follow-up is aso increasingly significant. As explained in
paragraph 1.4 monitoring actions, introduced in 2002, are those where OLAF would have the
legal competence to conduct an external investigation but where a Member State or other
authority is in a better position to do this. These cases are passed directly to the relevant
authority for completion. No OLAF investigation resources are required. One or more OLAF
follow-up units will monitor progress. The number of monitoring actions in 2006 amost
doubled in relation to 2004. This trend is explained by the improved cooperation with the
relevant authorities in the Member States.

type(s) of follow-up opened
2002 2003 2004 2005 2006

Table 8: Monitoring actions opened showing
Type of closure

Monitoring actions

Administrative 7 11 6 7 19
. Financial 16 20 9 21 34

Related follow-up activity
Judicial 11 22 21 32 47

Legislative

34 53 37 61 101
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Follow-up is in most cases the responsibility of the relevant national authorities. Table 9
shows the number of cases and respective follow-up activities completed in each year. The
follow-up paths are closed after the national or disciplinary authorities have taken their
decision and it has become definitive. Therefore, completion of follow-up depends to a large
extent on the input of those authorities. As OLAF made major efforts to close follow-up
actions during 2004 and 2005, the number of closed actions came down in 2006 to a more

normal level.

Table 9: Co

pletion of Follow-up

Type of closure

Cases with follow-up completed

closed
2004

2005

2006

Type of follow-up
activity closed

Administrative 3 2 10 17 12
Disciplinary 2 2
Financial 8 18 58 64 37
Judicial 4 7 31 36 26

Legislative 2 1
15 27 101 120 77

Total follow-up activities

Table 10 shows the annual breakdown of financial recovery completed in the last five
calendar years. In addition to the €113m recovered as a result of closed follow-up actions, an
additional €336 million has been recovered in respect of follow-up actions which are still
ongoing. By way of comparison, the cost of running OLAF was around €50 million in 2006
(cf: paragraph 6) and the prorata cost of OLAF s operational functions, at 70% of this figure,
was about €35 million (equivalent to 0.03% of the EC budget).

Table 10:; Breakdown of amounts recovered in € million in each calendar year

Major sector

2002

2003

2004

2005

2006

Follow-up
ongoing at
the end of

Agriculture®™ 0.000 0.000 0.065 14.201 1.175 134.555

Structural Funds 0.726 1.469 192.584 95.172 17.219 146.314
Cigarettes 0.000 0.000 0.000 0.000 0.000 0.736

Customs 0.000 0.035 1.578 2.977 0.130 21.323

VAT 0.000 0.000 0.000 59.972 0.000 29.714

Direct expenditure 0.055 0.348 1.975 0.161 0.376 0.287
External aid 0.005 0.826 2.010 31.773 92.750 1.853

EU institutions 0.000 0.000 0.038 0.000 2.080 0.160

EU bodies™ 0.000 0.000 0.000 0,000 0.080 1.599

0.787 2.679 198.250 204.257 113.810 336.540

3 Agriculture includes also “acohol” and “trade” categories from the previous year' s reports.
14 The Sector EU bodies is anew category which merges “EUROSTAT” and “Multiagency investigations”’
sectors from the previous years' reports.
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3 OPERATIONAL ACTIVITIESIN 2006
3.1 Incoming information

OLAF received 826 new items of information in 2006 (see Table 1). Evaluations commenced
for 464 of these cases (see Figure 1). The remainder were either treated under the ssimplified
procedure as “non-cases prima facie” (300 cases in 2006) or the information was found to
relate to existing cases.

Table 11 below shows the breakdown by main sources of the initial information received in
2006.

Table 11: Distribution of initial information received by source

European Commission 258
Free phone 26
Informants 397

Member States 105
Other EU institutions 19
Others 21

2006 saw a 10% increase in receipt of information from informants in relation to 2005. As
this source of information had aready increased in 2005 the new figures are encouraging,
showing an increased awareness of the competence of the Office among the general public.
The other significant categories (information from EU institutions and Member States)
remained broadly stable.

Informants include witnesses; anonymous sources, media and trade sources, and
whistleblowers. In this context whistleblower is a member of staff of a Community body who,
in the course of or in connection with the performance of his or her duties becomes aware of
facts which indicate either possible illegal activity falling under the competence of OLAF or
serious failure by an official to comply with his or her professional obligations, and who then
reports these facts to OLAF. In 2006 OLAF received no information from whistleblowers.

Figure 3 below analyses the initial information received in 2006 by OLAF sector. The

proportion is roughly the same as that obtained in 2005. A dlight increase in the volume of
information received is however to be noted in the external aid area.
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Figure 3: Initial information received in 2006 by OLAF sector

Agriculture
106 (13%)

Structural Funds
156 (19%)

EU
Institution
933 (27%)

External Aid
203 (25%)

Cigarettes, Precursors
& VAT
26 (3%)

Direct Expenditure
54 (7%)

Customs
48 (6%)

Figure 4 below shows the distribution of initial information in relation to activities in third
countries. The pattern is similar to that of previous years. Africaand Asia still represent more

than half of all theinitial information received.

Figure 4: Distribution of initial information received concerning third countries by geographical
region

South America
11 (6%)

Russian Federation
13 (7%) Africa
North America 47 (26%)

8 (4%)

Middle East
12 (7%)

Europe
26 (14%)

Asia
53(30%)

Central America Australia & Oceania
7 (4%) 4(2%)

20



As described earlier, the Investigations and Operations Executive Board analyses the
information received by OLAF in order to recommend to the Director General whether or not
a case should be opened. Figure 5 shows a breakdown of the number of decisions to open and
not to open a case in 2006. The proportion is also very similar to that observed in 2005.

Figure 5: Decisions taken during 2006
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Table 12 below provides details of the opening decisions taken in 2006 by OLAF sector. The
total number of opening decisions fell by around 10% compared with 2005 (from 215 to 195).
The 2006 figures confirm the distinct shift in new OLAF casework observed last year away
from co-ordination and assistance work towards OLAF' s own investigations. This is driven
by three factors: a reduction in the number of cases opened in the agriculture sector (64 in
2004, 35 in 2005); an increase in those opened in internal investigations (20 in 2004, 34 in
2005); and a change in the types of cases opened in the Structural Funds sector (11 external
investigations were opened in 2004 and 24 in 2005).

Table 12: Opening decisions taken in 2006 by sector and type of decision
Criminal External Internal

Co-ordination

Major sector case assistance investig?stion investigation Total
case case case
Agriculture 9 1 14 0 24
Structural Funds 1 2 25 0 28
Cigarettes 5 2 0 0 7
Customs 8 0 16 0 24
VAT 2 2 0 0 4

5 External investigation cases within the sectors EU ingtitutions and EU bodies relate to cases in which third
parties, i.e. contractors, are involved.
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Direct expenditure 0 2 9 0 1
External aid 0 10 44 0 54
EU institutions'® 0 1 2 32 35
EU bodies"’ 0 0 2 5 7
Precursors 1 0 0 0 1
26 20 112 37 195

Figure 6 shows the geographical breakdown of new case records. One case record may relate
to more than one country as cases can have a transnational dimension. A proportionally higher
occurrence of cases is to be expected in Belgium in proportion to its size, population and
receipts from the EC budget given that it is the seat of the largest European Institutions. The
vast majority of the internal investigations are undertaken within this country.

Figure 6: Distribution of new case records created in 2006 by Member Sate
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Figure 7 shows the same details for the two acceding states in 2006, Bulgaria and Romania,
and the three candidate countries: Turkey, Croatia and the Former Yugoslav Republic of
Macedonia (FYROM). The difference in the number of case records between these two
groups of countriesis due not only to the difference in the amounts of the financial allocations
granted but also to the establishment of Anti-Fraud Coordination Structures within Bulgaria
and Romania (AFCOS). Similar structures are expected to be set up in the candidate countries
in the coming years. The significant difference between Bulgaria and Romania is due not only
to the differences in the global amount allocated to each country but also to the good
cooperation of Romania in providing OLAF with initial information about possible cases of
fraud.

16 External investigation cases within the internal investigations sector relate to cases in which third persons are
involved along with EU officials.

¥ The Sector EU bodies is a new category which merges “ EUROSTAT” and “Multiagency investigations”
sectors from the previous years' reports.
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Figure 7. Distribution of new case records created in 2006 by accession or candidate country
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3.2 General statistics on caserecordsand investigative activity

Table 13 provides an overview of the active cases and cases unde