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tey, FOREWORD

The European citizens want value for money as tax-pavers and etficient well-managed
and corruption free distribution of Communmity funds s the duty of the Comnusston
and Member States to ensure that this happens The Fasen European Counctl took a firm
stand on combatting fraud and mismanagement in December 1994 And it is the intention
of the Santer-Commission to do its utmost 1o qualify for the trust of the Furopean citizens
in this respect .

Fight apamst iraud as desertbed i the present report is one important - but not the ondy - .

clement of the Commussion’s strategy - Efticient delivers of Commumity funds necessitate

actton, both at the level of the Umon and at the level of the Member States, mat least

three areas B X
-

’

First of all, sound financial management should be promoted  Flus mvolves correct

application of existing legislanon, smooth and efticient execution of programmes and

policies. better evaluation of the results and an efficient feed-back of expenence on .

policies and procedures. i

Secondly, the legislation should promote sound tfinancial management and deter trand. .
This involves first of all a screening of existing legislation with that aim in view. Italso '
involves strengthening of the protection of the Union’s financial interests through a

uniform approach across all Member States as regards definitions and prosecution of fraud

to the detriment of the Community. Two very important picces of legislation in this arca .
will have to be adopted soon by the Council. Only then would fraud investigators be

given the necessary instrument to support their work

; Thirdly, the fight against fraud has to be strengthened. The present report desenibes .
developments in this area in 1994

The action foreseen for this year is reflected in the work programme for 1995 adopted
in February. This work programme fits into the comprehensive strategy based on four

elements:
- reinforcing the presence on the ground and concentratmyg on high-risk
' sectors;
- strengthening the partnership with the Member States. in patticular, by
extending information networks to improve the exploitation of intelhgence:
- improving the Community legislative framework by tightening up areas

most vulnerable to fraud and focusing on its prevention:

- securing greater compatibility between national legislation with repard 1o
punitive measures to deter fraud.
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Already in 1994 the Commission stepped up the fight against fraud. 1t set up new
sources of information, notably the so-called 'reephone, and 1t Launched more Cnquiries
on its own itiative to be compiled on a special database (PRE-IRENTE). Member States”
obligations o communiéate any case of irreeulanty in the Structural [unds and the
Cohesion Fund were strengthened. A ¢loser partnership with the competent authorities of
the Member States was also put in place bu establishing of an Advisory Comminee for
the Coordination of Fraud Prevention.

These eftorts have begun 1o bear fruit.

Cases and amounts involving irrepuls

States and the Commission have increased compared to 1993, They represent all together
an amount equivalent to 1-2 percent of the Community budget.

ies and fraud detected-in 1001 by the Member

Of the total amount concerned, the Member States™ communications in 1994 account for
about two thirds and the Commission’s account for about one third. 1his reflects the
increased operational role of the Commission in the fight against fraud. notably m hnking
intelligence form various sources across Member States

Detection has to be tollowed by sanctions if' fraud has 10 be deterred. Member States have
an important responsibility in this respeet. This was recognized in Maastnieht by
introducing a new Article 209A in the EC-Treaty.

Existing national laws do not as yet contain sufficiently precise rules to which allow tor
systematic and comparable prosecution and sanctions in Member States. This impedes
investigations and weakens the legal proceedings. The Commission has put forward
proposals concerning both administrative and penal sanctions, which involve some very
necessary changes in national rules and pratices If fraud to the detriment of the
Community is to be combatted effectively, the penal law of all Member States must
contain specific legal provisions. The European Council has set a June deadline for a
decision by the Council. *

Recovery of all income due to the Community budget and of all Community funds which
have been acquired fraudulently is another high priority. Virtually all own resources are
collected by the Member States and about §0% of Community funds ae paid out w the
final beneficiarics by the Member States This is why recovery in the first instance is a
task of the Member States.”

The recovery procedures still need to be greatly improved. One means of speeding up the
recovery procedure would be the adoption of the Commission’s proposal on amending the
Regulation on Own Resources (Regulation n” 1552/89). Another means is the more
systematic use of the "clearance of accounts” procedure, where agricultural expenditne
is affected by irregularitics and deficiencies of conitrol, THere again, the Commission has
proposed an amendment to the existing rules,

For its part the Commission has reorganized and centralized its anti-fraud services and
has recruited the additional 50 staff voted by the European Parliament. It s further
developing its intelligence and information systems in order to be able to cope with even
the most sophisticated types of fraud.




.

The Commission calls on the Council. the European Parliament and the Court of Auditors
to cooperate with it in order to ensure a manimum of protection for the financial interests
of the Community. It is nothing less than the credibility of the Union in the eses of its
citizens and taxpayers which is at stake.

.
*




CHAPTER 1 PROTECTION OF  THE  COMMUNITY'S  [INANCIAL
INTERESTS -« DEVELOPMENTS IN THE REGUIATORY
PRAMEWORK AND PREVENTION WORK IN 1994

Itis now aceepied that national government departments play a primary role in combating
fraud agmnst thy Community thudget.’ Through their police authorities and the courts,
Member States have the means w monitor, detect. prosecute and punish any traudulent
act. Their cooperation with the Commission is governed by the principle of subsidiarity
to ensure that the finances of Europe are atforded the highest possible degree of
protection

The Commission itself” has based its legislative activities on one of the prionties Lud
down i ats strategy programme for 1994°, concentrating on a tundamental twotold
objective. first, to clarify and simphly Community legishation i indivrdual poliey areas
and improve the regutations by the sy stematic inelusion of admumstrative penalties: and.
second, to make all legislatives provisions which have a financial IMpUCt as resistant o
fraud as possible.

In adopting this guiding principle for its action, the Commission is layimg great emphasis
on prevention, in line with the political determination it has always shown to strengthen
both ex anre and ex post controls. To this end, 1t encourages the work of horizontal
groups for the simplification and revisior, of agriculural legislaton,

4
SECTION 1: OWN RESOURCES

A proposal to anend Council Regulation (EEC. Euratom) No 1332 897 was presented by
the Commission§on 11 December 1992, It has since been amended followng the
consultation of Parliament® and the Court of Audnors.” The amended proposal was sent
to the Council on 3 November 1994.¢

Y

The rules on notifications and inspections i foree on 1 January 1994 are in Annes |

"

COM(94) 92 final.

3 Of L 155, 761989. Sce also the annual report on the fight against fraud tor 1993,
COM(94) 94 final

4 One of Parliament’s proposals was that Member tates be given a financial incentive to help them
bear the additional costs afising from ex post recosery i cases of traud and regulanties alreads
notified, by allowing them to heep 10% of sums recovered in such ceses (new Arnide 10¢1a) tor
cases notified under the new Article 6(4))

5 Opinion No 1/93, O] C 170, 21 6 1993,

! COM(94) 458 final, OJ C 382, 31 12.1994

6
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However, these amendments have not affected the rules in the proposal concernins: the
natification of fraud and irregularities, including one that provides for the recular
transmission of reports an cases already notified (state of play. accounting statement of
amounts recovered, ete.) and the new version of Article 6(4), which desertbes in detail
the content of reports (compared with the "briet description” referred 10 in the present
Article 6(3)) and includes a subparagraph on the possibility of the same vases being
notified under the mutual assistance arrangements,” i

Inits conelusions on combating fraud of 11 July 1994 the Council put further discussion
of this proposal high on fis list of prionties

SECTION 2: AGRICULTURE .
Work is continuing on the revision of Commumity legislation with a view to reducig its
susceptibility to fraud. The exercise concerns mainly the regulmtions governing control
procedures for the granting of certain benefits in respect ofagricultural products covered
by the EAGGF-Guarantee Section, notably export refunds.’

B}

1
For example, the Commission claritied the provisions of Council Regulation
No 163/94" amending Regulation No 386790 on the monitoring carried out at the
* 7 time of export of agricultural products receiving refunds or other amounts by
; laying down basie criteria for the application of rish analysis by the NMember
¥ States (a 5% rule with a minimum ratd of 2% for each product sector).™

The Commission is at present drawing up rules for the implementation of this
Regulation with regard to actual physical checks.

After conducting a study of the case law of the Court of Justice concerning the
general principles of the right to refunds, the Commission concluded that the
Court had taken a consistent line in a number of judgments. In the hght of this
study. the findings of which were confirmed by the Court’s judgment in

? This will allow the Commussion’s specialized departments to identify hnks between follow-up
measures under Regulation (EEC) No 1468/81 and those reposted under Article 6(3) of Regulation
(EEC, Curatom) No 1552/89, especially from a financial angle, as teports on mutual assistance
cases do not systematically refer to the amounts at stahe - See also Chapter 6, Section 3 “Financial
monttoring of fraud cases”, page 70 of ey

* See Chapter 1, Section=5 "The customs transit arrangements™, page 12

° OJ L 24, 29.1.1994. See also the annual report on the fight agamst fraud tor 1993, cited above,
.
.

10 Commmission Regulation (EC) No 3122/94 of 20 December 1994 laying down cruterta lor risk

analysis as regards agricultural products recetving refunds, OJ 1. 330, 201219914
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Case C 34793 Boterhux," the Commission could see no need to amend Article 3
of Commission Regulation No 3665/87 on the nght to retunds ¥

Given the cconomic objective of export refunds. which 1s 10 allow agricultural
products trom the Communty 1o compete with goods trom non-member countries
oninternational markets, the exporter’s responsibility 18 clear i all cases 1o
receve payment of the refund., he must prove, at the request of the refevant
national authorities, that the products in question are exported o and placed on

the market i o non-member country This s an important point, as iCimphies that

.
the products must actualiy be marketed i the country of import,

Ihe Commission also put forward a proposal on measures to be tahen i dealing
with certain beneticiaries of operations financed by the EAGGTH Guarantee Seetion
who present a rish of unreliability.” The aim of this proposal 15 to establish @
permanent mechanism  for wdentilving such benelicianies by steppmg up
cooperation between national government departments  The proposal, commonly
referred to as "the blachlist Regulation®, was sent to the Counal on 26 April 1994,
The Council (Agriculture) reached agreement on it at its meeting on 6 December,
Once it has been adopted. the Commission will draw up specitic implementing
rules. st

Council Regulation (EEC) No 4045/89 of 21 December 1989 on ex post serutiny
by Member States of the commercial documents of firms recenving funds from the
Guarantee Section of the EAGGF" was amended by Council Regulation (1:C)
No 3094/94" to include rules for selecung tirms, for sertiny. m particular taking
into account the nsk-analysis technigues applied, to specity the commercial
documents to be inspected and the courses ot action open to Member States when
commercial documents are inadequate or located outside the Communiny territory
and to strcnglhcn.,.hmlunl assistance procedures

The Council zld()f)lcd Regulation (1:C) No 165:94' on the co-limmeng by the
Community of remote sensing checks and  amending Regulation (1110
No 3508/92 establishing an integrated administration and control system tor

0J C 275, 1.10 1994 In this judgment the Court restated the general princtples ol the nght 1o
refund which, on the basis of its own case law, had gradually been incorporated into exssting
legislation

Regulation taying down common detaled rules for the application of the system of expaort setunds
on agricultural products, O3 1 351, 1H12 1987

COM(94) 122
0Ol L. 388, 30 12 1989
0OJ 1. 328, 20 12,1994,

OJ 24,201 1994, ¢

‘o
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certain: Community aid schemes.””  Thh checks in quegtion are survess of
agricultural land by remote sensing from! the air or spacetand the Community
share of financing may not execed 50% of'the actual expenditure by the Mendber
Swte concerged in a given budget vear. The new Regulation therefore alters the
scape of Article 10 of Regulation (EEC; No 350892, which covers both the
co-tinancing of expenditure on control infrastructure under the integrated system
and spending. on achial o1 space photography and  subsequent analvses,
Accordingly, the Commission laid before the Council a new proposal for a
Regulation antending Regulation No 3508/92 with 4 view 1o extending the
Community contribution provided for in Article 10 until the end of 1996. T'his
proposal was adopted as Council Regulation (EC) No 3233/94,"

~=

Finally, the Council adopted Council Regulation (EC) No 3235:94 amending, as
a result of the accession of Austria, Finland and Sweden, certain rules providing
for part-financing of measures in the agricultural sector, in fvour of the new
Member States.™ The provisions in question are Regulations (EEC) Nos 4045/89
and 307/91 and Article 10(2) of Regulation (EI.C) No 350892,

SECTION 3: STRUCTURAL OPERATIONS

From the outset, the legislation on the Structural Funds defined the roles of the Member
States and the Commission with regard to the verification of operations and  the
prevention and proscéution of irregularitics. The division of powers was laid down in
symmetrical fashion in, Article 23 of Council Regulation (EEC) No 4253/88 as follows:
- - ‘
the Member States bear prime responsibility and are required to "prevent and take
action against. irregularities”, "recover any amounts lost” and “inform the
Commission of the measures taken for those purposes and. in particular. of the
progress of administrative and judicial proceedings” (Article 23(1)):

the Commission has powers at its disposal to check that these responsibilities are
carried out (Article 23(2))."

However, the Code of Conduct drawn up by the Commission 1o lay down the detailed
rules for notification of irregularitics by the Member States was declared void by the

1 OJ L 355, 5.11.1992, See also the annual report on the fight against fraud for 1993, cited above
b OJ L 333, 28.12.1994, p. 13,
1 0J L. 338, 23.12.1\)94_} p 16

For the financial rules laid down in these three Regulations and the results obtained n 1994, see
Chapter 7 "Anti-fraud appropriations", Section | “Rudget implementation 1994, page 77

° OJ L 374,31.12.1975; amended by Council Regulation (£FC) No 2082/93. O) 1. 193, 31 7 1993




Court of Justice™ on the gff‘uunds that its provisions went bevond those of Article 23(1)
of Regulation (EEC) No $253/88. . Although the Court’s judgment did not call into
question the legal basis o['_fhc Member States™ obligation to report cases of fraud. its
effect was to curb tne flow of information.

N
The Commission's first response was o take advantage of the general revision of
Structural Fundy legislation in 1993 to ensliine the need for detailed arrangements for
notification in Council Regulation No 2082/93.7% which amended Regulation (EEC)
No 4253/88.  As a result, the final indent of Article 23(1) of Regulation (EEC)
No 4253/88 now states that the Commission will draw up detailed arrangements for
implementing that paragraph.

o leoislation
g eaisiation
1.

Asa second step, the Cor ed the ne
applicable to the Structural Funds and the cohesion financial instrument. including
mandatory consultation of the various committees.  The result was the adoption of
Commission Regulation (EC) No 1681/94 concerning irregularities and the recevery of
sums wrongly paid in comection with the financing of the structural policies and the
organization of an informftion system in this field.™

A similar Regulation was then drawn up for the Cohesion I'und™ -- which had since
succeeded the eohesion financial instrument™ -- albeit following a simplitied procedure,

The two Regulations are modelled on Council Regulation (EEC) No 395/91. which
applies to the EAGGF Guarantee Section,” but differ from it in some respects. as they
are tailored to specific areas of expenditure.

They provide in particular for the following:

.
notifidation by the Member States of the relevant provisions laid down by law and
regulation and the list of authorities and bodies responsible for applying them:

notification by the Member States of irregularities, to be described in detail:
»

A ]

2 Case 303/90 France v Commission, judgment given on 13 November 1991 See alwo the annual
report on the fight against fraud for 1992, COM(93) 141 final

s 0J L 193, 31.7.1993.

H OJ 1. 178, 12.7.1994.

b Commission Regulation (EC) No 1831/94, OJ L 191, 27.7.1994,

* Council Regulation (EEC) No 792/93 establishing a cohesion financial instrument was repealed
by Council Regulation (EC) No 1164/94, OJ L. 130, 25.5.1994,

n 0J L. 67, 14.3.1991,




. three-monthly reports by the Member States on deselopments in cases of
irregularities already notified, in particular the proceedings instituted as a result;

. information {rom the Member States to the Commission on the amounts at stake
in irregularitics which have been detected and on the various categories of
irregularities.

Unlike Regulation (EEC) No 593/91, Regulations (EC) Nos 1681794 and 1831/94 make
no provision for a "reward” for national government departments amounting to 20% of’
sums recovered,™ but they do allow the possibility of amounts recovered being entirely
reassipned for the benefit of operations or tinal benefliciaries other than those involved in
the irregularity, subject to the constraints of transparency and budgetary discipline.

Implementation of these new rules, which entered into force in the third quarter of 1994,
requires: '

the introduction of appropriate means of communication { forms, electronic media),
to be agreed by the Commission and the Member States:

training for the stafT of national government departments responsible for reporting.
with technical assistance from the Commission:™

the establishment of procedures in the Commission’s departments  for
administering the reports.

SECTION 4: ADMINISTRATIVE COOPERATION

The proposal for a European Parliament and Council Regulation (EC) on mutual
assistance between the administrative authorities of the Member States and cooperation
between them aad the Commission to ensure the correct application of the law on customs
and agricultural matters™ is to replace Council Regulation (EEC) No 1468/81,™ which at
present governs the procedures for mutual assistance between the national authorities and
the Commission in the customs and agricultural sectors.

The aim of the proposal is to improve the organization of measures to combat fraud
affecting the Community budget in the agricultural and customs fields, which are
particularly vulaerable, and to guarantee cousistent protection ol the Commumty s

» Cf. the principle of a financial incentive lad down i Article 7 of Council Rezulanon (F1C)
No 595/91.
» See Chapter 7, Section | "Budget implementation 1994%, page 77.

» COM(94) 34 final, OJ C 80, 17 3.1994

n 0J 1. 144,26 1981,




external borders by stepping up mutual assistance and administrative cooperation. The
text will also serve as a legal basis for creating and implementing a central database
accessible to both national departments and the Commission. The new base will form the
second stage in the establishment of the Customs Information System (CIS).* 1t will
allow the various users to exchange information and hence improve their effectiveness in
tackling fraudulent practices.

On 5 December 1994 the Council (Economic and Financial Affarrs) reached unanimous

agreement on the proposal. In so doing. the Council demonstrated its resolve to ensure

n of customs and n ltural lmnd tion -- for w

the proper applica
rcﬁponslbllm Ius with the Member Siates  -- through mumal assistance hu\\un the
administrative authorities of the Member States and cooperation between these authorities
and the Commission.:*

In line with the Commission’s strategy, administrative cooperation between the Member
States needs to be stepped up further. particularly with regard to controls on the
Community”s external borders. as there are still too many divergences between the various
surveillance methods employed by customs authorities. The Commission has also drawn
up a special programme entitled “"Customs 2000” to serve as a basis for discussion in the
Council.

The purpose of this programme is to produce a uniform external Community border by
developing new working methods such as the use of company account audit techniques
and risk analysis. the development of simplificd customs clearance procedures and the
coordinated development of the use of computerized customs procedures

Following a specialized study on customs infringements. the Commission is at present
examjning with the Member States in the Customs Policy Committee a possible
classification of the various categories of customs infringements and penalties.

SECTION 5: CUSTOMS TRANSIT ARRANGEMENTS:
THE COMMON/COMMUNITY AND TIR PROCEDURES

The Community transit procedure allows goods to be moved under customs supervision
between two points in the Community territory, while remaining exempt from taxes and
duties and ineligible for any other measures resulting from Community policies. The
cornesstone of the procedure is the designation of a natural or legal person as principal.
whose main responsibilities are:

to lodge a guarantee to cover the collection of duties or other charges due in the
event of irregularitics;

to present the goods in good condition at the customs office of destination within
a time limit set by the office of departure.

2 See the annual report on the fight against fraud for 1993, cued above
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The procedure begins with the presentation of the goods and validation of the transit
document at the customs oftice of departure in the Community. A copy is hept there so
that *he authorities can check whether the operation is properly conducted. The goods are
transported through Community territory with the transit document. which must be
produced at the customsffice of destination by the preseribed deadline. After the oftice
of destination has carrie< out the necessary inspections on the spot. it returns a copy of
the customs document, together with a report on these inspections. to the oftice of
departure. If the transit operation is considered 1o have been properly discharged. the
principal is released from his obligations.

However, in the event of fraud or irregularities. the perpetrator of the infringement. it he
or she can be identified. is held liable for any duties and taxes which are payable. Failing
this, payment is demanded from the principal: finally. if the later is unable to tultil this
obligation, the guarantee covering the operation will be seized. Recovery of these
amounts therefore depends to a large extent on whether the guaraniee is sufticient to
cover the risks incurred.

The Community transit arrangements were incorporated wholesale into the Convention
on a common transit procedure with the EFTA countries. It has also been propused that
the scope ofélhc common transit arrangements be broadened to cover the countries of
Central and Eastern Europe.”? As things stand at present. it is obvious that the transit
scheme has become a prime target for organized criminal actworks seeking to develop
a highly-profitable line in fraudulent transactions.

In this context products which are particularly sensitive 1o fraud have been put under
special surveillance in the transit procedure: the movement of highly-taxed goods such
as cigarettes or other products covered by the common agricultural policy undoubtedly
presents a high risk.

The most common types of traud are:
33
failure to present goods at the cugoms office of destination:
falsiﬁcation,gf customs documents certifying the presentation of goods at the
office of destination by using stolen or counterfeit stamps on the copy af the

transit document returned to the oftice of departure.

[n both cases the goods in question are introduced and refeased on to the Community
market illegally, without payment of the duties and taxes which are due.

In 1994 a number of measures were taken under the Commission’s anti-traud strategy
programme, in both the legislative and operational ticlds:

» See Chapter 4, Section 3, "Orgamang international cooperation’ Agreements with non-member

countries”, page 3°




4 st was drawn up of sensitive products tor which there is a bigh risk of traud
N transit operations; ™

meastres were adopted W oncrease the mimumum amount of the comprehensive
guaraniee required to cover duties and Charges relating o certan sensitin ¢
products;™

the transit penod was adjusted according 1o the distance to e covered 1o the
delivery of goods,

h

~ steppaed up e
en natonal  and Commumity amvestigat:on
departments, in particular through an mcrease i missions 1o pon-meine

countries:

-4

the

an advance warmng system was mroduced tor the exchange of ntormation
relating 1o consignments of senvtive goods between the office of depanure and
the office of desunation

In addition to these immediate measures, o feasthility study and o cost-benetit analy sis
were carried out with an eye 10 the computerszation of the transit arrangements as an
effective response 1o the defects in the present sssem Computenization will close certan
loophnlec and provide customs authorities with an eftectne ol 1o provent draud, b
allowing them to dgetect cases carly enough to take appropriate protectine measures

Besides the Community and common transat arrangements, there s abwo an imernational
transit scheme which provides for the mosement of gowds under the Castoans Convention
on the intermatonal transport of goods by road T TIR Comentiont whoswe ruasantee
<cheme is managed by the Internanonal Road Transport Unton (IR y i Geneva and s
mainly used for the transport of poods by road from or 1o the countries of Centrad and
Eastern Europe and the Commonwealth of Independent States

As the Community has forged closer fmbs with these countries, new opportumties bave
emerged which cenam unscrupulous tradees and bnown cimmal organizabons have
explotted  T'he high inadence ot traud o tus field Jed the IRU 10 saspend the use ot
TIR carnets for the transport of cigarettes and aleohol from 1 December 1992 Castoms
authonties have introduced tghter controbs, i particular an advance warmine svstens foe
sensitive goods

3 .
i

Deasion Mo 294 of the FECEETA Joant Commattee o Comamar Toansat % wiN by
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Deasion No 393 of the $TC-HETA Jomt Commiuties on Canmmon Fransg 1938930 10 o

R December 1993, O3 1371, 3112 1owg

AR
e \‘.i:}.’i-‘,.‘{é{.\.??‘.‘.“

Ay ST



SECTION 6: COMMISSION INITIATIVES ON LEGALPROTECTION FOR THE
COMMUNITY'S FINANCIAL INTERESTS

The protection of the Community *s financial 1nterests has been o specidl priony for the
Community insututions for several Years  From the 19705, when the Commission
proposed a draft Treaty.™ 10 the Resolution of the Council (Justice) on 13 November 1991
and. more recently, on 1 December 1994, it has been clear that the introducnon of
heavier penalties for fulure 10 observe Communnty law in the financial field has become
a top political priority. In spite of all it statements of intent, the Council has not ver

made decisive progress in i1s diseus, the Commission’s proposals.

If the Community’s financial nterests are 1o be afforded consistent and effective
protection, actions and conduet which harm the Community budget must be idenutied in
law. through instruments which are directly apphcable by the Member States. and
conditions must be laid down for the application of controls and measures and the
imposition of administratise penalties in Community law and the impostion of criminal
penalties in natonal law,

1. Proposal for a Regulation on Community  controls, measures and
administrative penalties
.
In order 10 enhance the effectiveness of Community Law and strengthen the preventne
aspects of its anti-fraud strategy . the Comnission has opted to propose 1o the Counal 2
horizontal instrument op Community controls, messures and administratin e penalties,

The proposal for a regulation includes. for the first time. 4 ear defimtion of
“irregularity” and "fraud”. The scope of this proposal for a Regulation covers irregularities
of all kinds: fraud. abuse of law and any other failure to0 discharge obligauons under
Community legislation which jeapardizes the finances of the institutions. whether on the
revenue or on the expenditure side.

Apart from the recovery of any benetits granted. the proposal supulates the conditions
which measures may be taken and Community administratne penalties may be imposed
in the event of any such tailure

It also provides for a control *mechanism. setting out the general tramework tor
mnspections. with the detailed arrangementss being spelled out in the regulanons on
nouficanon in individull sectors ™ In this respect 1t seemed appropriate to bring wgether

8

e Draft Treaty for commor rules on the protection under crmmal Law ot the ¢ omrmunty § finang

interests and the prosccution of Intringements of the Tteany, presented on fo \uoust 00
] - 2

Q) C 222, 2200976, and finally withdrawn by Comminaon deamion ot 13 Jupe (oug
(Min94) 1206)

v 0) C 335, 1412 1994

» 0J C 216, 6 8 1994

»

Sce the annual report on the ficht apainst fraud for 1993 (wed abose
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in one text all the prinefples which should govern the organization of inspections by the
Member States and the Commission: once these general principles have been laid down,
the Community legislator may draw on them to clarify and define the various sectoral

regulations. Y

4]
i

The proposal lays down the principles to apply to any administrative measures or -
penalties 10 be provided for in Commumty sectoral regulations.  The possibility of. =~ 7
financial penalties is alsg provided for. These administrative measures and penalties are
to apply to the legal and natural persons who commit the offence.  In addition to the:
measures having direct effect, such as those relating to abuse of law and limitation. this
instrument. with its general prineiples. will have a knock-on effect to promote the
development of such mechanisms in the various areas where a need exists. Given the
nature and specific purpose of these mechanisms, their application wilt have no bearing
on obligations relating to the principle of assimilation and the need for Member States to
afford effective, proportionate and dissuasive protection for the Community’s financial
interests.

In adopting conclusions on the fight against fraud at the Essen European Council on 9
and 10 December and krllomng initial discussions in the Council’s Budget Committee,
the Heads of State and Government invited the Council (Ecofin) to adopt the Regulation
on the protection of the Community’s financial interests as quickly as possible.

Furthermore, the Comnrission has deliberately stressed the need o make criminal-law
protection for the Community’s fihancial interests a matter for Member States. in order
to provide appropriate penalties for fradulent conduct aftecting Europe’s finances.

2 Proposal for a Council instrument estalflishing a Convention for the
protection under criminal law of the Cominity’s financial interests

In the context of its anti-fraud policy. the Commission considers that the legal protection
of the Communitys financial interests must be clearly identified i the NMember States”
armoury of criminal-las¢ measures. A specific legal instrument should be drawn up to
enhance protection under,criminal law - an approach which is vital it anti-fraud measures
are to be effective, transparent and deterrent It is not only individual defrauders who
seck 1o profit from the financial opportunities oftered by Commumity legislation, but
organized networks capable of mounting sophisticated illicit operations. Neither ane nor
the other can be countered unless all Member States have effective and homogenous legal
penalties to ensure that there are no weah points in the Community’s protective armour.

Combating fraud on an international scale is one of the matters of” general nterest
specified in Title VI of the Treaty on European Union (the third pillar) -- "Cooperation
in the fields of justice and home afTairs” (Article K.1.3) * Using Article K3 2 asa legal
' base. the Commission has presented a proposal for a Counctl instrument establishing .1
Convention for the prote@ion of the Commumty”s finanuial interests under crimin: il law.?

I ]

.

b R
o See the annual report on the fight against fraud for 1993, cited above

4 0J C 216, 681994 *
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On 1 December 1994, ,as an interim step, the Council (Justice) passed a resolution
envisaging the adoptionfol a legal instrument as early as possible in 19935, At the fssen
European Council of 9:and 10 December the Council was urged to press on with jts
deliberations so that joirt measures could be adopted or a convention drawn up in the first
half 0f 1995 In a resglution passed on 15 December, Parliament ashed the Commission
to withdraw its proposalifor a Convention, on the grounds that the institutional approach
it had chosen divested Parliament of its power to act and conferied exclusive decision-
making powers on the Couneil.' Parliament feared that this could lead to a considerable
deterioration in the protgetion of the Community's financial interests,

The purpose of' the Confimission proposal is not only to establish 1 comme N
fraud against the Commnity budget and enshrine the principle of a specilic offence in
the criminal law of the Member States, but also to introduce provistons aimed at speeding
up judicial cooperation.*s A specific offence is the only way of meeting the requirements
of Article 209a EC in (ull.** The precise seope of the concept of fraud affecting the
financial interests of the Community needs to be defined. as it constitutes one of the
components of mternational fraud referred to in Article K.1.5 TEU on which the
Commission’s initiative is based. '

A kRey feature of the detinition of fraud in the (‘u:\miwiun proposal is the coneept of

"gross negligence™ in respect of the minimum duty ofz¢are which, from a protessional gnd
cthical point of view, is incumbent on those who administer or benefit fiom Community
financing.

In this context, it follows from the notion of the “liability” of defrauders actitie on behalt

of or under cover of a body corporate, which corresponds in faet to the decision-making
powers of its legal agents and bodies (e.g. the board of directors, management board.
ete.), that the busineds in question bears responsibility and should clearly be held liable
under criminal law. Provision is also made for decision-making bodies to be held liable
for offences committed by a member of an undertaking on its behalt  The Commission
proposal is based on current trends in the practice and theory of law m certain Member

42 . .
In March 1994 the Utwted Kingdom presented a proposal for jomt action on commnal penatties
The working party on cninmnal law and Commumty Lt set up i the framenwarh of judical
cooperation to assist the K4 Commuttee was gaven a briet by the Counaal Justice) on 21 tune later
endorsed by the Corfu European Councal on 23 and 24 June, to conunue 1ts comparatin e study ot
the formal proposals put forward by the Umted Kmgdony and the Commission

s PE 185 379, 1512 1994

“ This particular Commussion mittative was mcluded m s wotk programme tor 1994 under one of
the four major prioritigs.

® Cfthe first indent of Article 2094, "Member States shall take the same measures 1o counter haud

afTecting the financial interests of the Community as they take to counter fraud attecting then own
financial interests ™
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States and aims to establish the gxistence of independent liability. from the standpoint of
the legal duties incumbent on tfose who exercise power or have tasks conferred on them

With a view to building a minimum platform of basie principles for the protection of the
Community’s finances and pugely on the grounds of efficiency. the Commission has
adopted the concept of “prioritvejurisdiction” for the purposes of prosecuting fraudulent
conduct. This principle is essentially designed 1o come into play 1 complex cases of
transnational fraud. allowing punitive measures to be centralized in the Member Stale
where the essential factual elements of the fraud oceurred. without however relieving the
authorities of the other Member States concerned of their duty 10 invesugate and provide
assistance.  This concept is a aital factor in the fight against fraud at Community level
dnd particularly useful lor pru meL a conflict of responsibihities and above all distortion
her States

ar
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ive measures by the M
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Judicial cooperation in criminal matters. which 1s essennal in cases of ransnational fraud
involving organized crime, is expressly mentioned in Article K.1.7 of the Treaty. which
at present falls outside the scope of the Commission’s right of initiative.  Nevertheless.
in order 10 present a full docyment. the Comnussion deemed it necessary o add 1o s
proposal a set of minimum rules for the estublishmient of direct and etlicient judicial
collaboration. in line with the actual institutional situation in the Community. Ways must
be found of encouraging the Member States to make the vital quantum leap. in judicial
collaboration as in other fields, so that the authorities have a level of operational
efficiency commensurate with the m@asures to be taken to combat transnational
Community fraud. The Commission must be fully integrated into the tlow of informuation
concerning requests for judicial collaboration so that it can bring its expertise 1o bear at
any time and provide any coordination that is necessary to counter transnational crime.
which itself is organized in a highly coordinated and centralized manner.

The approach to be followed in drawing up a legal instrument under Frile VT of the
Treaty on ECuropean Union, fas requested by the Essen Furopean Council. must
complement the initianves op admmistrative penales  In the final analyas, a
c.omprr.hn.nswc approach of this hind 1s the only way of satistying the need for greater
efficiency in anti-fraud mechanisms so as to form a coherent and complementary body
of measures that guarantees the protection of Furope’s finances. This also means that the
legal instrument adopted under, the third pillar must provide for the Court of Jusice.
accordance with %nicle K.3 of the Union Treaty, to give a preliminary ruling on any
dispute regarding application of the Convention or i*s interpretation and in particular on
the question of the concept of fraud under the first pillar (Article 290a FC).

3. Prospects opencd up by the Council Resolution of T December 1994
L d

In July 1994 substantive discussion began in the Council on the initiatives on criminal
matters put forward by the Commission and the United Kingdom  However. the scope
of this discussion was extended. notably at the suggestion of the Presidency, to areas not
covered by the initiatives themselves, so that corruption involving officials of the
European institutions and the laundering of the proceeds of Community fraud could also
be dealt with from the standpoint of the legal protection of the Community”s financial

interests.
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The Coungi} Resolution of 1, December repeats the idea of a common detinition of fraud
against the Community budiget, for which appropriate penalties should exist in the various
criminal-law armouries. Fdr the Commission, this constitutes the minimum platform on-
which to continue working in accordance with the conclusions of the Essen luropcan
Council of 9 and 10 December, which stated quite categorically that fight against fraud
should be waged with utatost vigour. For the Commission, this will require a clear and
precise definition of the concept of fraud. including gross negligence, which the Member
States must then make a specific offence under their criminal law.

The r"col n also rﬂlcrs to the need to consider the sul‘ju:lq of u)r.u,llinn and
SCUs Ul u.luu Ill um\\m" u) lllL l.lsuumull lll ql".\ll(‘"

3.1.  Corrpption e

In the introduction to this'section on legal protection, reference was made to the draft for
a Trea y on protection under criminal law presented by the Commission in 1976.* The
Commission had accompanied this draft with a second instrument concerning the
responsibilities under cx;mmal law of officials and other servants of the European
Communities. This secqfid instrument is still before the Council.  This problem is still
high on the political agenda: in a resolution passed on 11 March 1994 Parliament asked
the Commission, under Article 138b of the Treaty, to draw up a legal instrument dealing
with the liability of officials in charge of expenditure from the Community budget.'’

In addition to this proposal made in 1976 concerning corruption, the Commission has
launched a sthdy of its impact, particularly in connection with cases of fraud which inflict
considerable damage on the financial interests of the European Union.

3.2.  Mongv laundering :

Pursudht to Article 17 of Council Directive 91/308/EEC on prevention of the use of the
Fnancinl system for the purpose of money laundering.™ the Commisston has drawn up
“a first'report on the appllcatlon of this Directive. to be fud before Parliament and the
Council.

The r;:pon concludes that the Directive has clearly had an impact in establishing
mechanisms in the Member Stafes to combat money laundering, which is now assimilated
to a ciiming} offence in all twelve Member States, eight of which have criminalized the
laundering of the proceeds of any criminal activity or serious crinunal offence. and not
Just the proceeds of drug trafficking.

.

i Sce footnote 37. : )
47 “~ 4
0QJ C 91, 28.3.1994.
i 0J L 166, 28 6.1991, :




Il there is to be a crackdown on the laundering of funds in Europe, one of the steps
which must be taken is to extend criminal and administrative penalties to the proceeds of
fraud against the Community’s financial interests.

In its Resolution of I December the Couneil of Justice Ministers called for legislation on_ Co.
money laundering 1o be extended to the legal protection ol the Community’s financial -
interests. _

To this end, all possible legal measures under the Treaty on European Union, including
those available under Title VI, should be exploited to the full.




CHAPTER 2; ()‘:.I‘HER NEW DEVELOPMENTS AT COMMUNITY LEVEL

The fight against fraud xannot be stepped up unless appropriate legal instruments and

enforcement possibilities.are available. Resources also need adjusting - structures need to
- be made more effective and human resources need to be more highly qualifi., while
; analysis tools must be 0{(\ performance level commensurate with the scale and difficulty
’ * ol the task. ) '

R The Union institutions work together to protect the Community budget against fraud in
ne way as when they develop and monitor policies in other arcas. The political
¢ fromi the Council, ihe suppori of Pardiament and the role played by the Court of
Auditors with its new post-Maastricht status as o full institution are all aspects of the new
scene for the pursuit of a coherent and effective anti-fraud policy.

G

SECTION 1: THE COMMISSION

The Commission, having regard as always to the concerns expressed by the European
Parliament and the pointers it gives," strengthened its central fraud prevention units by
selecting and recruiting national civil servants with the requisite experience and
qualifications. It also reorganized some departments, as envisaged in the strategy
programme, to boost operational activitics and support the action taken by the Member
States, the aim being to optimize the deployment of the human resources allocated to the
fight against fraud.

The reorganization was accompanied by changes in working methods, particularly as
regards data gathering and analysis. Responsibility for checking the consistency of data
and drawing conclusions is shartd between the Member States and the Commission; this
kind of partnership is essential for any attempt to improve the fight against fraud at
source.

1. Organizational changes

The Commission strengthened its central fraud prevention department - SG/UCLAF -

using the 50 new posts made available by the budgetary authority.
' Vs UCLAF wWas restructured into .f‘ou'r units - three operational units (EAGGF Guarantee
Section and agticultural imports, Structural Funds and other areas, and own resources) and
onc horizontal support unit (general matters, coordination, intelligence and legal
questions) - and the 50 posts were allocated to reinforce the operational units. OF these
posts, 35 were filled by temporary staff selected and engaged between April and
September. Recruitment procedures are in hand; administrative complications inherent in
seconding the relevant staff from their national departments mean that they will not be
completed until 1995,

h)
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o See the annual report on the fight against raud for 1993, aited above.




The Commission’s other departments with anti-fraud responsibilities, in particulr the
Ditectorates-General for Agriculture (DG V1) and Customs and Indireet Taxation
(DG XXI). continued to play their specilic roles. The Directorate-General for Budgets
(DG XIX) built up a monitoring technique based on selected cases of fraud :ul'l'cc;ing
substantial amounts of traditional own resources, focusing on accounting aspects in
relation to the prospeets for recovery of the amounts evaded.®

Financial Control (DG XX) maintained the intensity of its work on recovery of amounts
in general and amounts defrauded in particular™ and launched two major studies on
whistle-blowers and on out-of-court settlements.® Financial Control also maintains
specinlly close contaets with the highly active network o mal aesociations of
lawyers.” Contacts have also been made for setting up"usmciulmns in the new Member
States.

2, Intelligence

I the question of fraud against the Comnunity budget is to be tackled thoroughly, the
systematic gathering and analysis of the requisite data must be developed. The
Commission’s strategy programme published in March 1994 was especially attentive to
this issue.

Intelligence basically means secking and gathering hitherto unavailable information
relating to the ﬁgxt against fraud. exploiting information that is available but in other
contexts and contbining information from different sovrees into coherent sets. The aim
is to obtain every possible aid in the fight against fraud. The main wser of intelligence is
the investigator on the ground; his needs determine what is sought for.

The Commission has launched a series of initiatives to develop intelligence in close
cooperation with the Member States; they are heavily influenced by measures taken
nationally (e.g. by the Zollkriminalamt in Germany) and by firms in the private sector.

) . . P N "
3 See Chapter 6, Section 3 “Financial monitoring of fraud cases - recovery™, page 70

3t Last report of Tinancial Control on recovery of debts due to the Commumty « SFC(ON312

A} . N q .

2 The purpose of the study is to examine carefully each Member State’s miles governimg settlements

and similar arrangements and their application to Commumty expenditure under the LAGGE
Guarantee Section and the Structural Funds 11 will seek fo assess to what esteat a harmonized
approach can be devised at Community level for recovery by Member States of amounts wrongly
patid. .

3 The quarterly review AGON reports regularly on new measures for the legal protection ot the
Community's financial interests and the proceedings of the seminars orgamzed in this fhamew ork
are discussed in many publications,
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2.1 The UCLAF {niggrated Information Management System (UIMS) .

The Commission has begun studying the implementation of an integrated information
management system to serve as the basis for intelligence gathering and exploitation and
for investipations.
N

The object of the exercise is to associate and interpret all information that is available for
intelligence and investigation purposes in every area of Community activity. If the project
is successful, UIMS should provide a two-way communication facility between the system
rs of directly exploitable information without experts intervening. It will

it with

wia

improve the work of the inv 5, wi themselves

3

P
fraud data. Specific interactive data-processing facilitics will complement other existing
or innovative practices.

2.2 Developing the databases

. IRENE

The base now contains about 15 000 cases of fraud and irregularitics reported by the
Member States: 9 300 concern the EAGGF Guarantee Section, 4 900 concern own

resources, 700 concern mutual assistance and 100 are Structural Funds cases.
*

The main progress in 1994 was on the following points:

- increase in numibers of potential users (50 or so) who are starting to use the base
regularly; :
.

s

- consolidation of the base as an information retrieval and analysis facility for the
Commission’s anti-fraud policy;

- cxtension of Macros to different areas so as to facilitate input of cases notified by
the Member States;**

- statistical study launched by the Joint Research: Centre on existing cases;

- commencement of prior analysis work needed to carry through the migration from
the current technical environment, with the twin objectives of establishing an
environment that is more user-fricndly and cfficient and of opening it up to the
Member States.

Much remains to be done, however, in various ficlds: the possibility should be provided
of updating the own resources reports sent in under Article 6(3) of Regulation (EEC,
Euratom) No 1552/89 so that Member States” action to recover the amounts involved can

s For the Structural Funds and the Cohesion Fund, the Macro is already mn use; for the EAGGI
i
Guarantee Section it has enriched the quality of the data by adding the text of notifications Muacros
are being devised for own resources and mutual assistance,




SERSCIERE ey

be l_nonilorgd; similarly the input of reports under Article 4 of Regulation (EEC)
No 595/91 following investigations by Member States™ should be improved.

Pre-IRENE

This base contains information on ¢ases which have not (yet) been formally notified by
the Member States. It describes the progress of UCLAF investigations. It is now
operational but still on an experimental basis, and further changes will have to be made
to it in 1995,

On 9 February 1995, 127 cases were under management in this database - 63 refating 10
the Structural Funds and other treas, 58 to the formed arrangements {or financing the
common agricultural policy (22 of these involving own resources in the. shape of

B agricultural levies) and 4 to non-agricultural own resources (customs duties).

The information supplied relates not only to identification of the case (category, type of
product or programme, country or region, type of irregularity, amount involved) but also
to particulars of the fratd technique or the irrcgularity and the proceedings in motion.

The emphasis has initially been on describing measures taken. The base should soon
evolve into a valuable management tool enabling investigators to manage their cases
autonomously and those in clirgc to manage the generality of investigation business and
produce summary tables.

Latest developments have sought to improve updating and retrieval procedures and data
harmonization so as to enhance user-{riendliness while securing the confidentiality of files
handled by investigators. .

Following analysis of these cases, Pre-IRENE will be the starting point for targeted
operational measures; it will be at the core of an intelligence-based strategy with
centralized information management in which combined management.

Anti-fraud Documcnl(ﬁi{m (DAF)
!
In 1994 the Commission consolidated work already done on DAF. Four clectronic
registers for Member States were set up - for the United Kingdom, Spain, Portugal and
Greece - to display the fraud prevention and detection systems set up there for the various
expenditure and revenue instruments. The system contains answers to a series of queries
regarding the basic national and Community legislation applicable to cach of these
financial instruments (known as domains for DAF purposes) plus the bodies responsible
for general policy, management, checks and controls and, in particular, fraud investigation
bodies. The ultimate aim is that Commission staff should know whom 1o contact in a

8 Article 4 reads: "Each Member State shall forthwith commumcate to the other Member States
concerned and 1o the Commission any wregulasties that have been discovered o that are
suspected which it is feared may have effects outsde its terrtory very gquickly or which show that
a new fraudulent practice has been adopred
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given situation and to démarcate the respective investigation functions of the Member
States and the Commission; arrangements for mutual assistance, recovery procedures and
provisions tor out-of-court settlements are also to be described. The final benefit of the
system will be that stock can be taken of Community and national penalties, both
administrative and criminal, applicable in ecach domain.

The Commission presented a preliminary draft of *he DAF information system when the
Advisory Committee for the Coordination of Fraud Prevention met in Brussels on
30 November 1994. Delegations reacted broadly in favour, but the Member States rightly
pointed out that the ...Jor outsta rdmg difficulties lay firstly in data verification and
updating arid secondly in the translation effort needed for data exchange within the
European Union. A cost/benetit analysis will be needed here.
The Commission has offered: ’o prepare a CD-ROM containing the lour clectronic
registers to allow the Member, States to make their own detailed analyses.*

e

APSO (Anti-fraud I’o[*ﬁ_ Support Office) programnre

\
The Commission’s strategypadgramme generated a considerable need for information
which the Commission (UCLA ) has endeavoured to meet in conjunction with the JRC
in Ispra. it

This programme’s data covc's:age extends to the old Irene base (Member States’
irregularity reports), Pre-Irene (investigations in progress or on the waiting list, with input
from the Freephone),” and the DAF system that is intended in the long run to describe
the legal and organizational framework for a given expenditure or revenue domain. the
rcspecuve investigation functions of the Member States and the Commission and
provisions for out-of-court settlements and administrative and criminal pumllncs Analysis
also extends to databases such as Celex, ECI, Comext and Dun & Bradstreet.® which can
be particularly useful when dﬁ#, is gathered for an investigation.

" .
These new resources should enible the Commission to migrate to.a computer environment
that is better adapted to the inggeased requircments.

2.3 The Customs lnfornml‘l'a" }1 System_(CIS)**

CIS is a component of SCENT (8ystem Customs Enforcement Network). a 31 3-terminal®

.
'

3 At the Committee meeting of‘l 2 1995, the CD-ROM was given to Member States for evaluation,
!
!
37 Sce below "The new |nl0rmmmn sources",
’j .
S ‘The first three are Community databaises (Commuaity law, Commission general documentation and
Comenunity external trade); the fourth 1s an international economic database
» See also Chapter 1, Section 4 "Administrative cooperation®, page F1 and earlier annual reports
. o -
Situation at 31.12.1994,
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data network running contrals at various sensitive places on the Community’s external
frontiers. It operates 24 hours a day, 7 days a week; it is accessible to national and
Commission departments. -

CIS operates as an electronic communications system® for SCENT;* standardized screen
layouts are used in a varicty of situations (data on persons, vehicles, goods, patterns of
fraud, ete.). In 1994 a serles of new functions were added, parlly as a result of the
development of new m'\nng,cmt.nl tools that boosted the programme’s performance.

The Commission nrovldc.s ‘user support in technical matters and looks after training tor
users in the Member -States: (m 1994, 35 weeks of courses were put cn in Brussels,
attended by 291 users drawn from all the Member States).

4
CIS was also used for spt:ch'lc operations (surveillance of consignments of sensitive goods
in the transit procedure,” maritime surveillance and so on). In September 1994, for
instance, the Member States used it, with logistical support from DG XXI (Customs and
Indirect Taxation), to run a two-week Community-level airborne maritime surveillance
operation targeted on the érug,s trade, in the course of which about 4000 messages were
exchanged. |

-.,\

o
2.4 The new in[nrnmli* ‘sources

In November 1994 the Cox‘amlss:on set up a permanent system for dircct notification of
information relating to Coimunity fraud to the departments needing it by a freephone in

each Member State. The various numbers* connect the caller to a recording centre in
protected premises at the Commission’s fraud unit, which automatically identifies the
country from which the call is being made and relays a pre- -recorded message in that
country’s language. The information 1eceived by this system is processed as it arrives; it
is entered in a database if it prompts operational action. The system is protected at both
input and output levels to prevent hacking. and absolute anony mity of both call and caller
is guaranteed.

This round-the-clock facility is based on practices existing in some Member States: they
have proved their worth as means of protecting the public interest. The public can
contribute to safeguarding the Communllv s financial interests wherever they may be.*

To give a general idex [7 293 messages were exchanged in 1994

62 SCENT fiscal 1s for the exthange of information on indirect taxation between the Member States”
1ax departments and with the Commussion via the same network

8 See Chapter 1, Section §, page 12.

b It was technically impossible to establish a single number valid throughout the Community
5

\
. S
“ The numbers arc listed v Annex 2.

26



anonymously if need be and without needing to know foreign languages, by informing
the Commission of fraud against the Community budget.

The system is to be reviewed after a one-year running-in period. Initial results are
encouraging,

3. Risk analysis )

The Commission is no different from the national administrative authorities in having but

Beattad racavronc de H inrls H fe 1
limited resources to deploy on anti-fraud work. To comply with the cost/effectiveness

principle,” efforts need to be concentrated on arcas of activity or categories of firms and
persons that present a high risk potential, while at the same time ensuring that most trade
flows are able to cross frontiers relatively easily.
Risk analysis techniques are applied to:

ex ante evaluation of new legislation;

development and exploitation of intelligence:

presencs on the ground (targeting checks and investigations);

routine management (processing new files);

changes to existing legislotion in respense to repeated findings of fraud in a given
area.

Basically there are two distinct approaches to evaluating fraud risks:

theoretical analysis of factors in play (definition of financial and other criteria,
size of recipient firms, etc.);

practical evaluation on the basis of known fraud cases (notably through analysis
of data in bases such as IRENE and Pre-IRENE®").

In practice the two approac.hcs need to be combined at both Community and national
levels.

Described in Article 2 of the Financial Regulation applicable to the general budget of the Cuopean
Communtties (basic Regulation published in Official Journal L 356 on 31.12.1977)

6 See preceding item on the development of intelligence and databases, page 24,
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?.l Rosk_analy sis Sapplied 1o ¢ontrols

The technique is usedto schedule controls The Largest possible volume of information
on a given line of busjness 1s compiled and analysed so that controls can be tarpeted on
the arcas most vulneridble o fraud.

Given that all authoriies ate under a general daty oassistwith the soud implementation
of Commumits pohicies by vartue of Article 3ot the Treats, s for the Member States
10 undertake these controls as regards expenditure or revenue managed 1 partnership
hetween them and the Commssion Fhe nanonal authorities are accordinely required to
apply these techniques. with Commission help where necessary . an comphance with the
subsidiarity principle.

Account has been tahen of the possibilities for use of the technyue in controls undertahen
by national authorities both by Counct! Regulation (1 ¢y No 16394 and the
accompanying regulation on the details of the phasical controls provided tor by st and by
the amendments to Regulation No 4033 89 us regards accounting chechs of NGGE
Guarantee Section).”

The national authorities’ attention has heen drawn 10 the importance of targeting controbs
at a series of meetingsof committees responsible for speaitic areas te g the Advion
Committee on Own Resources and the EAGGE Guarantee Section Commuttee) and now,
of course. of the Advisory Commitice for the Coordination of Fraud Prevention Fins
policy of raising awareness was pursued also in relation to expenditure areas not act
covered by specific measures in this respect: regarding the Structural and Cohesion Funds.
apart from the fact that a scparate unit was set up in the Commission.” regulations were
recently enacted on irrefularity reporting and information sy stens, which imuolve these
techniques. And the Gommission has clearly expressed its determmation 1o develop
comparable techniques for use in respect of direct expenditure.™

1.2 Risk analysis as a means of largenng controls

The object of the exercise here is different. There s, admutiedhy L an obvious micraction
with the technigue applied to routine controls. smnee the point is 10 wdennty vulnerable
areas (and high-risk fims or persons). but the wdea this tme 18 1o prompt specific
investigations with better prospects of sctually recovering amounts evaded or wrongh
paid while going for the maximum penalties with the lughest exemplary etteet In thes
context risk analysis is both deterrent and preventine

.

o8 See Chapter 1, Section 2 "Agriculiure®, page 7

o See item on intemal orgamzational changes, page 21

n This covers transport, education, environment, culture, energy, the mtemal market, mdustraal

policy, research and technolo, sical development, cooperation wath developing countries and other
non-member countries, the European Development Fund, FCSC budget operations ¢t
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But there are other factors that prompt fraud investigations, which can be targeted by
means of the new infotination sources used by the Commission o organize its own
imestigations " The Commission must ensure that the Member States afford the
Community s financia! interests at least the same level of protection as their own financial
interests. For this it is essential that Commission departments be hept informed about the
progress of investigations undertahen by nattonal autherities, which have to be monitored
carefully h\ the anml\\um (DG XIX does this .:-.*h.l.ards recovens of traditional own

resources). - [
.l

There is also mmp!cmcnmt\' through the ur;.:lmr.‘:hon of cooperation between national
and Community departments. iy

SECTION 2: THE EUROPEAN PARLIAMENT:

The Community has its-own financial system that i quite properly subject 10 pohtical
supervision by Parliament. which, with the Council, is one of the two arms of the
budgetary authonty. Pofitical control by Parliament is exercised in practice by the
Committee on Budgetary Control. )
i

Members of that Parliamentary Committee consequgntly exercise the fullest control and
monitoring powers over the Commission’s anti-fra  stratepy,

The Committee has played a major role in strengthening mu.nmmutmnal relations with
the Commission. It has always stated that it wanted a single contact in the Commission
that would-report to it regularly pn work done and results achieved in the fight against
fraud and has often argued that the protection of the Community’s financial interests
demanded a reinforcement of the human and material resources available to the
Commission’s central fraud departments, most recently in 1993.7 In 1994 SG/UCLAF
was given 50 new pasts and a whole series of new items were entered in the budget 10
finance fraud strategy.”

The Commission was thus equipped to perform that part of its programme that consisted

in supplying technical assistance to the Member States for boosting the efficiency of

national operational measures relating to the EAGGF Guarantee Section, the Structural
Funds and research.” !’ar]mmcnt was also amvious to reinforee the administrative

See previous item on the*development of intelhgency and new information sources, page 27
P P E i

i See the annual report on the fight against fraud for I‘l‘h cited above, and Chapter 6 "Statistics
and analysis™, page 67, of this repont.

n See the annual report on the fight aganst fraud for 1993, ated above, and the atem on
organizational changes within the Commussion, page 22 m this report.

" See Chapter 7, Section | “Budget implementation 1994, page 77.

* This policy will be pursued in 1995 in relation to traditional own resources
L]
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resources avinlable o the Commission to develop the frequency and effectiveness of its
own investigations in the same areas,

Recent Parliament resolutions regarding the fight against fraud highlight the need both o
tighten coordination and enhance the Commission’s investigatory powers and to enact
tough legislation to provide the Community’s financial interests with the full protection
of the ermmmnal aw.” .
Lastly, Parliament has announced its intention of holding a public hearing on pmtn:cliull
of the Community™s finageial interests in the first half off 1995; a number of major
questions are o be treated. notably the recovery of amounts defrauded.

SECTION 3: THE COUNCIL

The Council took note of the new anti-fraud strategy and work programme”™ transmitted
by the Commission in response to the conclusions of the Ecolin Council of 7 June 1993
and the Copenhagen European Cuunul of the same month, The Commission’s annual
report for 1993 was also well received.

The Council's proceedings are prepared by the Budgetary Committee and the Permanent
Represeritatives Committge. Both hmln.s this year stated that the Advisory Committee for
the Coordination of Fraud Prevention™ should be the place for dealing with these matters
so that the Rudgetary Committee’s work of preparing debates in the full Council could
be facilitated.

The conclusions of the Ecofin Council meeting of 11 July 1994 regarding the fight
against fraud were published in the Official Journal. This was the first time it had been
done, thus bearing witness to the imppriance of the matter. Not that there is anything truly

novel about the issue itself or the importance attached to it: it is simply that the public
accountability and openness flewing from ecasy access to official Community
documentation mean that the general public is more closely involved.

An ad hoc working party of the Council’s Dudget Committee was set up™ to monitor the
Commission’s work on controls and penalties. The Council’s wark on third-pillar

7 Resolutions of 11.3.1994 and 15 12.1994. See Chapter 1, Section 6, page 16 for the draft
Convention.

n Conclusions of 11 July 1994 on the fight azainst fraud; OJ C 292, 20 10 1994,

78

See Chapter 4, Section 1, page 35.
” By decision of the Permanent Representatives Commitice.

10 See Chapter 1, Section 6 * Commissign imitiatives on legal protection for the Community's financial
interests”, page 15,
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matters under Title VI of the Union Treaty is prepared by a Coordinating Committee (the
K.4 Committee™), which.is assisted by three steering committees, Steering Committee 11
(judicial cooperation) has set up a number 'of working parties,” one of which is on
Criminal Law and Community Law. This working party met several times in 1994: it
reports back to the steering committee, which then reports via the K.4 Committee 10
Coreper, which coordinates third-pillar matters generally and ensures the requisite degree
of consistency with the work of the Ecofin Council on first-pillar aspeets of protection
of the Community’s financial interests against fraud.

The Council meeting (Jugtice) of 1. December 1994 passed a Resolution® agreeing to the
principle of establishing a specific legal instrument to offer the Community's financial
interests the legal protection of the Member States™ eriminal law. The Ecolin Council
meeting of' 5 Decentber agreed that the Coungeil should rapidly take the measures needed
to improve the Commuyaity legal framework for fraud prevention. And the Essen
European Council on 9 and 10 December 1994 agreed with all that,

As indicated above, the*Councilshas not yet been able to adopt the proposals of the
Commission concerning administrative and penal sanctions. This is also the case for the
proposals concerning the replacement of Council regulation (EEC) N° 1468/81 as well as
the amendment of Council regulation (EEC) N* 1552/89.

SECTION 4: THE COURT OF AUDITORS

The Court’s annua] reports, the latest of which was for 1993.* and its special reports are

evidence of its vital role in the external control of the Community's finances.

The Court and the &ommission afe visibly on the same wavelength as regards anti-lraud
policy and strategy. The specific practical measures in the Commission’s work progranume
take the fullest account of the Court’s recommendations.

The Court’s elevation to fuil institution status has had a manifest impact on its rclations
with the Commission, parficularly as Article 188c of the EC Treaty inserted by the Union
Treaty requires the Court to provide Parliament and the Council with a statement of
assurance as to the reliability of the accounts and the legality and regularity of the
underlying transactions. The new jnstitutional procedure imposes duties on the Court that
effectively require the Commission to keep it informed, particularly as regards the
financial monitoring of fraud cascs.

#l See the annual report on the fight agamst fraud for 1993, aited above

£ Under the progrnmmc‘adumed at the Council (Justice) meeting of 29 and 30.11,1993,
B 0l C 355, I4.I2.I‘J‘)4,:

u 0J C 327, 24.11.1994,
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1. Annual reports

.
'

.
The Court’s annual repoits are on the legality, regularity and sound management of all
Community revenue and expenditure, They verily whether revenue and expenditure are
fully in conformity with all the pules and procedures and comply with the principles of
sound financial management. &

These are not strictly anti-fraud reports but they do provide the Commission with a
valuable source of information, provoking useful reactions not only from the Commission
but also from the Member Stated

The remarks about financial circlits made at points 6.11 to 6.14 in the Court’s 1993
report are wholly consistent with the Commission’s own view that the channels followed
by Community funds need streamlining,

2, Special reports

In addition to its annual reporl;‘. the Court rhay issue special reports at any time on
specific areas,

In 1994 the Court adopted special report No 1/94,* which follows up special report No
2/92% and pursues the Court’s investigations of export refunds paid to major dairies.
‘pecial report No 3/94*7 of 6 October relates 1o beef and veal intervention measures and
report No 5/94 of 20 December to the cohdsion financial instrument.

8s 0J C 75, 12.3.1994,

8 01 C 101, 22.4.1992.

87 '3 Ol C 356, 14.12.1994,
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CHAPTER 3: DB\’ELOI’MEN’I% IN'THE MEMBER STATES

Relations between -_ﬁ]c Commission and,ihe Member States’ national fraud prevention
authorities are developing into a solid pué‘mcmhi[i. This development has highlighted the
importance of the creation and operation of central coordination structures at national
level and the identification of specific national departments to organize jointly with the
Commission the monitoring of matters concerning fraud against Community finances.
The recent establishment of the Advisory Commitice for the Coordination of Fraud
Prevention® is one of the most telling signs, and an illustration of "co-responsibility” or
responsibility shared between the Commission and the Member States in fraud prevention.
as now laid down explicitly in Article 209 of the EC Treaty.

SECTION 1: NATIONAL STRUCTURES TO COMBAT FRAUD AFFECTING
COMMUNITY FINANCES

The Member States possess administrative and fiffancial structures whose task it is to
monitor the execution of their national budgets. The fact that fraud takes place at the
expense of the Community budget raises the question of adapting these structures to fit
the new context; the reallocation of funding and subsidy management, delegating power
to collect Community resources (own resources) as laid down in the Treaty, regulatory
obligations to monitor and prosecute offendets and recover sums lost - all these arc
specialist tasks which, if they afe to be carried out more efficiently, require coordination
at national level as well as between national authorities and with the Commission.

Examples of newly established structures are the Office central de lutte contre la
délinquance économique et financiére organisée (Belgium) and the Office central pour
la répression de la grande délinquence financi¢re and the Office central de prévention de
la corruption (France), while an existing structure is the Guardia di Finanza (ltaly).”

SECTION 2: CONCERTED ACT.lON WITH COMMISSION DEPARTMENTS

Links with the national authorities have emerged from the purely institutional framework
and started to devclop into a more flexible pattern of bilateral meetings. In 1994 the
Commission took a number of steps to develop targeted, high-level contacts with certain
national authorities, particularly those with a central coordinating structure which operates
in the field in much the same way as the Community, which is very gratifying to the
Commission. These contacts have also been an opportunity to acquaint the Commission’s
opposite numbers with its anti-fraud strategy, illustrating it with specific practical
examples, and thereby to encourage operational cooperation in carrying out investigations.

k8 Sce Chapter 4, Scction 1, page 35.

# The Commission has contributed financially to the operation of some of these national structures
or co-financed operations undertaken in cooperation with other national agencies  See Chapter 7,

Section 1, ltem 2 "Financial analysis®, page 79.
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Outside these institutional forums,™ direct and worthwhile contacts have been established
between the Commission and national, especialy multidisciplinary, authorities, in an
attempt to put up effective and firm resistance to criminal organizations which often form
trans-national networks and channels.”

These contacts take place via the Commission’s central fraud prevention structure
(SG/UCLAT) and give promise of effective collaboration in future years, and not just
from the strictly operaticnal point of view.”
"

From now on reports will have to bé produced on the work done by national authorities
as required by the Essen Eurgpean Council in December 1994, This can only strengthen
collaboration with the Commission, as its experience in this field will be of practical help
to the Member States. .

In its conclusions on action.to combat fraud, the Essen Eurapean Council of 9 and
10 December 1994 urged the'institutional partners to take joint action wich the Member
Stat.:s and called on national authorities to submit reports on whatever domestic steps they
took to combat waste and diversion of Community resources, These reports will be
considered at the Ecofin Council meeting in Junc 1995 and, leading up to that, the
Advisory Committee is the ideal forum for drafting the reports in a uniform manner, a
task with which the Commission ¢an usefully help.”?

The advisory committee already mentioned and the various special committees
'

o Given the new strategic context, the technical assistance policy can only be properly reviewed m
the relatively medium term.(one or two years)

9 A good example is a fraud case under investigation in Ireland on which a report was drawn up in
1991 and published on 29.7:1994 so that allegations of illegal activity in the beel and veal industry
in Ireland (EAGGF, Guarintee Section) could be looked into. Since the report was published,
Commission departments have been continuing their inquiries, with due segard for the findings of
the Irish court involved, for the purpose of carrying out the praper financial corrections as part of
the procedure for clearance of the accounts. Parallel investigations are nnder way n Iretand, and
details of any irregularitics which come to light will be passed on to the Commission pursuant to
Council Regulation (EEC) No 595/91 (for details of which sec Annex 1).

” The Ecofir Council of 16.1.1995 in fact hoped that a consensus would emerge on the form and
content of these reports, so as to make the best possible use of the surveys contained in them,
including in the report on the implementat jon of Article 209a of the Treaty by the Member States
which the Ecofin Council of 11 July 1994 asked the Commission to produce.
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CHAPTER 4: COOPERATION AND PARTNERSHIP WITH THE MEMBER
STATES

The policy for combating fraud will also depend for its effectiveness, its visibility and its
credibility on the extent to which a sharing of responsibilities and information with the
corresponding departments in the Member States is achicved.

Thus, for example, the Commission has taken steps to develop its contacts with national
organizations which specialize in the field or are multidisciplinary and/or interministerial
in character (the very estoblishment of such bodies or the widening of their fields ol
activity in response to changing circumstances are prime examples of developments which
fit well in a context of international cooperation), with the object of combating all forms
of organized financial crime, including fraud against the Community budget. The
advantage of gradually establishing bilateral contacts of this kind and then increasing the
number is that it can be done in a framework primarily of institutional partnership but at
the same time with the proper degree of flexibility, vital if the steps taken are lo
complement one another, particularly when it comes to organizing checks, targeting
investigations and sharing resujts.!

In the same spirit of institutional partnership, the Commission has also continued its work
on stepping up cooperation with non-member countries.

SECTION 1: THEADVISORY COMMITTEE FOR THE COORDINATION
OF FRAUD PREVENTION

On 23 February 1994 the Comnhission adopted a Decision setting up this Committee.”
The function of the new body, pursuant to Article 209a of the Treaty, is to advise the
Commission on the broad lines of its policy for protecting the Community's financial
interests and organizing action to combat fraud. The Committce, which met for the first
time on 1 July and then in Qctober and November, is, as a setting for constructive
exchanges, to become the main forum for discussion and assessment of the Commission’s
work programme and for keeping abreast of any matter involving legal protection of the
Community's financial interests.

The Member States, too, have been urged to bring matters before this body as often as
possible.’

Underpinning f#e smooth running of a multidisciplinary body of'this kind, whase purpose
includes facilitating discussion linked to the drafting of Council conclusions,” there must

o Sce the jlem on intelligence in Chapter 2, Section 1, page 21.

" Decision 94/140/EC, OJ L 61, 23.2.1994,
% Details of the right of initiative are given in Article 2 of the Decision of 23 February 1994
” Concerning the Council, see Chapter 2, Section 3, fage 30.
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be tight and lasting coordination between all the partners, both at the Commission and in
the Member States.

At its first meetings the committee was kept informed of progress in carrying out the
Commission’s programme for 1994 and put forward its own suggestions. The
Commission also uses the committee as the preferred setting in which, on its own
initiative, it can raise any question connccted with developments in exchanges of
information”™ and the strengthening of ties between the authoritics concerned with these
matters and its own specialist departments.

Thus, tor example, the Commission has been able, stage-by-stage, to set out and develop
the main features of its anti-fraud strategy, in response to the clearly expressed wish of
its opposite numbers to see a pooling of know-how with a view to ensuring that initiatives
now under way and respective powers complement cach other still further. The
Commission, with the support of the European Parliament, in fact intends to establish a
new Community policy of financial support and technical assistance for action to combat
fraud® for the benefit of national bodies which so request; the plan was at once approved
by most of the delegations to which it was submitted. In that sense, the Advisory
Committee is the right setting in which to define a common fraud prevention strategy and
assess whether it is worthwhile going ahead with appropriate measures in that field on a
long-term basis.

SECTION 2: TRAINING AND EXCHANGES OF OFFICIALS

The Council meeting (Economic and financial affairs) of 11 July 1994 rightly pointed out
that where fraud prevention is concerned the organization of special, targeted training and
information schemes for officials from the Commission and the Member States is an
effective course of action which ought to be stepped up.

The seminars held for this purpose by o1 with the help of the Commission arc an
important part of efforts to strengthen partnership with the Member States. Depending
on the number of participants or the aim in view (to train national officials in a specific
subject area at their request or bring together a few senior national officials responsible
for passing the message on to officials in their own countries), the seminars are held in
the countries concerned or in Brussels. Thus, where operations of this kind have to be
carried out in the Member States and on their own initiative, the national authorities may
tend to ask Commission departments for logistical assistance (in the form of a financial

o See the item concerning developments in the intelligence field (databases) in Chapter 2, Section 1,
page 22,
” See Chapter 7, Section 1, "Budget implementation 1994%, page 77, and Section 2 "1995

appropriations", page 81,




-

centribution)'® or, if the method of organization so provides, they may ask for a number
of the Commission’s experts actually to take part by addressing the seminars.

t

Programmes of exchanges of officials have also developed on the basis of the existing
rules and regulations governing customs and taxation.

1. Seminars

1.1.  General seminars

These are attended by between 150 and 200 people from multidisciplinary departments
and authorities responsible for organizing action to combat fraud against the Community
budget in the Member States; these include operational customs and agriculture
departments, taxation experts, auditors and lawyers.

The purpose of these "major" seminars is, or was, to make the bodies and authorities
involved in national plans to prevent fraud against the Community even more aware of
the fact that operators committing fraudulent acts always aim, by resorting to increasingly
sophisticated techniques, to attract European subsidies to which they are not entitled or
evade payment of certain taxes. At the same time the seminars were an opportunity for
national officials responsible for fraud prevention to meet each other and lay the
foundations for direct, regular and productive collaboration.

Two seminars of this kind were held in 1994, one in Brighton, UK, on 15 and 16 March
and one in Noordwijk, Netherlands, on 14 and 15 September.

1.2 The new policy

Over the last few years general seminars have been held successfully in most Member
States.” More subject-oriented operations can now legitimately follow. In 1994
seminars atlended by smaller numbers (30 to a maximum of 65) have been held in
Brussels on 3 and 4 May for BEF (Bundesamt fur Ernahrung und Fornvirtschafi)
inspectors, Genval, Belgium on § and 9 June for OCDEFQ (Office Central de lutte contre
la Délinquance Economique et Firanciére) investigators and Lisbon on 20 and
21 October for senior officials of IGA (Inspecyiio-Geral ¢ Auditoria de Gestio).

More select working parties are set up at these special-subject seminars to work for a
fixed period, as part of the seminar, on a particular topic (in workshop form) and report
back to the plenary session.

100 This policy falls within the framework of the technical assistance which the Commission gives the
Member States; see Chapters 3 and 7,

0 See the annual reports on’ fraud prevention for 1989 - SEC(20) 156 final, 1990 already cited,
1991 - SEC(92) 943 final, and 1992 and 1993, cited above.
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Besides working with national authorities to develop these types of seminars, following
a strictly defined procedure which involves making contact and then drafting an official
request, allowing enough time for it to be considered, particularly from the point of view
ol the funds available - the Commission plans to organize special briefings for the new
Member States at the beginning of neat year. ‘The 'nain focus of these will be awarencss-
raising for a number of senior efticials from the police,.tax, customs, agricultural and
legal departments, thereby creating an opportunity for making the first official contacts
so that the requisite conditions can then be established for a proper understanding and
elfective cooperation. Creating a climate of trust is absolutely vital if’ policies which
demand full cooperation are to be carried out and produce results, especially where jointly
conducted investigations are concerned.

1 in 1994 the entry into force of the new
Commission rules for reporting irregularitics in the field of the Structural Funds and the
Cohesion Fund'® require prior and regular awareness-raising among the departments
concerned in the Member States - and this is also carried out through the Advisory
Committee for the Coordination of Fraud Prevention.

In 1995, similarly, the Commission plans to hold seminars for exchanges of ideas,
particularly as regards analysing the implementation of Regulation (EEC) No 4045/89'"
(post:clearance checking of commercial documents) as it affects the high-risk sectors;
these will be limited to a maximum of 35 participants.

The Advisoly Committee for the Coordination of Fraud Prevention has been kept
informed in detail of training schemes run by the Commission in 1994 in the areas of
inspection, cooperation and fraud prevention in general, and future schemes will be
discussed and planned in the Committee.

This year the Cotnmission’s experts have again taken part in cvents organized locally by
the Member States’ national authorities and relating to fraud prevention in the various
sectoral fields associated with it and to legal protection for the Community’s financial
interests. Nincteen such events were recorded in 1994,

2. Exchanges of officials

Following the pattern of the Matthacus and Matthacus-Tax programmes,'™ which concern

customs and tax administration, some Member States expressed a wish to extend the
procedures for exchanges of national officials responsible for inspection and investigation
in certain specific ficlds relating to the EAGGF-Guarantee Section, and in the Structural
Fund field.

|

. 3 .
102 See Chapter 1, Section 3, "Structuval operations”, page 10.
10 See Chapter 1, Section 2, "Agriculture”, page 8.
104

See annual reports on the fight against fraud, cited above.
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Experience with the Matthaeus programme (with 2000 participants) is o good background
for considering these proposals, particularly from (he angle of the objectives in view .
1o be worked out with the officials actually concerned, with the agreement of their
superiors and the host departments - and the expected effects, not just for the participants
but for their Home departments at operational leve] (feedback),

SECTION 3: ORGANI_Z!NG OPERATIONAL COOPERATION

1. Within the Comiunity

Stepping up operations and providing support for the Member States in this arca form the
first major strategic axis of the Commission's programme for 1994 and furyre years. ‘the

resources brought into play for this purpose must be shaped to alfow for the trans-national

character of fraud, especially in the areas of customs and agriculture, ang setting up the
Task Forces is in line with this approach, as indeed are the implementation and operation
of the TAFI (Textile AntgFraud Initiative) programme, though in 3 specific industrial
sector which is particulariy vulnerable 1o large-scale trafficking,

L., The Task Forces

In 1994, following the first contacts with Member States as part of stepping up its
operational presence in the field, and with their full cooperation and agreement, the
Commission set up a Task Group in a particularly sensitive area, tobacco, the object of
which is to combat large-scale sophisticated fraud under the Community transit
arrangements more effectively.

Existing experience has shown that fraud involves trans-national and international factors
which require special machinery at Community level,

The Commission’s strategic approach in the tobacco sector comprises measures which
have to be carried through simultaneously on four different fronts - the lecal, the
administrative, the technical and the operational,

By adopting a programme which takes these different aspects into account, the Task
Group will make it possible for the Commission to make | its resources available to the
Member States in the interests of proper coordination, and as a contribution and support
at both the political level, with due regard for subsidiarity, and the practical level, iy the
knowledge that in practical térms the work will be carried out in strictest confidence.

1.2 The TAFI programme

The basic aim when this programme was set up in 1993 Was to step up the battle against
fraud at Community leve] in respeet of the implementation of textile agreements; this
includes making sure that the rules and regulations governing relations with non-member
countries are being properly applied (to prevent the limits on quantity being
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circumvented), at a time when the Community’s textile industry is in recession and the
limits on quantity arc due 1o disappear gradually. To achieve this, an interdepartmental
group in the Commission known as the TAFI Task Force decides which measures are to
be charged to the budget heading for TAFL' covering among other things the costs of
officials from the Member States taking part in on-the-spot investigations into textile
fraud.'™  Other measures which ¢ome under this programme involve inspecting and
improving the checks carricd out; by the relevant departments in the Member States (a
monitoring exercise is to be concluded in 1993) and non-member countries, as well as
study trips to the United States by Community investigators and a subsidy for a body
responsible for combating counterfeiting.

One of the most visible*results of Community action on textiles must be the holding of
joint consultations with certain non-member countries to discuss L\'ldmcc obtained during
Community missions and secure an adjusiment in the limits on ere they have
been circumvented, which. in terms of rectifying the situation n.b-lrdlnL such limits, is
equivalent to recovering duties where own resources have not been collected.

The main purpose of contacts with non-member countries as part of these checks and/or
investigations is to maintain a high level of international cooperation. whether agreements
to that effect have been reached with the Community or are still being negotiated, as is
the case with a customs agreement with the United States at the end of 1994,

2. Agreements with non-member countries

- . . ! . . . -~
The following agreements containing such’provisions were concluded or came into force
in 1994:

the “shared competence” agreement (mutual assistance covering both national and

Communi!y aspects) on the European Economic Arca (EEA)"" includes a protocol

on mutual assistance in the customs field. as do the agreements, again of "shared

competence” type, with the Central and Eastern European Countries (CEEC),"™*

with which interim agreements have been concluded in respect of the part which

falls within the Community’s sphere of competence, pending ratification by the
' national parliaments;'®

free-trade agreements with the Baltic states''® (exclusive Community competence)

108 See Chapter 7, "Anti-fraud appropriations/Budget implementation 1994", page 77.

106 Sec Chapter 5, Section 3 coneerning investigations n the field of traditional own resources,
page 54.

107 Austria, Iceland, Finland, Sweden, Norway and Liechtenstein.

108 Poland, Hungary, the Czech Republic, Slovakia, Romania and Bulgaria

109 "Shared competence” type Europe agreements with Poland and Hungary came ito force on
1.2.1994.

110

Cstonia, Lithpiania and Latvia
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were signed on 13 July 1994 and entered into force on | January 1995. Théy
contain a protocol on CEEC-type mutual assistance in customs matters.
Paternship and cooperation agreements have also been signed with a number off

. CIS countries (Russia, Ukraine and Moldova) containing a protocol on mutual

assistance in customs matters;

the Commission continued negotiations on mutual assistance protocols to be
incorporated into the preferential agreements with other CIS states, Turkey. Israel,
Morocco and Tunisia, and on customs cooperation agreements with the United
States, Canada and South Korea;

as well as the detailed provisions governing administrative cooperation or mutual
assistance, the Cemmunity's framework cooperation agreements with certain
non-member countries included references to customs cooperation.
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CHAPTER 5: INVESTIGATIONS (COMMISSION)

The number of cases dclc_c!cd is rising. In the Commission's view, the first conclusion
to be drawn fgom this is shat detection systems are now more effective. The following
factors should*lso be taken into account:

_g, k)
- the owerall volume of the Community budget has grown:
- sophisticated fraud often spans several Member States, which means that the
Member State which detected the fraud and reported it to the Commission is not
necessarily the country where the fraud is based:

- whe :valuating the effectiveness of action against fraud. longer-term trends are
more significant than lists of figures, however spectacular. for a single year.

.Action against fraud cannot«and should not be restricted to detecting individual cases and
"imposing penalties. It is just as important, if not more so, that it should help climinate

the factors that make fraud possible or even encourage it. Therefore. our purpose in
*recounting individual cases in this chapter is as follows:

~ . toalert the relevant authorities in the Member States and draw their attention to
particular areas and scenarios;

- to make it more difficult for the types of fraud described 10 be repeated. since
. they would be more easily detected:
A
l- to prepare the ground foriction with a view 1o eventually eliminating the
] circumstances which currently provide opportunities for fraud 10 be committed and
flourish;
- "to make more of the desired deterrent effxct by leaving potential defrauders in no

doubt as to the very serious consequences awaiting any one committing an illegal
! act of this type.

he choice of cases was dictated by these objectives rather than by any attempt
geographical or sectoral:balance.

"Kﬂ . i ’ . y . .
cedures subsequent to an investigation can be very lengthy, whether they are

actounting procedures to recover the amounts or court proceedings to punish acts of
fraud. The same is lrue of measures to follow up success in the field. for example the
time it takes to make the approprihie changes to Community legislation most vulnerable
to fraud. In this context, it must be noted that it is the responsibility of the Member
States'"" and not the Community to Bring actions before the courts to recon er amounts and
prosecute persons guilty of fraud. By the same token. it is the responsibility of the

m Except in the case of direct cxpcq‘dilur: (see Section S of this chapter, page 66 )
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Community legislator (the Council and Parliament) to amend and/or supplement the legal
arsenal, since the Commission’s powers are merely to submit proposals for this.

As in the 1993 activity report, the investigations discussed here are broken down into
sections according to main ease type ot budget heading and relate to:

- investigations into. cross-border (importexpon) fraud affecting Community
revenue or a particular area of budpet expenditure and. therefore, requiring
internal coordination within the Commission;

- investigations relating to the financing of the common agricultural policy:
- investigations involving traditional swn resources:
- investigations involving structural policies;

- investigations into irregularitics involving direct expenditure managed by the
Commission.'”

Each section will deal with developments in the major on-going cases discussed in -
previous annual reports and describe the main significant files opened in 1994, Major
cases under investigation by the Commission subject to special monitoring by SG/UCLAF
are stored in the pre-IRENE database:'"* which can perform a whole range of analyses
as is done with cases reported by Member States where the necessary investigations are
the responsibility of the national authorities.

SECTION 1: CROSS-BORDER (IMPORT/EXPORT) FRAUD

This section covers cases affecting several Member States involving both revenue
(customs duties, import levies on products from non-member countries) and expenditure
(export ¥efunds)."* These are complicated cases which have to be handled in close
cooperation with the national authorities of the country where the fraud was detected and
of the countries to which it may have spread in cases where organized smuggling
networks are operating. Organized financial rackets make use of sophisticated procedures
to set up fraud circuits for transporting goods. in particular involving substitution of
certain products depending on which measure they are designed to abuse. The response
to this must be suitably targeted and in proportion to the crime. which is the thinking
behind the Commission’s new policy, incorporated in the anti-fraud strategy. of supplying

. ) \ - . -

" This refers to contracts concluded dircctly between the Commission and end-benelicianies in

Member States which are not the responsibility of national administrations as regards management,
monitoring or control.

n See the item conceming the developments 1n intelligence (databases) in Chapter 2. Section 1.
page 24.
Hi Cases of cross-border fraud not involving import or export are dealt with in other relevant sections

43




: #

. %
technical assistance to operational units in the Member States backed up by the provision
of extra resources to the equivalent departments in the Commission. The lotter must have
available the necessary instrunients in both the technical (information networks, databases
remote sensing systems.) and legal fields (powers of investigation, specific offence).

Interaction between Commissiod deparunents and national departments and sound
cooperation with non-member countries which are also involved is based on systematic
exploitation of an “intelligenge” strategy.'"* Cooperation with national authorities is now
operating effectively and efficiently, although an assessment of the results will only be
possible in the long term.

1. New cases

1.1 Imports of milk powder into the Community

- Checks carried out in 1992 on customs documents drawn up in Antwerp

(Belgium) for consignments of milk powder from non-member countries (Austria,

Czech Republic. Poland and Slovakia) via Spain revealed that transit documents

had been wrongly discharged for about 4 000 tons (or approximately 200

. lorry-loads) of the product which was not subsequently released for sale at the

import destination. The amount of agricultural levies evaded in this way is in the

. region of ECU 9.5 million. It was noticed that there had been an increase in

" Spanish exports of milk powder between 1991 and 1993, so inspections were

organized on businesses entitled to export refunds for quantities of milk powder
outside the external Community transit procedure.'™

- Checks carried out on the selected businesses by the Spanish authorities further
revealed that two of the businesses had been importing milk powder under false
goods déscriptions. A product called "SILITIR MMP" coming from Austria had
been declared as "silicon soil”.

The latiér case of fraudulent importation involved & 300 tons of milk powder
being wrongly granted customs duty exemption. The amount of duties evaded is
ECU 15 million.

- Furthermore. various cases of fraudulent importation into Spain of milk powder
intended for export to non-member countrics outside the external Community
transit procedure involve British. Dutch. French and German companies and
account for ECU 4.5 million in evaded dutics.

s See the item concerning mntelligence 1n Chapter 2, Section I, page 23 and Chapter 4 "Cooperation
and partnership with Member States”, Sections 1 and 2, page 36 ¢f seq

e See Chapter |, Section 5, page 13 regarding this procedure.
¥

3 i
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All together these fraudulent operations involving milk powder account for
. ECU 45 million in cvaded duties. The Spanish authorities are continuing their
d A investigations in conjunction with the Commission departments.

These cases highlight three key issues:

- a priority for the Commission in 1995 is to improve the Community transit
procedure; this will involve raising political awareness of the risk of fraud in
this area;

- the case involving SILITIR MMP illustrates how important and worthwhile it
is to carry out physical checks on imports and analyses of imported products;

- the fraud mechanisms and techniques used as well as the complexity of the
operations are proof that they were masterminded by criminal organizations.

1.2 Butter-based food product carousel

This fraud involved imports of a butter-based food product into the Community via
San Marino from certain Eastern Europcan countries. The product was imported mnto
San Marino and Italy under a false description so as to evade payment of duties. This
channel was organized within the Community itself, since the goods were never intended
for sale in San Marino. It was discovered that the goods were exported to various
Member States, converted into butter oil (98% liquid butter concentrate) and re-exported
outside the Community with payment of refunds.

The levies evaded are estimated to be in the region of ECU 6.8 milli‘on. but the amounts
wrongly paid are not yet fully known.
£

The Italfan authorities, which are the principal party involved, are continuing their
inquiries in conjunction with other Member States importing the product and with the
assistance of the Commission. The main purpose of the inquirics is to establish the real
destination of the products after they are imported into the Community: 300 tons of butter
(with a value of approximately ECU 1 million) and 24 tons of milk powder have been
seized and 17 people have been indicted. . :

Followifg their inquiries, the Italian authoritics do not rule out the possibility that
- the perpetratots of the fraud have links with organized crime.

1.3 Butter, milk powder and sugar {rom the Czech Republic

Several cases are under investigation:

- Firstly, there are consignments of butter, sugar and milk powder to Morocco and
Algeria via Spain with TIR carnets issued in the Czech Republic. The carncts had -
been discharged with false stamps from a Spanish customs office, giving the

~impression that the products had arrived at a Community exit point, whereas in
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fact they had been placed on the Community market without completion of the
necessary formalities,

An administrative cooperation mission carried out in the Czech Republic under the
protocol on mutual assistance cstablished that own resources worth ECU 20 million
were involved.

- Secondly, consignments of butter were found to have been sent from the Czech
Republic to the Netherlands, from where they were re-dispatched after storage to
Italy via Switzerland,
The butter, which appeared to be of Czech origin, entered Italy under a false
description and was placed on the market as margarine, thus avoiding the payment
of levies. At the same time, Community margarine had been put in the place of
this butter in the warehouse and then exported to Russia receiving the refunds
applicable to this product.

According to preliminary information, 500 tons of products are involved, accounting for
evaded duties and levies of ECU 1.5 million for the consignments discovered to date.

1.4 Export of cheese..meat and dairv products

These products were exported from Denmark and Germany to non-member countries and
then re-imported into Greece.

Checks carried out by the Greek authorities at the Commission’s request showed the
administrative documents.to "be false; the import certificates referred to exports to
Bulgaria, Jordan and Lebanon, for which larger refunds had been received The
documents proving that the consignments had reached their place of destination were
discovered to be false, for the goods had been re-dispatched to Greece under cover of
false certificates.

The refunds in question are in the region of ECU 1.8 million in the case of Germany
and ECU 2.1 million in the case of Denmark. Investigations are continuing to
identify the perpetrators and bring them to justice.

2. Old cases

2.1 Refined sugar

Here is a summary of the further developments in this case in 1994, in particular
the legal and financial outcome:

- One of the:perpetrators was sentenced to a year and a half' in prison in the
Netherlands, while the cases against other suspects are still continuing. The
case involves a total of 3 448 750 kg of sugar in 140 consignments  The
Netherlands has already initiated procedures for recovering the duties
evaded, which amount to ECU 2 078 138;
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- Three people were arrested in Italy and one in France. A total of nine
people are under investigation in Italy and the court is to decide on
possible indictrents in April 1995.

The quantity ofsugar seized in Italy in 1993 was 97 237 kg. A total of
3 226 513 kg of sugar was fraudulently placed on the market, including
2552 763 kg ia ltaly and 673 750 kilos in the south of France, and
therefore could not be seized.

The levies evaded total approximately ECU 1.4 million.

|

It hoo hoannm ~naool HN PN Aigimanmtla tha araantantinon nnd artnin
il has not oeen possivic to dismantic thc orge anisation and uhj:,iu of the contraband

goods other than by rccom%c. to investigation techniques especially adopted to
combat this kind of orgaflisation, in particular by surveillance of the sugar
consignments. Legal proceedings are still under way, in particular in the Netierlands
and Italy.

2.2 Meat carousel

This fraud involved importing live cattle from Eastern Europe into Italy under the inward
processing arrangements and exporting beef fo non-member countries.

The Italian Guardia di Finanzq are continuing their investigations in conjunction with the
Commission. The financial implications of this fraud are now estimated to be in the
region of ECU 15.7 mgllion in terms of own resources evaded and ECU 29.4 million in
terms of wrongly paid ott refunds.

In the course of the investigations the Commission conducted a mission in Malta together
with the Italian authorities. Thanks to the cooperation of the Maltese authorities, proof
was fodind that many container ships in Malta had been reloaded and sent on to Croatia
via Italy. On-the-spot investigations in Croatia revealed that the goods never reached their
destination. Furthermore, many of the containers imported into Malta were not even half
full or contained only offal or low-quality offcuts.

This fraud was committed by an organization with close links to organized crime in
Italy. It was made possible by the corruption of numerous national ooficials. The
dismantling of the organisation was achieved thanks to the close cooperation of the
police, magistrates and Commission investigators, Prosecution procee edings against 60
people are to begin in March 1995.

2.3 Milk powder and cheese

Investigations have been completed and a summary list of charges was issued on
29 November 1994, Prosccutions are under way and procedures to recover the
ECU 4.9 million of evaded levies from the importers can now be initiated by the Belgian
customs authorities without having to wait for the final court judgment.

2.4 Olive oil




The legal proceedings which were initiated in 1992 enabled the Italian authorities to indict
five people for importing olive oil from non-member countries using false transit
documents. During the proceedings a Commission investigator was able to give evidence
of the established facts. Judgments are expected by the end of 1995 and the prospects of
recovering the moncey are good, since the authorities managed to take all the appropriate
distraining measures from the outset.

The Guardia di Finanza has also launched several other enquiries into olive oil,
particularly as repards granting of consumption aid (bottling). Several new cases of fraud
have come to light: companies specializipg in bottling had been issuing fake purchase
invoices for olive oil which was in fact vegetable oil (sunflower oil, rape seed oil). These

pe s
practices were borne out by on-the-spot investigations.

As regards the new cases of fraud, it should be noted that the practices discovered in
the course of investigations had already been identified by checks using risk analysis
techniques.'"’

2.5 Milk powder

Here is an update on the proceedings against the accused company:

- on 11 April 1994 the examining magistrate at the court in Cremona drew up a
request for two people to be indicted and appear before the preliminary
investigation judge;

- on 11 May 1994 the preliminary investigation judge fixed the date for the first
hearing for 12 October 1994;

- on 5 November 1994 the same judge decided that the trial would begin on
21 February 1995.

SECTION 2: FINANCING THE COMMON AGRICULTURAL POLICY

These investigations mainly cover export refunds, which are the largest single item in the

EAGGF-Guarantee budget, accounting for approximately 30% of total funding. Other

significant illustrative cases have also been selected regarding specific aid measures, in

_particular production aid.

1. ‘New cases

1.1 Butter and olive oil exports

m See the item conceming risk analysis in Chapter 2, Section 1, page 28.
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During a Commission inspection visit to Hungary together with the Italian authorities, the
Hungarian authorities carried out checks on the authenticity of certain documents which
had been submitted to the Italian authorities for the purpose of obtaining refunds on butter
exports. The documents were found to be fake, Evidence was collected on the spot
indicating that the product that had been transported was not butter; armed with these
facts, the Italian authorities were then able to identify other fake documents which had
been submitted for olive oil export refunds.

Investigations are continuing in Italy, in particular to establish the sums involved.

The evidence collected proves the involvement of criminal organizations. The case
highlights the need for local authorities (including payment agencies) to be on their
guard when checking documents intended to prove that products have reached their
destination.

1.2 Abuse of the regulations on the special aid for hill and_mountain areas and the
suckler cow premium
-

On the basis of information reaching the Commission, in particular the EAGGF
departments, and subsequent examination of the files, several irregularities came to light,
leading the EAGGF departments to organize an inspection visit to Haute-Corse (France)
regarding implementation of the regulations on the special aid for hill and mountain areas
and the suckler cow premium.

- the special aid for hill and mountain regions was introduced in the Community in
1975 and is intended for farmers with farming as their principal occupation who
are permanently resident in a mountainous area where they keep their livestock
eligible for premiums during wintering. Persons with farming as their secondary
occupation may also be eligible, depending on their level of income and only in
mountainous and extremely mountainous areas. In all cases the animals must be
identified;

- the suckler cow premium, which was introduced in 1980, has become more
important with the reform of the common agricultural policy; persons raising a
herd of suckler cows for meat production are eligible.

Sinze 1 February 1993 these aid arrangements have been implemented within the
frarnework of Council Regulation (EEC) 3508/92 on the Integrated Management
System.'"*

The purpose of the visit to Haute-Corse (8-16 September 1994) was to check what was
behind the irregularities discovered in the dossiers and to establish whether there was any
link between the aid received as special aid for hill and mountain arcas and suckler cow
premiums and the forest fires which have broken out in Corsica over recent years.'”

e 0OJ L 355, 5.12.95. Sce the annual report on the fight against fraud for 1993, sited above.
ne The Commission’s departments dealing with the environment had received information suggesting
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The results of the enquiries highlighted three points:

- The French authoritics should take concrete steps against the people who
committed the irregularities;

- As regards the special aid for hill and mountain areas, serious problems were
discovered with the management and supervision of the system in 1993,
which was the year on which the checks were carried out. There is, however,

“good teason to believe that the state of affairs discovered during the
inspection visit was not specific to 1993 as regards the management and
supervision operated at the level of the département. The French authorities
should therefore audit the terms on which the premiums were granted over
the period 1988-92 by examining in detail the files on ali recipients in Haute-
Corse. EAGGF advances and payments for 1993 have been suspended in full
pending the regularization of the individual cases referred to above. Advances
and payments for 1994, and possibly subsequent years too, are also being
suspended, until the French authorities have taken the necessary
administrative steps tb ensure that the system is applied in accordance with
Community and national legislation,

- As regards the suckler cow premium, for 1994 the Commission is to make a
50% across-the-board reduction for applications submitted in 1993 (on a base
of approximately ECU 3.8 million, including premiums for extensive
farming). i
The payment of premiums-is being suspended for 1995 (applications lodged
in 1994) and possibly also for subsequent years. The suspension will continue
until the French authorities implement management and supervision structures
that meet the requiréments of Article 8 of Council Regulation (EEC) No
729/70.%°

The Commission is quite prepared to assist the French authoritics in researching and
adopting specific solutions so that this affair will serve asan example for similar regions
elsewhere in the European Union.

1.3 Tobacco exports to Romania

Between December 1992 and May 1993, sixty-three containers of tobacco were unloaded
at the port of Constanta. The tobacco, which was being exported by six ltalian companies,
was on its way to Bucharest and was stored in Constanta waiting for customs procedures
to be initiated.

that the prospect of recelving these subsidies was behind the forest fires which broke vut in Corsica
in the summer of 1994,

120 OJ L, 94, 28.04.1970. See the annual report on the fight against fraud for 1993, cited above.
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Since the plant health documents nceded for customs clearance were not available, the
company importing the tobacco in Bucharest did not submit an import declaration, The
Romanian authorities therefore carried out checks on the goods so as to decide what
should be done with them.

The checks revealed that most of the containers were filled with waste paper and plastic
and mouldy tobacco waste. So the Romanian authorities decided to reload the goods back
onto the ship which had brought them from Italy.

Commission departmehts are currently investigating the payment agency in Rome (AIMA)
to ascertain what refunds and/or premiums may have been paid for this tobacco: as things
stand, it looks as if about ECU 260 000 should be recovered as well as about ECU 2.2

The Commission has decided to put an end to refunds for tobacco

1.4 Grape must exports

This case was discovered in the second half of 1993 when the Dutch authorities realized
that large quantities of concentrated grape must had transited via Rotterdam.

The investigations revealed that following an increase in production capacity Spain had
increased its exports of this product by an high rate from November 1991 onwards. There
were serious doubts concerning the real destination of the quantities shipped to Sweden.

A mission in Sweden in March 1994 examined the supporting documents of three
importers. It was found that at least a good part of the consignments sent to Sweden had
immediately been re-exported to the United States and Canada, countries for which export
refunds are not payable.

It was clearly demonstrated that the Spanish exporters concerned had intended all along
to send the must to the United States and Canada. The investigations are now in the
closing stages and the proceduie for recovering the amounts which the Spanish authorities
have identified as having been wrongly paid (around ECU 17.7 million) has begun.

Payment of refunds for Sweden was suspended as soon as the fraud was detected. The
same flows were continuing via Norway, for which export refunds are also payable. As a
result of these findings it was decided to halt all refunds for concentrated grape must.

1.5 Wine exports to Croatia

The Commission was tipped off that large quantitics of wine exported from Spain to
Croatia were actually ending up in Germany.,

A mission to Croatia in November 1994 found that Spanish concentrated grape must had
been added to Croatian wine which had then been exported to Germany. What is more,
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the grape must in question had been under a temporary import arrangement in Croatia,'”
The requirements of Article 18 of Council Regulation (EEC) No 3665/87'* had clearly
not been met.

The Spanish authorities have been requested to recover refunds wrongly paid. The other
Member States concerned have also been informed.

1.6 Beef exports to Egypt (rejection of certain consignments)

~ . “ ., * . . .
The Egyptian authorities rejected certain consignments of beef exported from the
Community for which full refunds had been paid. The Member States concerned are the
Netherlands, France, Ireland, Germany, Italy and Belgium.
An on-the-spot inspection revealed that 258 118 boxes in 48 consignments (a total net
weight of 6 319.324 tonnes) between September 1991 and September 1993 had been
rejected.

The export operations concerned were identified. One of the reasons for rejection was
that the meat was of poor quality and did not satisfy the health requirements (high level
of bacteria).

Recovery procedures have been initiated.

2. Old cases

Listed below are the main cases under investigation where there were significant
detelopments in 1994: y

2.1 Durum wheat: intervention stocks and pre-financing

Checks carried out in May 1993 established the final amounts of storage cost advances
to be recovered in connecon with the clearance of accounts (Italy: 1993 financial year).
A total of ECU 62.4 million has already been recovered by deduction from advances due
to Italy.

As regards payments made to pre-finance export refunds, the ltalian Ministry of Finance
has initiated the necessary proceedings to recover the amounts.

In both cases, legal proceedings are under way in addition to the administrative
procedures to recover the amounts.

a

2 This arrangement, which also applies to tobacco, allows imports at a very low rate of duty. It is
open to abuse, in particular in countries currently expericncing serious economic problems.

122 0J L 351, 14.12.1987."This article concerns the provision of proof that the customs formalities
s ha

relating to release for ireme use in the importing country have been satisfied.
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Following the large-scale investigations carried out in ltaly in May 1993, which revealed
non-existent stocks, in December 1993 the Commission went on to conduct special
investigations on the last group of warchouse owners who had not been inspected in
Sicily and Sardinia. ,The investigations revealed discrepancies in the quality of the
products being storedeand the case is being examined with representatives of the partics
involved to assess the financial impact of this fraud.

2.2 Olive oil in intervention

.

ipations conductéd in Haly on the 1991/92 and 1992/93 harvests finally cstablished
00 tons of the olive oil was of inferior quality. Since the findings revealed that
the oil was not eligible for intervention, the Italian authorities have asked for a second
expert opinion.

.
“The ﬁnancial implications of the case will be settled when the 1993 accounts arc
cleared. * ’

>

23 _ Cotton production aid

} .
Since the audits conducted in Greece revealed that the inspection system operated by the
Greek authorities was not sufficiently reliable, the Commission applied a 25% financial

adjustment on the expendituregiceclared by Greece for 1992.

A working party made up of officials from the Greek Ministry of Agriculture and
the EAGSF was set up to examine improvements that could be made to the existing
Greek inspection system. Regular meetings are to be held with a view to submitting
a summary report towards the end of 1995.

SECTION 3: TRADITIONAL OWN RESOURCES AND OTHER CASES OF
& MUTUAL ASSIBTANCE
(]

The Community budget contains various types of revenue, including customs duties and
agricultural levies (the mraditional own resources”), the VAT resource'? and the "fourth

resource” based on the Member States’ GNP.
as regards the financial impact. only

t 20% of all budget revenue. Cases of
Commission by Member States

The cases discussed in this section concern,
traditional own resources, which account for abou
fraud and irregularities are not formally reported to the
as the Community’s financial interests are only indirectly affected."™

¢

) on VAT control and recovery

123 See the three-yearly report prepared by DG XIX (Budgets
Euratom) Na 1553/89

procedures, produc?:d pursuant to Article 12(3) of Councit Regulation (EEC,
(0J L 155, 7.6.1989).
’..

X
Reports on traditiohal own resources are pr vided for in Council Regulation (EEC, Eyrdiom)

No 1552/89, Sce Arnex | for details.
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Pursuing customs fraud cases in 1994, the Commission organized 13 investigation
missions to non-member countries'® by teams of Member State officials led by
Commissipn officials and eight. missions by teams composed solely of Commission
officials. ¥ . .

The Commission regularly had to remind certain Member States, firms and professional

associations of their obligations as declarams (principals). Some claimed ignorance of

them and neglected them when signing business contracts and insuring against risks. The
declarant is liable to the customs of the importing Member State for payment of the duties
ultimately found to be due by reason of the goods’ origin. nature, value and so on, even
if the declaration is made in good faith.

;

4
The recovery of duties merely rectéfies the situation of the goods in terms of the amounts
liwfully due. It is not a penalty designed to punish misconduct by the importer. Sums are
accordingly recovéted from the declarant whether there was fraud or just an irregularity.
The Commission routinely notifies the Member States of all information gathered in the
exercise of its powers so as to facilitate their investigations and help them establish own
resources that have been e\(aded.”"' '
1. New cases ’ ¢
1.} Industrial goods and textiles -
Cases handled here involve unwarranted applications for preferential schemes and
attempts to circumvent common commercial policy measures, including anti-dumping
duties and quantitative restrictions imposed under textile agreements. From the beginning
of 1955, the Commission introduced an instrument enabling it to act more effectively to
avoid circumvention of quantitative limits.

: '

The commonest fraud technique is to present false declarations of origin, especially for
textiles from less-developed countries, GSP countries (e.g. Bangladesh). ACP countries
(e.g. Lesotho or Kenya) or countries with which the Community has not signed textile
agreements imposing quantjtative restrictions or dual controls.

The following investigations were conducted under the TAFI programme'” in 1994,

Textiles and clothing from Kenya

3
125 Under Counct! Regulation (EEC) No 173(38/81.

M i
126 See Chapter 6, Section 3 "Financial mogitoring of fraud cases - recovery”, page 70.
¢
127 See the item conceming, the TAFI pro%:\mme in Chapter 4, Section 3 "Organizing operational
Q)opcration'- within the Community”, page 40.
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The Commission organizgd two missions to Kenya, the first in June/July to set up the
‘investigation, which ther Took place in September and October. The object was to look
into the validity of good§ movement certificates issued in Kenya and presented upon
importation of textile products into the Community.

The Kenyan authorities subsequently acknowledged that over 200 certificates issued for
T-shirts were invalid, as the T-shirts had never been in Kenya but were imported into the
Community from the United Arab Emirates. Other, comparable goods had actually been
manufdctured in Kenya but from non-ACP materials (the impact here was primarily
financial). :

-

.
Most of these imports were into Belgium, France, Germany, the Netherlands and the
United Kingdom, !

The antount of own resoutces at stake was of the order of ECU 2 million. The Kenyan
authorities were asked to continue their investigations into manufacturers that had
admitted having bought non-originating materials so as to ascertain whether the resultant
end products had been exported with false certificates of origin. The figures may have
to be revised upwards, but the true origin of the goods cannot be finally established until
further investigations have been carried out, notably in the UAE.

The information yielded by the investigations provides the Member States with the
means to commence thefr own investigations into the importers and to recover the
amounts evaded. The Diftch authorities have already informed the Commission that
they have recovered about ECU 900 000. The Dutch importer has been sentenced to
6 months in prison plus a further 6 months suspended, and ordered to pay a fine.

Textile goods and bed linen from Bangladesh

A Community administrative cooperation mission went to Bangladesh in December to
work with local authorities on checking the validity of a large number of GSP certificates
of origin issued there and presented with goods being imported into the Community. It
was found that 115 certificates relating to 1200 tonnes of bed linen were entirely false,
as the goods were exported from Pakistan or other non-member countries via Hong Kong
or Singapore and never even passed through Bangladesh. A further 88 certificates were
issued by the Bangladeshi authorities but for goods not complying with GSP rules of
origin.

Investigations are still in‘motion to determine the true origin of goods not manutactured
in Bangladesh and ascertain the own resources impact (estimated at ECU 2 million).

Investigations of this type always require the full cooperation of the country or
countrics concerncd. Bangladesh has been exemplary in this respect.

Textile goods from Pakistan
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A mission to Pakistan in January 1994 to investigate a source of fraudulent imports
revealed that about 2000 tonnes of products originating there had been declared as
originating in Bangladesh and the United Arab Emirates when imported into the
Community. The goods included T-shirts for the United Kingdom and bed linen for
Belgium (false certificates issued in Switzerland) and the Netherlands.

Own resources of around ECU 1 million are imvolved.

In 1995 the Commission is plar
e
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evidence to have originated in Pakistan,

.

Textile goods from Lesotho

Following joint inquiries conducted with the Lesotho authorities in February 1994,
Lesotho agreed to withdraw over 600 certificates of origin for textile products, notably
jeans and trousers, where there was no evidence of preferential origin, but without impact
on the textile agreements since the country of origin for the purposes of the agreements
would have been eithér Lesotho or Cishei. '

Germany is to recover the own resources evaded. running to over ECU 1 million.
. Other products: cigarettes

The chief aim of the Tobacco Task Force'* is to combat the fraudulent taachinations of
organized crime. Through cooperation with the Member States the Commission has been
able to establish a common strategy in this matter involving action on four fronts -
administrative, legal, technical and operational. Regarding the operational angle. work
done in 1994 revealed six new cases in which cigarettes evaded the normal transi
arrangements (Community/common and TIR): the duties evaded come 0 over
ECU 116 million. l

An administrative cooperation mission to Hungary in December revealed 70 consignments
totalling about 10 million cigarettes exported from Hungary to the Community with TIR
carnets discharped with false stamps so that the cigarettes evade the normal procedures.
This case alone involved the evasion of around ECU 69 million in customs and ecise
duties and VAT.

The comprehensive strategic approach is more cffective than a country-by -country

case-by-case approach; it illustrates the usefulness of the tash force technique, In the

case in issue, investigations are continuing with a view to obtaining the requisite,
evidence for use against those who, ofien outside the Community. are responsible for

setting up the fraud.

128 See Chapter 4, Section 3 "Orgamzing operational cooperation”, page 30
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1.2 Agricultural and fishery products -

There is a long tradition of abuse of preferential import arrangements for fisheries
products obtained from fish caught by ships not having an cligible nationality, and every
annual Commission report describes irregularity cases. But this year for the first time, - °
falsified certificates of authenticity of beef products were found.™ -

Abuse of transit schemes has become common since 1990 in agricultural import and
export business with Central and Eastern Europe; there were as usual several such cases
in 1994, though fraud techniques have evolved, particularly as regards false descriptions
of natwre.

These cases point up the need for close cooperation with the authorities in countrics in
the European Economic Area and Central and Eastern Europe, with which the Community
has agreements containing mutual assistance clauses. There is still a problem with
Switzerland. which is where many fraud schemes are based. The Community has enjoyed
the assistance of the Geneva-based International Road Union (IRU). which is responsible

for managing the TIR (International Road Transport) scheme.'™ .

Canned tuna ﬁ:om Ecuador and Colombia

Three administrative “ooperation missions went to these countries (two to Ecuador and
one to Colombia) tp investigate certain canned tuna products imported into the
Community with GSR certificates of preferential origin.

There were doubts about some of the products, which had been manufactured from fish
caught by, vessels not having Ecuadorian or C olombian nationality as required by
Community legislation. Suspicions were substantially borne out: the own resources evaded d
are estimated at around ECU 6 million in each country, a total of ECU 12 million in all.

A part-solution emerged with the entry into operation of the Andean regional
cumulation of origin on 15 December 1992 and the cumulation with the Community
on 7 January 1995. -

Orange juice from Isracl

Analyses run at the Cobmmission’s request and expense res caled that samples of goods
imported from Israel and labelled ‘orange juice’ either were not eligible for the
description or were not manufactured exclusively from oranges and concentrates of Israeli
origin. This proves that the preferential scheme set up by the EC/srael cooperation
agreement was being abused.

K See the discussion of this case under “OId cases (Agricultural and fishery products)”, page 62
¥
A
)

130 See Chapter 1, Section 5, page 14.




he administrative cooperation provisions will have to be activated to clarify the
situation,

2, Old cases

2.1 Industrial goods and textiles

The Commission sent the Member States® investigation departments 33 additional reports
on cases commenced in recent years, the most important of which are summed up below.

Car radios from Indonesia

The Member States commenced recovery proceedings foliowing investigations undertaken
in 1993 (including the mission on the spot) and 1994,

Radios were assembled in Indonesia from components mostly imported from other
countries (especially South Korea). They were thus incligible for generalized preferences.
Many of them had actually to be regarded as originating in Korea, making them subject
to anti-dumping duties.

There were a number of difTiculties in administrative cooperation with the Indonesian
authorities. The total amount of duties involved is estimated at ECU 16 million.

Two points are worth noting: - - -

the potential problem was detected by Commission stafT on the basis of an
analysis of intelligence (examination of statistics of exports from Korea and
Indonesia; investigations began very carly and the fraud was halted very
T quickly (case solved in a year);

where the Member States’ customs authorities require securities to be lodged
for anti-dumping duties well before the investigation is at an end, recovery is
all the casier. .

. Turkish TV sets

The Commission has reminded the Member States that the existing regulation required
them to recover customs duties chargeable on goods not eligible for free movement under
the Association Agreement with Turkey and accordingly not cligible for the preferential
treatment applied for by Community importers.

The Commission has pursued its cfforts to persuade the Turkish authorities of the need
for practical measures to ensure proper application of the agreement to all industrial

goods.

The Commission has reminded Member States where importers are established of the
need to issue the regulations required by the Community Customs Codc"' regarding

" Council Regulation (EEg) No 2913/92: O 1. 302, 19.10.1992.
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recovery of the customs debt. It wrote asking them to collect dutics evaded forthwith,
subject to any limitation periods that might be applicable.'?

Apart {rom the anti-dumping dutics payable, given that the goods concerned were of
Korean origin, the total sum at stake was more than ECU 45 million,

The real problem is that an individual case has highlighted a basic shortcoming in
that the Turkish authorities manifestly failed to comply with signed agreements by
not setting up proper inspection arrangements and by not collecting sums due.

This case highlighted the importance of implementing and monitoring the customs
provisions in agreements with non-member countries. Nor did the case do anything
to answer the guestion of other goods traded between Turkey and the Community.

These matters will need clarifying to provide an assurance as to the future of trade
with Turkey before the customs union can be completed. -

. Video cassettes from Macao

Following a ruling from the Customs Code Commiltec in May, it was officially -
determined that the relevant goods had benefited unduly from GSP treatment and that the

imports had been made in such a manner as to circumvent anti-dumping duties applicable

to goods originating in China, '

The duties evaded on imports over three years are estimated at ECU 48 million (of which
anti-dumping duties account for ECU 45 million).

. Textile products of Chinese origin circumventing quantitative limits

Textile negotiations with China (silk, ...) have begun, There were consultations in 1994
on adjustments to quantitative limits for certain product categories to reflect patterns of
imports into the Community between 1990 and 1993 from various origins. Proof of
Chinese origin of these products (T-shirts and pullovers) was gathered in the course of
investigations conducted in the Community and a number of non-member countrics.

China has agreed that 9.3 million items may be charged to its quantitative limits over
a three-year period.

"2 Importérs having contractual iclitions wih Turkish exporters must insure agamst normal
.international trade risks but can, of course, claim compensation from their Turkish cogrespondents
for any loss sust;’lined as aresult ol'::r_mu recovery of the Community customs debt and m fwure
include clauses 1n their contracts providing explicitly for such compensation in such eases {Fulure
to abide by bilaieral agreements).




Textile goéds from the United Arab Emirates

There were several investigations relating to textile goods imported from the United Arab
Emirates into the Community:-they all concerned trans-shipments, notably of:

- T-shirts declared to originate in the UAE (a non-preferential origin) but suspected
of actually coming from China, India or Pakistan:

- T-shirts declared to originate in various ACP countries (Kenya, ctc.) and GSP
countries {(Nepal. eie.) but suspected of actually coming from China, India or
Pakistan. About 20 million items are involved. the own resources impact being
estimated at ECU 5,million);

- bed linen imported via Switzerland and declared to originate in the UAE but
suspected of actually coming from Pakistan (suspicion confirmed in part).

Investigations in these cases were pursued in connection with missions undertaken in
Pakistan and Kenya in 1994."

2.2 Agricultural and fisherv products

. F'ishcry products from Norway

It was agreed in March 1993 that the Norwegian authorities would undertake the
necessary investigations to check the position of fishery products exported to the
Community under a preferential " arrangement where some of the ingredients were
non-originating.

An interim report was received in January 1994. The Norwegian authorities subsequently
cancelled lists of certificates of origin issued because the products did not have originating
status.

All the Member States, but especially Portugal, are involved in recovering own
resources, the amount of which has not yet been determined. 3

Canned tuna from Thailand

Proceedings are currently in progress before the courts in the Netherlands, Germany and
Denmark for the recovery of dutics on imports of canned tuna accompanied by certificates
of origin issued by the Thai authorities for canned bonito (Sarda spp).

13 See the account of the mission to Kenya above.
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The Commission removed canned bonito (Sarda spp) from its proposed GSP
scheme for 1995 which was adopted by the Council on 19 December 1994, Abuse .
of the generalized system of preferences is therefore no longer possible, oo

.

Hilton beef from Argentina
The Argentine authorities contacted the Commission services in May 1993 about thé- LT
possibility of a fraud in the area of import of beef meat into Germany. Following the on-
the-spot mission aarried our ai the time, two further Community missions io Argentina,
organized in conjunction with the authorities there in November 1993 and April-May
| 1994, established that more than 460 certificates of authenticity of Hilton beef presented
‘ in the Community in 1991 and 1992 were forged. Germany is by far the largest importing
country in the Community, taking 80% of alf Hilton beef imported from Argentina, but
false certificates were also presented in the United Kingdom, Spain and the Netherlands.

In all over 4500 tonnes of falsely certified beef was ir'nporxed into the Community. with
a loss of own resources amounting to about ECU 18 milljon.

The documents gathered in the course of these ‘missions and passed on to the
Member States have provided them with the means of" recovering dutics evaded on
the falsely certified beef. Investigations are continuing in both the Community and
Argentina to elucidate the full circumstances of the fraud.

Cattle and beef from Eastern Europe

There has been much press coverage and many parliamentary questions concerning this
major case of fraud against the transit arrangements which went on between 1988 and
1992. The cattle and beef theoretically intended for non-member countrics were in fact
removed from the transit arrangements and fraudulently place on the market in the
Community without payment of any import duties. -

The estimate of amounts evaded has been raised from the initial ECU 17 million to
ECU 33 million. Investigations are continuing in Germany, Frarce, the Netherlands and
Belgium.

This case prompted an amendment to the transit arrangements 1o restrict the use of the
overall guarantee for certain sensitive products. '
ia

134 See Chapter |, Section 5, “The customs transit arrangements”, page 13
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" 3.

While the financial aspect of recovery measures should not be neglected, the prinin}y . .
object of any fraud éhvestigation must be to ensure that fraud does hot happen arid to .

break up fraud rings. Turning the spotlight on fraud and its perpetrators is a valuable
deterrent; but the valiie of litigation, however resolutely it must be pursued, should not
be blown up out of all proportion. o

. £ '
SECTION 4: THE STRUCTURAL FUNDS
New cascs

1.1 European Social Fund

. The Commission is in contact with the prosecuting authorities at Lanusei
(Sardinia), who have had proceedings in ‘hand since early 1993 concerning
suspected fraud cases involving vocational training courses (via Contratti di
Formazione-Lavoro) financed by the ESF and managed by the Sardinian regional
authorities. :

Several individuals, including a number of politicians and civil servants, are
implicated. A mission there confirmed that there were a number of anomalies in
the contract management procedures operated by recipient companies. Apart from
anything else, there was no way of distinguishing training costs (if indeed there
were any) and wage and salary costs.

An investigation was also commenced regarding a training scheme operated in the
new Linder of Germany where an operator with a network of establishments in
several Member States had misused funds.

A case now under investigation in Belgium originated in statements made in a
weekly newspaper by the former director of an institute to the cffect that he had
made false declarations under duress in order to obtain ESF funds for the institute.
Between 1989 and 1993 the institute received the equivalent of ECU 760 000 by
way of co-financing for training schemes. But, he stated, these schemes never took
place. The instructors mentioned in the file were research workers who had never
donc any teaching. The alleged trainees were institute staff working on routine
analysis work sold commercially by the institute. The fictitious co-financing was
drawn from the annual budget set aside by the provincial authorities for the
institute.

The ESF is a specially sensitive arca where the Commission has identified cases off
fraud which are now being investigated; the problem is primarily, of course, that the
services subsidized tend to be intangible.
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1.2 EAGGF Guidance.Section

In September 1994, when undertaking an on-the-spot inspection in Haute-Corse
of the compensatory allowances scheme for stock farmers in mountain areas, the
Commission discovered that the scheme was operating in a somewhat
unsatisfactory manner.,

It forthwith suspended- all payments under the Corsican SPD (single programming
document). acting in accordance with Council Regulation (EEC) No 4253/88." The »
French authorities havebeen asked to undertake further investigations to assess the ) .

scale of the problem and rectify the financial situation.

An investigation mission in italy in September 1994 revealed a major fraud worth
an estimated ECU 1.8 million affecting three projects running under Council
Regulation (EEC) No 355/77."” The projects were for modernization of fruit and
vegetable establishments belonging to the same company.

Community legislation was found to have been disregarded in a varicty of
respects: the projects had been altered without Commission approval, incligible
expenditure had been charged and the premises once constructed had been
abandoned. Folléwing the mission the Italian Ministry of Agriculture, Food and
Forestry asked the Commission to disallow two of the three projects.

the Rome prosecution service has started an investigation.

1.3 European Regional Development. Fund

‘ One suspected cas¢ of fraud was detected in connection with a public works contract in
Reunion. Payments have 4een suspended and the French authorities have been asked to
conduct an administrative inquiry. They are looking into the matter.

This case suggests that a close watch should be kept on public procurement,
particularly in the construction and civil engineering industries.

2. 0ld cases .

What follows is a survey o6f main.developments in cases announced in previous yvears”
reports. ¢

N

135 Operating under Articles 17 to [9 of Council Regulation (EEC) No 2328/91: OJ L 218, 6 8 1991.

126 OJ L 374, 13.12.1988; amended by Council Regulation (EEC) No 2082/93: OJ L. 193, 31 7.1993.

w7 0J L 51, 13.2.1977.




2.1 European Social Fund . -

The proceedings in the Milan courts concerning irregularitics detected in ESF-
financed projects in Lombardy are still in hand; they will take some time as there
are 47 dci‘cndants.and the procedure is inevitably complicated as a result. As was
stated in the 1993 report, the Commission’s partie civile status has enabled it to
recover some of the money paid from the ESF even before the proceedings are
terminated. So far it has recovered ECU 319 608,

The working grofip set up in 1992 to settle the ESF-Portugal case is continuing
its business, though the case is a complex one involving hundreds of files. The
deadline is 30 Sgptember 1995,

The case against the company accused of diverting ECU 2.7 million in 'Bclg'ium,
in which the Commission has joined partic civile proceedings, is still before the
<courts. Hearings were completed in 1994, but judgment has yet to be given.

Eollowing investigations ordered by the Naples courts, a request has been made . ¥
for seven airline officials, among others, to be indicted on financial charges (false
accounting and invoicing, fraudulent overcharging by listing fictitious students and
teachers and charging ineligible expenditure) in the execution of training schemes
financed by the ESF and the EIB.

The investigation revealed that the company received financial support worth
about ECU 5 million between 1985 and 1992; the exact amount unduly paid still
has to be determined.

22 EAGGF Guidance Section

As a result of codperation with the magistrates at Reggio Calabria and an on-the-spot
investigation in January 1994, it Was established that serious irregularities extended to
olive oil storage and bottling facilities other than the Calabria regional centre at San

orenzo, and specifically to the storage centres at Castri (Puglia) and Eboli (Campania).

The three gentres hatl visibly never actually operated, for at both Castri and Eboli
Y * buildings. weré dilapidated, access roads were impassable and bottling machinery was
neither bolted to the floor not gonnected to vats.

The Commission comntenced the procedure for halting assistance and recovering sums
already paid out (approx. BCU"3 185 000); it joined partie civile proceedings to the
prosecution at Sad Lorenzo.

-
138 By virtue of Council Regutation (EEC) No 2052/88, as amended by Council Regulation (EEC) No
2081/93: OJ L, 193, 31.7.1993. .
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2.3 Multi-fund Operational Programine

The ¢Surt at L.*Aqula, after 38 hearings, gavcjudgx;\’bm on 21 June in the Abruzzi case;
the 11 members of the four-party Regional Council wvere convicted of abuse of public
office ‘cronyism) and sentenced variously to three years’ imprisonment plus a further five
years disqualification from public office (the President of the Council) and to two years’
imprisonment plus three years® disqualification (the ten Vice-Presidents). The President
was further convicted of constructive forgery, since the official decision falscly recorded

that the 2000 applications made had been subjected to comparative examination and that =
460 had been selected as a result. The three Councillors were acquitted for lack of

evidence.

The defendants have appealed. It sh
discharged on the accusations of
Crifninal Code, Article$40bis).

SECTION 57: DIRECT EXPENDITURE

This new section deals with expenditure managed directly by the Commission itself under
contract without any formal obligations being incumbent on the Member States as regards
financial reporting or monitoring along traditional lines.

1. Environment

The Commission conducted an investigation in Italy when a firm failed to perform a
Medspa contract'” to set up a plant to recycle waste polyurcthane varnish and sawdust
into new materials within the period prescribed by the contract. The firm concerned had
moved to another part of Italy and its sole Director had been replaced.

The project was never carried through and there were serious suspicions. based on
information gathered in Italy, that the changes in the firm's location and management. for
which there was no apparent reason, were made solely to shift the burden of the contract

on to another person, whe consistently denied all know!ledge of it. The Commission lms_

issued a recovery order in respect of the advances already paid out.

This case clearly illustrates the problem of subsidized projects that are executed
inadequately or not at all. The Commission must recover advances paid in such
cases. ’ .

2. Development cooperation
The Commission received a request for assistance from the German judicial authorities
in connection with an investigation into alleged fraud against the Community budget by

139 Under Council Regulation (EEC) No 563/91: OJ L 63, 93.1991.
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~ those in charge of a non‘governmental organization promoting two development projects - .
financed by the Community and the German Government. The Commission had paid
ECU 480 000 towards the projects, and was particularly keen to help the German
authorities with their inquiries. The trial is in progress.

This is an exemplary case in that the Commission was answering a call for assistance
from a Member State whose investigation into an NGO had revealed  that
Community money was involved.

t

3. Science, research and development .

Several investigations are in hand in response to problems related to invoicing.
These investigations concern some contracts in all the Member States.

An investigation has been launched in the Netherlands concerning irregularities in
a project running under the Action Plan for the introduction of advanced television
serVices in Europe. .

‘ 4. Tougism

Investigations have revealed the existence of networks, apparently organized in all 12
Member States, set up to take advantage of Community funds by over-invoicing and by
use of fictitious sub-contractors.

-e
The Commission has asked se¥eral Member States under Article 209a of the EC Treaty
to see that the proper authorities take the requisite action to pursue the investigations.

Y This is the first time that Member States have received such a request in accordance
with the second paragraph of Article 209a of the EC Treaty as inserted by the, Union
Treaty, which reads: ‘Without prejudice to other provisions of this Treaty, Member .
States shall coordinate their action aimed at protecting the financial interests of the .

Community against fraud. To this end they shall organize, with the help of the
Commission, close and regulur, cooperation between the competent departments of
their administrations.’

A

Y,

e}

To conclude this S)CCIIOH, the Commission is regularly at pains to see that investigations

b

extend to niew areas of direct expéhditure where there is a risk of fraud or irregularities,
notably where organized ¢rime might be involved.

e W o T R,
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CHAPTER 6: STATIST{CS AND ANALYSIS

i
The wformation in this chapter dwgives from the databases st up and managed by the
Commission. The Commission, itk conjunction with sectoral committees and specialized
services in the Member States working within the framework of the Advisory Committee
for the Coordination of Fraud Prevention™ uses the information in coordinating and
supporting action taken at national level, particularly against major cases of’ fraud.

i .-
The first section deals with the reports supplied by Member States under the seetoral
regulations currently in force, The second section looks at the resulting data in the context
of the development of the:Commission’s new sources of information such as the free
phone™" or in the framework of exchanges of information in the area of "Mutual
Assistance” in order to be abie to asses the giobal financial impact of ail irregularities.
This is followed by an analysis of the comparative significance of irregularities in the
ditferent areas and different Member States. This will give an indication of the direction
of future measures in the area of ffaud prevention.

All the sections are accompanied by tables and figures illustrating the response of
Member States and the Commission to the discovery of fraud or irregularitics.

Log

SECTION 1: REPORTS: OF IRREGULARITIES FROM MEMBER

STATES IN'I9Q4
The cases of fraud and irrcgulnrﬁi& rt;poned by Member States during 1994 under the
current regulations'” are shown {§ Table 1 (EAGGF - Guarantec Section), Table 2

(Traditional owri resources), and le# 3 and 4 (Structural Funds).
i St

Brief remarks on tables and figures

The number of cases reported is on the increase in all areas.

Table 1 shows all cases of fraud reported in 1994 involving the EAGGT - Guarantee
Section, broken down by the year in which the fraud started. all of which were in fact

Wa See Chapter 4, Section 1, page 36,

" See the item on the development of “intelligence” (new sources of information) in Chapter 2,
Section |, page 27.

12 Sec Annex | for the relevant &egulations and Chapter 1, Section 3 "Structural operations -
developments”, page 10y

alae
najor G
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detected in 1994, The length of time involved in the recovery procedures operated by
national administrations is plain to sce.'’

Table 2 lists the reports made in the first half of 1994 relating to own resources, showing
the amounts involved and the breakdown of cases and amounts by Member State.

Reports concerning all structural measures are grouped together in Table 3 (Table 4
shows the corresponding amounts), and reflect recent legislative developments. A few
points should be tade concerning reporting requirements:

Member States are required to report irregularities by Aricie 23 of Council
Regulation (EEC) No 4253/88, but because the Code of Conduct detailing the
practical afrangements was annulled by the Court of Justice in 1991 "4 new cases

(or progress on old ones) were reported rarely if at all. By way of illustration,
2.145

only 58 cases were reported between 1990 and 1993;

the adoption of Commission Regulation (EEC) No 1681/94 on 11 July 1994
marked the resumption of the reporting of cases of fraud and irregularities. In the
first three months afier the new Regulation came into ¢ffect, 22 cases werc
reported (the corresponding figure for the period of 1994 up to the new
Regulation was 20);

the reports under Commission Regulation (EEC) No 1831/94 indicated that there
were no cases of fraud. This was because Council Regulation (EEC)
No 1164/94"¢ setting up the Cohesion Fund only entered into force on
26 May 1994.

Figure 1 shows the total number of fraud cases reported involving traditional own

resources and expenditure, as well as the amounts involved and the trend over the last
four years.

Figure 2 shows, for cach Member State, the number of cases notified over the last four
years and the corresponding amounts (revenue and expenditure).

Figure 3 shows the various categories of own resources referred to in the reports received
by the Commission.

Figure 4 provides the same detailed information in respect of the bread categories of
expenditure under the EAGGF - Guarantee Section.

13 See Section 3 below.

4 Sce the annual report on the fight against fraud for 1991 (SEC(92)943 final)
s See the annual report on the fight against fraud for 1993, cited above
e Sec Chapter 1, Section 3 "Structural operations - major developments”, page 10.
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Table 5 compares the cases notified by a Member State with the level of Community
expenditure on the same Member State (EAGGF-Guarantee, Structural Funds). The same
comparison is made for traditional own resources paid by a Member State into the
Community’s accounts and the cases notified in the same area.

SECTION 2: ANALYSIS OF DATA IN THE COMMISSION DATA BASES

Informations on cases of irregulanty is contained in the following databases:

. the IRENE base contains the reports from Member States concerning cases of fraud
and irregularities in the field of traditional own resources, the EAGGF - Guarantee
Section and the Structural Funds;

. the pre-IRENE base contains information on cases detected by the Commission and
not reported by Member States;

. the "Mutual Assistance” base contains information on cases which have been the
subject of an exchange of information in the mutual assistance framework'” but
which have not been formally reported in accordance with the Council regulations'*®

concerned.

Table 6 shows irregularitics detected in 1994. Taking into account the fact that
information on 27% of the cases contained in the "Mutual Assistance" base originated
from the Commission scrvices, the formal reports from the Member States cover two
thirds of the total amounts involved.

A more detailed statistical analysis of this data is being undertaken by the Joint Rescarch
Centre at Ispra. However, even a rough analysis of the data produces some interesting
results, as the tables below show.

Sectoral analysis of the cases detected in 1994 involving the EAGGF - Guarantce Section
indicates that some types of financing are highly vulnerable to fraud. Table 6 provides
a more detailed picture of the measures concerned, where the aggregate sums involved
exceed ECU 1 million. A large number of the cases reported concern direct aid schemes
involving relatively small sums; & small number of cases, however, involve refunds (see
table) w/here large amounts are at stake.

Table 8 shows how EAGGF - Glunramee Section frauds were detected in 1994; 42% of
the total cases reported (acceunting for 35% of the amounts involved) were detected

N '

7 Council Regulation (EEC) No 1468/81, cited above.

143 Regulalior% (EEC) No 595/91 for the EAGGF Guarantee Section and Regulation (ELC, Euratom)
No 1552/89 for traditional own resources, both cited above,
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thanks ta ex post document controls. Risk analysis™ has an important role to play here
i improving the targeting and effectiveness of controls,

SECTION 3: FINANCIAL  MONITORING  OF  FRAUD CASES -
RECOVERY

Member States alone have the power to recover outstanding own resources or amounts
wrongly paid under Community financing policies. For us part, in 1994 the Commission
set about strengthening its operational activitics and. under its strategy programme for
1994, embarked on positive action to ensure that procedures for recovering monies owed
to the Community are properly monitored. The result is still not satisfactory.

The IRENE database should help make monitoring more systematic. Unfortunately there
are still some areas where the regulations relating to financial monitoring of fraud or
irregularities either do not exist or are insufficient. In 1994 the Commission therefore
adopted various measures relating to the EAGGY - Guarantee Section and the Structural
Funds;'*" a proposal for fmending the own resources regulation still awaits a decision
from the Council.

Shortcomings in the financial monitoring of expenditure led Financial Control (DG XX)
to widen the scope of its report on the management of the Commuission’s direet debts'!
to the recovery of indirect debts, responsibility for which lies in the first instance with
Metber States (own resources, EAGOF - Guarantee Section. Structural Funds). The
report also deals with spécific matters relating to the recovery of Community debts where
cases of fraud of irregularity are involved. Some of the observations, recommendations
and proposals in this report are dealt with below in so far as they concern the monitoring
of recovery procedures.

1. Monitoring in respect of traditional own resources

1.1 Principles

The own resources Decision and its implementing Repulation (EEC. Luratom)
No 1552/89 require Member States to establish. enter in the accounts and recover any
amounts due in cases where fraud or irregularity has been established. The Commission’s
role is to ensure that recovery procedures are indeed initiated and completed by national
authorities so that Member States can be given a discharge when their management is

9 See Chapter 1, Section 2 on developments in agnicultural repulations, and i particular the

reference to the amendment to Council Regulation (EF C) No 4045.89, page 9

130 18th report of the Financial Controller, the conclusions of which were formally adopted by the
Com:nission on 28 Apnl 1994,

131 See also the item on changes in the Commission's depanimental organization in Chapter 2,
Section |, page 22.




satistactory. I sums are not recoverable owing, for example, to bunkruptey or lapse of
time, the onus is on the Member State to show that it has done everything possible 1o
recover them it it is to be exempted from making them available to the Community.,

IRENE is a documentary database containing information which can be used by the
services concerned in the fight against frand.  Regulation (EEC, Euratom) No 1352/89
lays down that established entitlements that have not s et been recovered must be shown

in a separate account ("B" account) and incorporated annually in the Comm

balance sheet and revenue and evpenditure account. The quarterly statement which
national authorities have 1o send the Commission allows it to verify that Member States
are correctly rec. rding in a.separate account established entitlements that have not yet
been recovered. The “B” account should also cover cases of fraud or irregularities
involving entitlements of over ECU 10 000 reported under Article 6(3) of the Regulation .
as well as cases involving lower amounts. The accounts may also include amounts
disputed by taxpayers, which may result subsequently in corrections 10 established
,hllillcnwnls.

N -

i

The main difficulty in ensuring effective financial monitoring is that it involves two areas
of competence: the investigation and reporting of fraud. and the entry of the amounts in
the accounts (usually the responsibility of accounting departments). As a result. it is often
ditTicult to establish a proper connection with the reports received from Member States.
In other words. data obtained from IRENE cannot casily be compared with data from the
B accounts kept by Member States; the latter correspond to established amounts. whilst
the former are simply extracted from a report without the amounts in question having
necessarily been established.

A further difTiculty lies in the facy that there is no binding obligation on the part of the
Member States 1o update regularly their reports. This obligation is pant of the
Commission’s proposal on the amendment of the Council Regulation (EEC, Euratom) N*
1552/89.

Il

Another problem stems from the incompatibility of the data stroed in the three bases. The
Commisison will take the appropriate_measures in 1993 1o remedy this.
f
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1.2 Methodology

At the end of 1992 the Commission proposed an amendment to Regulation (EEC,
Euratom) No 1552/89, one aim of which was to provide for updating of reports of cases -
of fraud and irregularity and improved financial monitoring of recovery .'? However,
the Council has not yet taken a decision on the proposal.

In the meantime, DG XIX (Budgets) has developed the following method based mainly
on experience acquired since Regulation (EEC, Euratom) No 1552/89 came into force.'?

The two basic principles of the method are:

to make the best use of the information available to the Commission: this informatior
comes mainly from*Member States, either in the context of administrative assistance,
or in fulfilment of their obligations under Regulation (EEC, Euratom) No 1552/89 in
respect of the establishment, entry in the accounts and the making available of own
resources (quarterly statements and monthly statements of account,'™ reports on
irrecoverable amounts);'**

risk analysis'* and sampling.

In its monitoring, the Commission therefore uses risk analysis in sampling cases of fraud
and irregularities, since it cannot possibly follow up all the cases detected by Member
States. Significant-size samples have been determined and the Member States™ authorities
are questioned until the case has been settled.
‘.

Cases involving sums in excess of ECU 500 000 which have been reported under the

regulations are monitored very closely. In money terms, such cases account for over

80% of the fraud and irregularities reported by Member States.

Cases of which the Commission is cognizant, in particular under Regulation (EEC)
No 1468/89 on mutual assistance (MA), are similarly monitored if they involve own
resources in excess of ECU I million and meet a number of other criteria. This
treatment is therefore reserved for cases of particular interest to the budgetary
authority or the Court of Auditors, or for other cases which meet at least one of the
following cn'tcria‘(in addition to the financial one mentioned above): the involvement

Y2 See the item on developments in own resources legislation in Chapter 1, Section 1, page 7

3 See the corresponding section in the annual report on the fight against fraud for 1993,
4 First subparagraph of Article 6(3) of Regulation (EEC, Euratom) No 1552/89.
155 Article 17(2) of Regulation (EEC, Euratom) No 1552/89,

1% See Chapter i. Section I.' items 2 and 3, page 23 ef seq.
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of several Member States, investigation initiated by the Commission, or imminent
expiry of the period of limitation.

The first snmplq("/\mcle 6(3) reports") has produced 99 cases for monitoring, and the
second sample: (MA and others) has produced a further six. relating to about
5 000 document$ wrongly discharged or presented in error.'”

1.3 Recovery

d
Table 8 shows the situation as regards recovery of own resources, the total amount
deciared being given in Tabie 2.

In the 99 cases of the first sample, involving ECU 276 million, the Commission was
able to ascertain that ECU 22.5 million had been recovered and that corrections

totalling ECU 21 million had been made after examination of the cases by

administrative or judicial procedures. Some of the Member States’ answers arc being
scrutinized.

In the six cases of the second sample, the Commission has found that most of the
amounts in question were entered in the accounts for amounts still outstanding (B
accounts). A particularly close watch is kept on the situation concerning amounts
actually recovered.

2. Monitoring in respect of EAGGF - Guarantee Section expenditure

2.1 Principles

The regulations concerning this category of expenditure do not require Member States lo
record amounts established but not yet recovered.

Accounts are only kept in respect of the amounts actually recovered by Member States
or recovered from them (e.g. in cases of negligence) following an ad hoc decision by the
Commission. The amounts recovered by Member States in the case of irregularitics
(within the meaning of Council Regulation (EEC) No 595/91) are, in accordance with the
provisions of the second subparagraph of Article 8(2) of Council Regulation (EEC)
No 729/70,"* paid to the,paying agencies and deducted by them from the expenditure
financed by the Fund. Deils of this accounting operation are given annually.

.
37 This sample included the cases of the Turkish television sets and cattle and beef from Eastern
Europe referred to in Chapter 5, pages 59 and 62.

138 See Annex | on the regulations governing controls.
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A distinction needs to be made between irregularities, where the national authorities retain
20% of any amounts recovered,'” and amounts wrongly paid for any other reasons (e.g.
negligence or mistaken beneficiary) where no such retention is made.

The system could be improved by making two adjustments:

The accounts are inadequate because they do not include amounts that have been
established but not yet recovered. The Commission therefore proposes introducing a

new procedure along the same lines as that for own resources described in Council .

Regulation (EEC, Euratom) No 1552/89, which stipulates that these amounts should
be shown in a separate (B) account.'®

is or of any other permianciit r&€ora or 1ist 01 Lomim 1y
debts would be communicated to the Commission; this information would be of help
to both Member States and the Commission in managing and monitoring such debts.

Individual files on cases of fraud and irregularities could be checked during the
on-the-spot control missions ‘Y ensure that Member, States are making the corrcct
accounting entries, including amounts written off and amounts that are irrccoverable
owing to lapse of time. Such missions would also provide an opportunity for
comparing the accounting and document systems (i.e. the reports Member States are
required to make under Article 5 of Regulation (EEC) No 595/91).

Following the work of the Belle Group,'' the Commission has proposed an overhaul
of the accounts clearance procedure'® in an attempt to address the growing
difficulties encountered in implementing Fund expenditure. It has been decided to set
up a Conciliation Body to reconcile the divergent positions of the Commission and
Member States under this procedure.'’ In addition, ad hoc solutions couid be sought
for certain types of fraud, possibly by resorting to ad hoc financial adjustment
procedures which are not tied to the accounts clearance timetable. The ultimate
objective is to physically recover funds which have been misappropriated or employed
for the wrong purpose and to ensure that defrauders receive proper administrative
and/or criminal punishment.

159

16}

162

163

As provided under Article 7 of Regulation (EEC) No 595/91 in respect of cases reported under
Article 5 of that Regulation. See Annex 1 for the rules governing the 1eporting of cases of fraud and
irregularities in respect of the EAGGF - Guarantee Section.

See previous item on oerresourccs.

A group instructed by the Commission to propose improvements to the accounts clearance
procedure. .

Charging certain amounts to Member States in accordance with Article 8 of Regulation (EEC)
No 729/70.

Commission Decision of‘ July 1994 (94/442/EC), OJ L 182, 16.7.1994.
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2.2 Recover

Member States keep accounts only of amounts actually recovered, basic details of which
are sent to the Commu¥sion (annual EAGGF Guarantee statements). They do not keep
accounts of established amounts outstanding. The introduction of such accounts is one

of the Commiission’s objectives, as stated above. Although the IRENE base is undeniably
valuable from the documentary point of view, it cannot provide an accurate picture of the
real situation regardi,ng recovery in reported cases of fraud and irregularitics.

Table 10 shows amounts recovered by Member State, without distinguishing between old
and new cases. The highiest recovery rate obtained is around 40% for amounts at national

level, though the total at Community level for cases reported in 1994 is a mere 4%.

3. Monitoring in respect of structural measures and other expenditure

Table 11 below summarizes the situation as regards irregularities reported and amounts -~ ’
recovered by Member States: .
Table 10
* Before 1.7.94 * 1.7.94 ** Total -
Number of cases N 78 26 104
Amount declared 4 292 595 1 086 622 5379217
(ECU)
Amount recovered 262 160 137 288 300448 |0 g
(ECU) . N

*  Prior to implemcrémian of Regulatiod (EEC) No 1681/94.
** Implementation of Regulation (EEC) No 1681/94.

Care should be taken in interpreting the figures concerning recovery since Member States
are no longer sending in new reports'™ and the figures on earlier cases have not been
updated. The situation will improve with the application of the abovementioned new
regulation on irregularities and the recovery of sums wrongly paid in connection with the
financing of the structural policics and the organization of an information system in this
field. It must also be borne in mind that irregularitics found may also give rise to
recovery from the end recipient and hence to a reduction in the Community contribution,
even though there is no recovery in the strict sense, i.e. repayment to the Community
budget. The reason for shis is that the amounts recovered by the national authorities are
reprogrammed and used for other projects.

184 gee Seetion | above, page 68,
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As s the case for EAGGF - Guarantee Section expenditure, separate accounts are not kept
for amounts established but not yet recovered. However, the matter is under study, '
particularly for cases reported after the reform of the Funds in 1989 and the gereral
revision of 1993.

e
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CHAPTER 7: ANTI-FRAUD APPROPRIATIONS

SECTION I: BUDGET IMPLEMENTATION 1994

Anti-fraud appropriations in the 1994 budget totalled ECU 139.14 million in commitment
appropriations and ECU 12:4.24 million in payment appropriations, including those entered
in the reserve.

Most go to the national government departments responsible for inspections and
investigations. The percentage allocated to the Commission to cover the requirements of
its own operational departments is still tiny."* Nevertheless, the distinction between these
two categories was more apparent in 1994, in line with the wishes of the budgetary
authority. The anti-fraud appmpnauons allocated "exclusively” to the Commission

included:

appropriations for 1hc functioning of the coordination unit (SG/UCLAF), including
those assigned to m{;rnal operational support (a concept explained below);

appropriations for thc development of Community databases (IRENE and Pre- .
IRENE), the SCLNT system, the TAFI programme and various studies and reports;

. appropriations used to set up a conciliation body as part of the reform of the
1 procedure for clearing the EAGGF accounts.'

These accounted for around 3% of all commitment appropriations. Nevertheless, this
proportion was higher than the previous year, reflecting the political resolve expressed by

the budgetary authority since 1993 to give the Commission extra resources to carry out - .
‘A its tasks. “

While the initial allocation in the 1994 budget totalled ECU 139.14 million, this figure
does not correspand to the appropriations ctually available for use, as the Commission
made" various internal transfers over the financial year, subject to the approval of the
budgetary authority and in accordance with the principle of sound financial management
as laid down # Article 2-of the Financial Regulation.'” There were also variations in the
“rate at which ihe appropriations available were actually used in the course of the financial
. year. Detailed explanations are given in the section below on the utilization rate for anti
' fraud appropriations by heading and by sector.

A

Sée the annual teport on the fight against fraud for 1993 (cited above) for the recent trend in this
proportion. "

165

See Chapter 6, Section 3 “Financial montoring of fraud cases™.."EAGGF Guarantee Section”, page <
74, ¢

Y

167 Basic Regulation of 21 December 1977, OJ 1, 356, 21.12.1977, Yast amended by Council Regulation
(ECSC, EC, Euratom) No 2730/94, OJ L. 293, 12.11.1994. "il
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Before embarking on this detailed analysis, it is worth recalling that the operational
appropriations in Part B of the budget are designed to benefit Member States in the form
of technical assistance, a term which reflects the new thrust of the Commission’s policy
in this field, which has the encouragement and support of Parliament. -

The appropriations in Part A are intended for administrative purposes and in this respect
they too cover expenditure which benefits the Member States, for example through the
financing of seminars and special training courses and also in the form of general
subisidies to specialized national government departients.

1. Utilization of anti-fraud appropriations in the agricultural scctor

These appropriations made up 93% of all anti-fraud appropriations in the 1994 budget.
A breakdown of utilization by heading and by project is set out in Table 12. The
comments below concern headings with a particularly large allocation, in respect of which
appropriations were comimitted in accordance with the legal bases in force and in line
with requests submitted by the Member States, the main beneficiaries.

1.1 Item A-3531 Controls, su;i!ics, analyses in connection with the fight against fraud

This heading contains non-differentiated appropriations, with cqual amounts of
commitment and payment appropriations. It covers various measures which extend
beyond the end of the calendar year, so that the figure for utilization of appropriations at
31 December does not represent the final position for the budget vear, which is not
known until the third quarter of the following year. The corresponding tables therefore
show only the utilization of appropriations at 31 December 1994, reflecting commitinents
in 1994 (Table 13). However, the final situation regarding appropriations paid from the
1993 budget is already known and is given in Table 14.

1.2 Article B1-360 Measures to combat fraud affecting the EAGGF Guarantee Section

The appropriations in this heading arc also non-differentiated and, for the same reasons
s in the previous heading, Tables 15 and 16 show the interim results for utilization at
31 December 1994 for the 1994 budget and the final outturn for 1993.

,

1.3 Article_B2-51] Inspection in agriculture

The appropriations in this heading arc differentiated.

A large proportion of thé commitment appropriations and payment appropriations in the
initial budget were made available again. There are two main reasons for this -
non-utilization of the allocation earmarked for vineyard registers' and a drop in
expenditure in cotinection with the olive oil control agencies as a result of fluctuations
in exchange rates und a squecze on working capital.

168 cee the annual report on the fight against fraud for 1993, cited above.
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1.4 Article B2-519 Campaign against fraud in agriculture

This heading was first entered in the 1994 budget, at Parliament’s initiative, to boost the
resources available to the Commission for combating fraud. The initial allocation was
substantial (ECU 2.5 million in commitment appropriations and ECU 1.5 million in
payment appropriations), but, as a "mini-budget” heading, it fell foul of earlier
instructions issued by the budgetary authority and confirmed by internal Commission
instructions. It was therefore very difficult to use the appropriations, and those which
were usdd were confined mainly to the financing of operational measures such as studies
and the ‘use of outsidz experts, etc.

Faced with this paradoxical situation, -vhich was the sole reason for under-utilization,

ced that the unused :pprop.ri' tions

1. £ iotasim thn ahantar
the chapter proposed that the unused

those TUSp(‘)nSiblc ior ﬂdiﬁllllmcliug
be reallocated 1n the anngal transfer procedure submitied to the budgetary authority. As
the budgetary authority decided against the internal transfer, the appropriations remaincd

in this heading.

- .
2. Financial analysis
2.1. Utilization of appropriations intended for agriculture

Council Regulation (EEC) No 307/91 provides for a system of co-financing by the
Community to tighten controls on certain expenditure chargeable to the EAGGF
Guarantee Section.’® The co-financing is subject to a time limit and an annual ceiling
of ECU 20 million (total amount available).
Expenditure declared by the Member States in 1993 toialled ECU 10.37 million, i.c. 52%
of the total amount available (see Table 16).

The rate of utilization of Community appropriations varied according to Member State:
it was high in Ireland, Germany, France and Denmark (between 52% and 80%) and about
average in Spain and Portugal (45% and 50% respectively), while the United Kingdom,
Greece, Italy and Belgium used a mere 1110 17% of the amounts at their disposal. The
Netherlands was the only country to use all the appropriations available and received
additional financing in accordance with Commission Regulation (EC) No 1116/94."™

The lion’s share of expenditure declared by the Member States in 1993 (67% of the total
eligible amount) went towards the cost of paying additional statf to carry out the
inspections provided for in Regulation (EEC) No 307/91. Expenditure on training.
including the cost of running courses on the various control methods for agricultural
products, was still very low (2%), while spending on equipment accounted for 18%, some
of which went towards the purchase of micro-computers and vehicles, vital operational

199 0) L 37,9.2.1991.

o)L, 122, 17.5.1994,
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tools for carrying out inspections. Finally, relatively large amounts were requested by
Denmark, Greece, Ireland and Portugal to pay for analyses carried out by laboratories,
particulurly in connection with checks on exported goods.

On 16 May, drawing on the experience gained during the first three years of application
of Regulation (EEC) No 307/91. the Commission adopted Regulation (EC) No 1116/94,'™
which allows Member States to transfer unused Community funds from one budget anticle
to another within the total amount of financing allocated and, in addition, to have access
to unused amounts from al ons to other Member States. These new micasures are a
response to requests by certain Member States and will help ensure optimum management
of the Community funds in question.

Forecast expenditure for 1994, based on the statements submitted by the Member States,
is ECU 7.2 million, or 36% of available appropriations (see Table 15).'™ The final
outturn will not be known until after 15 May 1995, when the Member States are due to
submit statements of actual expenditure to the Commission.

As regards the other forms of Community co-financing from this budget heading. for
example the establishment of an integrated management and control sy stem under Council
Regulation (EEC) No 3508/92'™ and expenditure on remote sensing. the utilization rate
for 1993 and the forecast for 1994 can be regarded as satisfactory (see abovementioned
tables).

2.2 The Commission's new policv_of technical assistance and subsidies

Under this policy, which is supported by Parliament, the Community co-finances anti-
fraud measures by the relevant authorities in the Member States. with the aim of stepping
up the fight against fraud in fields where the existing legal bases do not define the
concept of technical assistance let alone lay down detailed implementing rules. as is the
case in the agricultural sector.

The scope of technical assistance to the Member States is governed by the principle of
subsidiarity. The appropriations in question are intended to help Member States
implement Community anti-fraud policy. in particular in developing inspections, for
which national government departments de not have the necessary administrative or
technical capacity. The aid may assume different forms depending on the nature of the
requests submitted by Member States, for example subsidies for the purchase of special
equipment for combating fraud on the ground or, at the specific request of national
government departments, financing to cover the use of experts in national investigations
or joint investigations with the Commission.

m Regulation cited above, amending Commission Regulation (EEC) No 967/91, O) L. 100, 20 4 1991,

72 For 1994 the Commission committed only ECU 10 mullion instead of the projected ECU' 20 nullion
to allow tor under-utilization in connection with Regulation (EEC) No 307/91.

1 See the remarks on legislation in Chapter 1, Section 2 "Agriculture”, page 8.
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In the field of the Structural Funds (and the Cohesion Fund in 1995) assistance to
Member States consists mainly of information seminars,’™ intended initially to explain
in detail the new arrangements for reporting irregularities already detected under the new
legislation which entered into force in 1994'™ or to contribute more specifically to the
organization of projects on irregularities in these fields.'™

Technical assistance for the Member States has an internal equivalent in the form of
assistance for the Commission’s own operational departments.  Although national
government departmenis are chiefly responsible for implementing anti-fraud policy, the
task of formulating, monitoring und coordinating it falls to the Commission’s own central
unit (UCLAF in the Secretariat-General). Everything possible is done to ensure that this
department has the necessary operational tools to accomplish its tasks (see Table 12 on
the utilization of appropriations in Article B2-519).'”

SECTION 2: 1995 APPROPRIATIONS

The 1995 budget contained a total of ECU 132.618 million in commitment appropriations
for anti-fraud measures (an increase of 5.2%) and ECU 121.568 million in payment
appropriations. ) .
The increase on 1994 is apparcni not only in the "traditional” anti-fraud headings in the
agricultural sector, but also in new headings covering the Structural Funds, the Cohesion
Fund, shared-cost research action and cooperation, which illustrate how a permanent
mechanism is zraduajly being established to assist the specialized anti-fraud departments
in the Member States, including central departments responsible for coordination, in the
years ahead.

Once the policy is in place, it will be assessed, and a special report will be sent to the
budgetary authority on the use made of appropriations allocated to the Member States in
the form of technical assistance and the use of appropriations by the Commission’s own
departments in the context of internal operational support aimed at stepping up anti-fraud

»

1" In 1994 a seminar was held for the Portuguese government departments responsible for the ERDF.

175 See the comments on tegislation in Chapter 1, Section 3 "Structural operations”, page 10.

' In 1994 a seminar was held for the Dutch government departments responsible for the ESF, .

"7 The level of resources has been adjusted to cover an increase in staff and the reorganization of the

department in 1994. See Chapter 2, Section 1, item ! "Organizational changes”, page 22.
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measures on the ground. As the fight against fraud is intensified, appropriate tools will
be provided to analyse the data that is gathered, leading to more effective targeting of’
investipations and specific studies following these investigations.'™

The sector-by-sector breakdown of anti-fraud appropriations for 1995 is given in Table 17
and Figure 3.

17 gee the item on the development of intelligence in Chapter 2, Section 1, page 23.
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ANNEX 1 SUMMARY OF REGULATIONS IN FORCE ON 1| JANUARY 1994

Under Article 5 of the EC Treaty Member States are required to implement Community
law. In this cc ntext, they are responsible for ensuring that Community regulations are
properly applicd, for collecting revenue and for administering expenditure from the main
European Funds placed at their disposal (EAGGF Guarantee Section, Structural Funds,
ele.).

Under Article 209 EC, as amended by the Treaty on European Union which entered into
force on 1 November 1993, Member States are required to combat fraud affecting the
Community budget with the same measures and the same vigour as if their own finances

‘ere at stake and, in so doing, 1o establish close cooperation between their administrative e
departments, with the help of the Commission,

These Treaty provisions are clarified by regulations covering indi\:idual policy areas.

1. Inspections

Any policy providing for measures with financial implications must have an effective c.

control system, Inspections are carried out primarily under the responsibility of. the
national authorities. The Commission’s role is lajd down in the EC Treaty, in particular
Articles 155 and 205, and spelled out in the regulations covering individual sectors. In
particular, it must ensure that the financial procedures for the collection of Community
revenue are properly observed and that budget expenditure is correctly implemented and
well used,

The obligations of the Member States are laid down as follows:

for traditional own resourcés, Article 18(1) of Regulation (EEC, Euratom)

No 1552/89'% lays down the obligations of the Member States as regards the
collection and scrutiny of revenue, Under Article 18(2) the Commission may be

associated with inspections carried out by the Member States Goint inspections), while

Article 18(3) provides for inspection measures 1o be carried out on the spot by
authorized Commissjon officials, with the participation of national officials Lo
(autonomous inspections); .

for expenditure under the EAGGF Guarantee Section, Member States are required
under Article 8 of Regulation (EEC) No 727/70 to ensure that transactions financed
by the Fund are in order, ' Under Article 9(2) the Commission may 1ake part in
relevant inspections and inquiries by the Member States (joint inspections), while
Artitle 9(1) provides for the Commission 1o undertake supervision where jt considers
it necessary (autonomous inspections). Furthermore, under Article 6(1) of Repulation

" 01 L 155, 7.6.1989.

"' 011 94,284,197,




(EEC) No 595/91." the Commission may specifically rcq'ucst a Member State 10
carry out inquiries in the form of joint inspections conducted by national officials.

. for the Structural Funds, Article 23(1) of Regulation (EEC) No 4253/88," amended
by Regulation (EEC) No 2082/93"™ provides for checks to ensure that operations
financed by the Community are properly carried out.  Under the first indent of
Article 23(2). the Commission has the power to check certain operations on the spot
Gvint inspections), while under the third indent of the same Article the Commission
may require Member Sta.es to carry out checks in which officials or other servarus
of the Commission may take part:

for the Cohesion Fund the rules are similar to those applied to the Structural Funds:
Article 12(1) of Regulation (EC) No 1164/94™ provides for the verification of
operations financed by the Community; Article 12(4) allows the Commission to carry
out on-the-spot checks on certain projects financed by the Fund; and under Article
G the Commission may require a Member State to carry out an on-the-spot cheek in
ich officials or other servants of the Commission may take part;
other specific regulations lay down special rules on inspections, notably in the wine
sector and in respect of fruit and vegetables.

. finally, under Article 24 of the Financial Regulation applicable to the general budget
of the Communities the Commission’s Financial Controller is authorized to inspect
files relating to expenditure and revenue, and to carry out checks on the spot if
necessary.'® :

2." Reports

On the basis of their inspection obligations, the Member States arc required to detect and

punish cases of fraud or irrcgularity and inform the Commission of these cases and the

action taken on them. This information is vital if the Commission is to carry out its .
coordination, surveillance and analysis work with a view to improving preventive

measures and helping the relevant authorities in the Member States carry out their
operational tasks.

182 oL 67, 14.3.1991.
't Of L 374, 31.12.1988.
o)L 193, 31.7.1993,

135 o) L 130, 25.5.1994, This Regulation repeated Counc.l Regulation (EEC) No 792/93 estabhishing a
cohesion financial instrument.

136 The Financial Regulation guarantees the I'inancial Controller the autonomy and independence necessary

for him to perform his duties.
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The obligation of the Member States to report cases of fraud and irregularity detected by
their administrative departments is spelled out in the Council Regulations for each field:

for traditional own resources (customs duties and agricultural levies) in Article 6(3)
of Regulation (EEC..Euratom) No 1552/89;

for expenditure under the EAGGEF Guarantee Section, in Articles 3 and 5 of
Regulation (EEC) Ne 595/91; .

sctural Funds, in Article 23(1) of Regulation (EEC) No 4253/88;
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for the cohesion financial instrument, which became the Cohesion Fund with effect .
Al N} 197 1YY

from 26 May 1994, i Articles 12(1) and (2) of Regulation (EC) No 1164/94:

for information under the mutual assistance arrangements between the Member States
on customs and agricultural matters, in Articles 14, 14a and 19 of Regulation (EEC)
No 1468/81 (information of an operational nature rclating to suspected cases of fraud
or irregularities).'” *

"7 0JL 144,26.1981 .
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ANNEX 2

Belgium
Denmark
France
Germany
Greece
Ireland
Italy

Luxembourg

*Netherlands

Portugal

Spain

LBTOEFmendNENUMBmmlNTHEMEMBERSDﬂES
080012426
80018495
05917295
0130820595
08003212595
1800553295
167878495
08003595
065224595
0505329595
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Table 1

COMMUNICATIONS OF MEMBER STATES ON
IRREGULARITIES EAGGF- GUARANTEE 1994 (*)

Beginning of CASES AMOUNT IN ECU
the irregularity] wNomFiED | cLoseED OPEN COMMUNICATED RECOVERED
unknown 175 29 146 190.997.081| 5.137.401
1983 2 1 1 106.106 101.400
1984 2 0 2 16.843 S
1985 3 . 3 0 33.186 33.186
1986 15 7 8 3.163.360 293.460
1987 15 7 8 562.975 62.495
1988 65 17 48 23.369.701 568.2° -
1989 116 21 95 26.754.2021 1.845.082
1990 192 . 48 144 16.815.274] 1.532.764
1991 ' 258 73 185 43.748.798| 3.593.496|. -
1992 277 81 196 23.711.896| 3.088.676|
1993 318 . 131 187 74.957.490( 4.782.451
1994, 159 | 89 70 7.675.456 545.271
Total'l 1.597 507 4.090 411.912.368| 21.583.896
{*) Luxemburg had no Irregularities to report [ Beigium and G are represented only for the 1+2+3 Quarter 1984,
Beginning
of the CASES | AMOUNT
irragulari ty | wormeo HOTIFIED
unknown 11% 46%
1983 <1% <1%
1984 <1% <1% .
1985 | <1% | <1% P
g 1986, 1% 1% .
' 1987 1% <1%
1988 4% 6%
1989 7% 7%
1990 | 12% 4%
1991 16% 11%
1992 17% 6%
1993 20% 19%
1994 10% 2%

TOTAL | 100% | 100%

240503
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ERPO4.XLS .

-
COMMUNICATIONS OF MEMBER STATES ON IRREGULARITIES _—
X TRADITIONAL OWN.RESOURCES 94. i
- : ‘;ﬁinb' 7 +2quarls/:; k 7

CASES I AMOUNTS CASES AMOUNTS

NOTIFIED NOTIFIED (Ecy; NOTIFIED NOTIFIED
[BECGIQuE 45 16.013.024 &% 4%
DANMARK 11 540.235 1% 0%
DEUTSCHLAND 727 29.264.095] 60% 26% o
ELLAS 10 B tdazeay 1% 1% :
ESPANA 35 5.157.635 3% 5%
FRANCE 74 9.482.976 8% 8% I
IRELAND 10 616.050 1% 1% e
ITALIA 81 24.061.205] % 2% AU
NEDERLAND 7 2,057.179 1% 2% ‘
PORTUGAL 20 637.380) 2% 1%
UNITED KINGDOM 201 22.621.189 16% 20%

TOTAL 1.221 | 111.894.005 100% 100%
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STRUCTURAL FUNDS AND FINANCIAL INSTRUMENTS

82580000.X60
Caset reported uader Article 3 of Reg. (EC) No 168194 Tfm" 3
3rd quarter 1994
&
Cases reported under Article 23 of Reg. (EC) No 4253/88 .
1990 - 3006.1994
Number of cases by Member State .
EAGGT Gud ESF ERDF FIFG (Cohesion Fin. Instr. ITOTAL
[Belgique/Belgia . . . B . .
[Danmark 9 0 0 0 9
Deutschland 7 1 0 o 10 .
9 23 [ 0 0 34
1 10 1 H [ 17
1 1 1 - 3
5 0 0. 0 . L
1] L] L] [] 0
12 - - - 12
2 2 2 0 0 6
4 ] [ 0 s
50 1l 1 E - 104
0 : Reports recorded no cases.
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As the new legislation was introduced very recently (Reg (EC) No 168 Ist:e Ch. 1, section 2, point 3)

a number of Mcmber States have not yet sent in their reparts

Page 1




STRUCTURAL FUNDS AND FLNANCIAL INSTRUMENTS

82580000.X59

Cases reported under Article 3 of Reg. (EC) No 1681194 Tatia 4
Jrd quarter 1994
&
Cases reported under Antlcle 23 of Rep, (EC) Nu 425388
! 1990 -30 D& 1994 .
Amounts In ecu by Member State
EAGGF Gud. ESF ERDF FFG Cohesion TOTAL
Fin Inut
DelpiquesDelgid o . . v i
Denmark 122,291 00 000| 000 000| 122,291 0of
{IDeutschiand 57,700 11 NEIN TS 000 000 313,273 208
Ellas 70 648 00) 63,661 70 000 000 005 941679 - 7
Espana 60,539 00 304256 34 24,866 32 1,692,580 00 0 00f 2,162,241 36
France 241,132.00 392,115 00| 293,949 00| . 924,796 00K
land 43 006 00/ L1 000 0 00| E 41,006 008
Italin s - - .
Luxembourg 000} 000 000 000| 000 ,
Nederland 120,845 00 . . . 121,145 0f [
fiPortugal 27118 35,583 20 194,900 37 000 000} 353,195 61 -
{United Kingdom 26111900 0 ) 165,532.00 000 426 631 00f
TOTAL 1.014,993.56 1505395 10 ml . . 3.119.2166'5t|
-1 No report recaived.
0 : Reports reconded no cases.
- 2,500,000+ -
2,000,000 -
1,500,000 .
L_J§1,000,000-
500,0001"
St |
0+ k-] “w o L] o =] = E
o Eed o~ J
SRR RERERERER -
@ Ez ¥ 2 8 3 = 38 35 £ B
5 € © R 8 6 €
9 & w = E ® £
oD 5 = a @ o
3 5 = 3
a = -]
5
. =1
|Co .
[ eAGGF Guid. MR ESF M eroF O FiFe Och ]

Az the new lcgisiahon was inroduced very recently (Reg (FC)No 1681794, see Ch 1, secton 2, point 3)

2 number of Member States have not yet sent in theur reports

jo
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Figure 2
) Meber States' reports 1991i1994* by Merber State
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- Figwe 3 24vargs &

TRAUT!ONAL OWN RESOURCES '
Reports from the Member States for the period 1991-94°
bytype of Resowce
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EAGGF-GLARANTEE

Merber States' reports 1991-19%
by category of agricultural experditure

Number of cases

AEFUNDS A0 CROFFRODUCTS  AID - ANDMAL PRODUCTS TOTAL

181 198
213 L]
299 605
365 "0

2

1058

Amount - ECU million

»
*
221 600
226 1028 ¢
ars 1284
432 1597 .
1258 4509 .
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L
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co ) 9193AN4C.XLS Table s

Irregularities communicated by Member States during the period 1991 -1993 (million ECU)
in relation to EAGGF -Guarantee expenditure granted to each Membes State. - .

Iregularities - B DX - B GR E F | IRL- ] - L NL P UK
Year 1931 0.8 14 5,0 0.1 1.3 " 5,8 2.9] 94,6 0,0] 3.8 0,1 54
Year 1992 2.0f 1.2 72 1.3 4,0 187 1.0 68,9 9.0 6.6 3.8 8.3
Year 1993 7.0 4.8 203 82.4 458 359 1.1 129.8 0.0] 8.0 48 3.7

Total 9.8 7.4 32,5, 83.8) 9.9 484 5.0] 283.0 0.0] 182 8.7 15.4

[ % of expenditure | 0,24% _ 0,20%] _ 0.22%] _1,17%] _ 0,09%] _ 0,23%] _ 0,11%] _ 1,92%] _0,00%] _0,23%] _ 0,71%] _ 0,21%]

Irregularities communicated by Member States during the period 1991 -1993 (million ECU)
in relation to Traditional Own Resources collected by each Member State

Irregularities B DK D GR E F IRL ] L NL P UK

Year 1931 3.2] 0.8 752 1.0 1.4 13,5 02 3.0 0.0] 04 04 17.7]

Year 1992 9.9 34 23.2 0.4] 08 12,7 44 19.2 0,0 13 1.2 18,1

Year 1983 20.1 20 43.8 0.4 8.8 17.8) 2.8 46.2 0.0) 5.8 0.7 33.8

Total 33.2 6,3 142.2 1.8 8.9 44.0 7.4 68.4 0.1 7.5 2.3 £9.5]
[ %ofresources | 1,23%]  0J8%| _ 1,19%]  0,33%] G41%]  0,85%] T1,50%] 1,73%] 021%] 0,17%]  038%]  0,54%]

. s B

3 h . b




NUMBER AND FINANCIAL IMPACT OF CASES RECORDED BY AREA (1995)

NUMBER OF CASES

SOURCE AGRICULTURE STRUCTURAL FUNDS
Member States’ Communications 1597 42
Commussion inquines 26 34

Mutual asststance

FINANCIAL IMRACT (ECU million)

SOURCE AGRICULTURE STRUCTUHAL FUNDS
Member States’ Communicatons 412 15
Commission inquines 72 16

* Mutual assistance

Own Resouces: only first hatf-year

OTHER EXP.

16

OTHER EXP.

23

Y

. OWN RESOURCES

1224

23

122
-8

OWN RESOURCES

112
107
181

—
' FINANCIAL IMPACT '
—‘“‘\“ -

450

400-

350~
c
2
3
-
o
w

Mutual assistance
Commission nquines.
Source
Mambar States' Communicaticns s
AGRICULTURE
STRUCTURAL
i FUNDS OTHER EXP
A OWN
e RESOURCES
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COMMUNICATIONS OF MEMBER STATES ON IRREGULARITIES

EAGGF - GUARANTEE 1994 (*)

CASES AMOUNT IN ECU
MEASURES COMMUNICATED | CLGSED] OPEN | COMMUNICATED | RECOVERED : 70 BE RECOVERED

“SMALL MEASURES ™ in total 512 211 } 301 76775 . 3896197 77822759
CHEESE - refunds . 21 1 1 10 1.089.151 283.085 806.066
VINEYARDS - defipitive cessation ™'~ 7 [ [ 7 1.110.256° o 1.110.256
MILK - linear coresponsibility tevy 36- 9 i 27 1.176.255. 246.425 929.830
BOVINE MEAT -storage - [ i o I 1 1.313.251. 1] 1.313.251
BUTTER - refunds 8 3, 5 1.390.990' 1.197.844 193.148,
EWE AND GOATS - premiums 127 16 7 111 1.497.138, 141.129 1.356.009
TABACCO 4 [ 1.501.590, 0 1.501.590
CEREALS - other intervention 41 o, 4 1.722.657 0. 1.722.657,
POTATO STARCH - refunds 16 Vo424 1.785.392 310.751 1.474.641
CEREALS - co-responsibility levy 53 L2t 28 1.811.518 497.407 1.414.111
COTON . production aid 1 o 14 1.995.473 ] 1.995.479
SCHOOL MILK 61 P4y ¢ 20 2.136.927 714.746. 1.422.181
SEEDS - production ad 11 P11 2.188.815 54.489 2.135.326
NON - ANNEX 1l PRODUCTS- refunds 64 ¢34 ] 2.260.328 629.308; 1.631.020
WINE - distillation 17 0 17 2.372.848 0 2.372.848
TOMATOES - processing aid 25 322 2.809.326! 151.234° 2.758.092!
SET ASIDE ARABLE LAND - premiums 241 % i 165 3.273.050: 162,160, 3.110.890
CITRUS JUICES - financial compensation 4 13 3.350.071" 0; 3.350.071
MILK PRODUCTS - refunds. 14 7,1 3.709.521 73.130; 3.636.391
BARLEY - refunds 5 o i 5 4.502.880 0 4.502.880
BOVINE MEAT - Intervention 2 10 4.691.622: 65.672 4.625.950
DRIED FODDER - production aid 34 12 | 22 5.569.943! 262.696: 5.307.247
WINE PRODUCTS - refunds 20 3 20.485.450" _ O 20.485.450]
BOVINE MEAT - refunds. 68 16 52 53.217.980, 410.582. 52.807.398
OLIVE OIL - consumption aid 141 17 i 124 60.378.408i 2.661 396, 57.716.412
CEREALS - storage 16 o ! 16 55'4“319‘. 4.847.740. 60.573.579
(CEREALS - rafunds 32 6 | 26 142.237.852, @3&'44305' 137.253.547
i TOTAL 1.597 507 11.0901 411.912.368 | 21.593.896 | 390.328.472

() Lusemburg hag no ureguianities 10 1epott 1 Beigium and Greece ate tepresented onty 1ot the 142¢3 Guatter 1994 N N

kN [N .
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2 9geyL




240388 | Lot . EFE123D XS
B L PN

COMMUNICATIONS OF MEMBER STATES ON .

-
IRREGULARITIES EAGGF - GUARANTEE 1994 (*} . .
CASES AMOUNT IN ECU
METHOD OF DETECTION NOTWIED | CLOSED |OPEN NOTIFED RECOVERED | TO BE RECOVERED
Miscellaneous methods (total) nr 188 162 32.119.094 3.825.888 28.243.206
CUSTOM CONTROL ("} EY as 11.443.717 6380.348 10.763.369
FARM INSPECTION . 102 * 33, L) 12.558.778|, 1.360.404 11.198.374
N ROUTINE CHECK 03 ” 201 24,144,948 524.514 23.620.434
TAX INSPECTION “ . » 30.469.760 117.374 30.352.386 .
ANALYSIS OF SAMPLES 3 " 3 43.086.872 181.089 42 895.883
JUDICIAL INQUIRY " ° 1 49.483,159 O 49.483.159
COMMUNITY INITIATIVE 1) 2 17 63.512.818 5.219.411 58 293.407
EX POST DOCUMENTARY CONTRO! 852 583 4 145.093.122 9 664.868! 135.428.254
TOTAL . 197 w7 ]iow] 411.912.368) 21.583.896] 390.328.472
{1 Luzemburg nad 10 repont { Beigum onty for the 193¢3 Quaret 1994

COMMUNICATIONS OF MEMBER STATES ON
- IRREGULARITIES EAGGF - GUARANTEE 1994 (%)

{Purcentages)
CASE: AMOUNT
METHOD OF DETECTION woTwiED | noTiFED
AL
Miscelianeous methods {totat) 20% %
CUSTOM CONTROL 5% 3%
FARM INSPECTION % 3% vl
ROUTINE CHECK 19% % g
TAX INSPECTION % ™ kd
ANALYSIS OF SAMPLES 3% 10% . e
JUDICIAL INQUIRY 1% 12% .
COMMUNITY INITIATIVE % 15%
EX POST DOCUMENTARY CONTROL 41% 38% .
TOTAL 100% 100%




- COMMUNICATIONS OF MEMBER STATES ON IRREGULARITIES
TRADITIONAL OWN RESOURCES .
period : 1991 - 1994 ( 1+ 2 quarter)

AMOUNT iN ECU
closed | o) recoversd 0 ba recoversd

BELGIQUE 32 203 128 48.205.846| 7.267.23% 41.938.607
DANMARK E 41 48 6.848.827 2.799.554 4.049.273!
DEUTSCHLAND 1.543 118 1.433 174.442,258] ..7.715.408| 163.726.850] .
ELLAS s o ] 3.223.988 o 3.223.998
ESPANA 192 18 Ried 14,051,855 1.025.938 13.025.917|
FRANCE 544 s 838 53.500.248 5.093.467 48.406.781
IRELAND 32 13 1 8,001.875 1.183.211 6.818.664/
ITALIA ) 41 7 $2.474.918, 654.257 91.820.659
LUXEMBOURG 2 1 1 85.220 45417 39.803;
NEDERLAND “ 1 43 9.513.448 122.232 9.291.218|
PORTUGAL 23 3% 48 2.969.940 579.444 2.390.496
UNITED KINGDOM | 981 224 737 $2.187.252 1.844.104 90.323.148

TOTAL 4.205; 702 |3.503]503.485.883| 28.330.271 475.155.412’

CASES MONTANT| % OF THE AMOUNT NOTIFIED;
rotified] nottfied recoversd | 1o be recovered
BELGIQUE 8% 29% 15% 85%
2% 6% 41% 59%

DEUTSCHLAND 36% 16% 5% 95%
ELLAS 2% 0% 0% 100%
ESPANA 4% 2% T% 93%
FRANCE 13% 1% 10% 90%
IRELAND 1% 2% 15% 85%
ITALIA 9% 6% 1% 9%
LUXEMBOURG 0% 0% 53% aAT%
NEDERLAND 1% 0% 1% 99%
PORTUGAL 2% 6% 20% 80%
UNITED KINGDOM| 22% | 32% 2% 98%

TOTAL 100% ] 100% 6% 84%

LY
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COMMUNICATIONS OF MEMBER STATES ON IRREGULARITIES
EAGGF - GUARANTEE 1991 -1994 (*)

CASES AMOUNT IN ECU b
notified | CLOSED | OPEN notifed RECOVERED 7O BE RECOVERED
gBELGIQUE 118 58 81 11.450.094 7134.154 10.715.940
DANMARK F 3} 175 48 10.503.888 4.908.634 5.595.184|
DEUTSCHLAND 548 285 281 § . 88.217.645) 12.301.638 - $3.915.95¢1
ELLAS *" 327 85 262 88.353.034 {"*) 58.267.59¢ 28.085.438]
ESPANA 518 212 301 82.748.303 2283822 80.482.381
FRANCE 388 254 138 54,262,457 17.282.240: 36.970.217
IRELAND 65 43 17 5.507.529 2.137.820 3.369.639)
ITALIA 955 108 847 580.635.45¢ 35.748.902 524.936.552]
INEDERLAND 428 331 7 22.621.210 11.093.598/ 11.527.618!
PORTUGAL 7% 38 232 14.961.534 1.037.472 13.924 062 .
{UNITED KINGDOM || 670 456 204 - 26774068 117008.038 14.825.247} e
TOTAL 4.509 2028 2.483 u_zys.m 158.732.178 784.348.734)
{7} Luxemburg had no irregularities to report { Beigium and Greece are represented only for the 142+3 Quarter 1994,
{~} 58 Million ECU have been by th Inthe Cle. of Accounts 1991
Cases Amount % of the amount notified

notified recovered 10 be tecoversd

BELGIQUE % 3 3
DANMARK 1% % §3%
DEUTSCHLAND 12% % 19% 81%
ELLAS () ™% % 66% 8%
EspaNA 12% 9% % 7%
FRANCE 9% 6% 32% 88%
IRELAND % 1% 9% 81% P
ITALIA 21% 80% 6% 94% g
INEDERLAND 9% 2% 9% 51% -
PORTUGAL 6% 2% ™ 93% 3
UNITED KINGDOM 15% 3% 01="/- 55%

TOTAL 100% | 100% 17% 83%




UTILIZATION OF APPROPRIATIONS - 1994

Table 2

BUDGET HEADING MEASURES FINANCED, APPROFRIATIONS | APPROPRI UTIIZ- § CAKRY- | PAYMENTS
ARTICLE. TTEM - R AVAILABLE ATIONS ATION | OvERS AGAINST
EE {INCLUDING COMMITTED | (%) FROM CARRY-
TRANSFERS} 1993 OVERS
TROM 1993
A 2854 Conferences, congresses snd meetings in Serminars, meeungs and raining 230000 29 w0 100 130 %7 120277
connecnon with the acvities of the courses 1 the Member Sutes N v 8%
assocuanons of European hawyers fot the
protecuon of the financul nterests of the.
Communay
A 3530 Usit 10 coondsnate scnen against fraud 108 ey 982 5 284 62 939
« Meetings, seminar, investigations 4595 73 8¢
- Databases 7 500
A 3531 Congrols. studies and analyscs 10 connectian 4 143,000 4103 47% 99 473019 1618776
with the fight 2gamnst frand - Reg. (EEC) No 404589 1690000 05,3
- Legal semunary and snudics 199 973
- Customs and VAT seminars 462 848
- Swdics customs + indirect waaKOR 49 500 .
- Invesuganons and musions. 286 10
- Other semunars 13 360
- Report on the fight agamnst fraud 50000 B
- Analyses 18366
- Computer systems and daubases
(IRENE and Pre-IRENE, DAF} 256 900
- Subudies $§2 000
- Concilution body (EAGGF) 1100
- SCENT 316 119
AR Fraug uppression 1n the texules sector 00 000 Wt | 93 376 698 314120
(TAFD - Seounars, unvesuganons 149 901 83.4%
- Subsly 30000
- Co-financing & fescarch uait
300 (0
TOTAL TO CARRY FORWARD 5.289.000 5.245.4713 )

ced




BUCET HEADING MEASURES FINANCED APPROPRI- | ARFROPRI. UTILIZATIO | CarrYOVERS PAYMENTS
A"TICLE, ATIONS ATIONS K%y FROM 1093 AGAINST
122 AVAILABLE | COMMITTED CARRYOVE .
(NCLUDING RS FROM s -
TRANSFERS) . 193 -
CARRIED FORWARD 5.289 000 5 245 000
A 388 European documenuton, Establishment of a foundation under pm B 375 00 R
coordination and sndy perwork Dutch Jaw (legal suucture of the nerwork) ‘ )
10 conurol cross-border cnme and | imrolvng five countnes: D, 1, GR, L, N . s
fraud NL . ot - O
B1360 Measures 10 combet fnud 75 90 633 9733 30624 834 13024860 J° - L\
. affecung the European - Reg (EEC) No 307/9) 107000 000 49,1% .
Agneulun) Guudsnce tnd - Reg (EC) No 163/%4 (Remote sensing) 12 000 000
Guarantee Fund - Gusrantee - Remote sensing (smages) 1518 475
von ~ Reg (EEC) No 3508/92 (IACS) 30 000 000
- Integrated system (iand segasier) 322 61 .
- Expert costs (IACS) 200 360
- Technical studies 1879 818
¥2102 Measures 10 combat fraud 200 000+ . :
- affecung the Europeza,
Agnculwnl Guidance and
Guananice Fund - Guidance
Section .
B2111 Measures 10 combat fraud s 50 000+ - . ;
affecung the Finanoul Insirument
for Fishenes Guwdance .
B2 121 Mexsures 1o combat fraud 300 00y +p 13 00g s
affecung the Europesn Regional
Development Fund
{
BLI3t Measures to combat fraud 200 000 %} 100,000 su
affecang the European Socal
Fund
TOTAL TQ CARRY FORWARD 34 039.000 31.381.128 ! l
———
* The appropriations were entered in the raserve BO 40 (the headings c:

¢  he in%mken. entties). They could only be transfesred 0 the headings by decision of the
budgetary amhogngry on the basis of 2 report by the Commission (SG/UCLAF). This decision way ot taken unnl late November, thus not allowing optimum
utihization in 1994, :




BUDGET HEADING MEASURES FINANCED APPROPRI- APPROPRI- UTILIZATION | CARRYOVERS PAYMENTS :
ARTICLE, ATIONS ATIONS %) FROM 1993 AGAINST s
TEM AVAILABLE COMMITTED CARRYOVERS
(INCLUDING FROM 1693 .
N TRANSEERS) 5
~_ CARRIED FORWARD $4.039.000 31280125
B2.5110 Inspecnon 1m agneutire 25500 000 2NTa0 429
- Controls and analyscs 217 000
- Olive ot agencacs
12 000 000 & St
PR3 -
B2SI% .. §.Cifage agamnst fravd i 3 2 500 600 $37 0¥ S -
agnaulure -+ Missions, uvestiganons 56229 g
- Remote sensing (sofrware) P . 1382
3 - Studses, amalyses, conucls - 138750
- Expert costs - 30 000
- Operational resources
r | sarucLan 200 00
-~ Purchase of musceltancous 13 833
- cquipment
_
BS.308! Commumity action programme 500 00y 100 885 463 520 159
| concerming vocauonal trauning for - Manthaeus s82%
cusioms officials (Machacus) and x | - Manhaeus-Tax
officials (Matihacus-Taa}
B6 840 Measures 1o combat fraud in the $0.000(+) . .
shared-cost research sector
B87.530 Measures 10 combat fraud 1n the pm,
sector
GRAND TOTAL 117.989.000 97.035.148 82,2
* The appropriations were entered

utilization in 1994.

in the reserve B0.40 (the headings carry in%tokcn entries). They could oal:
budgetary authority on the basis of a report by the Commission ( G/L‘JKA i

). This decision was not 1aken

y be transferred 1o the headin,

85 by decision of the

until fate November, thus not allowing optimum
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Table

13

BUDGET ITEM AQ 3531 - UTILIZATION OF BUDGET APPROPRIATIONS 1994 (DG VI share}®

INITIAL APPROPRIATION DG VI = ECU 2.880 muthon

FINAL APPROPRIATION DG VI AFTER DISTRISBUTION = ECU 2,250 mullion

MS REG. 4045/89 OTHER OPERATIONS (* "I (1} TOTAL
Uthzavon Utkzaton Utihzaton
BUDGET c - P % BUDGET c P % BUDGET c P %
a b b/a F] b b/a a b b/a__ |
-3 0,150 0,072 { 0,053 | 74 % Vi / / / 0,150 0072( 0053 | 74 %
DK 0.150 0,134 | 0,100 | 75 %. / / / / 0,150 0,134 | 0.100 75 %
DE 0,300 0298 | 0,211 | 71 % / ‘/ / / 0,300 0,298 | 0211 71 %
£l 0.150 0,114 0042 | 36 % / / / / 0,150 0114 0,042 36 %
ES 0.300 0,295 | 0,222 | 75 % / / / ’ 0,300 0295 | 0.222 75 %
FR 0,300 0,291 | 0,216 | 74 % / / / / 0,300 0291 0216 74 %
IRL 0,150 '} 0,029 | 0,022 | 74 % / / / / 0,150 0,029 { 0.022 4%
I 0300 '] 01332 | 0,000 | 0% / / / / 0,200 0133 0000 | © 16
L 0,030 0.000 | 0,000 0% / / / / 0.030 0,000 | 0,000 0%
NL 0,300 0,130 | 0,064 | 50 % A / / / 0,300 0,130 | 0,064 50 %
PT 0.150 0,150 | 0,106 | 71 % / / / / 0,150 0,150 | 0,106 71 %
UK 0,360 0,044 1 0033 ) 725% | . / / / / 0,300 0,044 { 0.033 75 %
2,580 1,690 { 1,068

2,580 1,690 | 1,068 | 63 % 0,300 0,534 | 0,000 | 0% 0,300 0,534 ] 48 %
TOT. _2,880 2,224 | 1,068
(*] PROVISIONAL

Notes: BUDGET: Appropriations available in budget; C: Commitments; P: Payments

[* *) Agricultural simphfication working party, SCENT, etc.

{1) Amount not distributed by country.
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. Table 14

BUgGET ITEM AQ-3531 - UTILIZATION OF BUDGET APPROPRIATIONS 1993 (DG VI share)*

INITIAL APPROPRIATION DG VI = ECU 2.880 miltion
FINAL APPROPRIATION OG VI AFTER DISTRIBUTION = ECU 2.574 millon

MS ’ é 4045/89 OTHER OPERATIONS (* *) (1] TOTAL
Utirzation Utikzation Utihzation
BUDGET c P % BUDGET c ‘P % BUDGET c P %
a ., 4 b/a a b b/a a b b/a
BE 0,150 0 ?75 0.095 | 125 % / / / / 0,150 0076 | 0095 125%
Dk 0,150 [ .:.',',' 0.723 | 34 % / / / / 0,150 0131} 0.123 94%
DE 0,300 0.278 0.28 | 101 % 4 4 / / 0,300 0278 0280 101%
El ' 0,150 0.136 | 0059 | 432 % / / / / 0.150 0136 0059 43%
ES 0,300 0.286 | 0248 | 87 % / / / / 0,300 0286 | 0248 87%
R 0,300 0289 | 0274 | 95 % / / / 14 0,300 0289 )| 0274 95%
IRL 0.150 0031 0.026 | 84 % / / / / 0,150 0031 0026 84%
r 0,300 o189 | 0031 16 % / / / / 0,300 0133 0031 16%
w 0.030 0,000 o 0% / / / / 0,030 0.000 | 0,000 0%
NL 0,300 Q106 | 0.112 | 106 % / / / / 0,300 0,130 0.112 106%
PT 0.150 013 0.7116 | 89 % / / / / 0,150 0,150 | 0.116 89%
UK 0,300 0 054 005 93 % / / / / 0,300 0,044 | 0,050 93%
2,580 1,690 i,706
ToT. 2,580 1.706 1.413 | 83 % 0,300 04 0,226 | 56 % 0,300 0,534 | 0,400 78%
2,880 22241 2,106

Notes: BUDGET: Appropristons available in budget; C: Commutments; P: Payments
[* *} Agricultural simphfication working party, investigations, etc.

(1) Amount not distributed by country.
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Tovie 187

BUOGET ITEM 8 1:3600 - UTHIZATION OF BUDGET APPROPRIATIONS 1954 1
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(41 PROVISIONAL

Notes BUDGET: Appropratsons avadebie in budget,

C. Commamants: P. Payments

13} Including appropnations 1or mages 1Spot Image and Evrinege). They wers i the reserve and transfemed on 21.4 1994,

12} This reguiation concems Portugal,

131 No aliocstion by country

14) Appropristion to cover casts of ouisidy consultants
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Noses BUDGET Appeoprations &

/sbie In budger, € Commiments, P Payments

115 These sppropriations wars wm the resarve and wele usnstered

131 Tous reguiation conceins Fortugal
13} No stiocation by counury

£5¢ Approprianon 10 cover costs of Gutsule consultants

121 No allocaton by country The appiopnation s for two companiot, Spot lmsye end Euinneye




FRAUD PREVENTION APPROFRIATIONS - 1995 BUDGET

ITEM N DESCRIPTION AMOUNT (Ecu)
i A-2554 Conferences, congresses and meetings in connection with 260.000
i the activities of the associations of European lawyers for
‘ o the protection of the financial interests of the Community
| £ 3
A-3530 % Unit to coondinate action against fraud 200.000
A-3531 Controls, stadies and analyses in connection with the fight 2.808.000
against fraud
A-3532 Fraud supprossion in the textile sector (TAFI) 800.000
A-355 K European documentation, coordination and study network 350.000
Y ot to control cross-bordet crime and fraud
B1-560 \ - Measures to combal’ fraud affecting the European 85.000.000
R Agricultural Guidance and Guarantee Fund - Guarantee
. Section \
B2-101 % Measures 1o combat fraud affecting the European ‘-200.000'
Agricultural Guidance and Guarantee Fund - Guidance
Section
B2-111 Measures 10 combat fraud affecting the Financial 50.000!
Instrumegt for Fisheries Guidance
t
B2-121 Measurcsmcombat fraud affecting the European Regional 300.000!
Dcvclopp'n: Fund
B2-131 ., 4 Measureé 80 combat fraud affecting the European Social 200.000"
Fund
B2-301 Measures o combat fraud affecung the Cohesion Fund 300.000'
B2-511 Inspection i agriculture 7732.500.000
B2-519 Campaign against fraud in agriculture 1.500.000!
B5-3051 Community action programme concerning vocational 3.000.000
- training for customs officials (Matthacus) and tax officials
(Matthacus-Tax)
: B5-800 Co.opcralim in the fields of justice and home affairs 5.000.000'
¢ B6-910 Actions to combat fraud in the area of research 50.000"
. (shared-cost) '
Measurgq 16 combat:fraud in the cooperation sector 100 000

B7-530

a

* L

¢

Appropriations entered entirely 1n Chapter B0-40,

Y




FRAUD PREVENTION APPRGPRIATIONS 1995

Breardowr; by magor areas

Area Budget Amount
) heading 1ECU thoussnd)
EAGGF - Guarantes 81360 85000
Agnicutture (J\spcchoml 82511 32500
| Cnoqmnon nstice 858 5000
i Traiting, muscelaneaue A 4418
" ‘nformaton on customs and mduect taxation 853 3000
Technical nsmance‘md self assistance concefrung the
! Structural Funds, the' Cohasion Fund, agniculture and other sectors B2.86-87 2700
; TOTAL 132618
{
I
a "2
[ 11} n % on

8251
5%




